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Why Fiscal Policy

A
 nation can not achieve macroeconomic stability 
without fiscal policy. Fiscal Policy is required for 
economic growth and stabilization. It can be used 

to control the production and consumption of particular 
goods, services and products. The government increases 
aggregate demand by stabilizing taxes and increasing 
expenditure. It also boosts demand through tax cuts and 
increased transfer payments. These measures increase 
average household incomes and encourage consumer 
spending. In addition to regulating the demand side of the 
economy, fiscal policy influences aggregate output and 
employment by raising the level of infrastructure spending. 
Overall, fiscal policy can be deployed to correct 
economic imbalances in periods of recession and 
depression.



(I)   Fiscal Policy at a Glance       iii

(ii)  Foreword

(iii)  Acknowledgments      iv

(iv)  Why Fiscal Policy      vi

1.  Fiscal Policies      1

2. Instruments/tools of Fiscal Policy    3

3.     Government Revenue     5

4.    Tax Revenue       7

5.    Tax Avoidance      9

6.     Tax Evasion       11

7. Non – tax Revenue      13

8. Direct Tax       15

9. Indirect Tax       17

10. Government Spending     19

11. Capital expenditure      21

12. Recurrent Expenditure     23

13. Non-debt recurrent expenditure    25

14. Statutory Transfer      27

15. Government Borrowing     29

TABLE OF CONTENT

vii



16.  Types of Fiscal Policies     31

17.  Deficit and Deficit Financing     33

18. Components of the Nigerian  Federal Government Budget   35

19.  Oil Revenue       37

20.  Non-Oil Revenue      39

21.  Types of Budget      41

22.  Balanced Budget      43

23.  Deficit/Expansionary Budget     45

24.  Surplus/Contractionary Budget    47

25.  Fiscal Buoyancy      49

26.  Subsidy       51

27.  Loan Conditionalities      53

28.  Fiscal Operations      55

29.  Debt       57

30.  Public Debt       59

31.  Domestic Debt      61

32.  External Debt      63

33.  Debt service       65

34.  Debt sustainability      67

35.  Fiscal strategy      69

36.  Fiscal Dominance      71

37. Medium Term Expenditure   Framework (MTEF)     73

38.  Multilateral Debt Buyback     75

viii



ix

39.  Overall Fiscal Balance     77

40.  Fiscal Federalism in Nigeria (I)      79

41. Fiscal Federalism in Nigeria (II)      81

42.  Fiscal Federalism in Nigeria (III)      83

43.  Fiscal Federalism in Nigeria (IV)     85

44.  Budget Cycle      87

45.  Consolidated Budget      89

46.  Budget Appropriation      91

47.  Extra Budgetary Expenditure     93

48.  Spending Ratio      95

49.  Allocative efficiency      97

50.  Eco Tax (Environmental tax)     99

51.  Budget Flexibility      101

52.  Saving Bonds      103

53.  Reciprocity       105

54.  Gap Financing      107

55.  Fiscal Rule        109

56.  Primary Fiscal Balance     111

57.  Sovereign Wealth Fund     113

58.  Excess Crude Account     115

59.  Bond Insurance      117

60.  Debt Structure      119

61.  First Line Charges      121

62.  Refinancing        123



63. Ways and Means Advances     125

64. Special Purpose Bonds     127

65. Diaspora Bond      129

66.  Flat tax       131

67.  Fiscal stability      133

68.  Gross revenue      135

69.  Net revenue       137

70.  Excise Duties       139

71  Fiscal Decentralization     141

72.  Double Taxation      143

73.  Fiscal Buffers       145

74. Reserve Fund for Future Generation (RFGF)     147

75.  State General Reserve Fund       149

76.  Income Distribution      151

77.  Effective Tax Rate      153

78.  Withholding Tax      155

79.  Joint Venture Cash Calls (JVCs)     157

80.  Stabilization Fund      159

82.  Social Securities       161

83.  Non-Oil Budget      163

84.  Deficit to GDP Ratio       165

85.  Production Sharing        167

86.  Income Transfers      169

x



xi

87.   Performing Budget      171

88.  Credit Worthiness      173

89. Non Contributory Income Support     175

90.  Sovereign Rating of a Country      177

91.  Fiscal Transparency      179

92.  Tax Areas       181

93.  Royalty Regimes      183

94.  Income Tax       185

95.  Export       187

96.  Import       189

97.  Export duties       191

98.  Single Taxation      193

99.  Transfer Payments       195

100. Gate Keeper      197

101. Debt capacity      199

102. Mandate        201

103. Fiscal Sustainability       203

104. Budget Year       205

105.  Budget Act       207

106.  Cyclical Balance      209

107.  Structural Fiscal Balance      211

108.  Gross debt       213

109.  Net Debt       215

110.  Contingency Liability      217

111.  General Government     219



112  Fiscal Austerity      221

113.  Fiscal Stimulus      223

114.  Tobin Tax       225

115  Progressive tax      227

116.  Regressive Tax      229

117.  Public Sector      231

118.  Break-even Oil Price     233

119.  Fiscal Multiplier      235

120.  Appropriation      237

121.  Allotment       239

122.  Annulation      241

123.  Bennium       243

124.  Cancellation      245

125.  Budget       247

126.  Fiscal Note      249

127.  General Funds      251

128.  Spending Plan      253

129.  Budget Reserve      255

130.  Consumer Price Index –Urban    257

131.  Internal Service Funds     259

132.  Revenue       261

133.  Revolving Funds      263

134.  Special Funds      265

135.  Fiduciary Funds      267

xii



136.  Direct Appropriation     269

137.  Open Appropriation     271

138.  Targets       273

139.  States aids       275

140.  Personal Income      277

141.  GDP Implicit Price      279

142.  Earmark       281

143. Enterprise Funds      283

144.  Contingency Funds      285

145.  Carry Forward      287

146.  Departmental earnings     289

147.  Bond Ratings      291

148.  Call -options      293

149.  Mandates Releases      295

150.  Arbitrage       297

151.  Ad Valorem Tax      299

152.  Deductions      301

153. Money Multiplier      303

154. Open Market Operation     305

155. Special Account      307

156. Augmentation      309

157. Fiscal Year      311

158. Grant      313

159. Overhead      315

xiii



160. Sinking Funds      317

161. Eurobond      319

162. Landed Cost      321

163. Mineral Royalties      323

164.  Royalties      325

165. Zero Coupon Bond      327

xiv





1

FISCAL POLICIES

These are government measures designed to influence the 
quantum and allocation of  revenue and expenditure with 
the aim to achieving internal and external economic 
balance, as well as sustainable development. For optimum 
results, fiscal policy must have a handshake with monetary 
policy to achieve the primary goal of welfare maximisation 
for the citizenry, which is facilitated by internal and external 
economic stability as well as sustainable development. 
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INSTRUMENTS/TOOLS OF FISCAL POLICY

Taxes and government expenditure are the primary tools 
of  fiscal policy, though in some jurisdictions grants and aid 
constitutes significant complementary tools. Fiscal policy is 
composed of  a suit of revenue and expenditure 
policies/actions 

Public Revenue can be categorized into 
 •   Tax AND non-tax, and, 
 • Tax can be classified as
    •   Direct tax,
    •   Indirect taxes,

Public expenditure on the other hand can be categorized 
into:

• Recurrent, and
•     Capital expenditure

Other tools of Fiscal Policy are: public borrowing, transfers 
etc. 



Recurrent 
Expenditure

Public 
Debt
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GOVERNMENT REVENUE

Public revenue are government income that are  recurring 
by nature and available to meet the day to day expenses 
of government. They include: Taxes, privatization 
proceeds, sale proceeds of goods, interest received, 
commission received, rent received etc.

Public revenue is an important tool of fiscal policy and is the 
opposite of government spending. It is in form of taxes and 
non-tax revenue or oil and non-oil revenue. 
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TAX REVENUE

This can be described as a financial charge or levy  
imposed on taxpayers, individuals or legal entities by 
government to raise funds to finance its programmes and  
expenditures. It is an offence under the law for anybody to 
fail to pay or evade taxes. Taxes consist of direct or indirect 
taxes. There are, however, consequences for evading or 
avoiding taxes.
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TAX AVOIDANCE

Tax avoidance is the legitimate reduction of taxes, using 
methods approved by the tax authority. Businesses avoid 
taxes by taking all legitimate deductions and by sheltering 
income from taxes, setting up employee retirement plans 
and other means, all legal and under the Internal Revenue 
Code or state tax codes.
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TAX EVASION

Tax evasion, on the other hand, is the illegal practice of not 
paying taxes, by not reporting income, reporting expenses 
not legally allowed, or by not paying taxes owed. Tax 
evasion is most commonly thought of in relation to income 
taxes, but tax evasion can be practiced by businesses on 
state sales taxes and on employment taxes. In fact, tax 
evasion can be practiced on all the taxes of a business. Tax 
evasion is the illegal act or practice of failing to pay taxes 
which are owed. In businesses, tax evasion can occur in 
connection with income taxes, employment taxes, sales 
and excise taxes, and other federal, state, and local taxes.
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NON- TAX REVENUE

This can be described as recurring sources of government 
revenue earned by the government from sources other 
than taxes e.g oil revenue, solid mineral revenue etc. In 
Nigeria, non tax revenue include proceeds from sale of 
government property, privatization proceeds, rents and 
leaves, surpluses of public corporations, dividends, etc.
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DIRECT TAX

This is a levy that the government imposes on the income, 
property, or wealth of people or companies. It is entirely 
borne by the entity that pays it, and cannot be passed on 
to another entity/person. Example of direct taxes is income 
tax, company tax.
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INDIRECT  TAX

These are taxes that are levied by the government on 
entities in a supply chain. It is passed on to the consumer as 
part of the price of a good or service. The consumer is 
ultimately paying the tax by paying more for the product. 
An indirect tax is shifted from one taxpayer to another.
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GOVERNMENT SPENDING 

This involves government expenditure on real goods and 
services. It includes payment of salaries, pension, 
unemployment benefits, spending on subsidies and grants. 
Other forms of public spending are payments of interest on 
debt and investment projects, etc. In Nigeria, government 
expenditure is classified into Capital, Recurrent, Non–debt 
Recurrent Expenditure and Statutory Transfers.
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CAPITAL EXPENDITURE 

These are funds used by the government to acquire or 
provide physical assets such as property, industrial 
buildings or equipment for public usage with a life span of 
more than a year. This includes expenditure on roads 
construction, building of Hospitals, communication 
systems, public research spending and the provision of 
basic education and medical services etc. It can also be 
described as government investments on productive 
channels of the economy.
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RECURRENT  EXPENDITURE 

These are expenditures that are recurring in nature and do 
not result in the creation or acquisition of fixed assets. It is 
also described as an expenditure of government on the 
provision of goods and services consumed by the public 
within a fiscal year. This spending is recurrent because of 
the need for  sustenance in the provision of these services. 
In Nigeria, recurrent expenditure include of domestic and 
foreign debt service as well as non-debt related 
expenditure. 
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NON–DEBT RECURRENT EXPENDITURE

These are recurrent expenditure that are not debt related. 
They include payment for overheads, salaries, pensions, 
social security benefits, miscellaneous expenses, etc. 
salaries and overhead are payments that are periodical in 
nature, e.g. monthly quarterly, annually.
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STATUTORY TRANSFERS

They are funds transfers (enabled by law and backed by 
the constitution) that must be made to certain institutions 
every budget year for specific purposes. Some of the 
institutions that receive statutory transfers in Nigeria 
include: Niger Delta Development Commission, Universal 
Basic Education commission, National Assembly, INEC, 
Public Complaints Commission, National Human Rights 
Commission etc.
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GOVERNMENT BORROWING 

This can be described as funds borrowed by the 
government to spend on public services. When 
government revenues are insufficient to finance special 
projects/government expenditures then a government 
resorts to borrowing to make up the difference. Most 
governments have now observed that they need to 
borrow to finance even some current expenditure. The 
other terms used to refer to public borrowing are 
government debt, national debt or public debt.
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TYPES OF FISCAL POLICY

Governments adopt three types of fiscal policy namely:
Ÿ Expansionary Fiscal Policy– this entails a reduction in taxes or increase 

in government spending to induce increase in aggregate 
consumption, demand, investment and production levels. It is 
typically deployed to stimulate growth when the economy is 
operating below its full employment capacity. It is facilitated by  an 
expansionary budget when government expenditure exceeds its 
revenue.

Ÿ Contractionary Fiscal Policy– this  entails  an increase in taxes  or 
decrease in government expenditure to moderate aggregate 
consumption, demand, investment and production levels. It is 
typically deployed when the economy is operating above its full 
employment capacity, overheating and faced with rising inflation. It 
is facilitated by  a contractionary budget when government 
revenue exceeds its expenditure

Ÿ Balanced or Neutral Fiscal Policy – this  entails  maintaining the level 
of taxes and expenditure to ensure that revenues match 
expenditure. This is typically deployed when the economy is 
operating at its full employment capacity and the government aims 
to maintain  internal and external economic stability. A balanced 
budget comes when government revenue and expenditure are 
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DEFICIT & DEFICIT FINANCING

Deficit is the budgetary situation where expenditure is 
higher than revenue. Deficit financing, is a practice 
adopted for financing excess expenditure with outside 
resources. The expenditure-revenue gap is financed by 
either printing of currency or through domestic & Foreign 
borrowing. Today most governments (both in the 
developed and developing economies) have deficit 
budgets and these are financed through borrowing. 
Hence the fiscal deficit is the ideal indicator of deficit 
financing. Other sources of deficit financing are: proceeds 
from privatization, FGN Bonds, Ways and Means 
Advances, Treasury bills, etc.
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COMPONENTS OF THE NIGERIAN 
FEDERAL GOVERNMENT BUDGET

Government budget refers to a financial plan which 
presents the government's proposed revenues and 
expenditure for a period usually a year. The government 
budget is a government document presenting the 
government's prepared revenues and expenditure for a 
financial year, presented by the Finance Minister, 
presented by the President to the Legislative, passed by 
the Legislative, and signed into law by the President. The 
components of the Federal budget on the revenue side 
are: share of the Federation Account, share of VAT pool 
Account, Federal Government independent revenue, 
share of Excess Crude Account and other sources. From 
the expenditure side, the components are: Recurrent non- 
debt expenditure, Capital expenditure, Transfers, and 
debt services.





37

OIL REVENUE

Oil revenue is from the sale of crude oil and gas, Petroleum 
Profit Tax, Gas Tax, Royalties on oil and gas, gas flared 
penalties, rent etc.  Subsidy payments on Premium Motor 
Spirit and Kerosene as well as Joint Venture Cash calls are 
deducted from the gross oil revenues to arrive at the net 
value. At present, it constitutes the bulk of gross federally 
collected revenue in Nigeria. 
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NON–OIL REVENUE

It refers to revenues that are not oil related. They include:
– Those from Nigeria Customs  Service such as import 

duty, excise duty and other levies. 

– Revenue from Federal Inland Revenue Service 
(FIRS): Corporate Tax (Company Income Tax, Stamp 
Duties etc) VAT, Education Tax, NITDEF etc).

– FGN Independent Revenue consisting of Operating 
Surplus, Consolidated revenues, etc.
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TYPES OF BUDGET

Broadly speaking, government budget can be 
categorized into three types namely: 

Ÿ Balanced budget

Ÿ Deficit budget

Ÿ Surplus budget
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BALANCED BUDGET

This is a kind of budget where the total government receipt 
equals its expenditure. In this case there is no need for the 
government to borrow and increase the debt burden. 
Thus, neither a budget deficit nor a budget surplus exists in 
this case.  More generally, it refers to a budget that has no 
budget deficit, but could possibly have a modest surplus.
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DEFICIT/EXPANSIONARY BUDGET

A budget deficit occurs when government expenditure 
exceeds government income. Deficits are usually 
financed by borrowing. It is a term commonly used in 
government financial parlance rather than business or 
individual.
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SURPLUS/CONTRACTIONARY BUDGET

A surplus budget arises when the revenue of the 
government exceeds its expenditure. This is usually used to 
repay government debt. Surplus budgeting is used to 
correct inbalances arising from over-heating or excessive 
expansion of economic activities. 
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FISCAL BUOYANCY

Fiscal buoyancy indicates the resilience in tax revenues as 
a result of government tax reforms to reduce revenue 
deficits and increase tax revenue growth. In particular, tax 
buoyancy measure the responsiveness of tax revenue 
efforts to the growth in national income or output. A 
buoyant tax system means that the tax yield increases 
more than the growth in national income or output. It 
provides substantial political benefits to the federal 
government for increasing social benefits and reduces the 
dependence on borrowing. 

The positive effects of fiscal buoyancy include increased 
government expenditure on public infrastructure that will 
stimulate the economy, facilitate improved productivity 
and stimulate consumption, low interest rates and 
increased economic activity. 
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SUBSIDY

A subsidy refers to direct monetary payments by the 
government to economic agents to support production 
and consumption of goods and services whose market 
prices are ver high. It is a specific sum per unit given to a 
producer that would ultimately reduce price and increase 
output, depending on demand elasticity. The consumer is 
expected to get the full benefit of the subsidy in the form of 
reduced prices, but the producers obtain some benefits 
instead relating to extra revenue as well as from the full 
amount of the subsidy. There are two types of subsidies: 
income subsidy and consumption subsidy. Income subsidy 
is made to producers, while consumption subsidy is 
directed at final consumers of a product or service.

In Nigeria, the federal government provides fuel subsidies 
to suppliers of petroleum products to reduce the price of 
fuel and pass on the benefit of the reduced prices to 
consumers.
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LOAN CONDITIONALITIES

Loan conditionality is often associated with the pre conditions 
on aid money or loan provided by private financial institutions 
and multilateral institutions like the International Monetary 
Funds (IMF) and World Bank (WB) to different countries.  Some 
countries can also lend to each other based on certain 
conditionality. Loan conditionality requires that the borrower 
or country adhere to certain rules relating to the use of the 
funds received and the repayment of the loan. Loan 
conditionality covers all the provisions, monitoring tools and 
guidelines that will ensure the country repays the loan when 
due or use the debt relief or bilateral aid for the intended 
purposes.

IMF conditionality also involves the design of some 
macroeconomic and structural policies that require the 
cooperation of the member country towards the realization 
of sustained high quality growth strong enough to solve the 
country’s balance of payments problems.
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FISCAL OPERATIONS

Fiscal operations can be described as government 
measures, initiatives and plans undertaken towards the 
implementation of the budget. These include measures to 
facilitate government expenditure and revenue 
generation, maintaining prudent fiscal management, 
granting of public debt instruments and the management 
of public debt. Fiscal operations cover all government 
actions that are essential in the realization of budgetary 
policies. 
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DEBT 

The act of borrowing creates debt. In an organization, the 
resource in use, not contributed by the owners of the 
organization and does not in any way belong to members 
is regarded as debt. Debt may be classified into 
reproductive and dead-weight. Debt is said to be 
reproductive when a nation, state or organization borrows 
to purchase some kind of capital projects whose proceeds 
would help to repay the loan such as: electricity, road 
construction, factories, refineries, among others. On the 
other hand, those incurred to fund wars and current 
expenditures are known as dead-weight debts. 
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PUBLIC DEBT 

Public debt occurs when a government borrows to offset its 
deficit in the budget. Public debt may be domestic or 
external. That is, government in an attempt to finance its 
operations may incur debts by borrowing from the local or 
foreign markets. 
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DOMESTIC DEBT 
 

This refers to the debt owed to lenders or nationals or 
citizens of a country. The sources include; borrowing from 
banks, issuing of treasury bills, bonds, securitization or 
sterilized papers, among others. It is also referred to as 
internal debt and it complements the external debt of a 
country. The major sources of internal debt include: the 
central bank, commercial banks, the general public, other 
financial institutions etc. 
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EXTERNAL DEBT 

This is a debt owed to other nations or nationals and is 
repaid in foreign currencies. It shows the financial 
obligation between the borrowing nation and lending 
nation. External debts include short term which mature 
between one and two years, in some cases it involves long-
term loans owed by one country to another or debts owed 
to non-residents of a country in a given period. The 
capacity to service external debt is defined in terms of the 
months of import cover provided by export earnings of the 
borrower country.
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DEBT SERVICE

The amount required by a borrower (individual), firm or 
country to cover the repayment of interest and part of the 
principal that is due on a debt for a given time period. It is 
the amount of money required to make payments on the 
principal and interest on outstanding loans, the interest on 
bonds, or the principal on maturing bonds. An individual or 
company unable to make such payments is said to be 
"unable to service its debt." An example of debt service is a 
monthly  loan payment.
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DEBT SUSTAINABILITY

Debt is sustainable if the expected present value of future 
primary balances covers the existing stock of debt.  Thus, 
the sum of the existing stock of debt and the future stream 
of primary expenditure must be equal to the future stream 
of primary revenue or income. 

From the pragmatic point of view, debt is sustainable if 
projected debt ratios are stable or decline, but sufficiently 
low.  It is unsustainable, if projected debt ratios increase or 
remain significantly high.  This definition obviates the 
difficulty of estimating the unobserved future income and 
expenditure associated with the academic definition of 
debt sustainability.
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FISCAL STRATEGY

According to Section 11, of the Fiscal Responsibility Act, 
2007, A Fiscal strategy paper (FSP) is a statutory 
requirement that must be submitted to the National 
Assembly before the presentation of the National Budget 
by the Federal Government. It is a projection of how the 
revenue would be generated to finance the expenditure 
of government over the medium term, usually three years. 
It states the current fiscal priorities of government and 
assists in assessment of the prospect of achieving the policy 
objectives of the government.  It also highlights possible 
areas of adjustment to the annual appropriation bill.
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FISCAL DOMINANCE

It refers to a situation where the desire of the fiscal 
authorities to meet its financial needs leads to extreme 
fiscal actions including mounting pressure on the central 
bank to print money to satisfy the fiscal needs even at the 
cost of rising inflation.  In this context, the monetary 
authority’s principal goal of price and monetary stability is 
subordinated to the fiscal authority’s goal of economic 
growth and development. Thus government borrowing 
overwhelms the private sector’s  borrowing from the 
banking system, thus crowding out the former  due to 
government's superior credentials as a risk-free borrower.

This is a common experience in most developing countries 
where central bank independence is not fully guaranteed.  
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MEDIUM TERM EXPENDITURE FRAMEWORK (MTEF)

The MTEF documents the expenditure priorities of the 
government in the medium term, usually three years.  In 
Nigeria, it replaces the 3-year rolling plan.  Although, it is 
prepared annually, it is rolled over the three years ahead.  
It contains the budget constraints for each sector and sets 
criteria for performance monitoring of expected 
outcomes.  It is one of the statutory requirements for the 
annual national budget presentation to the National 
Assembly.
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MULTILATERAL DEBT BUYBACK

Multilateral Debt Buy-Back
This is an arrangement between highly indebted nations, 
private commercial creditors (i.e. Paris and London Club 
Lenders) and multinational institutions (i.e. IMF and IBRD), 
granting the debtor nation the option to repurchase and 
pay down on their existing debt obligations at a discount.
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OVERALL FISCAL BALANCE

Overall Fiscal Balance is the net position of government 
financial operations for a fiscal/budget year. The overall 
balance can be greater than zero (i.e. fiscal surplus), less 
than zero (i.e. fiscal deficit) or equal to zero (i.e. balanced 
fiscal operations).





79

 FEDERALISM IN NIGERIA 

Federalism is a constitutional arrangement that apportions 
lawmaking powers and functions to different tiers of 
government such that each tier of government is 
independent within its respective sphere of jurisdiction and 
competence. Under this structure, sovereignty is divided 
between the central (national) and regional (subnational) 
governments (i.e. comprising states and local 
governments).
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FISCAL FEDERALISM IN NIGERIA (II)

Fiscal federalism is a system that determines how revenue is 
generated, allocated and redistributed within a federal 
system.

Nigeria’s federal system consists of:

– The Federal Government

– The State Governments; and

– The Local Governments
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FISCAL FEDERALISM IN NIGERIA 

History – two dimensional

– Horizontal & Vertical

Horizontal
– 3 regions in 1960

– 12 states in 1967

– 19 states in 1976

– 21 states in 1987

– 30 states in 1991

– 36 states and FCT by 1996
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FISCAL FEDERALISM IN NIGERIA (IV)

• History 

• Vertical

– 1960

– 1963

– 1967

– 1980

– 1982

– 1987

– 1990

– 1993

– 1995

– 1998

– 2003



Tier of 

Government

/Special Funds

Year

1960 1963 1967 1980 1982 1987 1990 1993 1995 1998 2003

1. Federal 

Government 70.00 65.00 65.00 55.00 55.00 55.00 50.00 48.50 48.50 48.50 46.63

2. State 

Government 30.00 35.00 35.00 34.50 34.50 32.50 30.00 24.00 24.00 24.00 20.00

3. Local 

Government* 8.00 10.00 10.00 15.00 20.00 20.00 20.00 20.37

4. Special Funds 2.50 0.50 2.50 5.00 7.50 7.50 7.50 13.00

i. Federal Capital 

Territory 2.50 1.00 1.00 1.00 1.00

1.00 1.00 1.00 1.00 13.00

Development of 

Mineral 

Production Areas 1.50 1.50 3.00 3.00 3.00

Ecology 1.00 1.00 2.00 2.00 2.00

Stabilisation 0.50 0.50 0.50 0.50 0.50

Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

Notes: Regions/States allocated funds to Local Governments between 1960 and 1967
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BUDGET CYCLE

This captures the key stages and processes involved in the 
preparation, passage/approval implementation and 
assessment of the national budget. It typically consists of the 
following stages:
• Formulation – when all ministries, departments and  

agencies submit their inputs to the Budget office of the 
federation to be scrutinised and processed.

• Enactment – this is when the budget is assessed by the 
executive and presented to the National of Assembly for 
ratification and enactment into law

• Execution – this is when the budget is implemented 
through the issuance of  mandates to the CBN for 
payments of monies to the relevant MDAs and initiatives 
by the Accountant General of the Federation, to enable 
them execute their projects and tasks as articulated in the 
budget.

• Audit and Assessment – this involves the regular 
assessment of the performance of the budget to ensure 
that mandates are consistent with the content of the 
budget as well as ensure that projects are financed 
appropriately. 
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CONSOLIDATED BUDGET

Consolidated budget, also referred to as the  “unified 
budget”, is a document that captures and consolidates all 
revenue sources and expenditure activities of the tiers of 
government. It captures budgetary items according to 
their categories and presents the consolidated totals of the 
sub-category of the items for ease of understanding and 
monitoring. Expenditure items are  placed under two 
headings namely capital and recurrent expenditure, and 
in some jurisdictions it takes cognisance of  extra-
budgetary provisions. In other jurisdictions, expenditure 
items are  captured according to the tier of government 
and the consolidated budget (i.e. total budget of the tiers 
of the government) represents the  national budget



Sectoral Allocation of Consolidated 
Government Budget

Works and
Housing

Health

Environment

Education

Agriculture

Defence

Finance

Minning

Power and
Steel

Transport

Aviation
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BUDGET APPROPRIATION

This entails making provisions by setting aside moneys for a 
planned program, project, activity or initiative. 

In Nigeria, the tiers of government make annual budget 
appropriations by setting aside moneys which are 
delegated to facilitate the execution of key activities, 
program, projects or initiatives as well as their daily 
operations.
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EXTRA BUDGETARY EXPENDITURE

This refers to government expenditure or transaction items 
not included in the annual budget. They are typically 
captured under a medley of arrangements within the 
budget which include:

Ÿ Separate legislation setting up a fund to finance a 
specific project, activity, program or initiative from 
government revenue.

Ÿ Businesses sponsored and funded by the state but have 
operational independence from the state

A key characteristics of extra-budgetary items is that the 
accounting standards and scrutiny applied to them are 
typically weaker than budget items. 
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SPENDING RATIO

A spending ratio in budgeting is the amount allocated to a 
particular sector of the economy for the purpose of 
expenditure in a fiscal year as a percentage of the overall 
budget. It is simply an amount spent as a percentage of 
the total budget. In reviewing budget performance, it is 
important to use spending ratio to determine whether you 
are spending little or more per sector.
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ALLOCATIVE EFFICIENCY

This refers to government’s capacity to distribute resources 
to public programs based on their effectiveness in helping 
the government actualise its objectives. The government 
must have an efficient mechanism for shifting resources 
from less efficient to more efficient as well as from old to 
new programs. It necessitates the availability of a 
mechanism for the prioritisation of objectives, as well as 
assessment of how much actual expenditure has 
contributed to government objectives vis-à-vis expected 
contribution to same. 

In addition it mandates that government to imbibe the 
culture of evaluation and strategic planning to facilitate 
forward definition of objectives and continuous 
assessment of efforts/programs relative to the set out 
strategic objectives.
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ECO TAX (ENVIRONMENTAL TAX) 

These are taxes levied to facilitate the internalisation of 
costs of environmental degradation on those responsible. 
In addition, they are designed to provide an incentive to 
economic agents to engage in environmentally friendly 
and ecologically sustainable activities. These taxes are 
instruments used by governments to address problems 
associated with environmental pollution and they include, 
amongst others, carbon and noise pollution tax. It is levied 
on a physical unit of a base item/activity that has been 
proven to negatively impact the environment. 
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BUDGET FLEXIBILITY 

This refers to the ability of the budget to adjust to levels of 
economic activity by taking cognizance of production or 
sales levels.

The funds available to government MDAs is dependent on 
economic activity levels as well as tax revenues obtained 
from same.

It is relatively more sophisticated and flexible compared 
with the static budget which remains unchanged all year 
round, irrespective of levels of economic activity.
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SAVINGS BONDS

Savings bonds are government issued debt securities 
designed to promote a savings culture amongst the 
citizenry as well as help the government raise funds in line 
with its borrowing needs. 

They represent a cheap source of debt funds for the 
government relative to securing same from the financial 
markets and are deemed a safe investment outlet 
because of its backing by the government.
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RECIPROCITY 

The practice of exchanging things with others for mutual 
benefit, especially privileges granted by one country or 
organization to another. It is a mutual commercial dealing 
between two or more countries having corresponding 
advantages or privileges granted by each country to its 
citizens. This could include a mutual recognition of 
residency for purposes of income tax liability, eligibility for 
resident tuition and the like. 





107

GAP FINANCING 

This refers to short term funding availed to economic 
agents and governments to carry out daily operations, 
while in the process of securing adequate funds either from 
improved revenue collection or long term loans. They arise 
due to a shortfall in planned revenue relative to current 
expenditure  obligations. Often no provision is made for 
such funding and the difference between total funding 
requirement and amount already availed on short term 
basis for the activity represents the funding gap for the 
activity/project.
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FISCAL RULE

A fiscal rule is a legal constraint imposed on the operation 
of government activities to ensure that government 
budgeted spending and deficits are maintained within a 
numerical benchmark or limit. 

It is designed to alter incentives and check mate spending 
pressures so as to ensure fiscal discipline and sustainability.
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PRIMARY FISCAL BALANCE

Primary Fiscal Balance: The primary budget balance is the 
government fiscal balance that excludes interest 
payments. It can be expressed as: Primary balance equal 
to Government revenue minus Government expenditure 
(Less interest payment). It provides a measure of current 
fiscal effort of government, since internet obligations are 
predetermined by the size of previous deficits. 
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SOVEREIGN WEALTH FUND (SWF)

These are special purpose vehicles created by states to 
warehouse part of revenues accruing to the government 
from natural resource extraction and for purposes  
including:

Ÿ Investment in  and development of infrastructures,

Ÿ Economic stabilisation by addressing the challenges 
associated with volatility in commodity prices, and

Ÿ Engendering national savings; and

Ÿ Making provisions for future generations.
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EXCESS CRUDE ACCOUNT (ECA)

The Excess Crude Account (ECA) is a special account 
created in 2004 by the Nigerian Government at the CBN to 
warehouse the positive difference in revenues accruing to 
the government when crude oil price were over and 
above the budget benchmark. A key objective of the ECA 
is to provide a mechanism to protect budget 
implementation from the adverse impact of revenue 
shortfalls associated with crude oil price volatility.

Its was envisaged as a mechanism for delinking the impact 
of movement in oil revenues on government expenditures 
and thus provide a pseudo external shock buffer for the 
economy.
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BOND INSURANCE

Bond insurance is a feature of a bond that provides added 
assurance to bond holders that in the event of a default on 
the part of the bond issuer, guaranteed principal and 
interest payments would be made to the holder by an 
insurance company. This is particularly important for 
governments with low credit worthiness that plan to raise 
funds through bond issuance.
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DEBT STRUCTURE 

Debt structure captures the time horizon and principal and interest 
repayment periods of debt agreement. The structure describes key 
attributes of national debt including:
• Tenor of the loan
• Maturity Date
• Principal & Interest Repayment Terms
• Provisions for loan repayment. 

The Term Structure refers to the tenor of the debt obligation. They are 
typically classified as:

Short term debt: These are debt agreements with a tenor of 0 – 360 days. 
They are used to finance recurrent expenditure. These are typically 
obtained through issuance of  Nigerian Treasury Bills

Long Term Debt: These are debt agreements with a tenor > 360 days. 
They are typically used to finance capital projects and obtained 
through the issuance of FGN Bonds, Treasury Bonds, Special Purpose 
Bonds , Eurobonds and loan agreements with multilateral organisations 
or governments.
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FIRST LINE CHARGES

These are monies deducted at source from revenues 
accruing to the Nigerian Federation, the residual of which 
is deposited in the Federation Account with the Central 
Bank of Nigeria for appropriation. It also refers to 
deductions from budgetary provision of MDA, the residual 
of which is paid to the account of the MDA under the TSA 
structure.

They are typically deducted for specific purposes which 
include: 

• Debt repayment

• Joint Venture Payments, and

• Obligations/contributions to multilateral and regional 
institutions

•      Statutory Transfers 
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REFINANCING

Refinancing also referred to as “Debt restructuring”  entails 
replacing an existing debt with a new debt obligation 
under different and more favourable terms. The new terms 
take cognisance of: inherent risk, political risk, credit rating 
and worthiness, exchange rate risk amongst others.
 
The reasons for refinancing include:

– Lower interest rates

– Debt consolidation

– Lower monthly repayment

– Change and moderate risk profile (i.e. from variable 
to fixed costing)

– Improve cash flow management (i.e. free up cash)
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WAYS AND MEANS ADVANCES

This is a mechanism to provide the Federal Government of 
Nigeria (FGN) with financial assistance  associated with 
cash flow mismatch by bridging the interval between 
expenditure and revenue receipts. Ways and means 
Advances are temporary overdraft facilities to the FGN, to 
provide support for financial difficulties faced by the FGN 
due to mismatch or revenue shortfall vis-à-vis her liabilities. 
They were initially created under the 1958 CBN Act (Cap 30 
as amended) and amended in the CBN Decree of 1991. 

It was to help finance FGN budget prior to the accrual of 
government revenue and was caped at 25% of estimated 
recurrent expenditure. All outstanding amounts must be 
repaid at the end of the fiscal year. According to the CBN 
2007 Act, the Bank may grant temporal advances to the 
FGN in respect of temporary short-fall in of budget revenue 
at such a rate of Interest as the Bank may determine.
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SPECIAL PURPOSE BONDS

Also referred to as Assessment Bonds, Special Purpose 
Bonds are issued for a specific project or purpose by the 
different tiers of government and its repayment is tied to 
revenue receipts from the benefactors of the 
projects/purpose for which the bond proceeds were 
deployed. 
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DIASPORA BONDS

Diaspora Bonds are long term government security that a 
particular country sells to investors abroad.  They are Bond 
issues by a country to its own citizen in the diaspora so as to 
tap into their wealth. It can be seen as an inexpensive way 
for governments to raise funds. Developing countries rely 
heavily on remittances and foreign direct investment as 
sources of funding. It enables increasing amounts of 
remittances into the country by helping nonresidents 
acquire assets back home. Developing countries depend 
on aid for disaster relief and infrastructure building, among 
many other reasons, that is why such countries engage in 
diaspora Bond issuance.
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FLAT TAX

This is a tax system in which a constant marginal tax rate is 
applied across board irrespective of income or profit 
earned.  All individuals or corporations face the same tax 
rate regardless of their income or profit bracket. It is a 
proportional tax, but implementations is often progressive 
and sometimes regressive depending on deductions and 
exemptions in the tax assessment.
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FISCAL STABILITY

Fiscal stability explains the efforts of government in the 
application of fiscal policies to moderate the economy. 
When there is significant increase in wealth and 
consumption; taxes are an automatic stabilizing 
mechanism that can help moderate the magnitude of 
economic growth. 

The fiscal authorities can increase the tax rate on income, 
sales, investment, profit and consumption to dampen an 
overheating economy as well as moderate consumption 
and aggregate demand. 
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GROSS REVENUE

This is the total amount generated from all the sale of goods 
and services of a firm or company or all the sources of 
revenue to a government. It accounts for all the income as 
shown on the income statement. When recording gross 
revenue, all of the incomes from sales are accounted for 
on the income statement. Net revenue is usually 
determined if there is a commission to be deducted from 
the gross revenue/or when a supplier receives some of the 
sales revenue. Gross revenue reporting separates sales 
and cost of goods sold.
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NET REVENUE

Net revenue refers to gross sales reduced by the cost of 
sales. This shows the difference of total goods sold minus 
the cost of goods sold. Net revenue to government is the 
amount available after deducting the cost of collection.
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EXCISE DUTIES

Excise duty or tax is a tax on goods produced for sale in a 
given country. It could be levied on manufactured goods, 
company revenue or activity. An excise or excise tax 
(sometimes called a special excise duty) is an inland tax on 
the sale, or production for sale, of specific goods or a tax on 
a good produced for sale, or sold, within a country or 
licenses for specific activities. Excises are distinguished from 
customs duties, which are taxes on importation. Products 
or goods that are usually levied includes taxes on alcoholic 
drinks or tobacco products.
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FISCAL DECENTRALIZATION

This involves the devolution of power and responsibilities of 
the central government (federal government) to the sub-
national (state, local or municipal) governments or 
authorities. It deals with shifting some responsibilities for 
expenditure and/or revenue to lower levels of 
government. One important factor in determining the type 
of fiscal decentralization is the extent to which subnational 
entities are given autonomy to mobilize revenue and 
determine the allocation of their expenditure. This is aimed 
at attaining economic efficiency, equality and 
macroeconomic stability in the economy.
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DOUBLE TAXATION 

When income tax is charged or paid twice on the same 
source of income earned by an individual or at the 
corporate level, it is described as double taxation. It is 
multiple when a single economic activity or income is 
taxed more than once, often by two or more different 
authorities in a way that may be unfair or illegal.
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FISCAL BUFFERS 

These refer to the earned resources and revenues of a 
nation that are saved or set aside for future needs and for 
stabilizing the economy. The presence of fiscal buffers 
enhance economic stability and confidence in the 
economy.  It engenders budgetary and monetary policy 
discipline which may subsequently manifest in rapid 
economic growth for the country. Fiscal buffers enable the 
government and Monetary authorities to take very  bold 
and daring policy measures.
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RESERVE FUND FOR FUTURE GENERATION (RFGF)

The reserve fund is a collection of money owned by a 
nation or state, which are invested in financial assets of 
various classes. often times, the source of this fund is majorly 
from surpluses of the nation’s budget. The aim of the 
sovereign fund varies according to the nation’s economic 
situation at any given time and place. Reserve Funds are 
typically funded by excess revenue from commodity sales, 
some others are funded via the transfer of real assets such 
as holdings in companies or real estate or other assets 
owned by government. Nigeria’s sovereign investment 
Authority was established by the Act of 2011 to receive, 
manage and invest in a diversified portfolios for the 
medium and long-term.
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STATE GENERAL RESERVE FUND

It is the sovereign wealth fund of the Sultanate of Oman, 
through which financial surpluses of government and 
excess oil revenue are managed and invested for future 
generation’s benefits and development. It was established 
by a Royal Decree in 1980. It has an asset base of over 
US$34 billion. 
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INCOME DISTRIBUTION

It is an indication of how the wealth of a nation is shared 
amongst its population. It measures the extent of inequality 
or fairness with which income is distributed between the 
different segments of the population.  





153

EFFECTIVE TAX RATE

Effective Tax rate is the tax rate that would be paid by the 
taxpayer if his tax liability were to be deducted using a 
constant rate rather than progressive rate.  It is usually 
computed as the percentage of taxpayers’ tax liability in 
his total taxable income.
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WITHHOLDING TAX

This tax is imposed on income and deducted by a third 
party at source with the obligation of remitting same to the 
government.  It is widely used in respect of dividends, 
interest, royalties and similar tax payments. 
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JOINT VENTURE CASH CALLS (JVCS)

Joint Venture Cash calls (JVCs) refer to the counterpart 
funding arrangement between the Federal Government, 
represented by the Nigerian National Petroleum 
Corporation, NNPC, and the international oil companies 
and indigenous oil companies operating in the country.   
Under this arrangement, the government through NNPC 
pays annually  60 percent equity shareholding in various oil 
and gas fields.
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STABILIZATION FUND

This is the mechanism designed by the government or the 
monetary authorities to shield the domestic economy from 
sudden shocks arising from huge capital inflow such as oil 
boom. In some jurisdictions, it is called equalization fund 
because it is used to ensure that the influx of foreign capital 
does not affect the foreign exchange quotation of the 
local currency.
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SOCIAL SECURITIES

Social securities are social investment programmes to 
provide succor and support for the poor, vulnerable and 
unemployed. Examples of security programme include:  
Conditional Cash Transfer (CCT), School Feeding 
Programme, Government Economic Empowerment 
programme, N-power Job Creation Programme, etc.





163

NON-OIL BUDGET

It is a budget funded by revenue from non-oil sources, such 
as proceeds from agricultural exports, solid minerals, 
services, agro-allied and semi manufactured goods, as 
well as revenue from internally generated sources.
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DEFICIT TO GPD RATIO

The deficit-to-GDP ratio measures the proportion of the 
country’s annual budget deficit to its total annual 
production.

Given that the deficit must be financed often from 
borrowing, it signifies the proportion of GDP that the 
borrowing will consume in order to successfully carry out 
government operations for the year towards delivering on 
its objectives.  
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PRODUCTION SHARING

This is an agreement signed between a government and 
corporation regarding how much each will receive from 
the resource (normally oil) extracted from the country. It 
can also be accomplished between two countries, 
government and a corporation on how to share the 
production and extraction cost.





169

INCOME TRANSFERS

Income transfer is the redistribution of income or benefits to 
the poor and unemployed in an economy. This form of 
payments takes place in a market system and it does not 
create output or involve the direct absorption of resources.
Government income transfers are mostly a form of benefits  
to the jobless and the elderly towards reducing the poverty 
rate in the society.
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PERFORMING BUDGET

A Performing budget can be identified as a budget 
focused more on the potential results or output of services 
than on the inputs. It reflects the output of services based 
on the inputs of resources. The allocation of funds and 
resources by government is based, therefore, on the 
probable outcomes. It links funds provided to the public to 
the potential results.



A LOOK AT 
THE BUDGET



173

CREDIT WORTHINESS

Credit worthiness is the assessment by a lender of a 
borrower’s  current and future ability to fulfill  his debt 
obligations.  It involves the valuation of a person, company 
or entity’s  ability to repay a loan and not default on their 
debts. Credit scores and ratings are used to indicate the 
credit worthiness of an individual or company(credit scores 
considers various factors such as payment records, 
repayment ability, age, income etc
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NON-CONTRIBUTORY INCOME SUPPORT

A Non-Contributory Income support provides a form of 
income security benefits to temporary workers, the elders , 
the less privileged in the society and all others that have no 
access to a contributory pension schemes or plans or are 
not eligible for contributory pension coverage.

It is typically limited to government workers, workers in the 
informal sectors, and the elderly among that could not 
participate in a contributory pension system and financed 
mostly from tax revenues .





SOVEREIGN RATING OF A COUNTRY

This is the credit rating of a country or sovereign institution  
to determine the country’s credit standing. Countries 
normally invite well known rating agencies such as 
Moodys, Standard and Poors, and Fitch to evaluate  their 
economic and political environment. Such assessments 
are essential to foreign investors and for accessing the 
international credit market.
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FISCAL TRANSPARENCY

Fiscal transparency refers to a comprehensive reporting of 
government’s past, present and future public finances to 
the public in a clear, reliable and timely manner. It should 
provide an accurate picture of  government’s spending, 
investing and borrowing plans as well as how it manages  
public assets and liabilities.
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TAX ARREARS

These are taxes due to government but not yet paid. It is 
also used in many contexts to refer to tax payments made 
at the end of a period.

Other arrears in receipts could arise from non-payment of 
loans by government or nonpayment of bills for 
government services. 

181





ROYALTY REGIMES

These are regimes that apply royalty percentage on 
production levels. They are very common in countries that 
are rich in natural resources such as oil. Royalties are 
particularly useful for governments that are in dire need of 
revenue as this gives them  some revenue regardless of the 
cost level. For instance, a production of 2000 barrels of 
crude oil per day and a 10% royalty rate, will result in 200 
barrels which will automatically be distributed to the 
government. Some of the disadvantages of royalty 
regimes include: 1) a high royalty rate, will mean that the 
government will get a lesser portion of the total profit if 
costs are reduced over time. 2) royalties do not take into 
account the profitability of an oil and gas field. 
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INCOME TAX

It is a tax levied by governments on financial income 
generated by all entities within their jurisdiction. It varies 
with the taxpayer’s income or profit. When taxed on 
businesses, it is called company income tax or corporate 
tax. The income tax is computed when the tax rate is 
multiplied on the taxable income .Businesses and 
individuals are required to file an income tax return yearly 
to determine whether they owe taxes or are eligible for a 
tax refund. It can also be described as an annual charge 
imposed on both earned income such as wages and 
salaries and unearned income such as dividends, interest, 
rents etc. 
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EXPORT

Exports refer to product or services sold abroad for the 
purpose of realizing foreign exchange. The sale of such 
goods or services adds to the gross output and foreign 
reserve earnings of the producing country. When used for 
trade, exports are bartered for other products or services in 
other countries. 
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IMPORT

An import is goods or services brought into one country 
from a foreign country for sale, use, processing or re-export. 
The party bringing in the goods is called an importer. When 
the value of imports in an economy is higher compared 
with the value of exports, that country's balance of trade 
becomes negative.
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EXPORT DUTIES

Export duties consist of general or specific taxes levied on 
goods or services that are payable when the articles 
leaves the country or when the services are delivered to 
non-residents. It is simply a tax imposed on exports of some 
nations.
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SINGLE TAXATION

Single taxation is a system of taxation that is based 
exclusively on one tax usually tax on land value. In this 
system, there is only one tax which is the major source of 
government revenue.
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TRANSFER PAYMENTS

This refers to payments made or income received by the 
government whereby no goods or services are being paid 
for. It can also be described as payment made by a 
government for any purpose besides purchasing goods or 
services. 

They include welfare benefits such as social security, old 
age or disability pensions, student grants, unemployment 
compensation, etc.
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GATE KEEPER

In budgeting, gate keeper refers to an individual or 
committee that scrutinizes budget line items to ascertain 
the merits of their inclusion as well as their values. The gate 
keeper is ultimately responsible for the effective 
implementation and performance of the budget.

In Nigeria, the gate-keeping responsibilities lie with the 
following:

– Ministry of Finance

– Budget office of the Federation

– Accountant General of the Federation

– Senate Budget Committee

– Presidency
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DEBT CAPACITY 

Debt capacity is an  assessment of the capacity of an 
economic unit to absorb debt and meet the obligations 
attached to the debt within its tenor. It is affected by the 
current asset valuation of the economic unit and its current 
and projected future income/revenue stream. For a 
nation, it reflects the ability of the government to absorb 
further debt given its stock of assets, revenue base and 
future revenue income. An appropriate balance must be 
struck between the need for debt to fund capital projects 
and the ability to repay the debt obligations as they 
become due.
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MANDATE

A mandate within fiscal operations typically is an 
instruction to the Central Bank to make specific payments 
to a government agency or unit or for a purpose. It is issued 
by the Accountant General of the Federation, acting on 
the instruction from the Budget Office of the 
Federation/Ministry of Finance. The mandate is backed by 
law.
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FISCAL SUSTAINABILITY

This refers to government’s  ability to maintain existing 
policies as well as spending and tax rates at current levels 
for the long term without hampering:

– its solvency, 

– ability to meet maturing obligations when due and 

– planned expenditures. 
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BUDGET YEAR  

This is typically 365/366 day calendar adopted by 
governments for the purpose of accounting, budget and 
taxation. The start period may vary depending on the 
jurisdiction, however  in Nigeria, it commences on the first 
of January of each year.

The budget year typically coincides with the accounting 
year and forms the basis for financial reporting by 
economic units.
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BUDGET ACT

This is the regulation of public finances backed by law and 
provide a mechanism to ensure amongst others:

• Fiscal discipline,

• Effective public funds management based on an 
existing  strategic plan and 

• Internal and external macroeconomic stability.
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CYCLICAL BALANCE

The cyclical component of the overall fiscal balance, 
computed as the difference between cyclical revenues 
and cyclical expenditures. The latter are typically 
computed using country-specific elasticities of aggregate 
revenue and expenditure series with respect to the output 
gap. Where unavailable, standard elasticities (0,1) are 
assumed for expenditure and revenue, respectively.

209





STRUCTURAL FISCAL BALANCE

Structural Fiscal Balance is a fiscal term that is used to 
describe the difference in cyclical adjusted balance and 
other nonrecurring effects that go beyond the cycle. They 
are such as one-off operations and other factors whose 
cyclical fluctuations do not coincide with the output cycle 
(for instance, asset and commodity prices and output 
composition effects).
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GROSS DEBT

The Gross Debt of a country takes into account all forms of 
liabilities that require the future payments of principal and 
interest by the debtor to the creditor. These include debts 
liabilities in the form of special drawing rights, currency, and 
deposits; debt securities; loans; insurance, pension, and 
standardized guarantee programs; and other accounts 
payable. (See the IMF’s 2001 Government Finance 
Statistics Manual and Public Sector Debt Statistics Manual.) 
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NET DEBT

The Net Debt of a country can be described as Gross debt 
minus financial assets corresponding to debt instruments. 
These financial assets are monetary gold and special 
drawing rights; currency and deposits; debt securities; 
loans, insurance, pensions, and standardized guarantee 
programs; and other accounts receivable. In some 
countries, the reported net debt can deviate from this 
definition based on available information and national 
fiscal accounting practices.
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CONTINGENT LIABILITY

These are obligations of a government, whose timing and 
magnitude depend on the occurrence of some uncertain 
future event outside the government’s control. It can be 
explicit (obligations based on contracts, laws, or clear 
policy commitments) or implicit (political or moral 
obligations) and sometimes arise from expectations that 
government will intervene in the event of a crisis or a 
disaster, or when the opportunity cost of not intervening is 
considered to be unacceptable.
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GENERAL GOVERNMENT

General government includes all government units and all 
nonmarket, nonprofit institutions that are controlled  
financed by government, comprising the central, state, 
and local governments. It includes social security funds but 
does not include public corporations or quasi corporations.
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FISCAL AUSTERITY

The term Fiscal austerity is used when government cuts its 
spending and introduces higher taxes during periods of 
recession or very weak economic growth. Austerity implies 
that spending cuts and tax increases are likely to have an 
adverse impact on aggregate demand and economic 
growth. It refers to decisions by a government to reduce 
the amount of government borrowing (i.e. cut the size of a 
fiscal deficit) over a period of years.
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FISCAL STIMULUS

Fiscal stimulus refer to increasing government consumption 
or transfers or lowering taxes. In Effect, this means 
increasing the rate of growth of public debt, except that 
particularly, Keynesians often assume that the stimulus will 
cause sufficient economic growth to fill that gap partially 
or completely. An increase in public spending or a 
reduction in the level of taxation that might be performed 
by a government in order to encourage and support 
economic growth. Most government bailout packages 
offered to various businesses can be considered a form of 
fiscal stimulus.
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TOBIN TAX

A Tobin Tax is a financial transactions tax. The tax involves 
applying a small charge of as little or less than 0.1 per cent 
on foreign currency transactions to protect countries from 
exchange-rate volatility caused by short-term currency 
speculation. A Tobin tax, suggested by Nobel Laureate in 
economic James Tobin, was originally defined as a tax on 
all spot conversions of one currency into another. Tobin's 
original tax was intended to put a penalty on short-term 
financial round-trip excursions into another currency.
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PROGRESSIVE TAX

Progressive Tax is a tax that takes an increasing proportion 
of income as income rises. Thus, the tax rate increases as 
the taxable amount increases. The term "progressive" refers 
to the way the tax rate progresses from low to high, with the 
result that a taxpayer's average tax rate is less than the 
person's marginal tax rate. Progressive tax takes a higher 
percentage of tax from people with higher incomes. The 
aim of progressive tax is:

• To help reduce inequality – taking lower average 
levels of tax from low wage earners, and taking 
more from higher incomes.

• To increase the incentive for people to take low 
paid jobs, e.g. move off benefits into work. If low 
income work has a low incidence of tax, it 
encourage people to enter the labour force and 
take a job.
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REGRESSIVE TAX 

Regressive tax is a tax that takes a smaller proportion of income 
as the taxpayer’s income rises, A regressive tax is a tax imposed in 
such a manner that the tax rate decreases as the amount 
subject to taxation increases. "Regressive" describes a 
distribution effect on income or expenditure, referring to the way 
the rate progresses from high to low, so that the average tax rate 
exceeds the marginal tax rate. A regressive tax may at first 
appear to be a fair way of taxing citizens because everyone, 
regardless of income level, pays the same amount. By taking a 
closer look, it is easy to see that such a tax causes lower-income 
people to pay a larger share of their income than wealthier 
people. True regressive taxes are not used as income taxes; they 
are used as taxes on tobacco, alcohol, gasoline, jewelry, 
perfume, and travel.  An example of a regressive tax is a user fee, 
such as a business license. A regressive tax levies the same 
amount on each individual, but the proportionality of the tax 
affects those with a smaller income to a greater degree than 
those with higher incomes.
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PUBLIC SECTOR

Public Sector is a term used to refer to the general government 
sector plus government-controlled entities, known as public 
corporations, whose primary activity is to engage in commercial 
activities on behalf of the government. It is that portion of an 
economic system that is controlled by national, state or 
provincial, and local governments. Similar to the voluntary 
sector, organizations in the public sector do not seek to generate 
a profit. Funding for public services is usually raised through a 
variety of methods, including taxes, fees, and financial transfers 
from other levels of government. Examples of organizations in the 
public sector include: Education (Schools, Libraries),Electricity, 
Emergency Services, Fire Service, Healthcare, Infrastructure, Law 
Enforcement, Police Services, Postal Service, Levels of 
Government.

Public sector organizations exist at all the levels of government.
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BREAK-EVEN OIL PRICE

Breakeven oil price is a minimum per barrel price that an 
oil-exporting country needs in order to meet its expected 
spending needs while balancing its budget. Oil prices 
below this level would result in budget deficits unless 
government policies change. Breakeven prices have 
become popular among analysts and decision-makers in 
the public and private sectors as indicators of oil-
producing countries’ economic and political stability and 
as ingredients in oil price forecasts. There are, however, 
sharp limits to the insights that fiscal breakeven prices 
provide, and dangers in relying on them narrowly. In 
Nigeria, the break-even oil price is known as oil bench mark 
price which forms part of the government budget 
assumptions. Any price per barrel that is in excess of the 
bench mark goes into the an Excess Crude Account (ECA). 
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FISCAL MULTIPLIER

Fiscal multipliers describes the ratio of a change in a 
country’s economic output i.e (ΔY) to a change in 
government spending or tax revenue (ΔG or ΔT). Simply, it 
measures, the effect of a change in spending or  revenue 
on the level of GDP.  Economies that are highly indebted 
are vulnerable to higher levels of uncertainty and 
pessimism, and hence lower levels of marginal 
consumption following more government spending or less 
taxation. In a general sense, it measures the efficiency of 
fiscal policy.
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APPROPRIATION

Appropriation is the act of setting aside money for a 
specific purpose. A government appropriates funds in 
order to delegate cash for the necessities of its business 
operations. This may occur for any of the functions of a 
business, including setting aside funds for employee 
salaries, research and development, dividends and all 
other uses of cash. Simply it is the authorization by the 
Legislature to spend money from the state treasury for 
purposes established in law
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ALLOTMENT

Administratively-placed limits on the amount to be spent or 
encumbered for a legislatively-authorized purpose. 
Agencies develop a spending plan based on 
appropriations; then money is allotted for each 
expenditure. In the accounting system, allotments act as a 
control, prohibiting spending beyond the established limits. 
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ANNUALIZATION

The practice of adjusting spending totals to determine the 
annual costs of programs that were funded for only a 
portion of the previous year. For example, the annualized 
cost of a program that cost $500,000 for six months of 
operation is $1,000,000.
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BIENNIUM

The Legislature appropriates the major portion of the 
budget in the odd-numbered year session, and makes 
adjustments as needed during the even-numbered years. 
For example, the FY 2000-01 biennium would begin at 
midnight on June 30, 1999 and would end at midnight June 
30, 2001
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CANCELLATIONS

Money appropriated but unspent and unencumbered at 
the end of a biennium, which is added back to the General 
Fund balance. 
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BUDGET

The plan or authorization for revenues and expenditures in 
a fixed period of time. The budget is submitted in three 
parts: (1) the President/Finance Minister’s  budget 
message, including a summary and the President/Finance 
Minister’s recommendation on state financial policy, (2) 
the detailed operating budget and (3) the detailed 
capital budget.
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FISCAL NOTE

This can be referred to as the official estimate of costs or 
revenues for proposed legislation, prepared by agencies 
or fiscal staff. State law defines the required components of 
a fiscal note. The Department of Finance is responsible for 
oversight of the processing, preparation, delivery and 
updating of fiscal notes, and for assuring their accuracy 
and completeness.
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GENERAL FUNDS

The largest fund in the state treasury, into which receipts 
from the major taxes are deposited (e.g., individual and 
corporate income, sales, motor vehicle, cigarette and 
liquor, etc.). Most of the money in the General Fund is not 
earmarked for specific purposes. The General Fund is the 
major source of funding for education, health care and 
human services and other major functions of government. 
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SPENDING PLAN 

Developed by state agencies after the legislative 
appropriation process is completed. The plans must specify 
the purpose and amount required for each activity and 
must be within the amount and purpose of the 
appropriation.
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BUDGET RESERVE

The Reserve is like a savings account and serves as a hedge 
against an unforeseen economic downturn. Reserve funds 
may be spent in the event that expenditure are forecast to 
exceed revenues, but only after consultation with the 
Legislative Advisory Commission.
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CONSUMER PRICE INDEX (CPI)

A measure of inflation intended to capture the increased 
prices facing consumers for a fixed market basket of 
services and goods, including food, housing, 
t ranspor tat ion,  c loth ing,  medica l  care,  and 
entertainment. 
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INTERNAL SERVICE FUNDS 

This is a fund that is internal to the operation of state 
government that provides a variety of services to state 
agencies, such as computer services, motor pool, and 
printing. The funds must recover the full cost of services 
provided through billing back state agencies.
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REVENUE

Government revenue is money received by a government 
from external sources net of refunds and other correcting 
transactions, other than from the issuance of debt, 
liquidation of investments, and as agency and probate 
trust transactions. Government revenue excludes non-
cash transactions such as receipt of services, commodities 
or other receipts in kind. Government revenue includes 
intergovernmental transfer. 
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REVOLVING FUND

Funds established in law in which revenue (including loan 
repayments) is credited back to the fund for the same use 
as the original appropriation.
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SPECIAL FUNDS

A grouping of revenues from certain sources from which 
certain expenditures are made. Revenues for these funds 
are usually dedicated and expenditures from the special 
funds are usually restricted to certain purposes.
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FIDUCIARY FUNDS 

Account for assets held by the state in a trustee capacity or 
as an agent for individuals, private organizations, other 
governmental units and/or funds. These include pension 
trusts funds, nonexpendable trust funds (where the 
principal may not be expended, e.g., the Permanent 
School Fund, Environmental and Natural Resources 
Nonexpendable Trust Fund), expendable trust funds (e.g., 
the Municipal State-aid Street Fund, County State-aid 
Highway Fund Environment and Natural Resources 
Expendable Trust Fund, Reemployment Compensation F 
und), and agency funds, such as the Deferred 
Compensation Fund. 
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DIRECT APPROPRIATION

An appropriation for a specific amount of money, for use 
during a specific time period. Most appropriations in 
omnibus bills are direct appropriations. Appropriations are 
usually for a single year of the biennium. However, 
legislation occasionally makes single year appropriations 
available in either year of the biennium.
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OPEN APPROPRIATIONS 

A form of standing appropriation where the level of 
funding necessary to fulfill  obligations is made available in 
the fiscal year. The state fund balance shows an estimate 
of the amount expected to be spent. Many of the 
programs funded by formula (e.g., education aids and 
Homestead and Agricultural Credit Aid – HACA), and 
programs funded through fees, are open appropriations.
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TARGETS

In the legislative process, specific limits on spending and 
revenues, assigned by the House Ways and Means 
Committee, to reconcile the fiscal actions of committees 
and divisions with the Budget Resolution. The targets add 
up to the total limit on expenditures, revenues and the 
reserve level established in the Budget Resolution.
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STATE AIDS

This is defined in statute as programs by which the 
government provides financial assistance to political 
subdivisions to assist them in delivering public services, 
financing public facilities or reducing property taxes in 
connection with state mandates, programs and 
procedures.
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PERSONAL INCOME

In national income accounting, personal income is the 
income received by individuals, owners of unincorporated 
businesses (including partnerships), non–profit institutions, 
private trust funds, and private non–insured welfare funds.  
Personal income is the sum of wage and salary 
disbursements, other labor income, proprietors’ income, 
rental income of persons, dividends, and personal interest 
income and transfer payments, less personal contributions 
for social insurance. 
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GDP IMPLICIT PRICE DEFLATOR

An inflationary measure intended to capture changes in 
the average price of goods and services. Unlike the CPI, 
which measures changes in the average consumer basket 
of goods and services, the price deflator measures a 
changing mix of economy-wide goods and services and 
includes consumer expenditures, private investment, 
government spending and exports net of imports.

279





EARMARK

This is used to dedicate or designate a revenue stream for a 
specific purpose or expenditure. It can be defined as a 
commitment of money to meet an obligation that is 
expected to be incurred by the State for the  payment of 
goods or services. Encumbrance is the accounting control 
device that agencies use to reserve portions of their 
allotments for expenditures that will soon be incurred. 
Agencies must encumber money before they can spend it, 
providing a system to keep track of outstanding 
obligations. 
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ENTERPRISE FUNDS

These are Funds that provide money for services to the 
general public through programs that are expected to 
recover their full costs, primarily through user charges. 
Examples include the Higher Education Services Office 
Student Loan Fund, the State Lottery Fund, the Chemical 
Money Matters Glossary, Page Dependency Treatment 
Fund, and the Private Employers Insurance Fund.
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CONTINGENCY FUNDS 

This is an appropriation(s) that may be spent with approval 
of the Legislative Advisory Committee when the Legislature 
is not is session, to meet emergencies. In a specific period of 
time e.g two (2) years, a specific total amount is usually 
available for the contingency account from the revenue 
pool of government. Examples are the State Government 
Special Revenue Fund, and the Workers Compensation 
Fund.
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CARRY - FORWARD

This refers to a practice of allowing government agencies 
to use unspent money in the year following the year for 
which it was appropriated. Upon the approval from the 
Ministry of Finance, agencies may carry forward unspent 
and unencumbered non-grant operating balances from 
the first Year of the biennium to the second. (The 
Legislature may spend an appropriation for all or part of a 
biennium in either year of the biennium. The Courts and 
Constitutional Officers may spend money from either year 
of the biennium if funds are insufficient in either the year.)
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DEPARTMENTAL EARNINGS

These are monies collected by state agencies through 
service user fees, occupational license charges, regulatory 
charges, special taxes and assessments and other 
revenues. In general, agencies are required to set charges 
at levels that neither significantly over recovers nor under 
recovers costs, including overhead costs, involved in 
providing the services.
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BOND RATING

It refers to rating for bonds to be issued that primarily 
reflects the ability of the issuer to repay the bonds. Better 
bond ratings result in lower interest rates for the bonds 
issued.

Higher rated bonds, known as investment grade bonds, 
are seen as safer and more stable investments that are tied 
to corporations or government entities that have a positive 
outlook.
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CALL OPTION

It is a stipulation in a bond contract that allows the issuer to 
buy back the bonds at a specified date. It can also be 
defined as an option to buy assets at an agreed price on or 
before a particular date. A call option gives the issuer 
flexibility to lower costs if interest rates drop by issuing bonds 
at a lower rate to “call” or buy back bonds that are paying 
a higher rate of interest. 

293





MANDATES RELEASE

They are requirements imposed by one level of 
government on another. 

Mandate may refer to requirements imposed by the 
funding level of government that must be met by the 
recipient governments in order to receive funds.

In Nigeria, the government releases mandates either for 
capital projects or recurrent expenses. 

295





ARBITRAGE

Arbitrage can be defined as the financial gain that can be 
reaped by selling tax-exempt bonds and reinvesting the 
bond proceeds at a higher, taxable, interest rate. For 
instance, if the principal of a 5 percent bond is invested at 7 
percent, the 2 percent profit that results is the gain from 
arbitrage. Arbitrage is limited and regulated by tax laws.
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AD VALOREM TAX 

It is a tax that is measured by value. It is calculated based 
on the value of the asset, good or transaction; for example 
the ad valorem property tax, the mortgage registration 
tax. This type of tax is not imposed on the item's quantity, 
size, weight, or other such factor. Examples of ad valorem 
taxes include: Value added tax (VAT), import duties etc. 

Other types of taxes include those based on consumption 
(e.g., sales), volume (e.g., gas) and ability to pay (e.g., 
income).
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DEDUCTIONS

Refers to a sum or amount subtracted, or allowed by law to 
be subtracted, from otherwise taxable income. It can also 
be described as any item or expenditure subtracted from 
gross income to reduce the amount of income subject to 
income tax. It is also referred to as an "allowable 
deduction.  They are usually subtracted from adjusted 
gross income for documented and specific uses of money 
(itemized deductions).
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MONEY MULTIPLIER 

It is the number that describes the total change in the 
money supply resulting from a single deposit in a bank 
under a fractional reserve banking system. It equals the 
ratio of increase or decrease in money supply to the 
corresponding increase and decrease in deposits. In other 
words, it is the money used to create more money and is 
calculated by dividing total bank deposits by the reserve 
requirement. The size of the money multiplier effect 
depends on the percentage of deposits that banks are 
required to hold as reserves. 
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OPEN MARKET OPERATIONS 

The purchase and sale of government securities/bonds by 
the Central Bank as an instrument of monetary policy. It 
helps in reducing liquidity in the economy through sale of 
government securities. The central bank sells bonds to mop 
up liquidity from the system and buys back bonds to infuse 
liquidity into the system. These operations are often 
conducted on a need basis in a manner that moderates 
liquidity while helping banks to continue to lend. 

The apex bank uses OMO along with other monetary 
policy tools such as cash reserve ratio and liquidity ratio to 
adjust the volume and price of money in the system.
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SPECIAL ACCOUNT

They are funds within the Consolidated Revenue Fund 
regularly set aside as directed by appropriation for a 
particular purpose. 

Amounts credited to a special account may only be spent 
for the designated purpose. Special accounts can only be 
established by a written determination of the Finance 
Minister or through an Act of Parliament.
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AUGMENTATION

It is an increase to a previously authorized appropriation or 
allotment. This increase can be authorized by a Budgetary 
Act provisional language, control sections, or other 
legislation. 

In Nigeria, the need for augmentation usually arises when 
the actual funds available for distribution to the three tiers 
of government in the Federation Account is less than the 
budgeted figure for the period. 
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FISCAL YEAR

A fiscal year refers to the twelve month period used by 
governments or organizations for budgeting, forecasting 
and financial reporting. It refer to a period during which 
revenue is earned and received, obligations are incurred, 
encumbrances are made, appropriations are expended 
etc. In most countries, a fiscal year is usually a 12 month 
period. This is different from a calendar year which runs 
from January to December. It does not some-times follow 
the calendar year and could start at any point in the year 
and expire 12 months afterwards.
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GRANTS

It is used to describe the amounts of money received by an 
organization for a specific purpose but with no obligation 
to repay (in contrast to a loan, although the award may 
s t ipu late repayment  of  funds  under  cer ta in  
circumstances). 

For example, the state receives some federal grants for the 
implementation of health and community development 
programs, and the state also awards various grants to local 
governments, private organizations, and individuals 
according to the criteria applicable to the program.
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OVERHEAD

Those elements of cost necessary in the production of an 
article or the performance of a service that are of such a 
nature that the amount applicable to the product or 
service cannot be determined directly. Usually they relate 
to those costs that do not become an integral part of the 
finished product or service, such as rent, heat, light, 
supplies, management, or supervision.
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SINKING FUND

A fund or account in which money is deposited at regular 
intervals to provide for the retirement of bonded debt. 
More explicitly, a sinking fund is a means of repaying funds 
borrowed through a bond issue through periodic 
payments to a trustee who retires part of the issue by 
purchasing the bonds in the open market. 

Rather than the issuer repaying the entire principal of a 
bond issue on the maturity date, another company buys 
back a portion of the issue annually and usually at a fixed 
par value or at the current market value of the bonds, 
whichever is less.
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EUROBOND

Eurobond is an international bond issued by a government 
or company in a market other than its domestic market. 
Eurobonds may take the form of loans, debentures or 
convertible debentures, and maybe designated in any 
currency. The bonds are frequently grouped together by 
the currency in which they are denominated, such as 
eurodollar or euroyen bonds. Issuance is usually handled 
by an international syndicate of financial institutions on 
behalf of the borrower, one of which may underwrite the 
bond, thus guaranteeing purchase of the entire issue
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LANDED COST

Landed cost is the total cost of acquiring a good abroad, 
including all the additional charges that might occur. The 
term is mostly used in relation to the importation of goods 
which means the sum total of the cost of the goods 
concerned, the amount of customs duties levied on those 
goods, freight, insurance, crating, handling and payment 
fees and other expenses incurred in unloading them.
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MINERAL ROYALTIES

Refer to regular payments, usually based on the volume or 
price of minerals extracted, made by mining enterprises to 
national states or other owners of mineral resources as 
consideration for the right to exploit particular mineral 
resources.

In other words, it describes a payment to the owner of 
mineral rights for the privilege of extracting the mineral 
from the ground based on a lease agreement. The royalty 
payment is based on a portion of earnings from production 
and varies depending on the type of mineral and the 
market conditions.
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ROYALTIES

Payments of any kind received as consideration for the use 
of, or the right to use intellectual property, such as a 
copyright, patent, trade mark, design or model, plan, 
secret formula or process. Royalties are typically agreed 
upon as a percentage of gross or net revenues derived 
from the use of an asset or a fixed price per unit sold of an 
item of such, but there are also other modes and metrics of 
compensation.
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ZERO COUPON BOND

A zero-coupon bond, also known as an "accrual bond," is a 
debt security that doesn't pay interest (a coupon) on a 
regular basis but is traded at a deep discount, rendering 
profit at maturity when the bond is redeemed for its full 
face value.
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About the Series

“At a Glance” is part of the Central Bank of Nigeria’s literacy 
series, designed to enlighten users with brief descriptions of basic 
monetary policy concepts.

The publication presents in a simplified pictorial form, monetary 
policy concepts in a manner that can be easily understood by 
users. The pictorial animations make for a more reader friendly 
presentation. The content will be highly beneficial to all who 
have a desire to learn the basic concepts of monetary policy, 
fiscal policy, central banking, financial policy and other related 
concepts. The book is readily available in libraries across the 
nation and will be updated as often as required. Enjoy the 
experience of a well-researched and packaged literacy 
material.
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