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Capital Budget Implementation in Nigeria:
Evidence from the 2012 Capital Budget

Kanayo Kingsley Ogujiuba’, Kizito Ehigiamusoe?

ABSTRACT
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JEL Classification:

The performance of the capital budget has been a subject of debate between the legislative
and executive arms of the Nigerian government since 1999. Available statistics suggest that the
annual budget has not been able to improve the lives of Nigerians over the past several years
because of the weak link between capital budget implementation and poverty reduction, as in-
dicated by the prevailing low index of capture in public expenditures. Using descriptive analysis,
this paper examines the capital budget implementation in Nigeria by focusing on the 2012 Fed-
eral Government Budget. The findings indicate that only 51% of the total appropriated funds for
capital expenditures were utilized as of December 31st, 2012. The observed level of performance
is insufficient to foster rapid economic development and reduce poverty. Some of the challenges
that are responsible for the low performance include poor conceptualization of the budget, the
inadequacy of implementation plans, the non-release or late release of budgeted funds, the lack
of budget performance monitoring, the lack of technical capacity among MDAs, and delays in
budget passage and enactment. The paper recommends that Nigerian government formulate
a realistic and credible budget, release appropriated funds early to Ministries, Departments, and
Agencies (MDAs), and strengthen MDAs' technical capacity to utilize capital expenditures in or-
der to improve the index of capture in public expenditures.

budget; capital budget performance; capital expenditure
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Introduction

The Federal Government of Nigeria has a constitu-
tional obligation to develop a budget every fiscal year.
The budget, simply put, is a statement of income and
expenditures and provides an indication of the govern-

ment’s priorities regarding expenditures for the year.
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The national budget is the most important economic
policy instrument for a government and it reflects the
governments priorities regarding social and economic
policy more than any other document. In addition, the
instrument translates policies, campaign promises, po-
litical commitments, and goals into decisions regard-
ing where funds should be spent and how funds should
be collected. A well-functioning budget system is vital
for the formulation of sustainable fiscal policy and the
facilitation of economic growth (Ohanele, 2010).
Public expenditures at the local, state, and federal

government levels are incurred for the purposes of
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satisfying the collective social wants of the people.
Public expenditure policy aims to accelerate economic
growth, promote employment opportunities, and re-
duce poverty and income inequality. Government
expenditures can be either recurrent or capital expen-
ditures, and governments at all levels use budgets to
finance government expenditures.

The political economy of national budgets is an
aspect that every nation must take seriously, particu-
larly in the contemporary era of near financial accu-
racy, because of the Internet and telecommunications
technology. With its population of over 150 million,
effective budget monitoring and implementation
remains one sure route to Nigeria’s economic and
socio-infrastructural rejuvenation. Thus, the bud-
get cycle in Nigeria usually proceeds in four stages:
budget formulation, during which the budget plan is
established by the executive arm of government; en-
actment, during which the budget plan is debated, al-
tered, and approved by the legislative arm; execution,
during which the policies of the budget are imple-
mented by the government; and auditing and assess-
ment, during which the actual budget expenditures
are accounted for and assessed for effectiveness. Each
of the stages creates different opportunities for par-
ticipation by the people (Ohanele, 2010).

The continued delays in budget formulation and
implementation in Nigeria are worrisome. It is no
longer news that unnecessary delays in passing and
implementing Nigeria’s national budget have contin-
ued to slow economic activities in Nigeria and prevent
the implementation of projects that would enhance the
quality of life of the people. These unfortunate delays
have become recurring events since 1999 and have
painfully slowed Nigeria’s democratic journey to eco-
nomic prosperity.

It must be noted that delays over the past several years
have resulted in a low national budget performance and
have limited the executive arm’s ability to effectively ex-
ecute projects that would improve the living conditions
of the citizenry (Ibrahim, 2011). Furthermore, the low
level of budget implementation has been a consistent
problem in Nigeria. Thirteen years into the fourth re-
public, there has never been a year in which the capital
budget attained 75% implementation.

Since 1999, there have been disagreements be-

tween the legislative arm of the government and the
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presidency over the budget performance. The federal
government has always insisted that it is committed
to the proper implementation of the annual budget,
whereas the National Assembly has insisted that the
federal government does not always implement the
annual budget as it has been enacted. Similarly, many
analysts have asserted that the rate of capital bud-
get implementation over the past decade has varied
widely; indeed, it was 50% in 2002 and 2003, 52% in
2004 and 2005, 43.9% in 2008, and 54% in 2009 (Ola-
dipo et al., 2012)

The capital budget therefore is the aspect of the
overall national budget that determines the allocation
of funds to finance capital projects and critical infra-
structure, such as the construction of roads, bridges,
hospitals, schools, prisons, public administrative
buildings, highways, dams, and irrigation systems;
the purchase of machinery and equipment; and the
supply of water, electricity, and transport, health, and
educational facilities. The capital budget, unlike the
recurrent budget, is intended to provide funds to fi-
nance capital expenditures, such as the construction of
durable assets. By contrast, the recurrent budget deter-
mines the allocation of funds to finance recurring gov-
ernmental expenditures, such as expenditures related
to personnel, overhead, civil administration, defense,
health, education, and government machinery main-
tenance. For a public budget to effectively perform
its role, it should be well designed, effectively and ef-
ficiently implemented, and adequately monitored, and
ultimately, its performance should be evaluated (Faleti
& Myrick 2012).

Nonetheless, the environment in which the 2012
FGN budget was prepared raised Nigerians expecta-
tions, particularly with respect to the goal of trans-
forming the economy to the level at which the federal
government has set. With gross federally collected
revenue estimated at N9.406 trillion and government’s
expenditure projection at N4.749 trillion, up from
N4.484 trillion appropriated in 2011, Nigerians had
high expectations that given the transparent budget
implementation, they would receive the greatest value
for every kobo spent. Nigerians expected the 2012
budget to be a budget that would provide critical in-
frastructure (such as roads, electricity, water, schools,
and hospitals) and employment, reduce poverty, and

supply health, transport, and educational facilities.
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Table 1. Delays in the Preparation and Enactment of the Federal Government Budget, 2000-2013

Fiscal Date NASS Received the
Year Budget from President (A)

Date Revised the Budget
was sent to President for

Time lag between
Date President Assented 9

to the budget (C)

President’s Presentation

and Signature (D)

Assent (B)
2000 24th November, 1999 14th April, 2000
2001 9th November, 2000 21st December, 2000
2002 7th November, 2001 28th March, 2002
2003 20th November, 2002 11th March, 2003
2004 18th December, 2003 20th April, 2004
2005 12th October, 2004 18th March, 2005
2006 6th December, 2005 21st February, 2006
2007 6th October, 2006 22nd December, 2006
2008 8th November, 2007 27th March, 2008
2009 2nd December, 2008 3rd February, 2009
2010 23rd November, 2009 25th March, 2010
2011 15th December, 2010 25th May, 2011
2012 13th December, 2011 27th March, 2012
2013 10th October, 2012 21st December, 2012

5th May, 2000
21st Dec.,, 2000
28th March, 2002
10th April, 2003
21st April, 2004
12th April, 2005
22nd April, 2006
22nd December, 2006
14th April, 2008
10th March, 2009
22nd April, 2010
26th May, 2011
13th April, 2012

26th February, 2013

5 months 11 days
1 month, 12 days
4 months, 21 days
4 months, 21 days
4 months, 3 days
6 months
2 months, 16 days
2 months, 12 days
5 months, 7 days
3 months, 8 days
4 months, 29 days
5 months, 11 days
6 months

4 months, 16 days

However, the implementation of the 2012 capital
budget did not match expectations, as controversy
concerning the implementation level of the 2012 Ap-
propriation Act continues between the executive and
legislative arms of the government. While the execu-
tive claimed that 56% of the budget had been released
and implemented by July 20, 2012, the National As-
sembly submitted that less than 30% of the budget was
implemented by September 30, 2012. As the debate
to ascertain the level of implementation of the 2012
Appropriation Act continues, it becomes pertinent
to examine the level of implementation of the capital
budget in the 2012 Appropriation Act. The main objec-
tive of this paper is to answer the following question:
Is the capital budget being implemented in Nigeria?
Specifically, the paper seeks to examine the level of
implementation of the 2012 Appropriation Act. The
paper also seeks to identify the main factors that are
responsible for the poor capital budget implementa-

tion in Nigeria.

www.ce.vizja.pl

Following this introduction, the remainder of the
paper is divided into four sections. Section two pres-
ents the conceptual issues and reviews the related liter-
ature on capital budget implementation, section three
presents the analytical framework that is adopted for
this study, and section four presents the performance
of the 2012 FGN Appropriation Act. The last part of
the paper presents the conclusions and provides rec-

ommendations.

2.0 Brief Review of Related Literature

2.1 The Impact of Capital Budget Expenditures
on Economic Development

Different forms of government expenditures and eco-
nomic growth have been examined in the literature.
Rizvi,Qamar and Shamim (2010) investigated the rela-
tionship between government expenditures and gross
domestic product (GDP) based on modern time series

econometric techniques. The paper used thirty years
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of data for the period from 1979 to 2008 and found
a long-run relationship between government develop-
ment expenditures and economic growth. A Granger
causality test indicated that government expenditures
are caused by economic growth, while an error correc-
tion model showed that there is a short-run relation-
ship between government development expenditures
and economic growth.

Pryor (1968) used government consumption ex-
penditures to determine the impact of government
expenditures on economic growth, while Peacock-
Wiseman (1961) used total government expenditures
to assess the same relationship. Goffman (1968), Mus-
grave (1969), Gupta (1967), and Michas (1975) used
per-capita income instead of GDPt, as in Mann (1980).
Wagner’s law proposed by the German economist
Adolph Wagner (1835-1917) predicts that the devel-
opment of an industrial economy will be accompanied
by an increased share of public expenditures in Gross
National Product. During the last three decades, Wag-
ner’s law has been tested very intensively, particularly
for the developed countries and more recently for de-
veloping countries (Rizvi et al., 2010). Lucas (1988)
argued that public investment in education increases
the level of human capital and that human capital
constitutes a primary source of long-run economic
growth. Henrekson (1993) claimed that there are three
main reasons for an increase in the role of government.
First, industrialization and modernization would lead
to a substitution of public for private activities. Sec-
ond, an increase in real income leads to an expansion
of income-elastic “cultural and welfare” expenditures.
Third, natural monopolies, such as railroads, have to
be taken over by government because private compa-
nies would otherwise be unable to run these undertak-
ings efficiently because it would be impossible to raise
the huge financing needed to develop them.

Oluwatobi and Ogunrinola (2011) examined the re-
lationship between human capital development efforts
by the government and economic growth in Nigeria.
The authors of this paper sought to determine the im-
pact of government recurrent and capital expenditures
on education and health in Nigeria and to assess their
effect on economic growth. The data that were used
for the study were taken from secondary sources, and
the augmented Solow model was adopted. The result

showed that a positive relationship exists between
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government recurrent expenditures on human capi-
tal development and the level of real output but that
a negative relationship exists between capital expendi-
tures and the level of real output. The authors there-
fore recommended that the government appropriately
channel the nation’s capital expenditures on education
and health to promote economic growth.

A study of the joint development of government
expenditures and economic growth in 23 OECD coun-
tries conducted by Lamartina and Zaghini (2007)
showed that there is a structural positive correlation
between public spending and per capita GDP. Thus,
an increase in government spending on human capital
development is expected to culminate in an increase
in per capita output. Maku (2009) examined the con-
nection between total government spending and eco-
nomic growth in Nigeria over 30 years (1977-2006).
The author regressed real GDP on private investment,
human capital investment, government investment,
and consumption spending. The result showed that
human capital investment as a share of real output has
a positive but statistically nonsignificant effect on the
growth rate of real GDP. Maku concluded that govern-
ment expenditures have had no significant influence
on economic growth in Nigeria based on his analysis,
which reveals that the variables have not maintained
a uniform pattern over the period of study because of
a persistent random shock effect on the time series.
He reported that the rate of government expenditures
to real GDP has been increasing since the Structural
Adjustment Programme (SAP) despite having no sig-
nificant contribution to economic growth in Nigeria.
Maku attributed this increase to the lack of govern-
ment monitoring of the contract awarding process of
capital projects, the ineffective deployment of govern-
ment funds to productive activities, and the lack of
transparency and accountability by the government
regarding government spending (Oluwatobi & Ogun-
rinola, 2011)

Ogujiuba and Adeniyi (2005) examined the impact
of government education expenditures on economic
growth. Their results showed a statistically significant
positive relationship between economic growth and
recurrent expenditures on education, while the con-
tribution of capital expenditures to economic growth
was negative but not significant. Lawanson (2009) ex-
tended this study by including both health and educa-
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tion expenditures in her model. Her objective was to
examine the role of human capital investment (proxied
by total government expenditures on education and
health) on economic growth in Nigeria. After regress-
ing GDP on government expenditures on education,
government expenditures on health, and enrolment
rates, she found a clear relationship between human
capital development and economic growth. However,
unlike Ogujiuba and Adeniyi (2005), Lawanson did
not disaggregate expenditure figures on health and ed-
ucation into recurrent and capital components (Olu-

watobi and Ogunrinola, 2011).

2.2 The Relationship between Capital Budget
Implementation and Poverty Reduction

The relationship between poverty and government
spending has received substantial attention in the
literature. Researchers argue that government can
contribute to poverty reduction by increasing gov-
ernment spending in sectors that may accelerate
economic growth, increase human capabilities, and
reduce transaction costs. Further, government spend-
ing can enhance economic growth and reduce poverty
through the provision of social services and infra-
structure facilities that are needed for rapid economic
development (Asghar, Hussain, & Rehman, 2012).
During 1990s, the World Bank’s Poverty Reduction
Strategies Programme (PRSP) emphasized investment
in the health, primary education, and social sectors
to boast human capital formation in order to reduce
poverty. Such government spending helps enhance
human capabilities and improve the skills and pro-
ductivity of the masses. The capabilities and skills pro-
vide the public with more and better job opportuni-
ties, increasing the income of the people and bringing
them out of the poverty trap. Fan, Hazell, and Thorat
(2000) investigated how government capital expendi-
tures affect poverty in India and found that expendi-
tures on roads, research, and development have the
greatest impact on poverty. Fan, Zhang, and Zhang
(2002) concluded that government expenditures on
rural education and infrastructure reduced the rural
poverty rate. Jung and Thorbecke (2003) found that
increased expenditures on education, followed by an
excess supply of more educated and skilled labor, can
contribute to economic growth and poverty allevia-

tion. Gomanee et al. (2005) found that public spend-
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ing on social services was not effective in reducing
poverty and highlighted the need for new techniques
to improve the efficiency of public spending.

Lipton and Ravallion (1995) studied the effect of
government spending on poverty and argued that poor
areas that previously had less access to public infra-
structure may have greater benefits from new invest-
ment in infrastructure. Jung, Seong-Hoon and Roberts
(2009) investigated public expenditures and poverty
reduction in the Southern United States and found that
expenditures on parks and recreation have been the
single most effective category of government expendi-
tures in reducing poverty over time, although public
welfare was most effective category in the Mississippi
Delta cluster in 1990. Nevertheless, the study showed
that the marginal effects of government expenditures
on poverty alleviation have generally weakened over
time. Jung et al’s study contributes to a growing body
of literature on the effects of government expenditures
on poverty alleviation in two important ways. First, by
using county data for the Southern United States, the
study examined changes in the effects of four catego-
ries of government expenditures on poverty allevia-
tion over time and compared these changes among the
categories of government expenditures. The findings
that the marginal effects of government expenditures
on poverty alleviation have decreased over time and
that expenditures parks and recreation had the high-
est marginal effects on poverty alleviation in each of
the three main poverty clusters in the Southern United
States have important policy implications for poverty
reduction in general. Second, the study used GWR
and LISA clustering to analyze the spatial variation
in the effects of government expenditures on poverty
rates across the studied counties. The analysis identi-
fied poverty ‘hot-spots’ and examined the marginal
effects of government expenditures on poverty allevia-
tion in each of the identified poverty clusters (Jung et
al.,, 2009).

Asghar et al. (2012) examined the impact of govern-
ment spending on poverty reduction in various sectors
of the economy in Pakistan. Time series annual data
for the period from 1972 to 2008 were used to analyze
the long-run impact of government spending on edu-
cation, health, and economic and community servic-
es. The results showed that government spending on

education and law and order significantly contribute
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to poverty reduction, while government spending on
budget deficit and economic and community services
appeared to be responsible for increased poverty in
Pakistan. The study recommended that the Govern-
ment of Pakistan allocate more resources to the edu-
cation and health sectors to foster the development of
human capital.

Health and education are very important determi-
nants of poverty. Educated and healthy individuals
may have more opportunities to obtain better employ-
ment, which increases their earnings and helps raise
their standard of living. Education is considered to be
the most important way to build human capital and
eradicate poverty by enhancing productivity. Health is
another major form of human capital. The results of
various studies have shown that there is a positive rela-
tionship between government expenditures on health
and poverty reduction, as spending on health increases
individuals’ capabilities and thereby reduces poverty.

Improvements in health lead to increased life expec-
tancy, which provides more opportunities for people
to work and earn more income and eventually leads
to poverty reduction. Government spending on both
education and health are accordingly expected to have

a negative impact on poverty (Asghar, et al 2012).

2.3 Stylized Facts: Capital Budget
Implementation in Nigeria
Emphasizing the importance of capital budget imple-
mentation in the process and promotion of democracy
within the territory of a nation state, Makstutis (2007)
analyzed the global economic factors that drive the de-
velopment of a nation state and examined the place of
a nation state in the development of progress, the pro-
motion of democracy in the territory of the state, and
activation of public activity in light of globalization
The capital budget is important to the public be-
cause it is a major source of funding for capital proj-
ects. It is imperative to point out that the capital budget
has a direct impact on the lives of the people in a coun-
try and that the level of capital budget implementation
remains a measure of government performance (Oni-
ke, n.d.). Bak (2009) examined the current concepts of
budgeting with a special focus on innovative budgets
as well as the evolution of the budgeting concept and
concluded that budgets constitute a primary tool for

the achievement of a country’s predetermined goals. It
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is indeed worrisome that practically every year, the im-
plementation of the capital budget in Nigeria has been
the major source of friction between the Executive and
the House of Representatives. In 2010 and 2011, the
Executive also accused of poorly implementing the
capital budget. While further reflecting on the cause
of the dispute, Onike (n.d.) opined that it is not sur-
prising that there was no serious contention regarding
the recurrent budget, as the recurrent budget mainly
involves the statutory budget allocation and general
costs of administration/overhead. Critics, nonetheless,
recognized that in the last 13 years or so, the federal
budget has never been implemented satisfactorily. Fur-
ther, a credible explanation for the disbursement of the
billions of naira that remained unspent at the end of
each year has never been given.

Boyo (2012) asserted that Nigerians may be mis-
guided, however, for expecting substantial improve-
ments in social welfare resulting for the appropriate
and full disbursement of the capital budget. Indeed,
the seemingly traditional pattern of less than 30%
allocation for capital projects cannot truly support
rapid infrastructural improvement for a country of
over 160 million people. Furthermore, tangible prog-
ress is further precluded by the prevalent culture of
impunity and corruption, which inevitably substan-
tially diminishes the already meager capital budget.
Ayemokhia (2010) posited that Nigeria produces one
of the best annual budgets in all of Sub-Saharan Africa
because the nation is blessed with an intimidating ar-
ray of top-class financial experts in the Central Bank
of Nigeria (CBN) and ministries in charge of Finance,
Planning, and Budget. However, these advantages have
not helped drive Nigeria up the ladder of developing
nations in the world. Such progress would nevertheless
have been attained if the federal and state governments
had even strived to achieve a moderate 60% budget
implementation benchmark since 1999. Ayemokhia’s
paper suggests that over the years, poor budget imple-
mentation by the executive arm of the government
at the local, state, and federal levels has impaired key
public infrastructure for transport, power, and com-
munication, among others. Accordingly, the annual
budget has been condemned as a mere annual ritual in
Nigeria. Furthermore, Ayemokhia (2010) posited that
the poor budget implementation in Nigeria is a huge

indictment on both the executive and the legislative
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arms of the government at the local, state, and federal
levels. It is unfortunate to note that no state or federal
administration in Nigeria has been able to achieve
a level of annual capital budget implementation above
45% in the last twelve years. Administration officials
are always quick to blame the abysmal budget perfor-
mance on dwindling revenue, however.

Despite the poor capital budget implementation in
Nigeria, the country continues to witness budget defi-
cits, with consequential effects on the economy. Exam-
ining the impact of deficit financing, Kocurek (2008)
analyzed the sources of budget deficit financing in the
transformation period and noted that different in-
struments that can be used to balance the expenses of
a state’s budget over its income. In analyzing the struc-
ture of deficit financing and its consequences for the
economy, the author focused on the efficiency of fiscal
expansion in the short and long term and described the
direct and indirect push out effect. The author conclud-
ed that the choice of deficit financing has fundamental
importance for economic policy. Similarly, Golenko-
Ginzburg (2010) examined problems of optimal budget
allocation among project activities and formulated op-
timization models and determined how their solutions
can be used for planning, controlling, and monitoring
individual projects in modern design offices. The prob-
lem is to develop a schedule of all of a project’s activities
in order to accomplish the project on time (no later than
the given due date, with minimal expenses, taking into
account limitations on the dynamics of resources con-
sumption during the scheduled period).

The challenges facing the Nigerian economy do not
principally concern the planning of projects (public al-
location of resources) but essentially concern the execu-
tion of the projects with the allocated resources. One of
the reasons for the poor performance in executing proj-
ects is inadequate monitoring and evaluation of capital
projects. Bivainis and Butkevicius (2003) investigated
the reasonability of public financial resource allocation
and presented an integrated evaluation model appli-
cable to budget programs that can increase the com-
prehensiveness and objectivity of program evaluation.
The nucleus of the model consists of four components:
evaluation of relevance, evaluation of efficiency, evalu-
ation of fitness, and synthesis of the three evaluations.

Assessing the performance of the 2012 capital bud-
get, Onike (n.d.) asserted that the impact of the FGN

www.ce.vizja.pl

budget of over 4.8 trillion naira has yet to be truly felt
by the average Nigerian because of poor capital budget
implementation. He added that Nigeria has become
characterized by a culture of poor capital budget im-
plementation, given the level of budget performance
since the return to civil rule in 1999, which has never
been above 75%. Commenting on the poor capital
budget implementation in Nigeria, Olurankinse (2012)
opined that every year, Nigerians hear about billions
and trillions of naira budgeted for capital expenditures
in our annual budget. This amount undoubtedly con-
tinues to increase with each passing year, but the soci-
ety is always at a loss as to where the money is invested.
There seems to be wide disparity between the budget
proposal and budget accomplishment. All levels of
government are accused of disregarding budgetary
provisions, passing budgets late, engaging in extra-
budgetary activities, releasing capital votes late, and
selectively implementing budgets. Olurankinse there-
fore investigated whether there is a significant differ-
ence between the mean budgeted capital and the mean
expended capital by using various infrastructures in
selected local governments and discovered that there
is a positive and significant relationship between bud-

geted capital expenditures and actual expenditures.

3.0 Analytical Framework

The study adopts descriptive statistics as the analytical
framework to analyze data on capital budget imple-
mentation in Nigeria. The analytical framework also
includes a desk review of available literature related
to the budget implementation and capital budget per-
formance of Ministries, Departments, and Agencies
(MDAs). The data were analyzed by using simple per-
centages and averages as well as tables and charts. The
scope of the paper is the 2012 Budget (January-Decem-
ber) of the Federal Government of Nigeria. Secondary
data were collected from the Office of the Accountant
General of the Federation (OAGF), the Budget Office
of the Federation (BOF), the Central Bank of Nigeria
(CBN), and the National Bureau of Statistics (NBS).

3.1 The Public Budget Process in Nigeria:
Conceptual Issues

A government budget is simply a financial statement
of the proposed expenditures and expected revenue

of the government for a given period of time, usually
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Budget Approval

Figure 1. The Public budget Process in Nigeria

a year. It is one of the most important economic policy
instruments of governments. The government budget
is used to allocate resources to strategic priorities and
to prevent misallocation of resources. It is also used
to ensure macroeconomic stability and managerial
efficiency. As a fundamental instrument of resource
mobilization and allocation, the budget facilitates the
realization of the vision and goals of the government
in a particular fiscal year. Further, the public budget
determines that allocation of resources to finance both
capital and recurrent expenditures.

The budget process is an interconnected set of ac-
tivities that ensure the delivery of a budget plan. In
Nigeria, the public budget system begins with the
preparation and approval of a three-year Medium-
Term Expenditure Framework (MTEF)/Fiscal Strategy
Paper (FSP) by the executive and the legislative arms
of the government, respectively. The key stages in Ni-
geria’s annual budget process include budget prepara-
tion, budget approval, budget implementation, and
budget appraisal. Starting from the MTEF/FSP, figure
1 illustrates the public budget process in Nigeria.

A. Medium-Term Expenditure Framework
(MTEF)/Fiscal Strategy Paper (FSP): This is the
fiscal policy framework for Nigeria envisaged by
the Fiscal Responsibility Act (FRA) of 2007 to en-
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sure the prudent management of Nigeria’s resourc-
es, promote macroeconomic stability, and foster
a sustainable long-term growth path for the econ-
omy. The FRA requires the Federal Government
to develop a Fiscal Strategy Paper (FSP) within
a Medium-Term Expenditure Framework for a pe-
riod covering three years to serve as the basis for
the preparation of the estimates of revenue and ex-
penditures for Nigeria, including government fis-
cal obligations in the medium term. It also provides
the basis for the sectoral and compositional distri-
bution of public expenditure estimates. Apart from
providing the basis for the annual budget planning,
the MTEF and FSP also set out the macroeconom-
ic framework that indicates fiscal targets and that
estimates revenue and expenditures as well as the
underlying assumptions for these projections. The
annual budget is therefore prepared based on these
underlying assumptions and projections in the
MTEF and FSP documents.

. Budget Preparation: As soon as the MTEF and

FSP documents are approved by the legislature, the
next stage commences with a review of the perfor-
mance of the previous year’s budget. Consequently,
data are collected and reviewed, accounting for po-
litical, economic, and social constraints. This back-
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ground aids the establishment of the objectives and
policies of the government that the present budget
aims to achieve. At the budget preparation stage,
the government Ministries, Departments, and
Agencies (MDAs) present their proposed expen-
ditures and expected revenue within the ceiling
for the fiscal year and articulate their special needs
and contingency estimates, which are consolidated
by the budget unit of the various MDAs. The Fed-
eral Ministry of Finance then collates the estimates
of all the MDAs and consults with other relevant
agencies to prepare the overall revenue, expendi-
tures, policies, and programs articulated in the
emerging national budget for submission to the
National Assembly for approval.

C. Budget Approval: After the budget preparation
stage, the draft budget (also known as the Ap-
propriation Bill) is then formally presented by
the president to the legislature for approval as de-
manded by law. The National Assembly’s role is to
scrutinize the Appropriation Bill through a first
and second reading. During first reading, only the
short title of the Bill is read, whereas during sec-
ond reading, the general principles of the Bill are
debated by the legislators in both houses of the
National Assembly. The Bill is then referred to ap-
propriate committees for further legislative work.
After the committee stage, the Bill is passed by the
legislators. It is important to note that the Bill must
be passed by both Houses (Senate and House of
Representatives) in the National Assembly before
it can be sent to the president for assent. Once the
president assents to the Bill, it becomes a law, and
the budget is ready for implementation.

D. Budget Implementation: The performance of
a country’s budget heavily depends on whether it
is effectively and efficiently implemented to meet
the needs and aspirations of the people of the coun-
try. A well-implemented budget helps to translate
government policies and programs into outcomes
that have a direct, positive impact on people,
such as the development of critical infrastructure
(electricity, roads, water, hospitals, schools, etc.),
the provision of employment opportunities, the
reduction of poverty, and the supply of transport,
health, and educational facilities. Once the budget

is approved, the Federal Ministry of Finance issues
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a warrant to the Accountant General of the Federa-
tion to release funds from the consolidated revenue
in order to meet the budgeted services that are ap-
proved in the estimates. The warrant authorizes
the MDAs to incur expenditures that are approved
in the estimates (Akande et al. 2009). This is the
stage where activities in the budget are executed
and implemented. It is important to note that the
implementation of the budget is the responsibility
of the executive arm of the government.

E. Budget Appraisal: Budget appraisal involves the
use of control mechanisms to ensure that the dis-
bursed funds are used for the intended purposes.
It also encompasses budget monitoring to ensure
that the disbursed funds are used economically and
efficiently and that the financial commitments and
expenditures do not exceed the approved amounts
(Akande et al. 2009). Budget appraisal also ensures
that projects that have not been approved by the
government are not pursued or prosecuted. It also
aims to ensure that actual expenditures by MDAs
are in conformity with the stated programs and
objectives. During budget appraisal, the executed
programs are examined to ensure that they com-
ply with policy objectives and targets. The National
Assembly assumes this role as part of its oversight

responsibilities.

4.0 A Review of the 2012 Budget
Performance of the Federal
Government of Nigeria

4.1 Revenue Performance

A low level of revenue was collected in 2012. This low
performance occurred across all the major sources of
federal government revenue, although it was most pro-
nounced for the FGN share of the federation account
and the Federal Government independent revenue.
Available data indicate that the budgeted revenue
estimate for the period was N4,329 billion, whereas
N4,160 billion (representing 96.1% of the expected fig-
ure) in revenue was collected by the end of December
2012. There was apparent poor performance in each of
the major components of revenue; however, the poor
performance in revenue was very pronounced in the
share of the federation account, independent revenue,

unspent funds from the previous year, and the share
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of VAT, which were expected to contribute N1,992.33
billion, N355.09 billion, N230.09 billion, and N80.93
billion, respectively, to the federal government rev-
enue. In addition, the FGN Share of the actual balance
in special accounts was expected to contribute N32.33
billion for the period under review. However, the actu-
al revenue was N1,933.61 billion (representing 97.1%
of the expected figure) for the share of the federation
account, N122.37 billion (representing 34.5% of the
expected figure) for independent revenue, N70.74 bil-
lion (representing 87.4% of the expected figure) for the
share of VAT, N27.389 billion (representing 11.9% of
the expected figure) for unspent funds from the previ-
ous year, and N40.93 billion (representing 126.6% of
the expected figure) for the FGN share of the actual

balance in special accounts.

4.2 Recurrent Expenditure performance

The 2012, the recurrent budget was not expansionary
with regard to fiscal consolidation. The projected level
of recurrent expenditures was N3,357.22 billion—or
0.6% higher than the 2011 budgeted recurrent ex-
penditures of N3,337.99 billion. Generally, there was
slight over-performance in the actual level of recurrent
expenditures, which was N3,143 billion (representing
105.3% of the appropriated figure of N2,984 billion,
with a difference of N159 billion). A further break-
down of recurrent expenditures shows that capital
budget releases for personnel costs, overhead costs,
and statutory transfers accounted for N1,974 billion
(representing 109% of appropriated figure of N1,799
billion), N491 billion (representing 128% of appropri-
ated figure of N381 billion), and N678 billion (repre-
senting 111.7% of appropriated figure of N607 billion),
respectively, of recurrent expenditures. This analysis
shows that there was a general over-performance of re-

current expenditures (105.3% of appropriated funds).

4.3 Capital Expenditure Performance

Despite the revenue and recurrent expenditure per-
formance, which were 96.1% and 105.3%, respectively,
by December 2012, the capital budget performance
during the same period was poor. The approved level
of capital expenditures was N1,343.99 billion, which
was about 17.2% higher than the 2011 figure; how-
ever, the actual level of capital expenditures was only

N686.3 billion—or 51% of the approved estimate (see

CONTEMPORARY ECONOMICS

Kanayo Kingsley Ogujiuba, Kizito Ehigiamusoe

Table 1). The amount cash backed during the period
was N739.3 billion, while the MDA balance was N53
billion. However, the detailed capital budget perfor-
mance of MDAs, as measured by the ratio of capital
utilization to the amount cash backed of total capital
budget releases, was relatively unsatisfactory. Specifi-
cally, on average, the ratio of capital utilization to the
amount cash backed of total releases was 51%. Thus,
although only about 25% of the capital budget had not
been released by December 31st, 2012, half of the capi-
tal funds allocated for MDAs were not utilized in 2012.
Therefore, the capital budget performance for 2012
measured as the ratio of cash utilization by MDAs to
the total appropriation for MDAs was very poor. This
underperformance resulted from poor implementa-
tion of capital projects/programs, and the main rea-
sons for this poor performance include weak concep-
tualization of projects; inadequate cost determination,
planning, and management of projects; non-release of
adequate capital funds to MDAs; late release of paltry
funds to MDAs, and non-utilization of released funds
by MDAs, among others.

The performance of MDAs in terms of capital bud-
get releases and utilization is mixed because some
MDAs performed well in relation to their releases,
while others performed poorly. For instance, Table 2
shows the MDAs that recorded the highest percent-
age of capital budget releases. The highest percentage
of capital budget releases was recorded by the Presi-
dency (86.7%), followed by Defense (82.5%), Foreign
Affairs (80.4%), Works (78.7%), FCTA (76.8%), Avia-
tion (76.7%), and Health (73.8%). The MDAs that
recorded the lowest percentage of capital releases in-
clude Youth Development (60.8%), Housing (64.6%),
Petroleum (65.1%), Transport (67.2%), and Science
& Technology (67.9%). In terms of funds utilization,
Works, Defense, and Petroleum recorded the highest
level of funds utilization at 99.8%, 76.9%, and 75.5%,
respectively, while the MDAs that recorded the lowest
level of funds utilization include ICPC (33.8%), Trade
& Investment (42.3%), Labor & Productivity (44.9%),
‘Women Affairs (46.5%), Mines & Steel (46.4%), Justice
(47.9%), and Science & Technology (47.9%). It is im-
portant to note that human capital development was
not given priority in the budget because of the bud-
geted figures for Education and Health, the utilization

rates were 52.1% and 55.3%, respectively. These levels
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Table 2. Capital Expenditure Performance of MDAs as of December 31st, 2012 (N'Billion)

2012 2012 Actual Amount Ba':’a‘nﬁ::\: @ Amount
MDAs Appropriated  Rel %Rel Cashed Back Dec. 31st, Utilized % Utilized
(Jan-Dec) (Jan-Dec) 2012

Presidency 15.66 13.57 86.7 12.02 0.29 11.73 749
SGF 32.73 2182 66.7 16.23 5.56 1067 326
Youth Devt 7.15 435 60.8 333 0.36 332 464
Agriculture 48.19 3247 674 264 0.25 26.14 542
Re\g\ftjies 7933 5556 700 3976 054 3922 494
Defence 4544 3749 82.5 3749 3.16 3433 755
Education 66.83 4759 71.2 36.46 1.62 34.83 521
Health 60.95 45.00 738 37.17 349 33.68 553
Power 7549 5203 689 41.10 1.55 39.55 524
Works 15946 125.57 78.7 12543 14.08 12529 99.8
Transport 46.86 31.51 67.2 26.94 292 2402 515
Mines & Steel 3.17 1.98 62.5 1.50 037 147 464
Aviation 43.16 33.10 76.7 31.01 0,59 30.95 71.7
FCTA 46.26 3553 76.8 3337 0.14 3336 721
Foreign Affairs 745 5.99 804 528 043 523 70.2
Interior 7.56 512 67.7 421 0.10 4.2 555
Petroleum 8.13 529 65.1 398 2.25 1.73 769
Science & Tech 27.31 1857 679 13.15 0.76 13.07 479
Others 642.71 320.19 49.8 24517 14.54 21344 332
Grand Total 1,345.19 1,017 756 739.3 530 686.3 51.0

Note: Data source: Office of the Accountant General of the Federation (OAGF).

of funds utilization are not capable of accelerating pov-
erty reduction in Nigeria. Figures 1, 2, and 3 show the
levels of capital funds that were appropriated, released,
and utilized by some MDAs in Nigeria in both nomi-

nal and percentage terms.

4.4 Factors Affecting Capital Budget

Implementation in Nigeria

Several factors were observed to be responsible for the

poor capital budget implementation in Nigeria:

(i) Inappropriate Budget Formulation: Several fac-
tors are responsible for inappropriate budget
formulation in Nigeria, and they include inap-

propriate planning by MDAs, inadequate review
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by the Budget Office, amendments to the budget
by the National Assembly, overloading of MDAs’
budgets, inadequate funds allocated to some on-
going projects, and over budgeting. If the budget
is not well formulated, it is difficult to imple-
ment capital projects.

(ii) Problem of Budget Preparation: Faulty budget prepa-
ration in Nigeria has contributed to the problem of
capital budget implementation. In several instances,
projects that were submitted during budget formula-
tion were not prepared for processing or procurement
by the time the budget was approved. In addition, de-
lays arise where one MDA relies on another MDA to
prepare a project document after budget approval.
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Figure 2. Budgeted, Released, and Utilized Capital Funds in the 2012 FGN Budget as of December 2012

Figure 3. Budgeted, Released, and Utilized Capital Funds in the FGN Budget as of December 31 2012
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(iii) Budget Enactment impediments: The disagree-

ments between the executive and the legislative
arms of the government in Nigeria in recent times
have often impeded the enactment of the budget.
The implication of late budget enactment is that
only a few months are left for budget implementa-

tion, which hinders project implementation.

(iv) Late Release or Non-Release of budgeted Funds:

To implement the capital budget, budgeted funds
need to be released promptly and adequately to the
MDAs to operate. Irregular and uncertain release
of funds is a key factor in the poor capital budget
implementation in Nigeria. Sometimes, revenue
shortfall is the cause, but the implications include
delays in initiating and completing projects and the
abandonment of projects.

(v) Problem of Cash-flow Management: The problem

here is that the quarterly release of capital funds
had been tied to projects. However, such release
to projects tends to be inadequate in some cases to
execute projects entailing huge procurements.

(vi)Challenges associated with the Due Process Mecha-

nism and Public Procurement Act: The challenges

www.ce.vizja.pl

Figure 4. Percentage of Capital Funds Released and Utilized by Some MDAs as of December 2012

associated with the due process mechanism and
Public Procurement Act have led to serious set-
backs in capital budget implementation in Nigeria.
The due process mechanism and Public Procure-
ment Act are major reforms designed to purify the
public procurement process by eliminating waste
and corruption. However, there has been institu-
tional resistance, and the reform to the due process
mechanism has resulted to some sort of blackmail
from interested quarters. Furthermore, some
MDAs have found it uncomfortable to comply with
the due process requirements. There have been
some genuine complaints related to delays. These
arise from the time involved in the verification and
certification of projects and in the processing of re-
quests for payment.

(vii) Problem of Technical Capacity: Many MDAs in

Nigeria do not have adequate technical capacity
to implement the capital budget in Nigeria. These
pose significant constraints to MDAs’ budget im-
plementation, particularly regarding the procure-
ment of workers and sophisticated goods and the
preparation of project documents related to works.
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(viii) Inadequacy of Implementation Plans: Implemen-
tation plans are often inadequate in terms of the
steps and procedures to systematically guide capi-
tal budget implementation. Often, the government
commits to allocate resources to projects without
properly assessing the required results. Further, ra-
tional for prioritizing projects in the face of dwin-
dling resources is lacking; thus, funds are chan-
neled to the projects that can be completed and
that can have a maximum impact.

(ix) Late Budget Implementation Initiative: This is
a serious challenge in capital budget implemen-
tation in Nigeria because many MDAs do not
have adequate capacity to implement the capital
budget. In addition, the late passage of the capi-
tal budget coupled with issues surrounding the
due process mechanism and Public Procure-
ment Act further compound the capital budget
implementation.

(x) Lack of adequate Budget Performance Monitoring:
Mechanisms for monitoring and evaluating the
budget process in Nigeria are not adequate. Al-
though several agencies claim to assess and evalu-
ate the performance of the budget periodically,
a countless number of projects are either delayed
or abandoned.

(xi) Changes in the Policy for Disbursing Capital Funds
beyond the Fiscal Year: Another serious problem
hampering capital budget implementation in Nige-
ria is the policy of disbursing capital funds beyond
the fiscal year. For instance, this policy aided capi-
tal budget implementation in 2005 and 2006, but
the legality of the policy is questionable. Therefore,
the government has abandoned it since 2007. There
is a need for MDAS to adjust to the change in policy
and to focus on how to overcome the obstacles of
capital budget implementation in order to acceler-

ate the pace of budget implementation.

5.0 Conclusion and Recommendations
The paper examines the level of capital budget
implementation by the Federal Government of Ni-
geria. Our findings indicate that the level of capital
budget implementation in Nigeria since the advent
of democracy in 1999 has been low. There has been
wide disparity between budgeted capital expendi-

tures and actual capital expenditures. Specifically,
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the 2012 FGN capital budget implementation was
abysmal. The total capital budget released as of De-
cember 2012 as a percentage of the total appropri-
ated capital expenditure was only 75.6%, whereas
the percentage of capital budget implementation
was only 51%. Thus, 49% of the 2012 FGN capital
budget had not been implemented as of December
31st, 2012, while 25% of capital budget expenditures
had not been released.

In contrast to capital budget expenditures, the bud-
get for recurrent expenditures has generally been fully
implemented in Nigeria since 1999. The challenges
confronting capital budget implementation in Nigeria
to include weak conceptualization of projects, non-
release/late release of funds, lack of implementation
plans, lack of technical capacity among MDA, lack of
a commitment to budget implementation, inadequate
monitoring of budget performance, and delays in bud-
get enactment.

This paper therefore makes the following rec-
ommendations: (i) Because the problem of budget
implementation may reflect a poorly formulated
budget, Nigeria needs to formulate a realistic and
credible budget, as the processes of budget formu-
lation and implementation are interdependent. (ii)
Capital budget funds should be released early by the
Federal Ministry of Finance to the Ministries, De-
partments, and Agencies (MDAs) in order to accel-
erate budget implementation in Nigeria. (iii) Since
poor capital budget implementation may reflect
a lack of incentives for good budget implementa-
tion rather than a lack of capacity, the government
should create incentives for compliance and enforce
punishment for non-compliance by Ministries,
Departments, and Agencies (MDAs). (iv) Further-
more, the government should reduce wasteful non-
development-related spending financed through
domestic and foreign borrowing and allocate more
resources for the development of the education,
health, and infrastructure sectors of the economy.
(v) The capacity of Ministries, Departments, and
Agencies (MDAs) to utilize funds released to them
should be strengthened. Finally, there is a need to
address the challenges confronting capital budget
implementation in Nigeria by improving the index

of capture, which is currently abysmally low.
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