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Abstract 
This study examined the sustainability of local government in Nigeria based on the influence of revenue 

forecasting and allocation using a quantitative approach. The study adopted a purposive sampling 

technique of employees working within local governments in three selected local government areas 

within the Kwara Central Senatorial District in Nigeria. 256 respondents were finally used for the final 

analysis. The result showed that revenue forecasting is significantly related to financial stability while 

revenue allocation is also significantly related to enhanced service delivery in the local government 

system. All hypotheses were significant at p<0.05. The findings of the study underscored the significance 

of revenue forecasting by adopting robust forecasting techniques and utilizing accurate data to enhance 

revenue projections. Local government administrators can consider employing advanced forecasting 

models and leveraging technological tools to improve the accuracy of revenue estimates and strengthen 

financial planning processes. Also, the significant influence of revenue allocation on service delivery 

highlights the need for transparent and equitable resource allocation mechanisms. 
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Introduction 
Local governments play a vital role in delivering public services, managing infrastructure, and promoting 

community development. To fulfil these responsibilities, local governments require sustainable and 

effective revenue management practices (Dongier et al., 2003; Teremetskyi et al., 2021). Revenue 

forecasting and allocation are critical components of revenue management, as they involve estimating 

future revenue inflows and making informed decisions on how to allocate those resources across various 

sectors and projects within the jurisdiction (Mikesell, 2007). 

Revenue forecasting is the process of estimating future revenue streams based on historical data, economic 

indicators, and other relevant factors. Accurate revenue forecasting enables local governments to make 

informed decisions about budgeting, expenditure planning, and resource allocation (Miguel, 2020). On the 

other hand, revenue allocation refers to the distribution of available funds to different sectors, such as 

education, healthcare, infrastructure, and social welfare, to address the needs and priorities of the local 

community (Salami, 2011). The importance of revenue forecasting and allocation in local government 

sustainability cannot be overstated. Sound financial planning and management are crucial for local 

governments to achieve fiscal stability, maintain public trust, and deliver essential services to their 

constituents. However, the challenges associated with revenue forecasting and allocation are complex and 

multifaceted, encompassing economic, political, and administrative dimensions. 
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The literature on local government sustainability has extensively examined various factors influencing 

revenue forecasting and allocation (Chakraborty et al., 2016; Fasano & Serpieri, 2020; Shao et al., 2019). 

These factors encompass a wide range of aspects that play a crucial role in shaping the financial stability 

and long-term viability of local governments. By studying these factors, researchers aim to gain a 

comprehensive understanding of effective revenue management practices that can contribute to the 

sustainability of local governments. One crucial factor explored in the literature is economic growth.  

The Nigerian local government system and revenue sustainability have been extensively studied in the 

literature (Ajadi et al., 2020; Babawale & Owoeye, 2020; Olayiwola & Folarin, 2017; Olowoporoku, 

2018). Nigeria operates a three-tiered system of government, which includes the federal, state, and local 

government levels. Local governments in Nigeria are responsible for delivering essential public services 

and promoting development at the grassroots level (AbdulKareem et al., 2018). 

However, revenue sustainability remains a significant challenge for Nigerian local governments (Ajadi et 

al., 2020). Several factors impact revenue forecasting and allocation in this context. One crucial aspect is 

the overdependence on statutory allocations from the federal government (Olayiwola & Folarin, 2017). 

Statutory allocations, also known as the Federation Account Allocation Committee (FAAC) allocations, 

consist of revenues derived from oil exports and other sources, which are shared among the three tiers of 

government. This overreliance on FAAC allocations exposes local governments to fluctuations in oil 

prices and undermines their revenue sustainability (Ajadi et al., 2020; Oyedele et al., 2017). 

The literature also emphasizes the importance of internally generated revenue (IGR) for Nigerian local 

governments (Babawale & Owoeye, 2020; Olowoporoku, 2018). Enhancing IGR is crucial for revenue 

sustainability and reducing dependence on federal allocations. Studies highlight the need for local 

governments to develop effective strategies for improving revenue collection, enforcing tax compliance, 

and expanding the tax base. More so, fiscal federalism and intergovernmental transfers also impact the 

revenue sustainability of Nigerian local governments (Babawale & Owoeye, 2020; Olowoporoku, 2018). 

Intergovernmental transfers are funds transferred from higher levels of government to lower levels, aiming 

to address fiscal disparities and support local government functions. Different literature have examined 

the adequacy and effectiveness of intergovernmental transfers in Nigeria, including the State Joint Local 

Government Account (SJLGA), which consolidates local government funds at the state level (Adeola, 

2015; Adesopo, 2011; Olatunji, 2021). Researchers emphasize the need for a fair and transparent transfer 

system that ensures equitable distribution and supports local government revenue sustainability. 

Governance, institutional factors and stakeholders’ engagement have also been highlighted play a 

significant role in revenue management within the Nigerian local government system (Olowoporoku, 

2018; Olayiwola & Folarin, 2017). Studies highlight the importance of good governance practices, 

including transparency, accountability, and effective fiscal management, in enhancing revenue 

sustainability. Strengthening governance structures and processes can improve revenue forecasting 

accuracy, enhance fiscal discipline, and minimize revenue leakages. Engaging citizens, community 

organizations, and other stakeholders in decision-making processes can enhance revenue generation, 

ensure accountability, and build public trust (Chirenje et al., 2013). 
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While previous studies have explored various aspects of revenue forecasting and allocation in the context 

of local government sustainability, there is still a need for further research to address several gaps and 

challenges such holistically assessing the sustainability of local government. Issues including the 

integration of technological advancements and data-driven approaches in revenue forecasting, the 

examination of the role of institutional factors in revenue allocation decisions, and the exploration of 

innovative practices for stakeholder engagement in revenue management processes need to be addressed. 

Therefore, this article aims to contribute to the existing body of knowledge by conducting an in-depth 

analysis of the influence of revenue forecasting and allocation on local government sustainability. By 

examining the theoretical foundations and empirical evidence in revenue forecasting and allocation, this 

study seeks to provide insights that can inform policy formulation and decision-making in local 

government revenue management. 

Literature Review 

Financial Stability in the Local Government 
Financial stability is foundational to the ongoing functioning and service delivery capacity of local 

governments. Extensive scholarship has examined factors influencing the fiscal sustainability of local 

authorities. Studies define financial stability as the ability of locales to maintain continuous funding 

streams for expenditures, withstand fiscal shocks, and balance budgets (Hussein et al., 2017; Wahyudi et 

al., 2019). Within academia, a rich debate considers economic, political, and institutional drivers of 

stability.   

Research identifies predictable, diversified and equitably growing revenue bases as fundamental to 

sustainability (Braun et al., 2020; Guerrero, 2020). Additionally, literature underscores the necessity of 

locales aligning expenditure commitments with realistic funding availabilities through instruments like 

multi-year budgeting (Vonk et al., 2019). Scholars also highlight the destabilizing impacts of volatility 

from over-reliance on external transfers or natural resource revenues (Ajadi et al., 2020; Oates, 2018). On 

expenditures, containment of fixed overhead costs and inflexible spending commitments is viewed as 

critical (Miguel, 2020).  

In terms of governance factors, studies associate financial stability with transparency, rule of law, controls 

on patronage spending and corruption (Fagbemi et al., 2021; Gustafsson, 2022). The literature further 

considers linkages with central government fiscal policies like intergovernmental transfer mechanisms, 

borrowing regulations and economic stabilization efforts (Bo̧gel et al., 2018; Shah, 2020). Therefore, 

researchers argue adopting combinations of prudent fiscal forecasting tools, diversified revenue sources, 

inclusive and accountable management is vital for local government stability. The scholarly focus on 

sustainability has strong practical relevance given the essential services local authorities provide to 

communities. 

Service Delivery in the Local Government 
Service delivery is a crucial mandate for local governments given their frontline role in providing basic 

services like water, sanitation, primary education and healthcare that directly impact community welfare 

(Araral, 2016). Extensive scholarship examines the performance and quality of decentralized service 
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provision. Conceptually, research associates effective service delivery with dimensions of access, 

affordability, reliability, responsiveness and quality (Gilaninia et al., 2021).  

Studies assess service outcomes through metrics on utilization, coverage, user satisfaction and 

development impacts (Khemani, 2016). Comparative analyses reveal wide variances in local government 

delivery performance across countries and contexts (Fagbemi et al., 2021; Gustafsson, 2022). Researchers 

attribute differences to underlying factors like political and fiscal decentralization frameworks, governance 

capabilities, corruption, and community participation (Cepiku et al., 2017; Lozano, 2018). 

Literature further considers policies influencing service delivery including intergovernmental 

arrangements, performance management, and digital governance (Dongier et al., 2003; Weerakkody et al., 

2018). Significant focus examines the evolving role of public-private partnerships and co-production 

arrangements with non-state actors (Löffler, 2019; Wahyudi et al., 2019). Key implications from theory 

and evidence include the need for localized discretion and oversight, adequate and sustainable financing, 

transparency and citizen voice (Abers & Keck, 2013; Devarajan et al., 2017).  

In essence, scholarship attests that realizing effective and equitable service delivery is integral to 

actualizing the assumed benefits of decentralized governance (Shah, 2020; Sudibyo et al., 2020). Thus, 

understanding drivers of performance variance across contexts and designing appropriate policy 

frameworks remains an ongoing imperative for research and practice focused on strengthening local 

government. 

Local Government Revenue Forecasting  
Revenue forecasting involves estimating the expected inflows of revenue for local governments. It is a 

critical component of budget planning and fiscal management for governments at all levels. Extensive 

research has examined the methods, data inputs, and best practices of revenue forecasting. Studies 

highlight the utility of statistical and econometric techniques like time series modeling, regression analysis, 

and machine learning algorithms for projecting revenues (Cheung et al., 2021; Hussein et al., 2017). The 

literature underscores the importance of accurate macroeconomic data on GDP growth, inflation, 

unemployment etc. for forecast model inputs (Vegas, 2019). Scholars emphasize integrating qualitative 

considerations from expert committees along with quantitative analysis to improve reliability (Miguel, 

2020).  

Research identifies several drivers impacting forecasting accuracy like tax policy changes, population 

shifts, economic conditions, and intergovernmental transfers (Sørensen, 2017; Umar et al., 2020). Studies 

reveal that advanced econometric models can significantly enhance accuracy over traditional incremental 

budgeting but may still face challenges like limited quality data (Salisu et al., 2022). Literature 

recommends utilizing multiple models, frequent accuracy checks, transparent reporting on variances, and 

continual model refinements as best practices (Oates, 2018). Therefore, it can be concluded that competent 

revenue forecasting enables prudent financial planning critical for fiscal sustainability of local 

governments (von Vonk et al., 2019). However, realizing reliable projections remains an evolving 

challenge for practitioners, especially at the local government level.  
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Accurate and reliable revenue forecasting is vital for the long-term sustainability of local governments. 

Projecting upcoming revenue streams allows local authorities to realistically align expenditures with 

available resources, prudently manage budgets, and avoid unsustainable deficit spending (Hussein et al., 

2017; Umar et al., 2020). Research shows precise revenue forecasts enable local governments to 

sustainably maintain services, meet obligations to creditors and employees, withstand fiscal shocks, and 

uphold public trust in their financial stewardship (Vonk et al., 2019). Alternatively, poor forecasts can 

undermine sustainability by causing sudden budget shortfalls that necessitate painful spending cuts or 

emergency measures (Miguel, 2020). Adopting robust forecasting practices like advanced econometric 

techniques, expert review, and frequent accuracy checks can strengthen local government fiscal planning 

and resilience (Oates, 2018; Salisu et al., 2022). Studies emphasize that reliable revenue projections 

provide the foundation for the continuous, stable funding streams that define sustainable organizations 

(Cheung et al., 2021; Sørensen, 2017). Therefore, this study hypothesizes that: 

H01: Revenue forecasting does not influence the financial stability of local governments in Nigeria. 

Local Government Revenue Allocation 
Revenue allocation is a pivotal governance process that determines how limited financial resources are 

distributed across competing needs within a locality. It directly shapes outcomes for public services and 

infrastructure vital to community wellbeing. The allocation mechanisms and priorities employed by local 

governments also enable or constrain their ability to achieve policy goals and legal spending mandates. As 

such, the revenue allocation methodologies bear directly on the effectiveness of decentralized governance.  

Several frameworks guide revenue allocation decision-making in practice. Formula-based allocation 

schemes distribute resources based on predetermined criteria and weights assigned to target areas like 

education, health, transport etc. The formulas incorporate factors such as population levels, poverty rates, 

and service backlogs that indicate funding requirements (Bahl et al., 2017). The main appeal of formula 

allocations is they provide objectivity, consistency and align spending with metrics of need. However, the 

quality of the formulas themselves determines whether they direct money adequately and equitably. 

Designing effective formulas requires accurate data, realistic weighting of priorities, regular 

reassessments, and transparency. Blind adherence to poor formulas undermines their usefulness.  

Ultimately the appropriate mix of various allocation techniques depends on local contexts and objectives. 

But the unifying aim should be enabling responsible targeting of expenditures toward sectors and programs 

that best address community needs in a transparent, equitable and accountable manner. The process and 

outcomes of revenue allocation directly shape lives through impacts on everything from school quality to 

health access, to infrastructure maintenance. Getting it right is integral for local governments to sustainably 

deliver on their mandates. 

How local governments choose to allocate their limited revenues has a direct impact on the services 

delivered to citizens and overall community welfare (Shah, 2020). Equitable allocation aligned with needs 

enables quality investments in crucial areas like healthcare, education and infrastructure (Guerrero, 2020). 

Formula and discretionary spending mechanisms channeling funds responsibly allow local authorities to 

improve access and outcomes for public services (Bahl et al., 2017). Alternatively, imbalanced or opaque 
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allocations that deprioritize key sectors due to political factors manifest through service deficits and social 

costs (Sørensen, 2017). Research underscores that getting revenue allocation principles and processes right 

is key for local governments to translate their budgets into responsive frontline service delivery and 

sustainable human development outcomes for their communities. Therefore, this study hypothesises that: 

H02: Revenue allocation does not influence effective service delivery in local governments in Nigeria. 

Theoretical Review 
This study explores the System Theory and the Optimal Taxation Theory to analyse the complex 

relationship between revenue forecasting, allocation and financial stability of the local government. The 

Systems Theory is one of the theories that can explain the interrelationship among the constructs in this 

study. The Systems Theory provides a valuable framework for understanding and analyzing organizations, 

including local governments. According to the Systems Theory, organizations are complex systems that 

consist of interconnected and interdependent elements. These elements interact with each other and with 

the external environment, shaping the overall functioning and behaviour of the organization (Arrow et al., 

2000). In the context of local governments, the Systems Theory suggests that they can be seen as dynamic 

systems with multiple components, such as departments, agencies, elected officials, employees, and 

community members (Boland & Fowler, 2000). These components are interconnected and work together 

to achieve the goals and objectives of the local government. The interactions between these elements are 

not isolated but form a network of relationships that influence the functioning of the entire system 

(Bovaird, 2007). 

Similarly, the Optimal Taxation Theory looks at how governments can design tax systems and set tax rates 

to maximize social welfare, while considering things like equity and efficiency (Ramsey, 1927). Optimal 

taxation theory provides an important framework for local governments to consider when making 

decisions about revenue allocation, forecasting, and sustainability. At its core, the theory advocates setting 

tax rates and designing tax systems in a way that maximizes social welfare (Mirrlees, 1971). This involves 

balancing multiple objectives - raising adequate revenue for public services, minimizing distortion of 

economic behaviour, promoting fairness and equity across income groups, and avoiding unsustainable 

policies that could threaten revenues or growth in the future. 

For local leaders, this translates into some key principles that can guide tax policy choices. When allocating 

revenues across potential sources like property, income, sales or other taxes, optimal tax models help 

identify the best mix of rates across different sectors that raise funds in the least economically damaging 

way (Barro, 1979). Forecasting future revenues also becomes more straight-forward when tax policies are 

stable and grounded in solid economic principles. Finally, the focus on avoiding excessive tax burdens 

provides a sustainability check. Taxes that are too high discourage productive activity and can actually 

undermine long-term fiscal health.  

Therefore, by applying the Systems Theory and the Optimal Taxation Theory to local governments, 

policymakers and researchers can gain a holistic understanding of the complexities and dynamics of these 

organizations. It helps to recognize that local governments are not isolated entities but rather embedded in 

a larger system of interactions and influences. This perspective encourages the examination of the 
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relationships between different elements, the identification of patterns and feedback loops, and the 

consideration of the broader external context. Revenue forecasting and allocation can be seen as 

interrelated components within the broader system of local government administration. Revenue 

forecasting serves as an input that informs the allocation process, while revenue allocation directly affects 

the financial stability and service delivery outcomes of local governments. The accurate forecasting of 

revenue enables local governments to allocate resources effectively, while equitable and transparent 

allocation mechanisms ensure efficient service provision and contribute to the overall sustainability of the 

system. 

The conceptual model in this study incorporates the elements of revenue forecasting, revenue allocation, 

and their influence on local government sustainability. The Systems Theory and the Optimal Taxation 

Theory align with this model by emphasizing the interdependencies and feedback loops between these 

elements. These interconnections and relationships are central to the Systems Theory perspective, which 

highlights the importance of understanding the entire system and its dynamics for effective decision-

making and sustainable outcomes. Therefore, based on this theory, a conceptual framework as shown in 

Figure 1, underscores the significance of revenue forecasting and allocation in local government 

sustainability in Nigeria. By focusing on accurate revenue projections, equitable allocation mechanisms, 

and various influencing factors, this framework aims to guide policymakers, practitioners, and researchers 

in improving revenue management practices and resource allocation strategies. Implementing effective 

revenue forecasting and allocation processes will contribute to the financial stability, service delivery, and 

overall sustainability of local governments in Nigeria.  

Figure 1: Conceptual Model 

 

Source: Researcher’s Conceptualization 

Methodology 
This study employed a quantitative research approach to examine the influence of revenue forecasting and 

allocation on local government sustainability in Nigeria. The target population consisted of employees 

working within local governments in three selected local government areas within the Kwara Central 
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Senatorial District. The chosen local governments were selected based on their representative nature and 

diversity within the senatorial district. The sample size for this study was determined using the G*Power 

software, which indicated a minimum sample size of 154 participants. Calculations of the required sample 

size is predicted on two predictors and an effect size of 0.15. G*Power is a software that calculates the 

minimum sample size required to obtain statistically significant results. By inputting parameters like the 

desired power, alpha error rate, and expected effect size, G*Power estimates the minimum number of 

subjects needed for tests like t-tests, ANOVA, regression, and more. Using this software helps researchers 

determine adequate sample sizes to properly power their studies before data collection begins (Faul et al., 

2009). However, to ensure sufficient data for analysis and account for potential non-response, a total of 

300 questionnaires were distributed among the local government employees. Out of the distributed 

questionnaires, 256 responses were received and deemed suitable for final analysis.  

A structured questionnaire was developed based on the conceptual framework and previous literature 

related to revenue forecasting, revenue allocation, and local government sustainability. The questionnaire 

consisted of both closed-ended and Likert-scale items based on 5-scale agreement (Strongly Disagree- 

Strongly Agree) to capture respondents' opinions, perceptions, and experiences regarding revenue 

forecasting and allocation practices. Prior to the actual data collection, the questionnaire underwent a pilot 

study among a small group of local government employees not included in the final sample. The pilot 

study aimed to assess the questionnaire's clarity, relevance, and appropriateness. Based on the feedback 

received, minor adjustments were made to ensure the questionnaire's comprehensibility and validity. 

Data collection was conducted through physical administration of the questionnaires among the selected 

local government employees. The research team visited each local government and sought the cooperation 

of the employees in completing the questionnaires. Participants were assured of the anonymity and 

confidentiality of their responses to encourage honest and unbiased answers. The collected data were then 

subjected to Partial Least Squares Structural Equation Modeling (PLS-SEM) analysis. PLS-SEM is a 

robust statistical technique suitable for analyzing complex relationships within a conceptual model and is 

particularly effective for exploratory studies with smaller sample sizes. It allows for the examination of 

both the measurement model (validity and reliability of constructs) and the structural model (hypotheses 

testing). The PLS-SEM analysis was conducted using specialized software, which involved a two-step 

approach. In the first step, the measurement model was assessed to ensure the validity and reliability of 

the constructs. This step involved examining the factor loadings, composite reliability, and convergent and 

discriminant validity. In the second step, the structural model was analyzed to test the hypothesized 

relationships between revenue forecasting, revenue allocation, and local government sustainability. The 

analysis provided insights into the strength and significance of the relationships, as well as the explanatory 

power of the model. The findings from the PLS-SEM analysis were interpreted, discussed, and presented 

using appropriate statistical measures, such as path coefficients, p-values, and R-squared values. The 

results were compared against the predetermined hypotheses to determine their support or rejection. 

Analysis 

Demographic characteristics  
The analysis of demographic details provides insights into the characteristics of the participants in the 

study. The sample consisted of 256 local government employees from three selected local governments in 

the Kwara Central Senatorial District of Nigeria. The distribution of participants based on gender revealed 
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that 52% were male, while 48% were female. When considering the age distribution of the participants, 

35% fell within the age range of 21 and 35, 41% were between 36-45 years old, and 24% were above the 

age of 45. In terms of educational background, 7% had primary education, 19% had secondary education, 

64% had post-secondary education, and 10% had other educational qualifications. 

Measurement Model 
The measurement model assessment as presented in Table 1 focused on evaluating the validity and 

reliability of the constructs used in the study. Several criteria were examined, including factor loadings, 

composite reliability (CR), Cronbach's alpha, average variance extracted (AVE), and heterotrait-monotrait 

(HTMT) ratio. The factor loadings of the items representing each construct were analyzed, and all loadings 

were found to be greater than 0.705, indicating a strong relationship between the items and their respective 

constructs. The composite reliability (CR) values, which measure the internal consistency of the 

constructs, exceeded the recommended threshold of 0.7, indicating good reliability. Cronbach's alpha 

coefficients were calculated for each construct, and all constructs had values higher than 0.7, indicating 

acceptable internal consistency. The average variance extracted (AVE) values, which assess the amount 

of variance captured by the construct, were all above the threshold of 0.5, indicating convergent validity. 

Furthermore, the heterotrait-monotrait (HTMT) ratios were computed to evaluate discriminant validity. 

The results showed that all HTMT ratios were below 0.8, indicating that the constructs had discriminant 

validity. 

Table 1: Measurement Model 

Construct Items Loadings CR AVE 

Revenue 

Forecasting 

RF1: The revenue forecasts used for our annual 

budgets are generally quite accurate 

0.774 0.752 0.570 

RF2: There are adequate resources and capacity 

allocated to the forecasting process 

0.771 

RF3: Our local government utilizes the best 

available technical forecasting methods  

0.785 

RF4: We have sufficient data available to 

reliably model future revenue streams 

0.821 

RF5: We effectively leverage technology and 

software tools as part of the forecasting process 

0.769 

Revenue 

Allocation 

RA1: Annual allocations are reasonably 

predictable for departments and agencies 

0.847 0.796 0.601 

RA2: There are effective transparency, auditing 

and accountability mechanisms governing 

allocations 

0.852 

RA3: The allocation process sufficiently 

empowers localized decision making over 

expenditures 

0.795 

RA4: There are appropriate safeguards against 

politicization and favouritism influencing 

allocations 

0.821 
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RA5: Our revenue allocation process 

transparently engages with communities to 

determine spending priorities 

0.784 

RA6: Overall, our allocation methodology leads 

to efficient use of available revenues 

0.775 

Financial 

Stability 

FS1: We can confidently manage through 

foreseeable economic fluctuations or downturns 

0.698 0.711 0.516 

FS2: We can balance our budgets annually 

without relying on reserves 

0.782 

FS3: We effectively minimize threats of 

corruption, spending leaks and deficits 

0.881 

Enhanced 

Service 

Delivery 

ESD1: We incorporate innovations and private 

sector collaboration to enhance delivery capacity 

0.770 0.705 0.552 

ESD2: Our service delivery meets key 

benchmarks and outcomes 

0.744 

ESD3: Service quality and standards are 

improving from year to year across departments 

0.725 

ESD4: Services prioritize inclusivity regarding 

coverage of vulnerable groups 

0.741 

Source: Output from SmartPLS 

Structural Model 
The structural model analysis as presented in Table 2 revealed significant relationships between the 

variables in the study using the coefficient (β) t-value and p-values, which indicate the strength and 

significance of the relationships. The analysis showed that revenue forecasting (RF) had a positive and 

significant influence on financial stability (FS) (β = 0.347 t= 8.419 P <0.05) which validates hypothesis 

H01. Similarly, revenue allocation (RA) was found to have a significant impact on enhanced service 

delivery (ESD) (β = 0.464 t= 12.376 P <0.05) which validates hypothesis H02. The structural model 

analysis further revealed that the variables included in the study accounted for 77.6% of the variance in 

local government sustainability (R2 = 0.776). 

Table 2: Hypothesis Testing 

Hypothesis β T-value P-value Decision 

H01: RF -> FS 0.347 8.419 0.000 Null hypothesis 

is rejected 

H02: RA -> ESD 0.464 12.376 0.000 Null hypothesis 

is rejected 

R2 = 0.776 
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Figure 2: Result of the Structural Model 

 

Source: Output from SmartPLS 

Discussion 
The findings from this study provide valuable insights into the influence of revenue forecasting and 

allocation on the sustainability of local governments in Nigeria. The finding that revenue forecasting has 

a significant positive association with financial stability lends credence to the idea that accurate projections 

of future revenue streams are critical for ensuring the ongoing financial health of local governments. This 

aligns with prior research which has highlighted the vital role reliable revenue forecasting plays in enabling 

sound financial planning and budgeting processes (Hussein et al., 2017; Umar et al., 2020). When local 

governments can accurately anticipate their upcoming revenue - from sources such as taxes, transfers, fees, 

etc. - it puts them in a better position to make prudent decisions about how to allocate resources, determine 

sustainable spending levels, and reduce the risk of budget shortfalls or deficits. This in turn promotes 

financial stability, meaning local governments have the capacity and continuity of funding needed to 

maintain services, meet obligations, and withstand financial shocks or stressors. The current study 

reinforces conclusions from earlier work that skilful revenue forecasting based on robust models and data 

analysis helps provide the fiscal stability that is foundational to the ability of local governments to deliver 

essential services and fulfill their functions within their communities. The positive relationship found here 

underscores that revenue projection competency is a key ingredient for sound financial management and 

resilience. 

The finding that revenue allocation significantly influences enhanced service delivery is consistent with 

previous research that has highlighted the importance of transparent and fair resource allocation systems 

in enabling effective public service provision (Ismail et al., 2018; Lawal & Olofin, 2021). When local 

governments allocate their financial resources based on well-defined priorities and a careful assessment of 

the varied needs across different communities, they are better able to target spending toward critical 

domains like healthcare, education, infrastructure development, and social welfare. Equitable and 

accountable allocation practices help ensure resources are directed to where they are most needed and can 

make the biggest impact. This enables local authorities to improve access, quality, and outcomes in key 

public services that affect citizens' well-being and quality of life. The current study's finding underscores 

the notion that fair, transparent, and needs-based revenue allocation is a vital factor in whether 

decentralized governance can successfully deliver enhanced services. It suggests that in addition to 
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sufficient funding, having systems that channel resources responsibly based on community priorities is 

key for local governments to translate their budgets into meaningful improvements in public service 

provision. 

The high variance explained by the model (R2 = 0.776) suggests that revenue forecasting and allocation 

practices significantly contribute to local government sustainability. The model accounted for 77.6% of 

the variance in local government sustainability, indicating that factors beyond revenue forecasting and 

allocation should also be considered to achieve holistic sustainability. Future research could explore 

additional factors such as fiscal decentralization, fiscal federalism, intergovernmental transfers, and 

revenue diversification to further consolidate on the understanding of local government sustainability in 

Nigeria. 

Theoretical Implications 
The findings of this study have several theoretical implications for the field of local government 

administration and revenue sustainability. Firstly, the significant influence of revenue forecasting on 

financial stability highlights the importance of incorporating accurate forecasting methods into financial 

planning and budgeting processes. This finding supports the financial management theories that emphasize 

the need for reliable revenue projections to ensure the fiscal sustainability of local governments (Hussein 

et al., 2017; Umar et al., 2020). 

Accurate revenue forecasting enables local governments to align their spending plans with available 

resources, avoiding budget deficits or overestimation of revenue. This aligns with the principles of prudent 

financial management and fiscal responsibility (Hussein et al., 2017). It also reinforces the concept of 

rational decision-making in resource allocation, as accurate revenue forecasts provide a solid foundation 

for identifying and prioritizing key sectors and projects (Umar et al., 2020). Thus, incorporating robust 

revenue forecasting practices is vital for effective financial planning and ensuring the long-term 

sustainability of local government operations. 

Practical and Policy Implications 
Moreover, the findings underscore the need for local governments to adopt transparent and accountable 

revenue management practices. Transparency in revenue forecasting and allocation processes fosters 

public trust and confidence in the government's financial operations. It aligns with the principles of good 

governance, which emphasize openness, fairness, and ethical conduct in public administration (Hussein et 

al., 2017). This finding supports the theoretical perspectives that highlight the importance of transparency 

and accountability in enhancing the legitimacy and effectiveness of local government institutions (Umar 

et al., 2020). 

Additionally, the study's findings highlight the significance of stakeholder engagement in revenue 

management processes. Engaging stakeholders, such as citizens, community organizations, and private 

sector entities, in revenue forecasting and allocation decisions promotes inclusive governance and 

participatory democracy (Umar et al., 2020). This aligns with the theoretical frameworks that emphasize 

the role of stakeholders in shaping public policies and enhancing public service delivery (Ansell & Gash, 

2008; Sørensen & Torfing, 2007). The study's findings suggest that stakeholder engagement not only 
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contributes to more informed decision-making but also increases public acceptance and support for 

revenue management decisions. 

More so, the significant relationship between revenue allocation and enhanced service delivery aligns with 

the resource allocation theories that stress the importance of equitable and transparent distribution of 

resources to achieve efficient service provision (Ismail et al., 2018; Lawal & Olofin, 2021). This finding 

reinforces the notion that allocating resources based on identified needs and priorities leads to improved 

service outcomes and better quality of life for citizens. 

The significance of revenue forecasting underscores the importance of adopting robust forecasting 

techniques and utilizing accurate data to enhance revenue projections. Local government administrators 

can consider employing advanced forecasting models and leveraging technological tools to improve the 

accuracy of revenue estimates and strengthen financial planning processes.  

The finding that revenue allocation significantly affects service delivery further emphasizes the importance 

of having transparent and fair systems for distributing resources. This points to a need for policymakers to 

prioritize the establishment of allocation processes that are equitable, needs-based, and accountable. To 

achieve this, they should focus on instituting guidelines and mechanisms that ensure resources are directed 

responsibly and efficiently based on community priorities. Useful approaches could include participatory 

budgeting that allows citizens to have a voice in how revenues are spent, as well as performance-based 

funding models that link allocations to measurable outcomes.  

Policy initiatives are needed to institutionalize robust and transparent systems of oversight, reporting, and 

auditing around how revenues are allocated. This can enhance accountability and help minimize issues 

like corruption and misappropriation that can arise when allocation mechanisms are opaque. Promoting an 

equitable allocation process based on priorities is key to making the most of limited local government 

resources. The finding signals that policymakers need to pay as much attention to developing accountable 

and ethical allocation systems as they do to increasing funding amounts. Getting the allocation process 

right is critical to making decentralized governance live up to its promise of tailoring service provision to 

community needs. 
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