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Abstract 

The study empirically investigated the impact of taxes on the performance of deposit money 
banks in Nigeria. The study employed the expost facto research design. The data employed in 
the study were extracted from audited financial reports and shareholders reports of banks for 
the period of 2007-2017. In performing the analysis, rigorous econometric tools such as 
ordinary least square, Granger causality test and diagnostic test were all employed with the aid 
of econometric statistical packages version 9. The result of the study revealed that company 
income tax, withholding tax and stamp duty tax have different and significant impact on banks 
performance in Nigeria. Based on this, the study concluded that company income tax rate 
should be reduced for banks, as this will boost their performance to both shareholders and host 
communities which will in the long run improves the growth of the economy. 
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INTRODUCTION 

Taxation in Nigeria dates back to the colonial era when both corporate entities and individuals 

were asked to pay tax through the use of commercial products; tax payment policies provides 

mechanism for influencing consumers demands and for providing incentives for production, 

investment and savings; thus if taxes are significant element for macroeconomics policies, they 

are also no less significant for strategic decisions.  

 
Profitability is the bedrock at which deposit money banks thrive and grow; the major bulk of 

their performance comes from loans and advances given to customers, banks have in recent 

times devised various strategies to boost their performance in relative term through fee and 

investment incomes. Though, due to the inherent problems of bad debt losses  associated with 

loans and advances, deposit money banks tends to increase their ability in generating fee and 

investment comes from various sources. 

 
The survival of deposit money banks business depends on the accomplishment of its objectives. 

The two broad categories of business objectives expected to be accomplished include 

profitability objectives and liquidity objectives; profitability objectives are the expected returns 
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to shareholders while the liquidity objectives are maintenance of public confidence by virtue 

of its payment to depositors when the needs arises. The accomplishment of these objectives 

works hand in glove to the overall performance of deposit money banks, one objective cannot 

be satisfied without the corresponding satisfaction of the other objectives. Banks must find 

better ways to always maintain its liquidity position as well as boosting its performance level 

to the satisfaction of its investors. 

 
However, Graham (2003) presents a set of corporate decisions that are influenced by taxes. It 

is a growing concern among corporations that as tax burden increases, the relative effort geared 

towards boosting profitability begins to decline. There have been growing concerns to find 

ways of reducing the tax burden borne by corporations. The both factors in decisions policies 

have both significant impacts on the growth of the economy. 

 
Statement of problem 

The issues of corporate tax after profit and performance of deposit money banks have been a 

long term controversies between stakeholders, researchers, employees and shareholders. 

Considerable options have been channel out on the best way to boost performance of banks 

through other sources (fee and investment income) as against the tax burden levied on the 

banks. 

 
Deposit money banks have in the time past found it difficult in different ways to increase her 

performance because other sources of revenue do not actually yield income in real term to the 

bank. The tax payment sometimes seems to be too heavy on the proposed profit thereby eroding 

it completely. It is generally believed that tax burden is inversely proportional to banks 

performance, that is to say, the lesser the tax payment, the increase in profit after tax of deposit 

money banks in Nigeria. The heavy tax rate which currently in Nigeria stood at 30%, has 

incidentally made so many deposit money banks to either skillfully avoid or evade tax payment 

and which ultimately lead to a total decline in economy development in the country. 

 
Oguntade and Mafimisebi (2011) believe that deposit money banks have not actually 

performed optimally due to tax payment or burden; however, it is believe most deposit money 

banks evade tax payment which ultimately reduces government performance in providing 

social amenities. Different scholars in the related field have also had various controversies on 

weather profit after tax of deposit money banks depends on the levy of tax burden; these issues 
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till date still remain the major focus and concern of stakeholders and other relevant bodies in 

the field of finance and accounting. Different banks had little performance due to tax burden. 

The research work will examine the nexus between corporate tax and performance of deposit 

money banks using econometric tools in analyzing the various date retrieved from selected 

deposit money banks in Nigeria. 

 
Objectives of the study 

The broad objective is to examine the relationship between corporate tax and performance of 

deposit money banks in Nigeria; whereas, the specific objective of the study is as follows: 

1 To determine  the relationship between company income tax and performance of banks 

in Nigeria 

2 Ascertain the relationship between withholding tax and performance of banks in Nigeria. 

 
Research Questions 

The research work focus on the relationship between corporate tax and performance of deposit 

money banks in Nigeria; in order to achieve the research objectives, the questions are: 

1. What is the relationship between company income tax and performance of banks in 

Nigeria? 

2. What is the relationship between withholding tax and performance of banks in Nigeria? 

 
Research Hypotheses 

The research hypothesis will only be stated in his null form; thus 

H0: there is no positive relationship between company income tax and performance of banks 

in Nigeria. 

H0: there is no positive relationship between withholding tax and performance of banks in 

Nigeria. 
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LITERATURE REVIEW 

Conceptual Review  

The Concept of corporate Taxation  

A corporate tax, therefore, can be referred to as a levy placed on the profit of a firm. Albertazzi 

and Gambacorta (2006) further add that they are taxes against profits earned by businesses 

during a given taxable period which are generally applied to companies operating earnings 

after expenses such as cost of goods sold, selling, general and administrative expenses and 

depreciation have been deducted from revenues. Lederman (2002) stresses that tax incidence 

must be traced to people, since corporations cannot bear the burden of a tax 

 
Methods of taxation 

Progressive tax: which is the form of tax that progresses as the income that is to be taxed 

increases. A typical example is the structure of the National Income tax in Nigeria. The higher 

the income of the taxable person, the higher the tax that would be levied.  

Regressive tax: This is not a common type of taxation in Nigeria. It is that form of tax that 

regresses and the tax payer’s taxes increases.  

Proportional tax: This form of tax is the type that assesses the tax payer’s income on a flat 

rate. The issue of increase or decrease in this situation is not of concern as there is a flat rate 

already. 

 
Incidence of taxation 

Direct taxation which is assessed directly on the income of the tax payer. In this case, that tax 

payer is assessed directly on his income, property, rent and so on. Typical types of taxes under 

the direct form of taxation are the Companies income tax, Capital Gains tax, Education tax, 

Petroleum Profit tax, Personal Income tax.  

Indirect taxation: These are the types of taxes that are imposed on commodities at flat rates 

before they get to the owner of these commodities. In this case, the burden of payment is on 

the final user of the commodity, because they are merged into the total sales price for that 

commodity. Typical examples of taxes that fall under this prerogative are Excise and Customs 

Duties, Value Added tax, Stamp duties. 

 
Concept of banks performance in Nigeria 

Profitability is the bedrock which banks thrive and grow, the major source of banks 

performance is loans and advances issue out to worthy customers of the bank; due to the 
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inherent bad debt losses associated with loans and advances, most banks resort to other sources 

to boost performance of their business, these sources are the fee and investment comes which 

primarily are derive from various operational activities of the banks in recent times. Banks 

performance is measures with the following ratios; net profit margin, return on capital employ, 

return on total asset, non operational margin, net interest margin, earnings per share and the 

earnings spread. Non operational margin and net interest margin can be categorize as both 

efficiency and profitability ratios, return on capital employ stipulate the return flowing to 

shareholders , return on total asset shows management efficiency in converting asset to profit 

while net profit margin shows management potentials in minimizing expenditures (tax payment 

inclusive) in boosting profit level. 

 
Theoretical Framework 

Researchers have used several theories to explain the reason why banks performance is relative 

to tax payment in Nigeria; some of the theories are: the stakeholder theory, multiple lending 

theory and loan pricing theory. 

 
Stakeholder theory 

This theory maintains that there is need for an organization to engage in active social role in 

the society where it is operating since it depends on the society for sustenance (Ojo, 2012). 

Investors, shareholders, employees, customers, suppliers, government and the communities are 

the stakeholders capable of influencing organizational performance of which managers must 

ensure that their demands are satisfied according to this theory. The stakeholder theory 

therefore takes into consideration the need to satisfy those interested parties capable of 

influencing organizational performance if an organization is to survive in its environment. 

 
Multiple lending theory: this theory reveals that deposit money banks should be particularly 

involve in syndicated lending in a developed capital market after concise consolidation. The 

M&A (merger and acquisition) exercise increase bank’s capital base and the lending ability to 

involve in consortium lending. 

 
Some empirical works have been done by scholars on the related study in consideration of the 

variables factors that determine the forces of demand and supply of loans and advances. Melites 

and Pardine in Ojo (1978) investigated the factors that influence the forces of demand and 

supply of deposit money banks’ loans and advances, using a simple simultaneous equation 
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method, and estimation strong results were revealed that the constraints on the capability to 

grant loans and advances were identified as capacity of deposit money bank’ assets, interest on 

lending, alternative earning assets. Mordi (1986) empirically identify that the desire level of 

loan supply is a function of excess liquid assets yield on money deposit banks loans (average 

deposit money banks lending rate) and cost per naira of deposit. Ladman and Adams (1978) 

were able to identify that deposit money banks in the Dominican Republic did not follow the 

policy of giving out more loans to agricultural sector due to a higher costs of transactions. 

 
METHODOLOGY 

The study employed expost facto research design while employing  time series data of various 

banks between 2007-2017 and was extracted from audited financial reports and shareholders 

reports; various econometric tools were employed such as regression analysis, Lagrange 

multiplier serial correlation test, Philip perron test, johansen co-intergration, impulse response 

and variance decomposition and granger causality to determine the impact of corporate tax on 

performance of banks in Nigeria; below are discussion on some of the tools applied; Box Jenkin 

Q Statistic; BJ Statistic was postulated by Box and Pierce (1970), Ljung and Box (1978) as a 

test for linear dependency and auto correlation in time series data, symbolically: 

 
Q* = T (T+2) ∑N

L=1 AЛ2l x2N T-L 
Where:Q* = Computed statistic for the Box Jenkin, T= the sample size, N = maximum lag 
length 
L= the lag operator, AЛl = Autocorrelation coefficient at a given length which is given as: 
=∑n-l=i=1 (XI – E(X) (XI+L-E(X) 
       ∑N

I=1 (XI – E(X)2 
Where: XI = the series under investigation, E(X) = the expected value or mean of the series. 

 
 Variance Ratio (VR) specification 

The ratio was first developed by Lo and Mackinlay (1988); it is a non parametric test that tests 

the hypothesis that a given data demonstrate a random walk hypothesis, symbolically: 

VRz(q) =  VR(h) -1 µ(0,1) 
  θ√ (h) 
VRz(q)  =     VR(h) -1 µ(0,1) 
  θ(h)0.5 

θ(h)  =     2(2h-1) (h-1) 
  3h(nh) 
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Where: VR is the variance ratio; θ(h) represent the asymptotic variance ratio and n(h) is the 

number of observation. However, Darrat and Zhong (2000) advocates that if the calculated 

variance ratio is less than one, it shows negative autocorrelation. 

 
Model Specification 

The model is produce thus; 

PAT = α +β1CiT + β2WHT + α………………… (3) 

Where; PAT = profit after tax, CIT = company income tax, WHT = withholding tax, β1 β2 β3= 

the coefficients to be estimated, σ = the error, disturbance or stochastic term. 

 
DATA PRESENTATION AND DISCUSSION OF RESULTS 

The data below represent the various time series data of corporate social responsibility, 

withholding tax and company income tax from 2007 to 2017 extracted from audited financial 

reports and shareholders report of various banks. 

 

banks     Years WHT CIT  
STERLING 2007 3889 142,275.0  
ACCESS 2007 7050 216,330.0  
UNION 2007 42823.18 258,050.0  
GTB 2007 30720.29 299,670.0  
UBA 2007 17634.24 4,130.0  
FIRST 2007 65026 42,900.0  
DIAMOND 2007 119887 215,150.0  
WEMA 2007 75400 441,480.0  
ZENITH 2007 20190 111,480.0  
POLARIS 2007 8575 111,480.0  

     
STERLING 2008 45362 18,534.0  
ACCESS 2008 571909.45 30,864.5  
UNION 2008 35231 48,636.0  
GTB 2008 123158.47 67,739.0  
UBA 2008 318500 20,870.0  
FIRST 2008 304808 133,597.0  
DIAMOND 2008 155600 203,408.0  
WEMA 2008 1668 70,135.0  
ZENITH 2008 83572 15,540.0  
POLARIS 2008 160856 37,235.0  

     
STERLING 2009 1661963.18 17,360.0  
ACCESS 2009 51846.84 86,767.0  
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UNION 2009 136244.93 15,150.0  
GTB 2009 307000 175,600.0  
UBA 2009 438729 4,690.0  
FIRST 2009 121000 1,670.0  
DIAMOND 2009 68609 11,340.0  
WEMA 2009 25355 5,765.0  
ZENITH 2009 255210 34,940.0  
POLARIS 2009 1960000   

     
STERLING 2010 157933.06 11,533.0  
ACCESS 2010 246150.89 227,018.8  
UNION 2010 584000 298,101.2  
GTB 2010 1229513.99 761,180.0  
UBA 2010 325000 52,685.0  
FIRST 2010 14439.99 79,930.0  
DIAMOND 2010 16318 171,868.1  
WEMA 2010 103831 195,226.0  
ZENITH 2010 503000 40,535.0  
POLARIS 2010 57857.58 68,710.0  

     
STERLING 2011 328031.29 85,981.0  
ACCESS 2011 599000 172,605.0  
UNION 2011 887743.64 80,205.0  
GTB 2011 249173 33,138.0  
UBA 2011 774 63,325.0  
FIRST 2011 90,487.0 38,385.0  
DIAMOND 2011 177,545.5 80,205.0  
WEMA 2011 158,067.0 33,138.0  
ZENITH 2011 116,832.0 63,325.0  
POLARIS 2011 223,401.2 38,385.0  

     
STERLING 2012 9,780.0 90,301.0  
ACCESS 2012 176,258.2 120,885.0  
UNION 2012 30,893.0 94,419.0  
GTB 2012 104,370.0 304.45  
UBA 2012 32,560.0 135.94  
FIRST 2012 67,725.0 1,078.13  
DIAMOND 2012 54,215.0 43.99  
WEMA 2012 112,189.0 592.89  
ZENITH 2012 51,250.0 431.34  
POLARIS 2012 31,610.0 3,451.30  

     
STERLING 2013 92,100.0 143.41  
ACCESS 2013 57,650.0 531.44  
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UNION 2013 25,147.5 8,108.40  
GTB 2013 21,835.9 1,413.16  
UBA 2013 21,789.7 128.19  
FIRST 2013 11,816.5 1,958.28  
DIAMOND 2013 14,158.5 340.99  
WEMA 2013 25,804.4 120.51  
ZENITH 2013 29,387.9 1,834.62  
POLARIS 2013 18,480.4 319.50  

     
STERLING 2014 4,967.3 114.89  
ACCESS 2014 4,446.9 1,754.54  
UNION 2014 6,056.1 305,735.00  
GTB 2014 5,505.8 31,437.91  
UBA 2014 10,527.9 256.68  
FIRST 2014 18,048.5 114.61  
DIAMOND 2014 28,216.9 908.96  
WEMA 2014 23,404.7 18.86  
ZENITH 2014 7,874.6 192.53  
POLARIS 2014 1,878,043.0 171.96  

     
STERLING 2015 64,449.6 1,022.64  
ACCESS 2015 100,486.4   142,731.60   
UNION 2015 190,304.0     62,338.00   
GTB 2015 844,882.8     81,940.00   
UBA 2015 368,151.0   275,520.00   
FIRST 2015 353,487.3      8,170.00   
DIAMOND 2015 1,108,483.8     40,260.00   
WEMA 2015 1,725,801.3   178,100.00   
ZENITH 2015 1,305,432.5     48,990.00   
POLARIS 2015 1,878,263.4     107,625   

     
STERLING 2016 286,425.2      5,740.00   
ACCESS 2016 263,268.9    49,220.00   
UNION 2016 836,322.7    12,380.00   
GTB 2016 492,026.3     56,450.00   
UBA 2016 1,883,008.3     25,770.00   
FIRST 2016 440,813.0     18,250.00   
DIAMOND 2016 664,692.9     38,700.00   
WEMA 2016 429,794.0     41,890.00   
ZENITH 2016 806,947.0     81,780.00   
POLARIS 2016 481,742.4    22,862.00   

     
STERLING 2017 525,669.0   121,739.06   
ACCESS 2017 268,936.0     10,265.00   
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UNION 2017 271,020.5       5,000.00   
GTB 2017 378,387.0       8,449.06   
UBA 2017 776,143.0  108,290.00   
FIRST 2017 876,337.3     25,563.00   
DIAMOND 2017 1,199,025.6     21,220.00   
WEMA 2017 564,017.0   131,390.00   
ZENITH 2017 614,740.0     38,780.00   
POLARIS 2017 636,193.1     79,840.00   

Source: Audited financial reports and shareholders report of various banks. 

Test for short run analysis 

The study used ordinary least square technique to check for short run relationship between the 

variables employed in the model, the econometric output shows both the relative and global 

statistics. The result is shown in figure 4.1 below: 

 

Dependent Variable: PAT   
Method: Least Squares   
Date: 05/05/19   Time: 13:51   
Sample: 1 10    
Included observations: 10   

Variable Coefficient Std. Error t-Statistic Prob.   

C 10675.32 28386.89 0.376065 0.0198 
CIT 0.190078 0.108144 1.757641 0.0293 

WHT 3.186003 3.714718 0.857670 0.4240 

R-squared 0.658795     Mean dependent var 39119.47 
Adjusted R-squared 0.568192     S.D. dependent var 37442.73 
S.E. of regression 33736.05     Akaike info criterion 23.97970 
Sum squared resid 6.83E+09     Schwarz criterion 24.10073 
Log likelihood 115.8985     Hannan-Quinn criter. 23.84692 
F-statistic 1.695455     Durbin-Watson stat 1.696926 
Prob(F-statistic) 0.026621    
 

The result of the R2 adjusted indicates that 56.8% variations in performance of deposit money 

banks in Nigeria are caused by company income tax and withholding tax while 44.2% is caused 

by other variables captured by the error term in the model; the figure of F-statistics probability 

also shows that the model for analysis is absolutely significant, although, the Durbin –Watson 

stat indicates the presence of autocorrelation between the variables. 

 

Additional, company income tax was observed to be positive and significant at 5% level to 

performance while withholding tax is seen to be positive and insignificant to the dependent 
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variable which also mean that for every 1% increase in company income tax and withholding 

tax, PAT is expected to grow by 0.19 and 3.18 respectively. 

 
Test for causality 
Engle granger causality technique was employed to test the cause –effect relationship between 
the variables in the model. The econometric output is shown in figure 4.2 below: 
 
Pairwise Granger Causality Tests 
Date: 05/05/19   Time: 14:07 
Sample: 1 10  
Lags: 2   

 Null Hypothesis: Obs F-Statistic Prob.  

 CIT does not Granger Cause PAT  8  22.3764 0.0157 
 PAT does not Granger Cause CIT  0.92754 0.4857 

 WHT does not Granger Cause PAT  8  2.75068 0.2096 
 PAT does not Granger Cause WHT  3.89293 0.1467 

 WHT does not Granger Cause CIT  8  1.84233 0.3007 
 CIT does not Granger Cause WHT  0.17783 0.8453 

    
   
Granger Causality shows that company income tax granger cause changes in banks 

performance while withholding tax has no impact on performance of deposit money banks in 

Nigeria; the result of granger causality is in line with that of ordinary least square result shown 

above, which precisely implies that changes in banks performance positively or negatively are 

caused by company income tax paid by banks in Nigeria. 

 
Diagnostic test (Serial correlation test) 

The study employ Breusch-Godfrey serial correlation LM test to check for the presence of 

autocorrelation among the variables used in the model; the output is shown in figure 4.3 below; 

 
Breusch-Godfrey Serial Correlation LM Test:  

F-statistic 0.292054     Prob. F(2,4) 0.7614 
Obs*R-squared 1.274201     Prob. Chi-Square(2) 0.5288 

     
Test Equation:    
Dependent Variable: RESID   
Method: Least Squares   
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Date: 05/05/19   Time: 14:21   
Sample: 1 10    
Included observations: 10   
Presample missing value lagged residuals set to zero. 

Variable Coefficient Std. Error t-Statistic Prob.   

C -6573.142 37122.16 -0.177068 0.8681 
CIT -0.117001 0.242655 -0.482168 0.6549 
SDT 1.775437 4.162841 0.426496 0.6917 

RESID(-1) 0.384027 0.969827 0.395975 0.7123 
RESID(-2) -0.604964 0.829419 -0.729383 0.5062 

 

The result follows the chi-square distributions and is asymptotic in variables. The chi-square 

figure of 0.5288 indicates a rejection of the null hypothesis at 5% level and concluding that 

there are absent of autocorrelation between the variables used in the model; the result of LM 

test supersede that of Durbin Watson statistic found in the global statistic of ordinary least 

square result. 

 
CONCLUSION AND RECOMMENDATION 

The impact of tax on performance of deposit money banks in Nigeria cannot be over-

emphasized, various scholars have in different times carry out empirical test on the both 

variables, and results keep showing the significance of tax on the part of banks as they 

performed their social roles in developing host communities. The research study used company 

income tax, and withholding tax as proxy to corporate tax. The results show that payment of 

company income tax, and withholding tax has different ways of impacting on the performance 

of banks.  We therefore recommend that government should reduce company income tax rate 

for banks, as it will boost the performance of banks both to shareholders and host communities 

which will lead to the overall growth of the economy. 
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