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ABSTRACT 

This study examines the impact of indirect tax revenue on economic growth in Nigeria. The study 
uses value added tax revenue and custom and excise duty revenue as independent variables and 
economic growth was proxy with real gross domestic product as the dependent variable. The study 
employ secondary data collected from Central Bank of Nigeria statistical bulletin for the period 
covering 1998 to 2017 for the empirical analysis using the convenient sampling techniques. The 
research design is ex-post facto and data were analyzed using descriptive statistics, correlation, unit 
root test, co-integration test and error correction model regression with the aid of STATA 13. The 
result from the error correction model regression result revealed that value added tax (DVATt-1) had 
a negative and significant impact on real gross domestic product (RGDP) at 1% level of significance. 
In addition, past custom and excise duty (CEDt1) had a negative and weakly significant impact on 
real gross domestic product (RGDP) at even more than 10% level of significance.  The Error 
Correction Model (ECM-1) coefficient had a correct negative and statistically significant sign. This 
shows that short-run deviation can be quickly corrected. The Durbin-Watson positive value indicates 
the absence of autocorrelation in the model. The study recommended that Caution and watch ‘is’ 
advised on any policy direction on the collection of taxes on imports and exports in order to avoid 
using the policy as a counter-incentive to the economy. This can occur when a particular policy 
direction is targeted at maximum collection of CED at the expense of the economy. 

Keywords: VAT, CEXD, Economic Growth, Real Gross Domestic Product, Revenue 

 
1.0 INTRODUCTION 

1.1 Background to the study 

Economic growth is the expansion of the supply side of the economy and of potential Gross Domestic 

Product (GDP). This expansion could be an increase in the annual growth rate, a one-time increase 

in the size of the economy that does not affect the future growth rate but puts the economy on a higher 

growth path, or both. Our focus on the supply side of the economy in the long run is in contrast to 

the short-term phenomenon, also called “economic growth,” by which a boost in aggregate demand, 

in a slack economy, can raise GDP and help align actual GDP with potential GDP (William, 2016) 
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Gross domestic product (GDP) is the most widely used measure of economic activity, but it is 

criticized that GDP does not include some economic activities inside the production boundary 

(Vanoli et al 2005). In present study we used GDP growth, consumption growth and investment 

growth to measure economic activity. Taxes have different effects on various economic activities. 

Taxes affect individuals’ decisions to save, the decision of firms to produce, invest, create jobs, 

innovate investment in human capital and supply of labour. Taxation has both positive and negative 

effects on GDP i.e. income taxes have strong negative effects on economic growth (Poulson & 

Kaplan 2008); Customs and excise duties inversely affect economic growth (Ebiringa & 

Yadirichukwu, 2012).  

Taxes are the cost of living in a civilized society that people have to pay, vital for economic 

development and planning (Saima, Tariq, Muhammad, Sofia, & Amir, 2014). Tax is also an enforced 

levy imposed on commodities, firms, individuals, and communities by the government. But the 

feature of compulsory levy is usually destabilized because people never like this public responsibility 

(Ebiringa & Yadirichukwu, 2012).  

Taxation has key role in developmental policies. It is further interlinked with other policy areas. 

Taxation forms good governance to formalize the economy for spurring growth; provides funds for 

the government to build the infrastructure; creates a healthy atmosphere to promote business and 

international trade, shapes the way for government activities and also plays a crucial role in 

mobilization of domestic resources. So, taxation has diverse effects on aggregate economic activity, 

where economic activity means growth in consumption, investment, employment and finally growth 

of GDP (Lescaroux & Mignon, 2008 cited in Saima et al., 2014).  

Tax is a compulsory levy imposed on a subject or upon his property by the government to provide 

security, social amenities and create conditions for the economic well-being of the society (Appah, 

2004; Appah & Oyandonghan, 2011; Saima et al., 2014). Tax is a major source of government 
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revenue all over the world. Government use tax proceeds to render their traditional functions, such 

as the provision of public goods, maintenance of law and order, defence against external aggression, 

regulation of trade and business to ensure social and economic maintenance (Azubike, 2009). 

Musgrave and Musgrave (2004) also stated that the economic effects of tax include micro effects on 

the distribution of income and efficiency of resource use as well as macro effect on the level of 

capacity output, employment, prices, and growth. However, the use of tax as an instrument of fiscal 

policy cannot be achieved because of dwindling level of revenue generated as a result of 

ineffectiveness of government officials. Kiabeland & Nwokah (2009) argue that the increasing cost 

of running government coupled with the dwindling revenue has left all tiers of government in Nigeria 

with formulating strategies to improve the revenue base. Azubike (2009) noted that tax reform is an 

ongoing process with tax policy makers and tax administrators continually adopting the tax systems 

to reflect changing economic, social and political circumstances in the economy. 

The core function of taxation as a revenue generating tool in developing countries has been studied 

by eminent scholars ((Myles, 2000; Izedonmi & Okunbor, 2014; Saheed, Abarshi & Ejide, 2014). 

Several taxes and levies are collected in Nigeria in order to boost the revenue available to the 

government. These taxes have in one way or the other impacted the economy of the nation. Taxes 

that have without much ado proved potent in driving the economy, find expression in Value Added 

Tax (VAT), Petroleum Profit Tax (PPT) and Customs. 

Value Added Tax is a consumption tax levied on the increase in value of goods and services in the 

course of their production or supply. It is an indirect tax whose burden or incidence is borne by the 

final consumer of such goods on which it is imposed. It is regulated by the Value Added Tax Act No 

102 of 1993 and became effective on 1st January 1994. The aim of this tax was to increase the revenue 

base of government and make funds available for developmental purposes (Oseni, 2008).  
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Customs duty is a tax levied on imports (and sometimes on exports) by the customs authorities of a 

country to raise revenue for the state and/or to protect domestic industries from more efficient or 

predatory competitors from abroad. They are charged either as a percentage of the value of import or 

a fixed amount on specific quantity (Fasoranti, 2013). 

The political, economic and social development of any country depends on the amount of revenue 

generated for the provision of infrastructure in that given country. However, one means of generating 

the amount of revenue for providing the needed infrastructure is through a well structured tax system. 

Tosun and Abizadeh (2005) say taxes are used as proxy for fiscal policy. They outlined five possible 

mechanisms by which taxes can affect economic growth. First, taxes can inhibit investment rate 

through such taxes as corporate and personal income, capital gain taxes. Second, taxes can slow down 

growth in labour supply by disposing labour leisure choice in favour of leisure. Third, tax policy can 

affect productivity growth through its discouraging effect on research and development expenditures. 

Fourth, taxes can lead to a flow of resources to other sectors that may have lower productivity. 

Finally, high taxes on labour supply can distort the efficient use of human capital high tax burdens 

even though they have high social productivity. All these studies conclude that reducing the distorting 

effects of the current tax structure would permanently increase growth.

Policy makers and researchers have long been interested in how potential changes to the personal 

income tax system affect the size of the overall economy. In 2014, for example, Representative Dave 

Camp (R-MI) proposed a sweeping reform to the income tax system that would reduce rates, greatly 

pare back subsidies in the tax code, and maintain revenue levels and the distribution of tax burdens 

across income classes (Committee on Ways and Means, 2014). “economic growth,” mean expansion 

of the supply side of the economy and of potential Gross Domestic Product (GDP). This expansion 

could be an increase in the annual growth rate, a one-time increase in the size of the economy that 

does not affect the future growth rate but puts the economy on a higher growth path, or both. Our 
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focus on the supply side of the economy in the long run is in contrast to the short-term phenomenon, 

also called “economic growth,” by which a boost in aggregate demand, in a slack economy, can raise 

GDP and help align actual GDP with potential GDP. Tax may be defined (Bhatia, 2003) as a 

compulsory contribution (levy) by an economic unit to a government without expectation of direct 

and equivalent return (quid pro quo) from the government for the contribution made. Government 

needs financial resources to act as a government and play a role that is expected from it by the public. 

So what the government gives it must first take away. The economic resources available to society 

are limited, and so an increase in government expenditure normally means a reduction in private 

spending. In this regard James (2000) states that taxation is one method of transferring resources 

from the private to the public sector. Generally, governments levy taxes for multiple of purposes, but 

mainly to raise funds in order to cover public expenditures and on the other hand to properly allocate 

resources. 

1.2 Statement of the problem 

Revenue mobilisation through taxes is very low in Nigeria indicating that many people are outside 

the tax bracket, because of various forms of resistance, such as evasion, avoidance and other forms 

of corrupt practices. These activities are considered as sabotaging the economy and are readily 

presented as part of the reasons for present state of underdevelopment in Nigeria (Lyndon, et al., 

2016). This may affect the amount of revenue collectible by the government for the running of 

administration. Furthermore, it is hoped that people were wrongly assessed and the assessment 

sometimes result to regressive taxation (Afuberoh, 2014) 

Previously in achieving sustainable development in the social and economic sectors of the economy, 

government had considered the trade-off involved in attracting foreign direct investment (FDI) in 

terms of giving incentive and the impact of these on the country’s sustainable development and tax 
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is use as a fiscal instrument to encourage or discourage specific production or consumption 

behaviours that affect the economic, environmental or social sustainability (Abiola & Asiweh, 2012) 

Effective taxation reduces excessive reliance on aid and mineral rents and offers a path away from 

unsustainable revenue streams for growth. This leads to flourished economic growth for investment 

both foreign and local that boosts the revenue collection especially from direct taxes. It is within this 

scenery that the current study is established. In the light of the above, this study therefore examines 

the impact of indirect taxes on economic growth in Nigeria.  

2.0 REVIEW OF RELATED LITERATURE 

2.1 Conceptual framework 

2.1.1 Tax reforms in Nigeria 

The dependence on oil revenue by all tiers of government in Nigeria has made the federal government 

to reform the existing tax laws. According to Alli (2009), the objectives of tax reforms in Nigeria 

include: to bridge the gap between the National Development needs and the funding of the needs; to 

ensure taxation, as a fiscal policy instrument, to achieving improved service delivery to the public; 

to improve on the level of tax derivable from non-oil activities, vis-à-vis revenue from oil activities; 

efforts at constantly reviewing the tax laws to reduce/ manage tax evasion and avoidance; and to 

improve the tax administration to make it more responsive, reliable , skilful and taxpayers friendly 

and to achieve other fiscal objectives. The Nigerian tax reform has experienced series of reforms 

since 1904 to date. The effects of the various reforms in the country is as follows: introduction of 

income tax in Nigeria between 1904 and 1926; grant of autonomy to the Nigerian Inland Revenue in 

1945; the Raisman Fiscal Commission of 1957; formation of the Inland Revenue Board in 1958; the 

promulgation of the Petroleum Profit Tax Ordinance No. 15 of 1959; the promulgation of Income 

Tax Management Act 1961; establishment of the Lagos State Inland Revenue Department; the 

promulgation of the Companies Income Tax Act (CITA) 1979; establishment of the Federal Board 
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of Inland Revenue under CITA 1979; establishment of the Federal Inland Revenue Service Between 

1991 and 1992; and tax policy and administration reforms amendment 2001 and 2004. The 

government embarked upon the latest tax reform process by instituting Study Group on the Nigerian 

Tax System, consisting of individuals from business, academia, and the government to study the 

present tax laws and recommend the appropriate reform in general and their impact to the overall 

economy.  

As a result of the reform, nine (9) bills on tax reforms were approved by the Federal Executive 

Council for the consideration of the National Assembly and subsequently passed as Act. The Acts, 

are as enumerated as follows: Federal Inland Revenue Service Act 2004; Companies Income Tax Act 

2004; Petroleum Profit Tax Act 2004; Personal Income Tax Act 2004; Value Added Tax Act 2004; 

Education Tax Act 2004; Customs, Excise Tariffs, etc (Consolidation) Act 2004; National Sugar 

Development Act 2004; and National Automotive Council Act 2004. The Chartered Institute of 

Taxation of Nigeria (CITN), established in 1982 and Chartered by Act No. 76 of 1992 to regulate tax 

practice and administration in the country, and to this extent a major stakeholder in the Nigerian tax 

system submitted a memorandum on the proposed 2004 amendment. Their memorandum objectives 

include: to strengthen the powers of the accountant General of the Federation to monitor the revenue 

being generated by ministries, extra-ministerial departments and parastatals, to enforce remittance of 

the revenues collected to the consolidated revenue fund or federation account; to strengthen the 

oversight functions of the National Assembly in monitoring the revenue generated by ministries, and 

others; to increase the penalty for under declaration of revenue generated from three to five years. 

2.1.2 Economic growth: 

According to Dwivedi (2004), economic growth is a sustained increase in per capita national output 

or net national product over a long period of time. It implies that the rate on increase in total output 

must be greater than the rate of population growth. Another quantification of economic growth is that 
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national output should be composed of such goods and services which satisfy the maximum want of 

the maximum number of people. Economic growth can be determined by four important determinants 

namely, human resources, national resources, capital formation and technological development. The 

theories of economic growth can be examined under the Harrod-Domar theory   rowth, Kaldor model 

of distribution, Pasinetti model of profit and growth, Joan Robinson’s model of capital accumulation, 

Meade’s Neo Classical model of economic growth and the Slow model of long run growth. All this 

models of economic growth the various views of scholars on the most suitable explanation of growth. 

2.1.3 Value Added Tax and Economic Growth  

Value added tax is a consumption tax levied at each stage of the consumption chain and borne by the 

final consumer of the product or service. Each person is required to charge and collect VAT at a flat 

rate of 5% on all invoiced amounts on all goods and services produced in Nigeria. VAT was 

introduced by The Federal Government of Nigeria in January, 1993. It was believed by many 

Nigerians that the tax was introduced as a means of avoiding taking loans from international agencies 

and came into effect on January 1, 1994 to replace the Sales Tax (Ochei, 2010). Taxable persons are 

obliged to register under VAT Act. The tax is at a single rate of 5 percent of taxable goods and 

services. Supply of all goods and services except those specifically exempted are subject to VAT.  

2.1.4 Custom and Excise Duties and Economic Growth  

An indirect tax is a tax on expenditure or outlay and it is possible to shift the tax burden (partly or 

wholly) to someone else (Anyanwu, 1997). Custom duty is an example of indirect tax and it consists 

of both the export and import duties although the latter is usually emphasized in countries where 

import predominates. Custom Duties constitute one of the oldest kinds of modern taxation in Nigeria 

been introduced in 1860 as import duties. They are taxes on Nigeria’s imports charged either as a 

percentage of the value of the imports or as a fixed amount contingent on quality.  
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Export Duty is a tax on the goods exported to other countries, while import duty is a tax on the goods 

coming into a country from other countries. Anyanwu (1997) argues that taxes are imposed to 

regulate the production and consumption of certain goods and services, protection of infant 

industries, control business and commerce, curb inflation, reduce income inequalities etc. However, 

increased taxation on imported goods and services have affected the level of such goods and services 

that industrialist within the country are encouraged to produce (Nnadozie, 2003). Due to high import 

duty on dairy products, textiles, materials, food drinks etc our economic potential are encouraged 

through industrial investment locally and the multiplier effect on employment and national growth. 

Meanwhile, excise duties are an ad-valorem tax on the output of manufactured goods and are 

administered by the country's custom services (Ekeocha, Ekeocha, Malaolu & Oduh, 2012). 

2.2 Theoretical framework   

2.2.1 Expediency theory: This theory asserts that every tax proposal must pass the test of 

practicality. It must be the only consideration weighing with the authorities in choosing a tax 

proposal. Economic and social objectives of the state as also the effects of a tax system should be 

treated irrelevant (Bhartia, 2009). 

2.2.2 Benefit received theory: This theory proceeds on the assumption that there is basically an 

exchange relationship between tax-payers and the state. The state provides certain goods and services 

to the members of the society and they contribute to the cost of these supplies in proportion to the 

benefits received (Bhartia, 2009). Anyanfo (1996) argues that taxes should be allocated on the basis 

of benefits received from government expenditure. 
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2.3 Empirical Literature Review  

Several empirical studies have been conducted on the impact of taxes on economic growth. The 

empirical studies of Anyanwu (1997), Engen and Skinner (1996), andTosun and Abizadeh (2005) 

provided different explanations of taxes on economic growth.  

Arnold (2011) in their study found that short term recovery requires increase in demand while long 

run growth requires increase in supply. As short term concessions can be hard to reverse, this implies 

that policies to alleviate this crisis could compromise long run growth. 

Ogbonna and Ebimobowe (2012) examine the impact of tax reforms on the economic growth of 

Nigeria from 1994 to 2009. To achieve the objective of the study, relevant secondary data were 

collected from the Central Bank of Nigeria (CBN) Statistical Bulletin, Federal Inland Revenue 

Service (FIRS), Office of the Accountant General of the Federation, and other relevant government 

agencies. The data collected were analysed using relevant descriptive statistics and econometric 

models such as White test, Ramsey RESET test, Breusch Godfrey test, Jacque Berra test, Augmented 

Dickey Fuller test, Johansen test, and Granger Causality test. The results from the various test shows 

that tax reforms is positively and significantly related to economic growth and that tax reforms 

granger cause economic growth. On the basis of the findings, the study concluded that tax reforms 

improves the revenue generating machinery of government to undertake socially desirable 

expenditure that will translate to economic growth in real output and per capita basis. However, it 

was recommended that sustainable economic growth cannot be attained with tax reform processes 

except obsolete tax laws and rates are reviewed in line with macroeconomic objectives, corrupt-free 

and efficient tax administrative machinery with personnel’s and accountability and transparency of 

government officials in the management of tax revenue. 

Afuberoh, Dennis1 and Okoye Emmanuel (2014) examine the impact of Taxation on Revenue 

Generation in Nigeria: A Study of Federal Capital Territory and Selected States The study was aimed 
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at finding out the impact of taxation on revenue generation in Nigeria, with reference to FCT and 

some selected states in the country. Attempt is also made in the study ( through the means of 

secondary data) at highlighting the concept and nature of taxation, objectives of taxation, features in 

Nigerian tax system, taxation as a tool for wealth creation and employment, classification of taxes, 

Nigeria’s major taxes and other issues that relate to taxation. In achieving the objective of the study, 

the researcher adopted also primary sources of data to present and analyze the information for the 

study. The testing of the hypotheses of the study was done using regression analysis computed with 

the aid of SPSS version 17.0. The research discovered among others that, taxation has a significant 

contribution to revenue generation and taxation has a significant contribution on Gross Domestic 

Product (GDP). The research recommends among others that Well Equipped Data Base (WEDB) on 

all tax payers should be established by the Federal, State and Local Governments with the aim of 

identifying all possible sources of income of tax payers for tax purpose, the tax collection processes 

must be free from corruption. In addition, the Federal Government, States and Local Governments 

should urgently fully modernize and automate all its tax system, improve tax payers’ convenience in 

the assessment and payment process whilst at the same time entrenching effective and modern human 

resources management practice in the tax authorities. 

Saqib (2014) analyzes the effects of taxes on economic activity in Pakistan. Economic activity is 

examined through real GDP, consumption and investment, and for each from the said proxies a 

different econometric model is developed for analysis. Tax to GDP ratio for growth model, sales tax 

for consumption model and income tax for investment model are used. Real GDP, total investment 

and household consumption expenditures are used as dependent variables. Time series data from 

1973 to 2010 are used for empirical analysis. Keeping in view the alternate order of integration of 

different variables ARDL approach to co-integration for growth model is utilized. While Johansen’s 

co-integration technique is used in investment and consumption models as all the variables involved 

in these said models are found to be I(0). We found negative effects of tax to GDP ratio on real GDP, 
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negative effects of income tax on investment and negative effects of sales tax on household 

consumption expenditures. Finally, we concluded that the present level of taxation in Pakistan needs 

to be revised carefully as this has negative effects on economic activity in Pakistan. 

Lyndon, Etale and Bingilar (2016) examined the impact of companies’ income tax, value-added tax 

on economic growth (proxy by gross domestic product) in Nigeria. Secondary time series panel data 

was collected for the period 2005 to 2014 from the Statistical Bulletin of the Central Bank of Nigeria 

(CBN). The study employed Ordinary Least Squares (OLS) technique based on the computer 

software Windows SPSS 20 version for the analysis of data, where gross Domestic product (GDP), 

the dependent variable and proxy for economic growth, was regressed as a function of company 

income tax (CIT) and value-added tax (VAT), the independent variables. The results of the analysis 

showed that both company income tax and value-added tax have significantly positive impact on 

economic growth. Based on the findings, the study recommended that government should strengthen 

the tax administration system to broaden the tax income, and embark on tax education to ensure 

voluntary tax compliance. The study also recommended that the tax authorities should employ 

qualified tax professionals who should be regularly trained and be retained in the tax administration 

system for efficient tax administration and collection. 

3.0 METHODOLOGY 

This study adopted an ex-post facto research design. The studied period covered a period of twenty 

(20) years ranging from 1998 to 2017. The major sources of data were obtained from the publications 

of the Central Bank of Nigeria, Nigerian Investment Promotion Commission (NIPC) and Securities 

and Exchange Commission (SEC). 
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Multiple econometric regression model is one that seeks to explain variation in the values of the 

dependent variable on the basis of changes in the independent variables. The assumption is that, the 

dependent variable is a linear function of the independent variables.  

RGDP = f (VAT, CED)  - - - - - - (1) 

RGDP = Real Gross Domestic Product (proxy for economic growth)  

Where:  

VAT = Value Added Tax  

CED = Custom and Excise Duties 

The econometric specification is;  

 RGDPt=β0+ β1VATt + β2CEDt + μ   

Since the data to be used for the analysis is time series, we employ co-integration tests to avoid 

spurious regression. Then, diagnostic test of each of the variables for stationarity was carried out 

using the Augmented Dickey - Fuller test for unit root. Where any of the series was found to be 

integrated, a cointegration test was conducted using Johansen Cointegration Test. In order to 

determine if there exists a long run relationship between the dependent and independent variables, 

an Error Correction Method is use to tie the short run behaviour to its long run value (Gujarati & 

Porter, 2009).  The Error correction model examines the long-run and short-run dynamic relationship 

in equation (1).  

3.1 Method of data analysis  

 In the estimation of collected data an econometric technique known as the Error-

correction models, unit root and co-integration test were adopted. Before estimation of equation 

(1), a correlation matrix was obtained to check for multicolinearity in the variables. A simple 

regression test was also conducted to predict the value of the dependent variable given a value of 

the independent variables. This study also supported the use of time series that are stationary since 
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nonstationary time series data are frequently subjected to spurious regression results. The 

properties of the time series data used were tested with the Dickey fuller (DF) and Augmented 

Dickey Fuller (ADF) for unit root test.  A co-integration test was used to examine the stable long 

run relationship between the dependent and independent variables. The co-integration test 

approach was the Granger-Engle two stage techniques. In examining the dynamic short-run 

behaviour of the variables and how the disequilibrium between the short and long run is adjusted 

for, the error correction model (ECM) was used. Then, the relationship in these variables over a 

long term was estimated. The software used in estimating the model and conducting other test was 

STATA 13.  

4.0.   DATA PRESENTATION AND ANALYSES   

4.1 Descriptive Statistics 

The descriptive statistics shows the description of the mean, standard deviation and 

normality test. The below is the descriptive statistics of the variables for the time period.  

Table 1: Descriptive Statistics  

Variable      Mean       Min       Max  Std. Dev  Jarque-Bera  

RGDP  
14553111 

143219
1 

5318162
7 

1254763
0 

13593111 

VAT  210.8 0 720.5 235.64 210.8 

CED  108.13 25.5 408.1 97.01 97.13 

Source: Author’s Computation, 2018 

The table above shows that on the average real gross domestic product (RGDP) value is 14553111, 

minimum value is 1432191, maximum value of 531181627 and standard deviation value of 

12547630. Value added tax (VAT) is 210.80, minimum value of zero, maximum value of 720.50 

and a standard deviation value of 235.64. Also, custom and excise duty (CED) has an average value 
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of 108.13, minimum value of 25.50, maximum value of 408.10 and a standard deviation value of 

97.01. The Jarque-Bera statistics shows that custom and excise duty is normally distributed at 1% 

while real gross domestic product and value added tax are not normally distributed.  

4.2 Correlation Matrix  

Correlation measures the degree of linear relationship among the variables. Therefore, in 

Table 2 below, the result shows that real gross domestic product (RGDP) has a highly positive 

correlation with value added tax (VAT=0.97) but a high positive correlation with custom and excise 

duty (CED=0.54). Also, a highly positive correlation exists among the explanatory variables. This 

therefore means that there is a strong significant positive relationship among the variables under 

investigation. A closer look at the value of the correlation coefficient results revealed that a perfect 

positive correlation relationship exists between gross domestic product (RGDP) and the explanatory 

variables. The correlation matrix also revealed that no two explanatory variables were perfectly 

correlated. This means that there is the absence of multicolinearity problem in our model.  

Table 2: Correlation Matrix Result  

Variable  RGDP  VAT  CED  

RGDP      1.00    0.97     0.54  

VAT      0.97    1.00     0.61 

CED      0.54    0.61     1.00  

  Source: Author’s Computation, 2018  

 4.3 Unit Root Test  

In testing for unit root for the variables, we use the Augmented Dickey-Fuller (ADF) unit root test 

and the results for the time series is presented in Table 3. 
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Table 3: Augmented Dickey-Fuller Unit Root Test  

 
 

Lag  
ADF Statistics  ADF (95%)  

Remark  

Level  RGDP   1     4.2217 -3.0411 Non-Stationery  

 VAT  0  -1.4573  -3.0230  Non-Stationery  

 CED  0  0.0547  -3.0245  Non-stationery  

 

 
Lag  

 
ADF  Statistics  

 
ADF (95%)  Remark  

 DRGDP  1  -6.4054  -3.0451  Stationery  

 DVAT  0  -5.5544  -3.0142  Stationery  

 DCED  0  -4.7841  -3.0415  Stationery  
Source: Author’s Computation (2018)  

The empirical findings from the table above reveal that real gross domestic product (RGDP), value 

added tax (VAT) and custom and excise duty (CED) was not stationary at level. They all became 

stationary at first difference. This simply means that a regression model with level and first 

difference for the variables would be used in testing our formulated hypotheses.   

4.4 Engle Granger Co-integration Test  

The co-integration test for the variables using Tau-statistics is presented in Table 4. Table 

4: Engle Granger Co-integration test 

 Residuals                       Tau-statistics                p-value 

RGDP                             -3.5481                        0.4441                

VAT                                -1.4852                      0.4512  

CED                                -3.4548                       0.5421 

 
Source: Author’s Computation (2018) 
 
The co-integration results were based on the Engle Granger using Tau-Statistics. The findings 

from the Tau-Statistics reveal that the selected variables are with one cointegrating vector. The 

existence of co-integration among the variables justified the use of error correction model in 

this study.  
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4.5 Error Correction Model   

The Error Correction Model (ECM) model examines the impact of indirect tax revenue 

on economic growth. It also examines other controlled variables such as value added tax and 

custom and excise duty.  The result is presented in Table 5. 

Table 5:  Regression Result for Error Correction Model  
 

 
 
 
 
 

ECM(-1)                -0.5711                          -2.55                   0.0212  
R2  = 0.88245  
Adjusted R2 = 0.73145  
F-statistic = 8.95421(0.0013)  
DW  = 1.945821  
No of Observation=21 

 

Source: Author’s Computation (2018)  

From the regression result above, it would be revealed that the adjusted R-squared value of 

0.88245 shows that 88.24% of the systematic variation in the dependent variable is jointly explained 

by the independent variables. The F-statistics value of 8.95421 and its associated p-value 0.00113 

show that the overall model is statistically significant. This means that there exists a significant linear 

relationship between the dependent and independent variables in the model.  

Following the above, value added tax (DVATt-1) had a negative (-75148.1) and significant (-

2.58) impact on real gross domestic product (RGDP) at 1% level of significance. This therefore 

means that increase in past value added tax would significantly decrease the value of real gross 

domestic product (RGDP) at 1% level of significance because the variable is significant.   

The variable, past custom and excise duty (CEDt-1) had a negative (-14458.6) and weakly 

significant (-1.99) impact on real gross domestic product (RGDP) at even more than 10% level of 

Variable          Coefficients              t-statistics               P-value  
C                       754812.3                        2.01                     0.1006                           
DVATt(-1)          -75148.1                         -2.58                    0.0076  
DCEDt(-1)         -14458.6                          -1.99                    0.1154  
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significance. This therefore means that increase in past custom and excise duty will lead to decrease 

in real gross domestic product (RGDP).  

The Error Correction Model (ECM (-1)) coefficient of 0.5711 had a correct negative sign, it 

was statistically significant (-2.55). This shows that short-run deviation from (0.5711) can be quickly 

corrected. This result clearly shows that long-run in real gross domestic product (RGDP) is quickly 

adjusted to equilibrium in the short-run.  Also, we found that the Durbin-Watson value was 1.945821 

which indicates that there is absence of autocorrelation in the model.   

5.0. Conclusion/Recommendations 

Based on the empirical analysis, the error correction model regression result revealed that 

value added tax (DVATt-1)had a negative and significant impact on real gross domestic product 

(RGDP) at 1% level of significance. This does not corroborate with the finding of Enokela (2010) 

that current value added tax has significant positive impact on economic growth in Nigeria 

(RGDP). This therefore suggests that we should accept the null hypothesis which states that 

current value added tax has no significant positive impact on economic growth in Nigeria. In 

addition, past custom and excise duty (CEDt1) had a negative and weakly significant impact on 

real gross domestic product (RGDP) at even more than 10% level of significance. This therefore 

suggests that we should accept the null hypothesis which states that current custom and excise 

duty has no significant positive impact on economic growth in Nigeria.   

The Error Correction Model (ECM) coefficient had a correct negative sign and it is 

statistically significant. This shows that short-run deviation can be quickly corrected. This result 

clearly shows that long-run real gross domestic product (RGDP) is quickly adjusted to 

equilibrium in the short-run.  Also, we found that there is absence of autocorrelation in the 

Durbin-Watson model.   
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Recommendations  

Based on the empirical findings;   

1) The finding on VAT with one period lag of one suggests some caution on the part of the 

government to identify all administrative loopholes for linkages to plug and to continue to 

maximize the contribution of VAT revenue to economic growth. This is important when it is 

realized that any action taken on either VAT Revenue or the GDP will take a year to become 

effective while taking two years to slow down the impact of VAT on economic growth as 

demonstrated in the VAT with two period lags.  

2) Caution and watch ‘is’ advised on any policy direction on the collection of taxes on imports 

and exports in order to avoid using the policy as a counter-incentive to the economy. This 

can occur when a particular policy direction is targeted at maximum collection of CED at the 

expense of the economy. 

3) Tax administrative loopholes should be plugged for tax revenue to contribute immensely to 

the development of the economy since past value added tax and custom and excise duty had 

a significant impact on economic growth.  

4) The study also recommended that the tax agencies/authorities should establish good 

relationship with the professional associations involved in tax matters in order to reduce tax 

malpractices perpetrated by tax payers with the connivance and often active support of 

external auditors and tax consultants.  

5) In addition, and to achieve an optimum policy thrust, there must be commitment and honesty 

on the part of the agents of VAT and CED with respect to the collection and payment; special 

remuneration, training and retraining of these agents, all in an attempt to enhance impact of 

these taxes on the economic growth. 
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