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ABSTRACT 

This research work examined the impact of value added tax on total federally collected revenue in 

Nigeria. Time series data on value added tax and total federally collected revenue from 1994 to 2012 

were collected from the Central Bank of Nigeria Statistical Bulletin. The Augmented Dickey Fuller 

unit root test was used to confirm the stationarity of the variables and the ordinary least square of 

simple regression was used in analyzing and estimating the log-linearized model while the Engle 

Granger General Regression approach was employed in testing the long run and short run 

equilibrium conditions. Result indicates that VAT contributes a minimum of 3% to total federally 

collected revenue in years 2000 and 2005, and a maximum of 10% in 2009 while the overall mean 

contribution was 5.47%. Result from the graph plotted shows that though VAT is contributing to 

TFCR, the trend is not stable which may be as a result of other variables inherent. The result of 

hypothesis tested equally shows that value added tax has significant effect on total federally collected 

revenue which is about 34.5% of the total variation in the dependent variables. Also, significant long 

run equilibrium relationships were shown to exist between the totally federally collected revenue and 

value added tax. The study therefore concludes that value added tax has the strength to contribute 

significantly to revenue generation and economic growth in Nigeria and recommends that tax 

authorities and staff of the agencies should be motivated to avoid leakages in value added tax 

revenue. Government should intensify efforts to boost the generation of value added tax revenue on 

a year to year basis. Tax administrators should be adequately motivated to ensure higher levels of 

efficiency and effectiveness in their performance. 

 
KEYWORDS: Value Added Tax, Total Federally Collected Revenue, Percentage Contribution, 
Unstable Trend, and Overall Mean Contribution.    
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1. INTRODUCTION  

Jhingan (2012), defines tax as a compulsory contribution imposed by a public authority, irrespective 

of exact amount of service rendered to the tax payer in return. According to Soyode and Kajola 

(2006), tax is a compulsory extraction of money by a public authority for public purpose. 

Government therefore, imposes tax for the major purpose of funding and for the conduct of public 

policy. The funds are necessary in order to provide social welfare to its citizenry and to provide those 

social amenities which because of their nature can only be cheaply provided by the government. 

These, the government achieve through direct and indirect taxes. 

Indirect taxes, where VAT falls are defined by Okezie (2003), as taxes levied on goods and services 

and the burden or incidence of tax is finally borne by consumer of such goods and services. Revenue 

authorities collect these types of taxes from sellers who as far as possible pass them to the final 

consumer by including the duty in the final selling price of the goods. Indirect taxes may be specific, 

that is a fixed sum in respect of the value of the goods at any particular time. Through indirect tax all 

citizens have to pay towards government spending and this tends to promote responsibility. Since the 

government is not able to generate ‘enough’ revenue to enable it provide essential amenities needed 

by its citizens, VAT was introduced as a means of improving internally generated revenue in Nigeria. 

Therefore, the introduction of VAT in Nigeria through Decree 102 of 1993 marked the phasing out 

of Sales Tax Decree No. 7 of 1986. The Decree took effect from December 1, 1993, but by 

administrative arrangement, invoicing for tax purpose did not commence until January 1, 1994. Alan 

(1994) posits that VAT is self-policing and Obadimi (1994) states that VAT helps in curtailment of 

consumption of luxury and socially undesirable goods. 

Whenkroff (2003) also states that VAT has become a veritable source of revenue in many developing 

countries in Sub-Saharan Africa.  
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Since VAT satisfies the three features of taxation namely, a compulsory levy, imposed by an organ 

of government for public purpose, it is the most preferred to Sales tax. Hence, need to study the 

impact of value added tax on total federally collected revenue in Nigeria (1994 – 2012)  

Objective of the Study: The objective of the study is to analyze the impact of value added tax on 

total federally collected revenue in Nigeria. 

Research Question: What is the impact of value added tax on total federally collected revenue in 

Nigeria?  

Statement of Hypothesis  

H0: Income from value added tax has no significant impact on total federally collected revenue in 

Nigeria. 

2.  REVIEW OF RELATED LITERATURE 

2.1 Conceptual Framework 

Value Added Tax (VAT) is levied at a particular stage in the sale of product or service. In 1954, the 

value added tax was initiated by Maurice Lauer; the then Joint Director of Tax Authority of France 

though came into effect for the first time on April, 1954. Sequel to the footsteps of France, many 

countries of the world including all the members of Organization for Economic Corporation and 

Development (OECD) has introduced value-added tax in various countries. 

In Nigeria, the move to accept Value Added Tax started with a study on indirect tax in 1991, but the 

decision to fully accept the recommendations of the study group on the subject was made public by 

the then military President-General Ibrahim Badamosi Babangida in his 1992 budget speech. With 

the announcement, a committee known as modified Value Added Tax (MVAT) committee was set 

up in 1992 as recommended by the study group. The proposed Value Added Tax scheme was to 
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become operational in 1993, as to allow for enough preparation involving administrative and 

legislative changes in the existing tax procedure. 

Ochiogu (2001) defines Value-Added-Tax as an indirect form of taxation based on the general 

consumption behavior of the people. It is a tax on spending expected to be borne by the final 

consumer of goods and services. It covers manufactured goods, imports as well as professional and 

banking services. 

Afe (1996) defines Value-Added-Tax as “tax levied at each stage of production on firm’s value 

added”. Value added of any firm is the difference between a firm’s sales and its purchases of inputs 

from other firm. It is the amount of value a firm contributes to a good or service by applying its 

factors of production. Similarly, value-added, could be seen as the increase in the value of goods and 

services in the process of their production or delivery. 

Naiyeju (2010) argued that the positive result received from any tax depends on the extent the tax is 

properly managed. The extent of how the tax is interpreted and implemented as well as the publicity 

brought into it will determine how a particular tax is able to meet its objectives. He argued that with 

the development in the oil price (declining/fluctuating in the international market) plus, the lower 

chance of generating higher revenue from import duties there is need to revisit the jurisdictional issue 

of taxation in Nigeria. 

Value-Added-Tax is a consumption tax that has been levied on many countries world-wide, and 

because it is a consumption tax, it is relatively easy to administer and difficult to evade.  

The yield from tax is a fairly accurate measure of the performance of a given country. 

Value-Added-Tax according to Ajakaiye (2000) has a number of characteristics that theoretically 

make it quite straight forward and as painless as possible. 

Firstly, it is a single rate tax (5%), which makes it easier to administer. 
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Secondly, it uses an input-output method, which makes it self-policing. Although it is a multiple 

stage tax, it is expected to have a single effect on consumer prices and should not add more than the 

specified rate to the consumer price no matter the number of stages at which the tax is paid. 

Thirdly, all goods and services are vatable, with limited and very specific exceptions. All imports are 

vatable, whether imported raw materials or finished goods, and VAT on import is calculated on the 

total value of the total cost, insurance and freight. Exports on the other hand are zero-rated, meaning 

that exporters do not collect VAT on exports but they can claim credit for VAT paid on their inputs.  

2.2 Theoretical Framework 

This study is based on Ibn Khaldun’s theory of taxation. The theory is explained in terms of two 

different effects, the arithmetic effect and the econometric effect which the value added tax has on 

revenue. The effects have opposite result on revenue in case the VAT rate is increased or reduced. 

According to arithmetic effect, if VAT rate is lowered, the VAT revenue will be lowered by the 

amount of reduction in the rate. The reverse is the case for an increase in VAT rate (Ishlahi 2006).    

 

2.3  Empirical Review 

Okoye and Gbegi (2013) in their study Effective Value Added Tax; An Imperative for Wealth 

Creation in Nigeria (2001-2010) used Pearsons Product Moment Correlation Coefficient and the 

Student’s T-test to test the hypotheses. Based on their analysis, the result showed that VAT has 

significant influence on wealth creation in Nigeria as there exist a positive correlation between VAT 

and Gross Domestic Product.  

In the work of Onodugo and Anowor (2013), they evaluated the contribution of VAT to resource 

mobilization in Nigeria. The Ordinary Least Square (OLS) method of simple regression analysis was 

employed to determine the relationship between VAT and Real Gross Domestic Product (RGDP). 

The conclusion is that VAT is an ideal form of taxation in Nigeria Tax System and has significantly 

contributed to resource mobilization as well as capital formation to the economy. They recommended 
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that all that are involved (both payer and tax administrator) should be adequately motivated to ensure 

higher levels of efficiency and effectiveness. 

Ihendinihu, Jones and Ibanichuka (2014) in their study of the assessment of the long-run equilibrium 

relationship between tax revenue and economic growth in Nigeria found that VAT has no statistical 

significant impact on the economic growth in Nigeria. 

Onaolapo, Aworemi and Ajala(2013) in their study, Assessment of value added tax and it’s effects 

on revenue generation in Nigeria utilized Stepwise regression analysis and Analysis of Variance 

(ANOVA) in testing the hypotheses one and two respectively. The result of the study revealed that 

value added tax is beneficial to the Nigeria economy. This they said was understood from the 

behaviour of the variables in the research, which shows that value added tax is statistically significant 

to revenue generation in Nigeria. From the findings, for Nigeria to attain its economic growth and 

development, she must be able to generate enough revenue in order to meet up with the challenges 

of her expenditures in term of provision of social amenities and the running costs of the Government. 

The result of the study also indicates that if more goods and services are taxed, the revenue base of 

the country will increase. They therefore, recommend that the value added tax bases be widened to 

bring the informal sector into the value added tax net so as to stem possible evasion even by the so 

faithfully complying under the old rate. 

2.4 Identified Gaps.  

After reviewing the related literature, it was discovered that the annual percentage contribution of 

value added tax to total federally collected revenue was not discussed. This study therefore filled up 

this gap 

3. METHODOLOGY 

This study adopted ex-post facto research design making use of already existing data in establishing 

a causal relationship between identified variables. The choice for this design is because the study 

tries to assess the effect and relationship between the variables which the researcher cannot 
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manipulate. This study was carried out in Nigeria, a West African Country made up of 6-geo-politcal 

zones. Time series data used for the study were extracted from the Central Bank of Nigeria Statistical 

Bulletin. The data collected were analyzed using the ordinary least square of simple regression while 

the Engle-Granger General (ECM) regression approach was utilized to test the co-integrating long 

run equilibrium relationship. This approach is a two-step method which has the advantage of 

establishing both the long and short run equilibrium of the variables. 

Model Specification: 

TFCR = ƒ(VAT)…………………………………..            (1) 

Where VAT= Value added tax 

TFCR= Total federally collected revenue 

These functional or deterministic forms of equation do not have a random or stochastic variable; 

hence, we therefore formulate the equations to describe how the dependent variable is related to the 

explanatory variable and the random variable. 

TFCRt = β0+β1VATt+еt……………………………..  (2) 

Where β0= the intercept or slope coefficient 

β1 = Partial regression 

е = error term 

t = the variable at time t 

Log Linear Model 

The data collected were of values with different magnitude, hence we log linearized the variables to 

bring them at par or at almost the same level. Explicitly, equation 2 above is formulated as follows; 

InTFCRt = β0+β1InVATt+еt…………………………….. (3) 

Where In = Natural Log 
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4 DATA PRESENTATION AND ANALYSIS 

Table 1: Annual percentage contribution of VAT to total federally collected revenue (TFCR) 

(In Million) 

Year TFCR  VAT  % Contribution 
1994 201910.8 7260  4 
1995 459987.3 20761  5 
1996 523597 31000  6 
1997 591151 34000  6 
1998 463600 36900  8 
1999 949200 4710             5 
2000 1906200 58500  3 
2001 2231600 91800  4 
2002 1731800 108600 6 
2003 2575100 136400 5 
2004 3920500 159500 4 
2005 5547500 178100 3 
2006 5965100 221600 4 
2007 5715600 289600 5 
2008 7866600 404500 5 
2009 4844600 468400 10 
2010 7303700 562900 8 
2011 11116800 649500 6 
2012 10654700 710200 7 
Mean     5.473684 

 

Source: CBN Statistical Bulletin 2005 and 2012. 
 

Table 4.1 shows the annual percentage contribution of VAT to total federally collected revenue from 

1994 to 2012. The percentage ratio indicates that VAT contributed a minimum of 3% to total federally 

collected revenue in years 2000 and 2005, and a maximum of 10% in 2009 while the overall mean 

contribution was 5.47%. A five year average percentage contribution of VAT to TFCR from 1994 to 

1998, 1999 to 2003 and so on indicated that VAT contributed 5.80%, 4.60%, 4.20% and 7.75% 

respectively. It showed that though VAT is contributing to TFCR, the trend is not stable which may

be as a result of other variables inherent. 

 

 

 

 

X = 5.80% 

X = 4.60% 

X = 4.20% 

X = 7.75% 



Proceedings of the 8th International Conference of Accounting and Finance 
Research Association (AFRA), held 4th – 6th November, 2018 

 
 

375 
 

 

         
 

 

 

 

 

 

Fig. 1: Growth pattern of VAT to TFRC. 

Figure 1 showed that VAT is not maintaining a steady growth with the TFCR and this may be 

attributed to other tax variables. 

  Hypothesis Testing 

The hypothesis formulated was tested using Ordinary Least Square Simple Regression Technique 

after confirming the stationarity of the study variables. 

Table 2:  Result of Unit root. 

(With nominal values) 

AT LEVEL   AT 1ST DIFFERENCE   AT 2ND DIFFERENCE 

VARIABLE T-STA  P-VALUE T-STA  P-VALUE      T-STA P-VALUE 

TFCR  1.204685 0.9964  -4.29975 0.0048 

VAT  5.071176 1  -1.395581 0.5596  -5.37989   0.0006 
Source:Authors’ computation using E-views version 7 

 

Table 2 result invalidates the use of the unit root test as the variables are significant at different levels, 

that 1 (1) and 1 (2)   (Giles, 2013). Therefore, the variables were log-linearized. Log linearization of 

variables is done to transform the variables in the model at par or close to par. We therefore conducted 
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a unit root test of the log linearized variables to ascertain whether they are stationary or non-

stationary. The result of the unit root test conducted on the log-linearized variables is as shown in 

Table 3. 

Table 3: Result of unit root test when log-linearized 

VARIABLE    T-STA     P-VALUE T-STA   P-VALUE 
TFCR   -1.74876 0.3918  -4.098013  0.0071 
VAT   -2.85847 0.0701  -7.277874  0 

Source: Authors’ Computation using E-views version 7 
 
The result of the log-linearized variables of the unit root test indicates that all the variables were 

significant at first difference, 1(1), based on the probability values (p-values) of the variables, total 

federally collected revenue (TFCR) and value added  tax (VAT) were  significant at less than 5% 

level of significance. This implies that the time series variables included in the model are 1(1) and 

we therefore went ahead to conduct the co-integrating relationship of the variables using Engle 

Granger General (ECM) regression approach since we have two variables in the model. 

Consequently, the ordinary least square of single regression was used in analyzing and estimating the 

log-linearized model while the Engle Granger General (ECM) regression approach was employed in 

testing the long run and short run equilibrium conditions. 

The hypothesis set out for was tested below using simple regression method as shown in table 4 

HO1: Income from VAT has no significant impact on total federally collected revenue in Nigeria 
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Table 4: Regression test result of the impact of VAT on TFCR 
Dependent Variable: D (TFCR) 
Method: Least Squares 
Date: 12/30/14   Time: 05:57 
Sample (adjusted): 1995 2012 
Included observations: 18 after adjustments 

Variable  Coefficient Std. Error   t-Statistic Prob. 

D(VAT)  0.903011 0.319066   2.830173 0.0127 
RES1(-1)  -0.557945 0.238281   -2.341539 0.0334 
C   -0.002722 0.045763   -0.059470 0.9534 
R-squared  0.422121         Mean dependent var  0.095688 
Adjusted R-squared 0.345070 S.D. dependent var  0.153690 
S.E. of regression 0.124378 Akaike info criterion  -1.179972 
Sum squared resid 0.232048 Schwarz criterion  -1.031577 
Log likelihood  13.61975 Hannan-Quinn criter.  -1.159511 
F-statistic  5.478489 Durbin-Watson stat  1.653513 
Prob(F-statistic) 0.016360 

Source: Authors’ Computation using E-views version 7. 
The regression result of table 4 indicates that VAT with a probability value of 0.0127 or 1.27% of 

the t-Statistic is lower than the chosen 5% level of significance. 

Again, the result of the residual at 0.033 or 3.3% probability value also indicates that it is significant 

at 5% level of significance. Since the residual of the variable is significant, we conclude that VAT 

and total federally collected revenue (TFCR) are co-integrated and therefore imply that there is both 

short-run and long-run equilibrium relationship between the variables. From the result in table 4 the 

F-Statistic is used to test the overall significance of the model. Since the probability of the F-Statistic 

of 0.016 or 1.6% is lower than the chosen 5% level of significance, we conclude that income from 

VAT has significant impact on the total federally collected revenue in Nigeria. 

From the same table, considering the coefficient of adjusted R-Squared of 0.34, implies that 34.5% 

of the total variation in total federally collected revenue (TFCR) is explained by VAT. In other words, 

this means that 34.5% of changes in the total federally collected revenue is as a result of changes in 

the collected value added tax revenue in Nigeria.  

Nonetheless, Gujarati and Porter (2009) noted that the F-statistic is an equivalent test and an 

alternative to confirming the overall significance of the model. Since the probability of the F-statistic 
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was found to be significant at lower than 5% level of significance, we infer that income from VAT 

has significant impact on total federally collected revenue (TFCR) in Nigeria. The above result 

indicating an R2< d shows that the regression estimation is good. This result is in agreement with the 

findings of Onodugo and Anowor (2013) that VAT is an ideal form of taxation and has significantly 

contributed to resource mobilization in Nigeria, and Abdul-Rahman et al (2013) found that VAT has 

statistical significant effect on revenue generation in Nigeria. 

5 CONCLUSION AND RECOMMENDATIONS 

This research work analyzed the impact of VAT on total federally collected revenue in Nigeria. It 

used the time series data of value added tax (VAT) and total federally collected revenue (TFCR) from 

1994 to 2012 obtained from the Central Bank of Nigeria (CBN) Statistical Bulletin. 

The study employed percentages and graph to analyze the contribution and trend of VAT to total 

federally collected revenue (TFCR). Simple regression was used in analyzing the effect. 

The result of the work showed that value added tax (VAT) has contributed significantly to total 

federally collected revenue though with an unstable trend. The unsteady trend of 5.80%, 4.60%, 

4.20% and 7.75 % is evidenced in table 4.1 for the years 1994 to 1998, 1999 to 2003, 2004 to 2008 

and 2009 to 2012 respectively.    

 Based on the conclusion, we make the following recommendations 

1. Government should intensify efforts to boost the generation of VAT revenue on a year 

to year basis. 

2. Tax authorities and staff of the agencies should be motivated to avoid leakages in VAT 

revenue. 

3. Government should encourage a fiscal responsibility system to enhance effective use of 

VAT revenue. 
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