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

 
 

381 
 

 
 
 

ANALYSIS OF THE IMPACT OF FEDERALLY COLLECTABLE TAXES ON ECONOMIC 
GROWTH OF NIGERIA (2000-2015) 

 
1Nmesirionye, Josephine Adanma, (Ph.D)  

1adandynmes@yahoo.co.uk.   
 

2Nwawuru Clifford Ebere 
  2nwawuruc@yahoo.com 
 

3Ekwuruke Henry 
3henrikuke@yahoo.com 

 
1,2,3Department of Accounting 

Michael Okpara University of Agriculture, Umudike 
 

ABSTRACT 

Tax revenue is the main stay of every modern economy because it is the basic source of revenue for financing 
government expenditure. Government utilization of tax revenue generates multiplier effect that stimulates 
economic growth. This study was carried out to empirically ascertain the impact of federally collectable taxes 
on economic growth of Nigeria from 2000 - 2015. Autoregressive Distributed Lag model was specified and 
estimated using time series data from Central Bank of Nigeria Statistical Bulletin. The model captured the 
long-run static and short run dynamic impact of tax components on economic growth. The empirical results 
of the estimated model indicated that there was a positive but insignificant impact of various tax components 
on economic growth of Nigerian in the long run. It was recommended that government should overhaul the 
tax management system to block the revenue leakages inherent in the system to ensure that tax revenue is 
expended directly and prudently to generate the multiplier effect required to stimulate growth of the Nigeria 
economy. Also government should ensure that the tax policy is not affecting the marginal productivity of oil 
companies, that custom and excise duties should not be too high as to encourage diversion of imports to our 
neighboring countries, and the value added tax should be at level that do not interfere with consumer demand 
and increase the prices of domestic goods above this competitive levels. 

Keywords: Taxation, economic growth, petroleum profit tax, company income tax, value added tax, custom 
and excise duty and education tax. 
 

INTRODUCTION 

In Nigeria, taxation is one of the oldest means by which the cost of providing essential services for the 

generality of persons living in a given geographical area is funded by government which is also saddled with 

the responsibility of providing some basic infrastructures for their citizens (Soyode & Kajola 2006)). Thus, 

as a major source of government revenue, government uses tax proceeds to render their traditional functions 

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

regulation of trade and business to ensure social and economic maintenance (Azubike,2009). Okafor, (2012) 

notes that government collects taxes from available economic resources and make use of same to create 

economic prosperity such that available and willing manpower and other resources are gainfully employed, 

infrastructures provided, essential public services (such as the maintenance of  law and order) are  put in place 
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among others. One of the means of generating revenue for providing the needed infrastructure is through a 

well-structured tax system. Ogbonna & Appah (2012) posit that the system offers itself as one of the most 

effective means of mobilizing a nation’s internal resources and it leads itself to creating an environment 

conducive to the promotion of economic growth. 

Objective of the Research:  The study investigates whether federally collectable taxes have made an impact 

on economic growth of Nigeria, specifically during the present political dispensation from 2000 to 2015  
 

Statement of Hypothesis: To achieve the objective of the study, a hypothesis was formulated and tested. 

H0: Taxes do not have significant impact on the real gross domestic product (RGDP) of Nigeria. 

 

REVIEW OF RELATED LITERATURE 
 

The Concept of Taxation 
 

The concept of taxation is of great significance as it can be used as a catalyst to manipulate economic activities 

such as influencing investment decisions by the private sector, tool for prohibition of production of certain 

goods and services, as well as its contribution to generate revenue for government to meet the provision of 

public goods and meet other government activities. The socio-political and economic developments of any 

nation depend more fundamentally on the amount of revenue generated through taxation for the provision of 

infrastructures for economic growth. Conceptually, tax is a compulsory levy imposed on the citizens and their 

property by the government for the purpose of providing infrastructures for economic growth. 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. Viewed from this perspective, 

Bhatia (2003) defines tax as a compulsory levy payable by an economic unit to the government without any 

corresponding entitlement to receive a definite and direct quid pro quo from the government. Brautigam (2008) 

notes that a well-designed tax system can help governments in developing countries prioritize their spending, 

build stable institutions, and improve democratic accountability. Nzotta (2007) however notes that taxes 

generally have allocation, distributional and stabilization functions.  The allocation function of taxes entails 

the determination of the pattern of production, the goods that should be produced, who produces them, the 

relationship between the private and public sector and the point of social balance between the two sectors. The 

distribution function of taxes relate to the manner in which the effective demand over economic goods is 

divided among individuals in the society. According to Musgrave & Musgrave (2004), the distribution 

function deals with the distribution of income and wealth to ensure conformity  with what society considers 

as fair or just state of distribution. The stabilization of function of taxes seeks to attain high level of employing 

a reasonable level of price stability, an appropriate rate of economic growth, with allowances on trade and on 

the balance of payment. Nwezeaku (2005) argues that the scope of these functions depends, inter alia, on the 

political and economic orientation of the people, their needs and aspirations as well as their willingness to pay 

tax. 
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The concept of Economic Growth 

Economic growth has been defined as the sustained increase in a country’s productive capacity (as measured 

by comparing the gross national product in a year with that of the previous year), increase in per capita national 

output or net national product over a long period of time which occurs when a nation’s production possibility 

frontier shifts outwards (Salami, Apelogun, Onidiya & Ojoye, 2015).            

Ogbonna & Appah (2012) opine that economic growth can be determined by four important determinants 

namely, human resources, natural resources, capital formation and technological development. The theories 

of economic growth can be examined under the Harrod-Domar theory of growth, kaldor model of distribution, 

Pasinett 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 these models of economic growth were 

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

Components of Taxation 

Taxation in Nigeria as stipulated in Nigeria's tax system (taxes and levies approved for collection) decree No. 

21 of 1998 categorized the jurisdiction, administration and collection of different types of taxes into Federal, 

State and Local Government. To meet the objectives of this research, only taxes collected by the Federal 

Government which form the variables of the study were used. Taxes administered, assessed and collected by 

the Federal Government agency like Federal Inland Revenue Service (FIRS) are;   Companies Income Tax, 

Petroleum Profits Tax, Value Added Tax, Customs and Excise Duties, Education Tax, Capital Gains Tax 

(applicable to corporate bodies and residents in Abuja), Stamp Duties (applicable to corporate bodies)and 

Withholding Tax applicable to companies,Personal income tax-applicable to persons engaged in the Nigerian 

Army, Navy, Air force, Police other than in a civilian capacity, officers of the Nigerian Foreign Service, every 

resident of the Federal capital territory Abuja and persons resident outside Nigeria who derives income or 

profit from Nigeria. 
 

Theoretical Framework 

This study was anchored on two theories namely: 
 

Benefit Received Theory: This is based 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).                                          
 

Cost of Service Theory: This theory is similar to the benefits received theory. It emphasizes the semi-

commercial relationship between the state and the citizens to a greater extent. The state is being asked to give 

up basic protective and welfare functions. It is to scrupulously recover the cost of the services and therefore 

this theory implies a balanced budget policy. 
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Empirical Review  

Ogbonna and Appah (2012) investigated the Impact of Tax Reforms and Economic Growth of Nigeria using 

time series data from 1994 to 2009 (a period of 11 years) utilizing Petroleum Profit Tax, Companies Income 

Tax, Value Added Tax, Education Tax, Personal Income Tax and Customs and Excise Duties as proxy for tax 

reforms (independent variables) and Gross Domestic Product (GDP) as the dependent variable, claimed that 

there is a positive relationship between tax revenue and economic growth of Nigeria. They argued that 54% 

variation in the dependent variable (GDP) is as a result of change in tax revenue and that there exists long run 

equilibrium relationship between GDP and the independent variables. They used the Augmented Dickey-fuller 

test for the unit root test and the Johansen’s cointegration test and error correction technique to run the 

regression analysis. The Augmented Dickey-fuller test conducted on the variables showed that all the series 

were significant between 1 and 5 percent except for Companies’ Income Tax and Customs and Excise Duties 

that were significant at 5 percent. In a similar study by Okafor (2012) on Tax Revenue Generation and 

Economic Development of Nigeria (1981 to 2007)) using multiple correlation and regression models, he 

argued that there exists significant relationship between the Gross Domestic Product (GDP) used as the 

dependent variable and the independent variables (Petroleum Profit Tax, Companies Income Tax, Custom and 

Excise Duties and Value Added Tax). He claimed that 99 percent of changes in the total GDP were influenced 

by changes in the independent variables (Petroleum Profit Tax, Companies’ Income Tax, Customs and Excise 

Duties and Value Added Tax). Worlu and Emeka (2012) examined the impact of tax revenue on the economic 

growth of Nigeria between 1980 and 2007 using its effect on infrastructural development. They reported that 

tax revenue has direct and indirect relationships with the infrastructural development and the Gross Domestic 

Product respectively (GDP). The authors argued that the channels through which tax revenue affects economic 

growth in Nigeria are infrastructural development, foreign direct investment and GDP. They stressed that 

availability of infrastructure stirs up an investment that in turn brings about economic growth. Bukie and 

Adejumo  (2013) examined the effect of tax revenue on economic growth of Nigeria for the period 1970 to 

2011, regressing indicators of Economic Growth (domestic investment, labour force and foreign direct 

investment) all have a positive and significant relationship with economic growth in Nigeria. Okafor (2012) 

examined the relationship between federally generated revenue and economic development in Nigeria using 

Gross Domestic Product (GDP) for the period 1981 to 2007 the result of the study showed positive and 

significant relationship between income tax revenue and economic development of Nigeria  

Methodology  

The study adopted ex post facto.  The empirical methods of analysis are; autoregressive distributed lag model 

(ARDL). General to Specific Bounds testing technique, Wald test, augmented dickey-fuller test and Error 

correction model (ECM) by utilizing the ordinary least square method of multivariate regression. The model 
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specification is based on the theory that taxation contribute to the revenue and economic growth of Nigeria. 

Specifically, the study adopted the model from the related empirical evidences from Ogbonna and Appah 

(2012) and Okafor (2012) but with modifications. For this study, the model specification is as follow; 

 

RGDP=f (PPT, CIT, VAT, CED, EDT)....................................................... (1) 

These functional or deterministic forms do not have a random or stochastic variable and since in statistical 

relationship we deal with random or stochastic variables, that is variables that have probability distribution, 

the above functional equation was stated in an equation that describes how the dependent variables are related 

to all the independent variables and stochastic error term or stochastic disturbance term stated as a multiple 

regression model as follows; 

RGDPt=β0+β1PPTt+β2CITt+β3VATt+β4CEDt+ β5EDTt+ μt............................. (2) 

 

Presentation of Empirical result               

To examine the time series properties of the variables in the model, the Augmented Dickey Fuller [ADF] test 
was conducted. The results are presented in table 1. 
Table 1: Results of the Augmented Dickey Fuller [ADF] Unit Root Test at level and First difference. 

Variable  ADF Stat 
Level/     
Level 

ADF critical 
value 1% 

ADF critical 
value 5% 

ADF critical 
value 10% Inference 

Variables 
Level/         
Level 

Calculated 
ADF 
Statistic       

Non Stationary/ 
Stationary 

Log 
RGDP Level  -2.185172  -4.252879  -3.548490 -3.207094  Non-Stationary 

     Level  -3.834169  -4.252879  -4.252879 -3.207094  Stationary 

Log PPT Level  -4.179372 -4.262735   -3.552973 -3.209642  Stationary 

Log CIT Level  -4.320396  -4.262735 -3.552973  -3.209643  Stationary 

Log VAT Level -3.62438 -4.73214 -3.53671 -3.205131 Stationary 

Log CED Level  -3.552973 -4.262735  -3.552973   3.209642 Stationary 

Log EDT Level  -2.111967  -4.80000  -3.797172    Non-Stationary 

      Level  -3.792288  -4.728363  -3.759743 -3.324976  Stationary 

From the results above, the Real GDP [RGDP] time series was stationary at first difference because the 

calculated ADF t-statistic of -3.834169 was more negative than the Mackinnon p-value of -3.207094  at 10% 

level. Thus, it entered into the regression analysis at first differencing. The time series data of the Petroleum 

Profit Tax [PPT] was stationary at levels because the t-statistic of -4.179372 was more negative than the 

Mackinnon p-value of  -3.552973 at the 5% level. The time series data of the Company Income Tax was 

stationary at level because the calculated ADF t-statistic of -4.320396 was more negative than the Mackinnon 
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p-value or critical ADF value of -4.262735 at the 1% level. Thus, it was entered into the regression analysis 

at level. The Value Added Tax [VAT] time series was stationary at level because the calculated ADF t-statistic 

of -3.62438 was more negative than Mackinnon p-value or ADF critical value of -3.53671 at the 5% level. 

Thus, it was entered into the regression analysis at level. The Custom and Excise Duties was stationary at 

levels at the 5% significance level because the calculated ADF t-statistic of -3.552973 was negative and equal 

to Mackinnon p-value or critical ADF value of -3.552973. Thus, it was entered into the regression analysis at 

level. The Education Tax [EDT] time series was significant after first difference at the 1% level since the 

calculated ADF t-statistic of -3.792288 was more negative than the Mackinnon p-value ADF critical value of 

-3.324976. Thus, it was entered into the regression analysis at first difference. The unit root test revealed that 

some of the variables were non-stationary at level but others became stationary after first difference. Therefore, 

the application of the concept of cointegration became relevant in the empirical analysis. The underlying 

assumption of the cointegration test is that the variables should be non-stationary at level, but if they are 

subjected to first difference, and become stationary integrated of same order, the decision is that the variables 

are considered to be integrated of the same order. Given that all the variables were found to be integrated of 

the same order, the next is to step ascertained a cointegrating  relationship existing among the variables, two 

ARDL cointegration models were estimated and subjected to the Wald Test for this purpose. 

Estimation of Auto Regressive Distributed Lag (ARDL) Model  
After the selection of the optimal lags, the ARDL model was estimated and tested for cointegration between 
the variables. The estimated results and the Wald Test are presented in Table 2. 
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Table 2: Estimated ARDL Model  

 
 

 

Dependent Variable: RGDP1

Method: ARDL

Date: 02/07/17   Time: 18:44
Sample (adjusted): 5 35

Included observations: 31 after adjustments
Maximum dependent lags: 4 (Automatic selection)

Model selection method: Akaike info criterion (AIC)
Dynamic regressors (4 lags, automatic): PPT1 CIT1 VAT1 CED1 EDT1 

Fixed regressors: C

Number of models evalulated: 12500
Selected Model: ARDL(4, 3, 3, 3, 3, 4)

Variable Coefficient Std. Error t-Statistic Prob.*  

RGDP1(-1) -4.716068 1.120431 -4.209155 0.0084

RGDP1(-2) -2.992476 0.817195 -3.661888 0.0146

RGDP1(-3) -0.840577 0.539339 -1.558533 0.1798
RGDP1(-4) -2.329137 0.467145 -4.985901 0.0042

PPT1 -0.049725 0.273530 -0.181789 0.8629
PPT1(-1) 0.082318 0.239612 0.343547 0.7452

PPT1(-2) 0.152077 0.288402 0.527308 0.6205

PPT1(-3) -0.764916 0.271245 -2.820019 0.0371
CIT1 4.767872 1.263716 3.772897 0.0130

CIT1(-1) 1.694753 0.770141 2.200576 0.0790
CIT1(-2) 0.287319 0.997243 0.288114 0.7848

CIT1(-3) -1.940694 0.849125 -2.285523 0.0710
VAT1 -1.229466 0.290072 -4.238479 0.0082

VAT1(-1) -0.592136 0.223936 -2.644223 0.0457

VAT1(-2) 0.627148 0.201845 3.107082 0.0266
VAT1(-3) -0.566762 0.129290 -4.383646 0.0071

CED1 0.111138 0.360518 0.308272 0.7703
CED1(-1) -1.491047 0.476983 -3.125993 0.0261

CED1(-2) 1.413998 0.608638 2.323218 0.0678

CED1(-3) 2.164623 0.632582 3.421885 0.0188
EDT1 0.008045 0.037605 0.213926 0.8391

EDT1(-1) -0.022648 0.049960 -0.453316 0.6693
EDT1(-2) -0.039115 0.045415 -0.861271 0.4284

EDT1(-3) 0.134403 0.050442 2.664496 0.0446
EDT1(-4) 0.157238 0.054739 2.872504 0.0349

C 42.77656 7.408324 5.774121 0.0022

R-squared 0.963814     Mean dependent var 5.626638

Adjusted R-squared 0.782881     S.D. dependent var 0.253466
S.E. of regression 0.118105     Akaike info criterion -1.581617

Sum squared resid 0.069744     Schwarz criterion -0.378918

Log likelihood 50.51506     Hannan-Quinn criter. -1.189567
F-statistic 5.326925     Durbin-Watson stat 2.507006

Prob(F-statistic) 0.035469

*Note: p-values and any subsequent tests do not account for model
        selection.
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Table 3: Wald Test of Estimated ARDL Model 2 

 

 

 

 

 

 

 

From the result of the Wald Test shown in table 3, the F(cal) of 42.261005 is greater than the upper critical 

value of F(tab) of 2.96. Thus, we cannot accept the null hypothesis of no cointegration between tax components 

and Real Gross Domestic Product (RGDP) of Nigeria. 

 

Table 4: Estimated long run model of the Relationship between PPT, CIT, CED, VAT, EDT and RGDP. 
 

R-squared = 0.467844, Adjusted R-square = 0.432881, Durbin-Watson = 1.6752, F-statistic = 1.0314, Prob 
[f-statistic] = 0.2180 

The long run regression in table 4 is satisfactory as per the signs of the estimated coefficients. In line with 

theoretical a priori assumption, the Log PPT, Log CIT, Log VAT, Log EDT and Log CED estimated 

coefficients carried a positive sign which means that all the variables are increasing function of real gross 

domestic variable. Numerically, 1% increase in PPT, CIT, CED, VAT, and EDT will lead to 49%, 41%, 19%, 

15% and 2% growth in real gross domestic product respectively. The statistical characteristic of the estimated 

model was unsatisfactory. The results indicated that PPT, CIT, CED, VAT and EDT coefficient estimates 

were insignificant at the 10% level because their respective prob [t] of 0.18, 0.78, 0.41, 0.19 and 0.73 were 

greater than 0.01, which in line with statistical decision rule is an indication of statistical insignificance. The 

Variable 
    
Coefficient 

Std Error            t-Statistic Prob 

Log PPT 0.48849 0.35105 1.3915 0.1828 

Log CIT 0.40878 0.44898 0.9018 0.783 

Log 
VAT 

0.148272 0.11371 1.3039 0.193 

Log 
CED 

0.185104 0.02235 0.8282 0.418 

Log 
EDT 

0.02003 0.1051 0.1905 0.734 

C 025 0.12754 1.3186 0.182 

Wald Test: 
Equation: Untitled 

Test Statistic  Sample: 1 35  df  Probability 

F-statistic   42.261005  (5, 5)   0.0462 
Chi-square   26.30503   5   0.0001 

Null Hypothesis: C(5)=0, C(9)=0, C(13)=0, C(17)=0, C(21)=0 
Null Hypothesis Summary: 

0.0241  Value  Std. Err. 

C(5)  -0.049725   0.273530 
0.032712  10.588297  0.0599
C(13)  D(PPT1(-1)  2.838960
C(17)   0.111138   0.360518 
10.367788  0.0612   0.037605 

0.0225 
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high R2, coefficient of determination, of 0.47 was rather low because it was an indication of a poor fit of the 

estimated regression line to the data point. It also indicated that only 47% of the total variation in real gross 

domestic product was explained by its linear regression relationship with PPT, CIT, VAT, CED, and EDT.The 

overall regression was statistically insignificant at the 5% level. This inference was drawn because the F-

statistic has a prob [F] of 0.2180 which is greater than 0.05, thus making it statistically insignificant. 

Test of Hypothesis  

H0: Tax components do not have significant impact on the Real Gross Domestic Product(RGDP) of 

Nigeria. 

The F-statistic of the estimated regression was statistically insignificant at the 5% level because the prob [F] 

was greater than 0.05. In view of this, the entire regression result was insignificant at the 5%, therefore we 

cannot reject the null hypothesis. Thus, we conclude that there was a significant influence of direct and indirect 

tax components on RGDP of Nigeria. 

 

Table 5: ARDL Dynamic model: Short run dynamic of the relationship between PPT, CIT, CED, 

VAT, 

 

 

 

 

 

 

 

 

 

ARDL Cointegrating And Long Run Form 
Original dep. variable: RGDP1 
 
 
 
Included observations: 31 

Cointegrating Form

Variable  Coefficient  Std. Error  t-Statistic  Prob. 

D(RGDP1(-1))  6.162189  0.832061  7.405936
D(RGDP1(-2))         
  2.329137  0.279294  8.339370 0.0004 

D(PPT1) 0.049725      
    0.136388  4.493370 0.0064 
D(PPT1(-2))  0.264916  0.137838     
         

D(CIT1(-1))  1.653374  0.322026  5.134291  
D(CIT1(-2))  .194064  0.395204  4.910612 0.15694 

D(VAT1)  1.229466       
  0.060385 0.067618 0.893040  0.4127 

D(CED1) 
0.266762  0.074449    

      0.580299  0.5869 

D(CED1(-2)) 
3.578621 0.424299 8.434195  0.0004 

D(EDT1) 
0.164623 0.344838    

      0.384525  0.7164 

D(EDT1(-2)) 
0.252526 0.033538 7.529655  0.0007 

D(EDT1(- 
0.291641 0.036330 8.027503  0.0005 

         
CointEq(-1)  -.162814257  1.221871 9.721371  0.0002 

Cointeq = RGDP1 - (-0.0488*PPT1 + 0.4049*CIT1  -0.1483*VAT1 + 0.1851 
        *CED1 + 0.0200*EDT1 + 3.6012 ) 

Long Run Coefficients 

Date: 02/07/17 Time: 
Sample: 1 

D(RGDP1( 

D(PPT1( 

D((CIT1) 

D((VAT1(

2))
D(CED1(1)) 

D(EDT 1(1)) 

3.169714 

0.612840 

4.767872 

0.111138 

0.008045 

0.157238 

D(VAT1(- 

0.460123 

0.107451 

0.617517 

0.129022 

0.129022 

0.020921 

0.023483 

6.888844 

0.462764 

1.549397 
7.721041 

 

7.612726 

6.277216 

6.695951 

0.0007 
0.0010 

0.6630

0.1131 
0.0006 
0.0037 

0.0002 

0.1483 

0.1691 

0.1211 
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The estimated short run dynamics model was quite satisfactory as per the signs of estimated parameter 

estimates. In line with a priori assumptions all the parameter estimates of the various tax components carried 

positive sign. This indicate that economic growth is a direct or increasing function , CIT ,CED and EDT in the 

short run and decreasing function of PPT, VAT. Specifically, 1% increase each in CIT, CED and EDT would 

stimulate a short run increase in Real Gross Domestic Product by 0.40%, .0.19%, and 0.02%, respectively.  

Also 1% increase in PPT and VAT would slow down the economic growth by -0.05% and -0.15%. 

As per statistical characteristics, the model was satisfactory. The parameter estimates of , CIT, VAT, CED and 

EDT were all statistically significant at the 5% level given that their respective prob [t] of .0.01, 0.01, 

.0.01and.0.01 were less than 0.05. The result indicated an error correction term that was negatively signed and 

with a value of -.16281. It was also statistically significant at the 5% level because its prob [t] of 0.0002 is less 

than 0.05. The coefficient of the error term indicates the speed of adjustment in eliminating deviation from the 

long run equilibrium induced by changes in the predictor variables.  

Policy Implications of the Empirical Results: 

The empirical results hold important policy implication for tax policy reforms in Nigeria. First, economic 

implications of the empirical results generated quite an interesting insight into understanding of the growth 

impact of taxation on the Nigeria economy. To make the analysis constructive and meaningful, it was carried 

out from two perspectives. From the empirical results, in the long run and short run, petroleum profit tax, 

custom and exercise duty and value added tax had positive and significant impact on economic growth. This 

was expected given that the oil sector is the dominant sector in terms of revenue generation in Nigeria. In 

addition, value added tax has increasingly over the years emerged to be one of the major sources of 

contribution to the Nigeria government. Given the tariff regime of the Nigeria, which is one of the highest in 

the West African region. 

 It was not surprising that custom and excise duties also contributed significantly to the Nigeria economy. 

Given the significant impact of petroleum profit tax on the total revenue of government, there arises the issue 

of over dependence on a single sector to support the revenue base of the economy. In the case of custom and 

excise duties, although the positive significant impact is good for the economy, but there is a need for the 

Nigeria government to review its current high tariff regime. The current situation is encouraging Nigeria 
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importers to divert their imported goods for clearance in the neighboring seaports in Benin, Togo and Ghana. 

These duties earning from these diverted goods are a loss to the Nigerian economy. Thus, the Nigeria 

government should re-evaluate the current custom and exercise duties downwards in order to increase the 

volume of tariff to the Nigeria port and take advantage of increase duties from more volume which might 

make  up for the reduction in revenue from reduced tariff. Value added tax as a major contribution to revenue 

of the government has the dual trade off impact of discouraging consumer demand and increasing the prices 

of domestic goods relative to imported ones thus, reducing their competiveness. Thus, the government should 

carry out a thorough policy evaluation of the current VAT rate viz-a-viz the dual effects discussed above. The 

company income tax had a long-run positive and significant impact while in the short-run it was positive but 

insignificant. The short-run insignificant impact might be to the payments of company income taxes in the 

years of actual taxation. In effect, there is usually a one year lag effect of company income tax  as indicated 

by the empirical results. The positive and insignificant impact of long run and short run impact of education 

tax is reduced by the narrow base of its policy specification. Education tax is mainly paid at the Federal Capital 

Territory and has no national spread which reduced its impact on the total revenue of the Nigeria government. 

We now turn our evaluation to the growth impact of the various types of taxes as per their performance in the 

regression analysis. The empirical results point a dismal picture of the impact of the various components on 

economic growth of Nigeria. Specifically, the long run static effect and the short run dynamic impact of all 

the various tax components were positively but statistically insignificant, even at the 10 percent level. Taken 

viz-a-viz the revenue impact of tax components, the weak growth impact is rather inconsistent with a priori 

theoretical expectations. It will appear at the surface, the contradictory empirical results would appear to be 

analytically inconsistent and meaningless until we take a closer scrutiny at them within the context of 

economic realities in Nigeria. The puzzle in the disparity between the revenue impact and growth impact of 

taxation can be attributed to leakages in the tax management system. To avoid any confusion, there are two 

levels in tax management system. At the first level, is the issue of efficient and cost effective collection of 

taxes, while at the second level is the prudent administration of the tax revenue. Thus, if from our empirical 

results the revenue impacts of taxation is positive and significant, this is an evidence of efficiency of the tax 

collection system. If on the other hand as demonstrated by the empirical results of the study, the growth impact 
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of taxation is positive but insignificant, then there is a defect in the tax administration system. Given our 

understanding of the peculiarities of the socio-economic attributes of the economic system of Nigeria, then 

the defective tax administration is the manifestation of systematic corruption in the system. From our empirical 

results, we can draw the inference that due to the misuse of tax funds, wrong choice of projects, over valuation 

of projects, neglected projects; the impact of taxation on the economy has been greatly attenuated over the 

years. The empirical results of this study poses  a number of policy dilemma that need to be addressed, not 

only in terms of efficiency and effectiveness in tax collection system, but also by extension the tax 

administration system. On one hand, a glimpse at the positive and significant impact of taxes on government 

revenue would appear beneficial to the economy. However, upon juxtaposition of this benefit side-by-side the 

tradeoff effect calls for a closer scrutiny of the current tax system. 

 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

Summary: This study was carried out to empirically ascertain the impact of federally collectable taxes on the 

Nigeria economy from 2000 - 2015. The empirical results of the analysis of the data indicated that: 

(i) There was a positive but insignificant long run impact of PPT, CIT CED, and VAT and education 

tax on economic growth. 

(ii) There was a positive but insignificant short run multiplier effect of the entire different tax 

component on economic growth of Nigeria. 

Conclusion; Taxation is the revenue source for financing government operations in any modern economy. 

The efficiency and effectiveness of the tax system ensures that there is enough revenue to support all 

government activities. And as the tax revenue are efficiency and prudent utilized by the government, it 

generates multipliers effects that spreads through the economy, expanding its productive capacity and increase 

real output. Given its economic implications, there is a need to carry out regular evaluation of the efficiency 

and effectiveness of government tax policy not only to ascertain the strength of its revenue generating 

capability but also to isolate its trade off effects of effective policy adjustments. There is also the need to 

empirically investigate the long run impact and short run dynamic effect of different tax components on 
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economic growth. The initiative to undertake this research  was premised on the foregoing articulation. The 

empirical results provided quite some fresh insights into the revenue and growth impact of taxation in Nigeria. 

In both the long and short run there was positive and significant impact of taxation on economic growth of 

Nigeria. This provides evidence of the efficiency and effectiveness of the Nigerian tax system. However, the 

empirical results of the growth impact of economic growth were inconsistent with those of the revenue impact. 

Both the long run impact and short run dynamic impacts of taxation on economic growth were positive but 

statistically insignificant. Given the robust statistical diagnosis of all the results, the inference drawn was that 

systematic corruption served as a leakage that drains away tax revenue from the Nigeria economy, thus 

attenuating the growth impact of taxation.  

Recommendations: The following recommendations drawn from the insights generated by the empirical 

results are suggested as policy inputs to optimize the growth impact of taxation on the Nigeria economy.  

1. There is a need for articulation of a new fiscal policy framework to support tax management system 

in the country in order to block all leakages that are in the existing system. There should be new 

guideline to on project selection, viability, cost effectiveness and executions for all public investment 

executed with tax revenue. This will highly improve the multiplier effect of the tax revenue that will 

stimulate rapid economic growth. 

2. There is a need for the Nigeria government to evaluate the current tax system especially with regards 

to the tradeoff effects of current taxation level. Although the empirical results indicated that taxation 

has a significant impact on the government revenue some grey areas call for attention. The government 

should ensure that the tax policy is not affecting the marginal productivity of oil companies, that 

custom and excise duties should not be too high as to encourage diversion of imports to our 

neighboring countries, and the value added tax should be at level that do not interfere with consumer 

demand and increase the prices of domestic goods above this competitive levels. 
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