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Abstract 

Despite increases in tax base, Nigeria is yet to record commensurate increases in tax revenue. The 
study investigated the effect of tax base on tax revenue in Nigeria. Ten years data on total tax revenue 
(TTR), value added tax (VAT), and custom and excise duties (CED) were collated from government 
official sources. Multiple regression and correlation analysis were applied in analysing the data. The 
result revealed that a linear relationship exist between total tax revenue and its  tax base, custom 
duty  and imports, while the relationship between value added tax and its base showed a negative 
relationship. The study recommends among others that government should improve tax 
administrative system in other to reduce inefficiency, block loopholes for tax evasion and eliminate 
corruption within the system.  
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Introduction 

Taxes are imposed on individual, groups, business or corporate bodies and properties by constituted 

authorities for funds used by the government in the maintenance of  peace, security, economic growth 

and development and social engineering among others for the benefit if citizens. Madugba, Ekwe and 

Mgbokwo (2015) opined tax is a compulsory levy, imposed on income, profit and properties of both 

individuals and corporate bodies by the government for the sole administration of that government 

which has no compensatory benefits. Bhartia (2009) asserts that tax is a payable by an economic unit 

to the government without any corresponding entitlement to receive a definite and direct quid pro 

quo from the government. 

From the biblical point of view, taxation is as old as man recorded in the Gospel of Luke 19:2-8 

where a chief tax collector after receiving Christ into his life vowed to reimburse excess collected 

from people. 

From economic history, taxation is a crucial instrument for financing the public sector as it is used 

to raise revenue, regulate the production and consumption of goods and services, curb adverse 



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

 
 

397 
 

economic conditions, protect infant industries and of course reduce income inequality among others. 

Taxation is the transfer of financial resources from the private sector to the government sector and 

the private sectors expects the government to utilize these transferred financial resource to cater for 

the social, political and economic welfare. 

In Nigeria taxation is enforced by the three tiers of government, that is federal, state, and local 

governments with each having its sphere clearly spelt out in the Taxes and Levies (approved list for 

collection) Decree, 1998. However, Nigeria runs a largely centralized revenue collection system, 

with the federal government collecting the major revenues (petroleum revenues – profit taxes, 

royalties, crude oil sales; company income tax, value added tax, customs and excise duties) on behalf 

of the constituent governments. 

The Nigerian tax system even though has been employed to achieve various economic objectives at 

notable periods, has basically been structured as a tool for revenue collection which was the legacy 

from the pre-independence government based on 1948 British tax laws. Over time however, it has 

been observed that the Nigerian tax system has inherent problems in its structure. Odusola (2006) 

opine that the Nigerian tax system is concentrated on petroleum and trade taxes while direct and 

broad-based indirect taxes like the value-added tax (VAT) are neglected. Thus, the tax system lacks 

the potentials of diversifying the revenue portfolio for the country as to safeguard against the 

volatility of crude oil prices and to promote fiscal sustainability and economic viability at lower tiers 

of government. An attempt to transform and diversify the existing revenue base led to various tax 

policy reviews in mid 1980s, 1990s, and 2003 as well as the yearly amendments given in the annual 

budget. In spite of the various reforms, the tax system still had some set-backs especially in its 

structure and administration (Odusola, 2006) while tax revenue was still not significant as the 

diversification of revenue portfolio was not achieved 

Taiwo (2008) asserted that the distribution of government revenue is skewed in favour of all revenue 

vis-a-vis non-oil revenue, non tax vis-a-vis tax revenue, but within the tax structure, indirect taxes 

visa-a-vis direct taxes. He pended that the observed distribution has wide-ranging implications most 

especially on fiscal performance and attainment of government policy objectives. Incidentally, tax 

revenue has been a key source of instability in the country’s budget. 

Currently, the major intention of national tax policy is to intensify effort to grow internally generated 

revenue particularly through tax revenue thus cushioning against declines in aggregate tax revenues. 

Ekeocha, Malaolu and Onyema (2012) stated that shifting attention in the Tax System from direct 
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taxation to indirect taxation that is reducing Companies Income Tax, Personal Income Tax rates while 

strategically increasing the rate of Value Added Tax (VAT). Reducing or increasing the tax rates in 

anticipation for higher revenue does not provide much needed revenue. The revenue respond to 

changes in tax or changes in economic fortunes can be more muted than the tax base response, as tax 

revenues alone will only provide inaccurate gauge of evolving tax bases. Tax bases are the first place 

to look in terms of underlying factors for tax revenue volatility. 

 Revenue data alone do not tell the whole story of how the country’s revenue sources evolved because 

the revenues obtained from a tax are the product of tax’s effective rate and the base upon which the 

tax is levied. Recently, there has been a lamentation from the Government that her expenditure has 

been on the increase without a corresponding increase in revenue generation, the increment mirrors 

the oil and tax revenue increase since tax is the major source of government revenue in Nigeria to 

meet its increasing expenditure on one hand and the myriad problems facing Nigeria. This situation 

calls for serious questions like does tax systems generate revenue needed by the government to attend 

to her needs. Hence, the desire to find out the effect of tax base on tax revenue in Nigeria with these 

specific objectives to: (a) Examine the relationship between value added tax base and value added 

tax revenue. (b) Determine the relationship between values of import/export and custom and excise. 

In Nigeria various empirical literatures exist on the subject such as Omojemit and Iboma (2012), 

Omoruyi (1983), Ariyo (1997), Shoal and Uche (2010) .This study is therefore carried out to examine 

the effect of tax base on revenue generation in Nigeria, update the previous studies and fill the gap 

in literature. 

Literature Review 

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

security, social amenities and create conditions for the economic wellbeing of the society. (Ogbonna 

and Ebimobowei, 2012). Abdulrazaq, (2002) sees tax as invariably an enforced contribution of 

money, exacted pursuant to legislative authority. If there is no valid status by which it is imposed, a 

charge is not a tax. Taxation is a veritable, sustainable source of revenue for government, a tool for 

fiscal policy and macro-economic management. It is a potential tool of economic and social reform 

as it pervades all aspects of the economy; individual, companies, citizens and foreigners. Taxation is 

a fiscal measure used to reduce inequalities of wealth in the society and a mechanism for the provision 

of needed revenue for socio-economic development (Aguda, 1999). The economist sees it as a tool 

for macroeconomic policy and revenue generation to government. It is believed that the magnitude 



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

 
 

399 
 

of government surplus or deficit is the major statistical measure of the impact of government fiscal 

policy on an economy (Siegel 1997). As fiscal deficit has become a recurring feature of public sector 

financing all over the world. A well-structured tax system offers government opportunity to generate 

more needed revenue to meet its ever growing financial expenditure. Azubike (2007) stated that an 

effective tax system offers the most effective means for mobilizing internal resources and creates an 

environment conducive for the promotion of economic activities. But the amount of revenue 

generated from the tax system depends on the tax rate applied on the tax base. This implies that Tax 

revenue is the result of the application of tax rate on a tax base. Increase in tax base result in more 

socially acceptance increase in revenue than an increase in the rate, which in turn, in certain 

macroeconomic conditions, could even backfires. 

A tax system which comprises of tax laws, tax administration has its primary purpose focussed on 

amount of revenue generation, economic growth and stability especially when there is a clear 

understanding meant to mobilize revenue needed to finance government expenditure. Hence, a good 

tax system is adjusted by the strength of its productivity. The productivity of a tax system is the 

ability of the tax system to yield maximum revenue (tax rate applied to a given tax base). 

There are two major approaches to evaluate the productivity of a tax system. Asher (1989), Osoro 

(1991). These include: 

Tax buoyancy: 

Tax buoyancy is a measure of the responsiveness of tax receipts to economic growth. It is a measure 

of efficiency and responsiveness of revenue mobilization in response to growth in the gross domestic 

product or national income. A tax which is buoyant is one whose revenues increases by more than 

one percent for a one percent increase in national income or output. In measuring buoyancy often 

times, no attempt is made to control for discretionary changes in the tax system or administration, 

but buoyancy reflects both discretionary changes and automotive revenue growth. 

Tax elasticity: 

This is a measure of the responsiveness of tax revenue to changes in national income or output after 

controlling for exogenous influences such as discretionary change in tax policy. Tax is said to be 

elastic when one percent increase in Gross National Product results in a greater than one percent in 

revenue from tax holding instant for discretionary tax changes. The overall elasticity of the tax system 

may be decomposed into elasticity for various taxes constituting the system and each may be written 



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

 
 

400 
 

as an elasticity of the base with respect to income together with the elasticity of the yield and with 

respect to the base. One chronic challenge here is to put date together on the bases of the major taxes 

and of course estimates yields at constant rates. Suffice to say that applying rates to base may not be 

a good way of forecasting of the bases is known. In real life situation, the elasticity of tax depends 

on design, including exceptions and hypothetical coverage, its administration, enforcement and 

evasion. 

Theoretical framework 

Musgrave Tax Theory: 

This theory suggests that there is a linear relationship between the taxation structures of a country and 

the economic growth of that country. According to the theorist the level of economic development in 

a country is a function of the country’s tax base and tax policy which vary with the stages of growth 

and development. Hinricks (1966), Musgrave (1969). This study adopts this theory because tax 

revenue which is the end product of tax rate on tax base is the principal determinant of development 

in Nigeria. As it can be seen over the year especially immediately after the civil war that federal, state 

and local governments in Nigeria have solely depend on tax revenue for developmental projects and 

every policy of the government since then has always been on revenue generation through taxation. 

This study adopted this theory because it centres on the relationship which exist between tax base 

and economic growth and development which is a function of tax revenue.  

Empirical review 

Odusola (2006) in his study of the tax policy reform in Nigeria using a descriptive research design 

believe that the Nigeria tax system is a reflection of the federal system of government hence its fiscal 

operations adhere to the same principle. The American Economic Research Consortium (AERC) 

(1998) study on tax reforms and revenue productivity in Ghana reveals that the Buoyancy estimates 

and income elasticity of individual taxes and the overall tax have more than unity and the findings 

shows that tax reform contributed to the growth of revenue from 1983 to 1993. 

Ariyo (1997) studied the productivity of the Nigeria tax system. His study is an improvement on 

Omoruyi (1983) on the following grounds: first, the study covers the period of 1960 – 1990 with 

update analysis, second, the study capture the impact of structural changes in the macro-economic 

management framework, third Ariyo disaggregated his analysis around notable economic event such 

as pre and post oil boom era and the impact of structural adjustment programme (SAP) on the 
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buoyancy of the Nigeria tax system. The study finds a strong productivity for petroleum profit tax, 

company income tax and a weak produictivity for custom and excess duties. 

This study is anchored on the Revenue Productivity Theory. The theory is based on the concept of 

Tax Elasticity and Tax buoyancy. The relative composition of a tax system has implication for 

economic growth and stability especially when it is considered that tax are primarily mobilize to 

finance government expenditure. A good tax system is therefore adjudged by the strength of its 

productivity. The productivity of a tax system is the ability of the tax system to yield maximum 

revenue for the government with a given tax base without placing a difficult economic burden on the 

tax payer. 

Methodology 

The research design for this study is ex-post facto. The ex-post facto research design is a method of 

finding out possible antecedents of event that have happened but cannot be manipulated by the 

investigator. Kerlinger and Rint (1986) opines that ex-post facto investigation seeks to reveal possible 

relationship by observing an existing condition or state of affairs and searching back time for 

plausible contributing factor. This design allows the researcher to describe observed events using the 

data derived from such observation to determine the relationship between Tax Base and Tax 

Revenue. Ani (2001), Madugba, Ekwe and Kalu (2015), Azubike, Madugba and Okpe (2015), 

Onwumere (2009), Madugba and Amah (2016) adopted the ex-post facto research design in their 

studies of nature. The data for this study is sourced from the federal Inland Revenue Service Annual 

Report of various years and Central Bank of Nigeria (CBN) Statistical Bulletin. The dependent 

variable tax revenue (TTR) is measured by tax revenue collected from various tax bases with a given 

rate while the independent variable is tax policies on value added tax and custom and excise duties. 

These variables are selected as critical variables for this study. The ordinary least square regression 

technique was used for analysis since data comprised of a time series of ten years. The pooled data 

regression was adopted with the aid of E-view 8 the data was analysed. 

Model specification 

TTR = ƒ (CIT, PPT, VAT, CED) ............................................................... 1 

Where TTR = Total Tax Revenue 

CIP= companies income tax 

PPT= Petroleum profit tax 
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VAT = Value Added Tax 

CED= Custom and excise duties 

Data Presentation and Analysis 
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Discussion of Result 

From the table above, there is evident that support the existence of an insignificant and positive 

relationship between companies income tax and total tax revenue. This assertion is supported by a 

coefficient of regression value of 0.111, indicating that company’s income tax contributes only 11.1% 

of the total revenue. This is very poor, meaning that increase in company’s income tax will lead to 

little or no change in total tax revenue. 

Petroleum profit tax is shown to have a significant and positive relationship with total tax revenue as 

evidenced by a co-efficient of regression value of 1.517, implying that petroleum profit tax 

contributes up 151.7% of the total tax revenue in Nigeria. This also means that petroleum profit tax 

contributes greater revenue when compared with other taxes in Nigeria. 

Variable Coefficients Standardized Coefficients  

t-value 

 

Sig. B Beta 

 

(Constant) -391255.176  -2.979    0.008 

CIT 0.111 0.015 0.147    0.885 

PPT 1.517 0.654 9.498 0.000*** 

VAT 0.889 0.745 10.040 0.000*** 

CED 

R 

R2 

Adj. R2 

F-ratio 

Sig. 

-0.037 

1.000 

0.999 

0.999 

6222.705 

0.000 

-0.034 

 

 

 

 

 

-2.449 

 

 

 

 

 

0.025*** 

 

 

 

 

 

a. Dependent Variable: TTR 

b. Predictors: (Constant), CED, PPT, VAT,CIT 

*** Indicate that the result is significant at 0.05level 

Source: Researcher’s Computation from SPSS Result 



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

 
 

403 
 

The table above shows that value added tax has a significant and positive relationship with total tax 

revenue. This assertion is supported by a coefficient of regression value of 0.888 which is about 

88.8%. This explains that value added tax contribute about 88.8% of the total tax revenue in Nigeria. 

Again, custom and excise duties is  shown to have a significant and negative relationship with total 

tax revenue in Nigeria as evidenced by a coefficient of regression value of -0.037 indicating that 

custom and excise duties contribute about 3.7% of the total tax revenue in Nigeria.  

The co efficient of multiple determinations showed a statistical value of 0.999 indicating that about 

99.9%. The F-ratio of 62222.705 further highlights the appropriateness of the model specification 

and is significant at 0.05% level. 

We therefore reject the null hypothesis and conclude that tax base has a significant effect on total tax 

revenue in Nigeria. 

Conclusion 

Tax base and tax rate majorly will determine the level of tax revenue generated from any given tax 

system. With a given fixed tax rate, the level of tax revenue generated will depend largely on the tax 

base. Therefore the productivity of any tax is the function of the tax revenue with respect to the tax 

base while the elasticity measure the effect of change in tax base or tax policy will have on the 

respective tax revenue. From the analysis above, total tax base and CED is productive an have 

elasticity above 1. VAT is not productive with respect to its base thus with a given VAT base and 

rate, the revenue generated from the vat system is less than the value that can be generated, this can 

attributed to the large informal sector activities, corruption among the tax official leading to 

compromise in tax collection, and tax payer unfaithfulness in declaring the full information for tax 

assessment, illiteracy level. Those factors contributed major to the poor elasticity of the VAT system 

with respect to base. 

Recommendations 

The improvement on the productivity level can be done by adopting a sound policy that will reduce 

the tax administration inefficiency, block loopholes, adequate punishment for tax offenders, 

eliminate corruption within the tax system. Based on the above, the study recommend as follows: 
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 That government should improve on tax administration system so as to reduce tax evasion 

rate, block loopholes, ensure adequate punishment for tax offenders, eliminate corruption 

within the tax system 

 Government should developed tax policy and strategies that will incorporate the informal 

sector in the tax net especially  for vat payment 

 Government should encourage export and increase custom duty for luxuries goods as this will 

lead to higher custom duty tax revenue collection. 
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