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ABSTRACT 

The study examined the effect of tax revenue generation on economic growth in Nigeria from 1990-2017. 

This study adopted the ex-post facto research design. Time series data were obtained through on-line 

retrieval method from Central Bank of Nigeria (CBN) annual reports and FIRS annual report of the period 

covered by the study. The data were analyzed using multiple regression technique in estimating all the 

coefficients. The result revealed that there is a positive significant effect between tax revenues generation 

and economic growth in Nigeria. The result further revealed that company income tax and petroleum profit 

tax contribute significantly to economic growth in Nigeria while VAT and custom and excise duties 

contribution is not significant to economic growth in Nigeria. It was therefore concluded that well-

structured tax revenue generation would increase revenue base of government and encourage productivity 

resulting in a significant growth in country’s GPD. The study recommended that government should 

strengthen various institutions with revenue collection responsibility as to ensure full remittance of value 

added tax and custom and excise duties in Nigeria. Also, government through its agencies should continue 

to carryout campaign program to increase voluntary compliance despite considerably increase in internally 

generated revenue. 
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  1.        Background to the study 

Contemporary fiscal theory lays it emphasis on compensatory expenditures required to obtain and retain a 

competent economic distribution of income, achieve full employment and sustain high level of economic 

activity. These theories of tax burden recognize that the determination of the public budget is a political 

process and not a market process (Umoru & Anyiwe, 2013). The public or private use of resources as well 

as the tax benefits relationships for any individual depends on the decisions of the responsible organs of 

government and not upon the market process (Edame, 2009). Fiscal theories are shaped by political realities 

of the state and in a democratic setting, it is the voting process and the budget agenda. Generally, one goal 

that macroeconomics often pursue is designing fiscal policy using taxation as a tool to promote economic 

growth. Economic growth of any country is typically measured by increase in gross domestic product 

(GDP) and sustainable development, although economists have proposed broader measures of economic 

well-being and have identified a number of factors that affect economic growth, including geography, 

political institutions, and financial markets (Daron, 2009).  

 

In determining the growth of a nation the key indicators are the combination of monetary policy and fiscal 

policy. From the economic point of view, tax policy therefore centered on the choice made by a government 

to generate revenue taken into consideration the source and base of such revenue. While these revenue 



34 
 

generation of government encourage economic growth through capital investment, government need to 

promote an atmosphere using several incentives that will enhance business development so as to increase 

its revenue base.  

 

However, it is important to realize that an optimal tax rate is one which comprises a synthesis between the 

state’s revenue and its economic development. A higher tax rate deters saving and development, while a 
lower tax rate would lead to less revenue to the government (Audu & Ojonye, 2015). Government 

responsibility across the world is to ensure that adequate security measures are put in place, freedom, 

welfare and social services to her citizens. However, following the dwindling level of revenue generated 

from taxation over the years, the use of tax as an instrument of fiscal policy have been hampered by 

ineffectiveness of government officials.  

 

To meet projected revenue and accommodate the growing population and technological development, 

governments have three options to borrow, to tax or both. Using tax, governments try to determine the 

optimal tax rate for a given level of expenditure. Since tax is the major source of Government revenue in 

Nigeria apart from revenue from oil and gas, therefore, it provide means of meeting its expenditure on one 

hand and the myriad of problems facing the tax system a proactive mind may ask, to what extent can the 

tax system generate the needed revenue to meet up with this ever increasing government expenditure 

burden. Odusola (2006) observed that government revenue at any given point in time is influenced by the 

changes in tax policies, tax rate, tax base and tax incentives.  

 

However, the expansion of tax net by the government has not improve revenue generation as more taxes 

are introduce the lesser revenue is generated while expenditure is increasing. This is the more reason while 

citizens and companies doing businesses in Nigeria indulged in tax evasion and are reluctant at tax 

remittance owing to government failing in social contract of embarking on infrastructural development 

which would have evidence why tax is paid. The tax system in Nigeria is structured into direct and indirect 

tax aimed at mobilizing needed revenue for economic growth. However, the Nigeria’s tax system over the 
years has failed to drive economy growth, a situation that has resulted to perpetual back-ward and under-

develop with the apathy in the majority of citizen living in poverty and hopelessness. Notably in recent 

development is the issue of multiple tax regime, unreliable tax statistics, poor administration, structural 

problem, taxation of resident, non-disclosure of income by multinationals by keeping account in their local 

language or offshore account, building of cartels and non-prioritization of tax effort.    

 

However, the dwindling national revenue occasioned by crashing oil prices in the world market as 

experience in recent past, collapsed of infrastructure and the total abandonment of non-oil sector which has 

gray effect on sustaining the revenue capacity of the Nigeria tax system. The Nigerian narrow tax base is 

incapacitated to foster the growth in investment, total productivity and reduce the level of unemployment 

in the country as these are the basic function of tax revenue to the economy. Moreover, despite the 

improvement recorded in tax revenue generation in recent period and the controversy stemming from 

achieving a single digit tax formula in practice, there are still some leakages in the tax structure of 

government. In this light, tax administrator need to advance more in the aspect of awareness creation 

through tax education which in mighty form will enlarge the frontier of average citizens who might not be 
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privilege to know the purpose of tax and how the revenue generated through tax are used. To validate this 

contradiction, effort is made in this research, from Nigerian economy perspective to discourse the economic 

effect of both reasonable and unreasonable tax revenue generation on economic growth.  

 

1.1 Objectives of the study  

The broad objective of this study is to find out the effect of tax revenue generation on economic growth in 

Nigeria. Other specific objectives are to: 

 examine the effect of petroleum profit tax on economic growth in Nigeria; 

 find out the effect of company income tax on economic growth in Nigeria; 

examine the effect of value added tax on economic growth in Nigeria. 

investigate the effect of custom and excise duties on economic growth in Nigeria. 

 

1.2 Research questions 

To achieve the objectives of the study, the following research questions were very pertinent to the study: 

What is the relationship between petroleum profit tax and economic growth in Nigeria? 

What is the relationship between company income tax and economic growth in Nigeria? 

What is the relationship between value added tax and economic growth in Nigeria? 

To what extent do custom and excise duties affect economic growth in Nigeria? 

 

1.3 Research hypotheses 

The following research hypotheses were stated in null form: 

H01: There is no significant relationship between petroleum profit tax and economic growth in Nigeria. 

H02: There is no significant relationship between company income tax and economic growth in Nigeria. 

H03: There is no significant relationship between value added tax and economic growth in Nigeria, 

H04: There is no significant relationship between custom and excise duties and economic growth in Nigeria. 

 

2. 0 Theoretical framework.

The benefit theory of taxation, Erik Lindahl, 1919.  

This theory propounded by Erik Lindahl (1919) holds that the state should impose on individuals an 

affordable tax rates that are at par with the benefit conferred on them. (Ifere & Eko, 2014), maintained that 

the most benefits a person derives from the activities of the state when higher the tax rate is imposed is 

social amenities, security and social welfare. This theory suggests that the individual contributes taxes in 

the same rate or proportion to the benefits he enjoys from the services provided by the state. If the benefit 

theory is a practice of public finance, it will automatically satisfy the requirements of Horizontal equity and 

of Vertical equity. Taxpayers in the same benefit conditions will pay the same tax rate: and so too would 

taxpayers in unlike taxing conditions.  

 
Taxation according to the benefit theory is a standard of tax justice. The benefit theory possesses the 

simplicity of relating the revenue and the expenditure sides of the budget to each other. It suggests an 

arrangement permitting individual taxpayers, as consumers, to pay directly for the economic goods of the 

state from which they derive satisfaction or profit. The value of this theory in this research work are to be 

used as an incentive to produce more benefits such as railway, electricity, road to those who are the tax 
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payers; it will also help in determining the prices of certain governmental services such as railways, airways, 

etc. These services rendered by the government can be measured properly by percentage of revenue 

generated when used judiciously has multiplier effect on economic growth of the state. 

 

2.1 The Laffer curve theory, Laffer, A .B 1974. 

The Laffer curve is a theory developed by supply-side economics to show the relationship between tax rates 

and the amount of revenue generated by government. The model recognize the positive impact of lower tax 

rates on work , output, and employment in a country and also demonstrates the economics and arithmetic 

effects on tax revenue. The model holds that a higher tax rate reduces taxed activities and less revenue than 

otherwise predicted while lower tax rate increases tax revenue than otherwise predicted. However, there are 

several factors that could either have positive or negative impact on the tax revenue; this study consider 

high tax rate in Nigeria as a critical factor that impinge tax revenue. Laffer explain further that high tax rate 

reduced taxed activity and raise less revenue than otherwise predicted while decrease in taxed rate may 

increase taxed activity and raise more revenue than otherwise predicted. What is true about this theory is 

that that rate cut will always lead to more growth, employment, and income for citizens. Laffer curve 

analysis indicates, marginal tax rates can be pushed so high that they will actually reduce the revenues 

derived from the tax. Obviously, marginal tax rates above the level that generals maximum revenues are 

highly inefficient and counterproductive as they reduce both aggregate output and the revenue derived by 

the government (Audu & Ojonye, 2015) 

 

2.2 Tax revenue and Economic growth. 

Policy makers and researchers have long been interested in how potential changes to the tax system affect 

the size of the overall economy, this resulted to different proposal that either increase or decrease tax rate. 

To enable government in the discharge of the responsibility of providing adequate security measure, 

infrastructural facilities and other basic amenities to her citizen, such government have to work out ways of 

increasing it revenue base as to meet up with growing population and technological challenges. According 

to the report of the presidential committee on National tax policy in 2008, tax policy provide a set of rules, 

modus operadi and guidance to which all stakeholders in the tax system must operate. Tax policy 

formulation in Nigeria is the responsibility of the Federal Inland Revenue Services (FIRS), Customs, 

Nigerian National Petroleum Corporation (NNPC), National Population Commission (NPC) and other 

agencies but under the guidance of the National Assembly. To ensure quick implementation of the Nigeria 

tax system, the document must remain absolute in providing a stable point of reference for all the 

stakeholders in the country and upon which they can be held accountable. A good tax framework is a 

necessity to increasing tax revenue generation. James and Nobes (2008) noted that tax policy is continually 

subjected to pressure and changes which most time does not guarantee outcome that are in line with the 

overall goal of increasing revenue generation. Kiabel and Nwokah (2009), maintained that decrease in tax 

revenue and increased cost of running government require all tiers of Nigeria government to look for 

alternative means of improving their revenue bases. Kusi (1998), states that many countries of the world 

depend mainly on taxation for generating required income to meet their financial needs. Active and well-

organized tax system can assist the government generate adequate revenue to take care of its estimated 

expenditure, meet the needs of the people, and effectively participate in the world economy (Bird & Zolt, 

2003). 



37 
 

 
 The role of economic policy in the achievement of macroeconomic objectives has been extensively dealt 

with in Keynesian analysis of an activist macroeconomic policy. The Keynesian analysis leads to the 

conclusion that demand management policies can and should be used to improve macroeconomic 

performance. An activist macroeconomic policy involves setting monetary and fiscal variables in each time 

period at the values which are thought necessary to achieve the government’s objectives. Economic growth 
has been of subject of research for decades and many scholars look at economic growth with respect to the 

indices they think that suit their research or the purpose of their research. Economic growth occurs when 

there is a sustained growth in the per capita national output or net national product of a country for a long 

period of time (Salami, Apelogun, Omidiya & Ojoye, 2015). When the rate of increase of the total output 

of a country is higher than the population of the country it means the economy is growing.  Dwiredi (2004) 

opines that when a sustained increase in a country per capita national output is greater than the population 

of that country it implies that the economic is growing because the right policies are formulated and 

implemented as well as monitor to achieve set objectives. Any economy that is well managed through 

judicious use of generated revenue will always find it easy in providing adequate mechanism that will create 

a conducive environment for business to strive and indirectly contribute immensely in encouraging citizens 

to be productive.  

 

2.3 Review of empirical studies 

The review of empirical studies is pertinent to research work of this nature because it provides the 

opportunity to review what others scholars have done on related area of research so as to establish a gap. 

Taufik and Barne (2012) used square root transformation of ordinary least square to investigate whether tax 

generate more on economic development. The study revealed that tax revenue helps to accelerate economic 

development in an environment that is open trade without unnecessary policies that hinders business 

transactions. Margereta and Asa (2012) Used fixed effect regression on a panel data of OECD countries of 

about 25 between the period 1970 – 2010 that the taxation of corporate entities and that of personnel income 

does not have any significant impact on economic growth.  But the level of correlation between corporate 

tax and economic development is more robust. Also, Ugwunta and Ugwuanyi (2015) used of ex-post facto 

research design and panel data to estimate the technique showed that there is insignificant relationship but 

there was high level of correlation between non-distortionary taxes and economic growth in sub-sharan 

countries. 

 
In their study, Dickson and Presley (2013) makes use of ordinary least square (OLS) technique in estimating 

the coefficients with the aid of secondary data to investigate tax incentive and revenue productivity of the 

Nigeria tax system. They found that  good policies in the area of taxation that encourage tax incentive helps 

to enhance economic development and promote investment which will in turn improve the level of 

production and tax revenue. The study of Confidence and Ebipanipre (2014) also used similar data and 

technique to investigate taxation as instrument of economic growth. The result showed that there is a 

significant relationship between corporate income tax, and value added tax and both positively influenced 

economic development in the context of Nigeria. But Yaya (2013) noted in his study that increase in tax 

rate result to decline in economic growth, and this result to shifting of tax burden from direct to indirect 

taxes which can cause a positive impact on economic growth. This evidence was drawn from the positive 

impact of VAT tax on the economic growth of Pakistan.  
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Aamir, Qayyuum, Nasir, Hussain, Khan and Butt (2011) employed panel data of direct and indirect taxes 

in Pakistan and India from 2000 to 2009, the study found that in Pakistan, indirect taxes have statistically 

significant positive effect on aggregate revenue and by extension economic growth. A similar study was 

carried out by Omoruji (1983), in this study the researcher took a comparative assessment of the 

productivity of the Nigerian tax system by evaluating the buoyancy of the tax system for the period 1960 – 

1979. Focusing on both the indirect taxes such as import, export and exercise duties, as well as direct taxes 

such as personal income tax and petroleum profit tax, evidence abound to support low level of productivity 

of the Nigerian tax system. Kizito (2012): examine the various components of Nigerian tax structure by  co-

integrating the tax system using Philip–Parron (PP) tests revealed that all the components of the Nigerian 

tax system are stationary at one percent except VAT variable which was significant at five percent and are 

all integrated at order zero with intercept terms, meaning that each series level stationary. The authors 

further argue that Nigerian tax system has no significant impact on economic growth.  

 

3.0 Research Methodology 

In this study, the Ex-Post facto research design was employed since the variables under study have existed. 

To ensure that needed data are collected, both manual and online retrieval methods of data collection were 

utilized.  The secondary sources of data for this study were retrieved from Central Bank of Nigerian 

statistical bulletin and from Federal Inland Revenue Service annual reports for the various years that were 

used in the study. The researcher made used of multiple regression technique as a framework for data 

analysis. This was applied after the relevant secondary data for this study was collected. This enabled the 

researcher to examine the signs of the regression coefficient and to see if they are in lines with econometric 

theory and the views of previous researchers. The choice of the techniques were based on the fact that 

multiple regression show the relationship between the dependent and independent variables. In this context, 

the study used multiple regression technique to ascertain the effects of tax revenue generation on economic 

growth.   

The model is stated thus: 

GDP= f (CIT, PPT, VAT, CED) -------------------------------- (1) 

Where: 

GDP = Gross Domestic Product 

CIT = Company Income Tax 

PPT = Petroleum Profit Tax 

VAT = Value Added Tax             

CED  =     Custom and Excise Duties  

The Ordinary Least Square of the equation is stated thus; 

GDP = βo+ β1 CIT + β2PPT + β3 VAT + β4 CED+ e----------- (2) 

Where: 

GDP    = Dependent variable 

CIT, PPT, VAT and CED  =       Independent variables 

β1+β2+β3 +β4   = Unknown coefficient to be estimated. 

e    = statistics error term 

βo    = constant term 
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4.0   Result Presentation, Analysis and Discussion of Findings 

Regression result 

Variable  Coefficient  Std. error T-statistic  Prob. 

C 4.188 1.433 2.873 .009 

Log (cit) .069 .004 19.141 .000 

Log (Ppt) .007 .002 4.156 .000 

Log (Vat) .002 .003 .464 .648 

Log (ced) -.055 .015 -3.575 .002 

R-Squared 0.981    

Adjusted r-squared 0.978    

S.E o regression 21805.580    

F-Statistic  278.034 Durbin-Watson stat  1.285 

Prob. (F-statistics) 0.000    

Source: See regression result (Appendix)  

 
The following statistical indicators were taken into consideration to measure the effect of the various 

components of taxation on economic growth (using GDP): the coefficient of multiple determinations R2, 

adjusted R2, t-statistics, F-statistics and Durbin-Watson statistics.  In carrying out the analyses, the R2 was 

used to measure the degree of correlation between the dependent variable and independent variables that 

were used for the analyses and the adjusted R2 was used to examine how well the model fit the data, it was 

used to explained goodness of fit of the regression model used in the study, and actual percentage of 

variation of the dependent variable that was explained by the independent variables. The rule is that, R2 

must be 50 per cent and above to pass the test of goodness of fit.  

 
However, since the study is multiple regression analysis the adjusted R2 is very relevant in the study of this 

nature. The t-statistics was used to the test the significance of the individual independent variables on the 

dependent variable.  The F-statistics was used to test for the significance of the independent variables as a 

whole on the dependent variable.  The Durbin-Watson statistics was used in the study to test the level of 

auto-correlation of the random variable.  

 
From the regression result in table 4.2 it was observed that the R2 is 0.98% and the adjusted R2 is 97%. 

They clearly indicate that the independent variables (CIT PPT, VAT and CED) that were used in the study 

captured 97per cent of the variation in Gross Domestic Product (Dependent variables), while the remaining 

2 per cent was explained by the stochastic error term or other variables that were not captured in the model. 

The adjusted R2 of 97 per cent showed that there is goodness of fit of the parameter of estimate used in the 

study.   It implies that the actual variation that was explained by the explanatory variables (Company Income 

Tax, petroleum prefer tax, value added tax and custom and excise duties) all the variables accounted for 97 

per cent of the variation in gross domestic product, while the remaining 3 per cent was accounted for by the 

stochastic error term.  The constant term of 4.118 is autonomous and it is statistically significant.     

 
Testing for the statistical significance of the  econometric variables that were used in the study using the 
individual t-statistics, the constant term entered the model that was used in the study with a positive sign, 
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and based on the result of the t-statistics that were used to test the significance of the individual parameters, 
it was observed that company income tax, petroleum profit tax were all significant at 5 per cent significant 
level at 24 degree of freedom because the calculated t-statistics value were; 19.141 and 4.156>1.714. Going 
by the result, it implies that one per cent increase in company income tax will cause a corresponding Gross 
Domestic product by 69 per cent, one per cent increase in petroleum profit tax will cause a corresponding 
in increase of 7 per cent in Gross domestic product, one percent increase in value added tax will cause a 2 
per cent decrease in Gross Domestic product and one per cent increase in custom and excuse duty will cause 
a corresponding decrease of 55 percent in Gross Domestic Product. 
 
Testing for the entire significance of the explanatory variables on the dependent variable using the F-

statistics, it was observed that the calculated F-statistics is 278.034 and the table value is 2.84.  This further 

affirmed that the results obtained fit the model used in the study and is in line with econometric theory. The 

Durbin-Watson statistic ranges from 0 to 4 and the decision rule is that, a value near 2 shows non-auto 

correlation; a value near 0 indicate present of positive auto correlation and a value close to 4 indicate 

negative auto-correlation.  Based on the result since K=4 variables, N=26 years at 5 per cent level of 

significance, the calculated DW=1.285 it implies that the model is free from auto-correlation. 

 
4.1 Test of hypotheses 

The four research hypotheses that were earlier formulated in chapter one of the study were tested using the 

individual t-statistic of the independent variables against the table value at 5 percent significance level and 

(26-2 =24) degree of freedom. 

Ho: there is no significant relationship between petroleum profit tax and economic growth in Nigeria; 

H1: there is a significant relationship between petroleum profit tax and economic growth in Nigeria 

 
With reference to Table 4.2 using the t-statistic of petroleum profit tax to test for the significant of the 

estimated coefficient, the t-statistic value 4.156 and the table value is 1.714. The calculated value = 

4.156<1.714 the table value using 23 degree of freedom at one tail, 5 per cent level of significance, the 

alternative hypothesis of significant relationship is accepted, and null of which assumed that there is no 

significance relationship is rejected.  This implies that there is a significant relationship between petroleum 

profit tax and economic growth in Nigeria.  

 

Ho: There is no significant relationship between company income tax and economic growth in Nigeria. 

H1: there is significant relationship between company income tax and economic growth in Nigeria.   

With reference to Table 4.2 using the t-statistic of company income tax to test the significant of the 

estimated coefficient, it shows that the calculated t-statistic is 19.141 and the table value is 1.714 at 95 per 

cent confidence level.  The calculated value = 1.9141< 1.714 the table using 23 degree of freedom at two 

tail, 5 per cent level of significance, the alternative hypotheses of significant relationship was accepted, and 

the null hypotheses of no significant relationship was rejected.  This means that company income tax 

contributes to economic development and as such, there is a significant relationship between CIT and GDP.   

 

Ho: There is no significant relationship between value added tax and economic growth in Nigeria.  

H1: There is a significant relationship between value added tax and economic growth in Nigeria.   

With reference to Table 4.2 using the t-statistic of value added tax to test for the significant of the estimated 

coefficient at 95 per cent confidence level, the calculated t-statistic value is .464 and the table value is 1.714. 
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Since the calculated value =1.714 and the table value is 0.694824  using 23 degree of freedom at one tail, 5 

per cent level significance, the null hypothesis of no significant relationship is accepted while the alternative 

hypothesis of significant relationship is rejected. This is obvious that from the result there is no significant 

relationship between values added tax and economic growth in Nigeria. This result could be connected to 

the high revenue return from petroleum tax that led to government neglecting indirect tax which has several 

advantages over direct tax most especially in economic and efficiency of collection.   

 

Ho: There is no significant relationship between custom and excuse duty and economic growth in Nigeria. 

H1: There is a significant relationship between custom and excise duty and economic growth in Nigeria. 

 

Still based on table 4.2 using the t-statistic of custom and excise duty to test for the significant relationship 

of the estimated coefficient at 95 per cent confidence level. The calculated value = -3.575 and the table 

value = 1.714. Therefore, going by the rule, the calculated value = -3.575>1.714 the table value using 23 

degree of freedom at one tail, 5 per cent level significance, the alternative hypothesis is rejected while the 

null hypothesis of no significant relationship is accepted.  This shows that there is no significant relationship 

between custom and excise duty and economic growth in Nigeria. 

 
4.2 Discussion of findings 

From the data that were analyzed and tested using the various econometric statistical indicators to measure 

the degree of correlation and significant relationship between the explanatory variables (company income 

tax, petroleum profit tax, value added tax, and custom and excise duty) and dependent variable (economic 

growth measured with gross domestic product), it was discovered based on the result that was used to test 

the level of correlation of the adjusted R2 which is considered more appropriate in testing multiple 

regression shows high level of correlation.  This is very obvious that the four variables (CIT, PPT, Vat and 

CED) accounted for about 97 per cent of the variation in the dependent variable. 

 

From the t-statistics that were used for the significant relationship between the independent variables and 

the dependent variable, it was also discovered that; company income tax and economic growth showed a 

significant relationship. This could be as a result of increase in awareness creation and recent sanction being 

propagated by the government to delist companies invading taxes from the stock exchange. The result is in 

line with the findings of Adegbie and Fakile (2011) that there exist a significant relationship between 

income and economic growth of Nigeria. The result also found a strong and positive relationship between 

petroleum profit tax and economic showing that an increase in petroleum tax result to an increase in 

economic growth. This clearly justified the reality in Nigeria that the economic is wholly sustained by 

revenue from petroleum resources given its high deposit. The study agreed with that of Confidence and 

Ebipanipe (2014) which uses corporate income tax and petroleum profit tax to measure their impact on 

economic development shows that corporate income tax and petroleum profit tax contribute to economic 

development in Nigeria.   

 
The findings of this study is in agreement with the study that was conducted by Taufik and Barne (2012) 

which examined the impact of tax revenue on economic development with the aid of square root 

transformation of ordinary least square that tax revenue helps in accelerating economic development in an 

environment that is trade friendly.  Also, the study is in line with the study that was carried out by Sekou 
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(2015) which examined tax revenue and economic growth in which OLS was used to estimate the 

parameters concluded that there is a positive correlation and significant relationship between tax revenue 

and economic growth.  The findings also shows that this study also inconformity with the study of Jibrin et 

al (2012) and Ogbonna et al (2012) whose results revealed that petroleum profit tax has a positive and 

significant impact on GDP in Nigeria. 

 
The hypotheses three and four tested above shows that there is no significant relationship between VAT, 

Custom and excise duties and economic growth. This result imply that VAT and custom and excise duties 

do not influence economic growth in Nigeria. Nigeria government over the years have ignored several 

research outcome on diversification of the revenue system from petroleum to non-petroleum, there is need 

for government to strengthen the indirect tax system as more chunk of government would have emanate 

from these source. This study do not agree with the research finding of Aamir, Qayyuum, Nasir, Hussain, 

Khan and Butt (2011) that indirect taxes have statistically significant positive effect on aggregate revenue 

and by extension economic growth. The result also is against that of Emmanuel (2013) whose findings 

shows that VAT has significant effect on GDP and total revenue and conflict with the result of Yaya (2013) 

that increase in tax rate result to decline in economic growth and shifting of tax burden from direct to 

indirect taxes.  

 

5.0 Conclusion and Recommendations 

It is obvious that taxation is a major instrument that both developed and developing countries used to 

address most of the challenges confronting the government. This is more predominate in a country where 

they are less natural resources, besides infrastructural facilities and developmental project are embark upon 

through taxes and levy. Several studies on taxation and economic growth have been reviewed both in 

developed and developing countries with different and conflicting results. However, we find evidence in 

our study that tax revenue from petroleum profit tax and company income tax are more vibrant if sustainable 

policy are forestalled, it will provide much needed revenue to the government as indicated by their 

respective coefficient.  

 
This imply that petroleum profit tax and company income tax serves as constant stream of revenue of 

government country other than VAT and excise duty in Nigeria. This result could be connected to the high 

revenue return from petroleum tax that led to government neglecting indirect tax which has several 

advantages over direct tax most especially in economic and efficiency of collection. Considering the level 

of significant relationship amongst the variables in this study, this paper has presented evidence that tax 

revenue generation is a facilitation to economic growth of a country. From the Laffer curve theory 

perspective that a higher tax rate reduces taxed activities and less revenue than otherwise predicted while 

lower tax rate increases tax revenue than otherwise predicted.  They may not be reasonable to citizen when 

the rate increases because productivity will be discourage and revenue will drop correspondingly. Based on 

the findings of the study, the following recommendations were made. 

 

Considering the high positive impact of taxation on economic growth in Nigeria under the periods that were 

reviewed by the researcher, government should explore other areas of taxations that are not enforce to 

increase the quantum of revenue that is generated through tax by the government; 
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The government should critically examine value added tax and custom and excise duty policies and ensure 

that deduction on every transactions are remitted to the appropriate authority; 

 
The government should continue to carry out more sensitization without relenting effort because based on 

the finding of this study, the government can finance majority of its projects through tax funds if more 

efforts are gear towards exploring other avenues that are yet to be utilized. 
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