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Abstract 

The objective of the paper was to empirical estimate Nigeria taxable capacity and tax effort. It employed a 

time series data from 1970–2017. Data were obtained from International Centre for Tax Development Data 

(ICTD) and World Development Indicator (WDI). Ordinary regression least square were used for 

regression. The result showed that the share of agriculture in GDP, share of industry in GDP, the share of 

service in GDP are positive and insignificant while exchange rate is positive and significant with tax ratio. 

On the other hand, trade openness and foreign direct investment are negative and insignificant while 

population growth is negative and significant with tax ratio. Further results show that Nigeria’s actual tax 
collection is still below the tax capacity. The average tax effort is 1.02 which means that Nigeria is 

overtaxing.  Looking at tax effort for all years out of 47 years, Nigeria was over taxing in eighteen (18) 

years, under taxing in twenty-six (26) years and had optimal tax in three (3) years. This indicates that over 

the years tax effort has been less than 1. The combination of optimal and over taxing years are still far less 

than the number of years for under taxing by five (5) years. The study recommends that optimal taxation as 

over taxation can lead to tax evasion, under declaration of taxes and also growth of underground economy.  

Key words: Tax effort, Tax capacity, tax ratio, underground economy, GDP 

 

1.0 Introduction 

Nigeria with a lot of abundant resources is still grappling with how to raise tax revenue for her 

developmental needs. Coulibaly and Gandhi (2018) state that tax revenues are the most vital part of 

domestic resources, and raising them has been at the center of many initiatives and commitments by African 

governments and their international development partners. The disparities in tax revenue mobilization 

across the continent and the large gap compared with, for example, the OECD countries could be due to 

several factors including inadequate fiscal policy and low taxation capacity of the economies, leakages in 

revenue collection, weak enforcement, etc. (Coulibaly and Gandhi, 2018). Le, Blanca and Jeep (2008) state 

that developing countries Nigeria inclusive have two major problems as regards raising revenue; firstly is 

that there is limited taxable capacity and huge share of economic activity in the informal sector and secondly 

is that tax regimes have several tax relief initiatives and or tax expenditure which reduce the tax base and 

at the same time affect the efficiency and effectiveness of tax collection efforts. 

 

Nigeria’s tax ratio to GDP is around 6 percent, and is one of the lowest in the world, so it is important for 

the government to begin to explore effective means by which the country can improve its revenue potential 

(Oladiwura, 2018).  
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A tax ratio tells us how much tax revenue is available to a country’s government taking into account the 
size and the structure of the economy, the tax effort refers to an index measure of how well a country is 

doing in terms of tax collection, relative to what could be reasonably expected given its economic potential 

(Macha, Lado and Nyansera, 2018). Di John’s study (as cited by Macha et al., 2018) state that a high tax 

ratio does not necessarily show good measure of a country’s tax capacity and does not necessarily mean 
that a country with high tax share is exerting more than one with a lower one. According to them, a higher 

share may be as a result of windfall gains or accounted for by favourable structural variables or tax handles 

other than a government’s own efforts, with the consequence that a country with a higher tax ratio may 
actually be collecting less tax than is warranted by the structural determinants. 

 
1.1 Statement of problem 

Tax ratios and tax efforts have been a subject of many studies. A number of scholars such as the works of 

(Le et al., 2012; Mahnaz and Fatemah, 2013; Soheila, Yazdan, and Narges, 2013; Atsan, 2017; Macha et 

al., 2018) have sought to unravel the veil behind the tax ratios and tax efforts. The tax problems especially 

in many African countries Nigeria inclusive range between lack of political will to tax evasion, poor tax 

structures, thin tax bases, big size of the informal sector, rising size of underground economy, weak tax 

administration as well as the tax laws. 

 

There is no doubt that several reforms both administrative and legislative were carried out during the 1990s 

and 2000s. Such reforms included the introduction of value-added tax, programs to improve taxpayer 

services, and the roll out of electronic filing systems (OECD, 2017). Furthermore, there were creation of 

semi-autonomous revenue agencies (Ebeke et al., 2016), removal of obstacles to the ease of doing business 

and tax exemptions, and implementation of tax reforms for small businesses. Despite all these efforts, the 

ratio of tax revenues to GDP remains low. At around 6 percent, Nigeria has one of the lowest ratios in the 

sub Saharan African, much far below the 24 percent average in OECD countries. This is attributed to both 

lower tax capacities and inefficiencies in revenue collection. 

 
2.0 Literature Review 

The literature review that followed was broken into three heads. These include conceptual framework, 

theoretical framework and empirical framework. 

 
2.1 Conceptual review 

2.1.1 The Concept of Tax capacity and Tax effort 

Hamid & David study’s (as cited in Bassey and Eme, 2018) by defined tax capacity as the ability of a 
government to raise tax revenue using structural factors such as the number of tax handles available, the 

level of economic development in the state, and the ability of the population to pay taxes.  This definition 

emphasizes that taxable capacity is the ability of the national income to bear tax burden. Thus, taxable 

capacity is the predicted tax- GDP ratio estimated from a regression taking into account the country’s 
specific macro-economic, demographic and institutional features which change all through time (Le et al., 

2008). The impact of different factors on tax capacity is different from one society to another society. 

However, influential variables on tax capacity can be divided into two general sets of quantitative and 

qualitative variables. The most important quantitative factors affecting tax capacity include the rate of added 

value of products, per capita income, income redistribution, efficiency of production factors, level of 
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employment and combination of employment, rate of rural and urban population, qualitative and 

quantitative combination of import and export, and ratio of large economic firms to the entire economic 

firms.  

 

Although qualitative factors on tax capacity cannot be precisely determined, it is possible to refer to state 

of economy, recession or boom, the culture of paying taxes, rate of organizational ability in collecting taxes, 

correct recognition and transparency of economic activities, independence or lack of independence of 

organizations in collecting taxes, coordination of regulations and law transparency. (Fattahi et al., 2015). 

 

Tax effort means the extent to which a country has utilised its taxable capacity and it reveals information 

on the taxable capacity of a country in relation to actual tax performance at every point in time (Ndiaye and 

Korsu, 2012). This is obtained from a model based concept, whereby the actual tax ratio is divided by a 

predicted value of tax ratio. Thus, the predicted tax ratio is the measure of taxable capacity. Hence, the 

accuracy of the tax effort of a country depends to a large extent on the accuracy of the model used to explain 

the tax ratio. The concept of tax effort is related to a country’s effectiveness in mobilizing internal resources 

and also concerns not only its tax policy but also all economic policy measures that may influence the level 

of public revenue. Therefore, a high tax effort ratio above one indicates that the country is collecting more 

taxes than predicted by the structural characteristics of its economy while a low tax effort below one 

indicates that the country is collecting less tax than predicted. On the other hand a tax effort about one 

means a tax collection is as expected from the structural characteristics (AfDB, OECD, UNDP, 2010). 

 
2.2 Theoretical review 

The theories to be used to explain tax effort and tax capacity are ability to pay principle and theory of fiscal 

policy. 

 

2.2.1 Ability to pay principle 

According to this theory, a citizen is to pay taxes because they are able and its relative share in the total tax 

burden is to be determined by its relative paying capacity .This doctrine has been in trend for at least as 

long as the benefits theory. The basic principle of this theory is that the burden of taxation should be shared 

by the members of society on the principles of justice and equity and that these principles necessitates that 

the tax burden is apportioned according to their relative ability to pay theory (Omolo, 2012). 

 

2.2.2 Theory of fiscal policy 

The theory suggests that governments raise revenues and use the collected resources to finance public 

investment spending for the provision of public goods and targeted development projects. Policy decisions 

are made by the government, which decides on how best to allocate the collected limited resources into 

alternative competing sectors. 

 

2.3 Empirical review 

Bassey and Eme (2018) study centered on the determinants of taxable capacity in Nigeria, with taxable 

capacity viewed as the ability of the taxed person to bear the burden of the tax in relation to their source of 

income without experiencing a reduction in standard of living, or margin of profit and investment in the 
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case of firms. The study employed desk survey research design, and data obtained from secondary sources 

and analysis conducted using the ordinary least square technique. The results from the regression analysis 

and the test of hypotheses revealed that the relationship between inflation and taxable capacity in Nigeria 

was negative and statistically insignificant. Also, the results showed that both the degree of economic 

openness and the level of economic development positively and significantly affected taxable capacity in 

Nigeria. The study recommended that the Nigerian government should create an enabling environment that 

will facilitate international trade and provide the necessary facilities for the efficient and effective 

administration of taxes on the income generated from the global market as these will go a long way in 

providing revenue for the government. 

 

Macha et al. (2018) study was carried out to analyse tax ratios for Kenya and Malawi, estimate the tax effort 

for each, and identify the factors that accounted for the differences in the tax ratios and tax effort indices in 

the two countries using secondary annual data for the period 1980 to 2015.  The regression models for the 

two countries were estimated using the ordinary least squares (OLS) method. The results revealed that GDP 

per capita was explaining changes in tax revenue in Kenya both in the long run and the short run, share of 

agriculture to GDP, and the share of industry were influencing the tax revenue in Kenya, in the long run. 

However, the coefficient for the dummy variable for political reform in Kenya has been insignificant. In 

Malawi, GDP per capita, share of agriculture in GDP, share of industry in GDP, and the dummy variable 

for political reform were all explaining changes in tax revenue in the long run but not in the short run. In 

regards to the tax efforts, the study revealed that Malawi was under taxing while Kenya was overtaxing 

given the structure of their respective economies. The study recommends the two countries have to work 

towards optimal level of taxation. 

 
In his study, Emre (2017) aimed to calculate the tax burden and Turkey’s tax capacity level between the 
years 1984 and 2012. Dependent variables in his study, Tax Revenues / GDP was used and, as independent 

variables, Value Added of Agriculture (% of GDP), income per capita, population growth ratio, foreign 

trade percentage, annual GDP growth rates (%), corruption index, and the Bureaucracy Efficiency Index, 

annual GDP growth rate (%) data were used. The results revealed that foreign trade influenced the tax 

capacity positively, while the agricultural value added had negative effect. Furthermore, even though a 

generally balanced course was seen between actual tax burden and tax capacity from 1984 to 2012, the tax 

collection was generally lower than the tax capacity. 

 
Fenochietto and Pesino (2013) using the econometric model followed by Pessino and Fenochietto (2010) 

to build a ‘stochastic tax frontier’ for panel data estimated tax capacity and tax effort for 113 countries 
covering the period 1991 to 2012. The explained variable was sum of tax and pension contribution as 

percent of GDP while the explanatory variables were GDP per Capita, TR (imports plus export exports as 

percent of GDP), value added agriculture sector as percent of GDP, public expenditure as percent of GDP, 

GINI coefficient (measures the extent to which the distribution of income among individuals deviates from 

the equal distribution), percentage change in consumer price index (CPI), corruption perception index and 

Lgd2 to capture non linear elasticity between tax revenue  and per Capita GDP. The study corroborated 

previous analyses in finding a positive and significant relationship between tax revenue as a percent of GDP 

and the level of development (per capita GDP), trade (imports and exports as percent of GDP), and 

education (public expenditure on education as a percent of GDP). The study also demonstrated a negative 
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relationship between tax revenue as a percent of GDP and inflation (CPI), income distribution (GINI 

coefficient), the ease of tax collection (agricultural sector value added as a percent of GDP), and corruption. 

 
Soheila et al. (2013) examined the relationship between tax effort and oil revenues. Data from five oil 

exporting countries including Iran, Bahrain, Kuwait, Qatar and Algeria were used in the study for the period 

2000-2009 using panel-data method. Potential tax revenue and potential GDP were first calculated based 

on Hodrick-prescott filter. The results revealed the following: a negative relationship between tax effort and 

oil incomes, a positive relationship between economic growth and tax effort, a negative and significant 

relationship between two variables tax effort and corruption control. Finally, a positive relationship existed 

between consumer price index and tax effort. By studying the ratio of tax to GDP in Iran and comparison 

of this with the ratio in other countries including European countries, it was found out that the ratio was 

considerably low in Iran. Tax effort in Iran is ranked as the lowest among 5 countries under consideration. 

Based on the results, the researchers found that there are idle tax capacities in Iran and therefore there is 

need to adopt suitable tax reform to increase tax effort of the country. 

 
Mahnaz and Fatemah (2013) in their study estimation of tax capacity and effort and its relationship with oil 

revenue of 6 selected countries member in OPEC such as Iran, Kuwait, United Arab Emirates, Venezuela, 

Algeria and Saudi Arabia used panel data within 1990-2008. The variables affecting the tax capacity 

included per capita income, open economics (import and export ratio to the gross domestic product) and oil 

revenue ratio to gross domestic product and tax capacity with one lag were used. Using fixed effects method 

from Hausman test, the results indicated that the relationship between the per capita income, oil revenue to 

gross domestic product ratio and tax capacity with one lag and dependent variable was positive and 

significant. While the open economics grade in the oil countries had negative and significant relationship 

with the tax capacity. The tax effort computed for the studied countries according to the results of tax 

capacity model estimation showed that the tax effort in Iran was placed in lower ranks than Venezuela, 

Algeria and with an inconsiderable difference to Saudi Arabia in the fourth rank out of six studied countries. 

 
Gupta (2012) examined principal determinants of tax revenue performance across developing countries by 

using a panel dataset that covered 105 developing countries over 25 years and accounting for some 

econometric issues that were previously ignored. The explained variable was central government revenue 

(excluding grants) as a percentage of GDP, while the explanatory variables included structural variables 

such as per capita GDP, share of agriculture in GDP, share of manufacturing in GDP, share of imports in 

GDP, ratio of debt and aid to GDP. The institutional variables include corruption, law and order, 

government stability, political stability and economic stability. Finally, the policy variables include the 

various sources of tax revenue as a percentage of revenue, the highest corporate and income tax rate, and 

average tariffs. The results confirm that structural factors such as per capita GDP, agriculture share in GDP, 

trade openness and foreign aid significantly affect revenue performance of an economy. Other factors 

include corruption, political stability, share of direct and indirect taxes etc. The paper also makes use of a 

revenue performance index, and finds that while several Sub Saharan African countries are performing well 

above their potential, some Latin American economies fall short of their revenue potential. 
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2.3.1 Gap in Literature 

Tax capacity and tax effort has been a subject of many studies. A number of scholars such as the works of 

(Le et al., 2012; Mahnaz and Fatemah, 2013; Soheila, Yazdan, and Narges, 2013; Atsan, 2017; Macha et 

al., 2018) have sought to unravel the veil behind the tax capacity and tax efforts. Most of the empirical 

analyses of   research have been predicted on data from developed countries, notably “USA, China, Japan, 
New Zealand, South African and Thailand.” However, studies espousing tax capacity and tax efforts 
research in Nigeria are scarce. They focused more on tax capacity by neglecting tax effort. This study will 

fill the gap by examining tax effort and tax capacity in Nigeria.  

 

3.0 Methodology 

The research design used was the ex-post facto research design. The researcher considered the ex-post facto 

best for this study of this nature as it does not create room for manipulation of data. Data were collected 

from International Centre for Tax Development (ICTD) database and World Bank Development Indicator 

(WDI). The data used for the analysis cover the year 1970 to 2017. The dependent variables is the tax 

revenue/GDP (% of GDP) while the independent variables were share of agriculture in GDP (AGRIC), 

share of industry as percentage of GDP (IND), share of service as percentage of GDP (SER) , trade openness 

as percentage of GDP (OPS), exchange rate, foreign direct investment (FDI) as percentage of GDP and 

population growth. The regression methodology is ordinary least square.  

 

3.1 Model specification 

Taxable capacity is assessed by relating tax revenue to GDP (the TR/GDP ratio) using a simple regression 

model with explanatory variables that represent element of taxable capacity.  

The model for the study is in line with prior studies (Saibu and Olatunbosun, 2013; Entela and Llambi, 

2014; Workineh 2017). 

TR = f (AGRIC, IND, SER, OPS, EXH, FDI, POP) 

 

TR = α + β1 AGRIC + β2 IND+ β3 SER + β4 OPS +β5 EXH + β6FDI + β7 POP + ε 
 

Where, TR is Tax Revenue as Percentage of GDP. 

Where, α is Intercept term, β1, β2, β3 …β7 are Coefficients and ε is error term. 
The tax ratio of a country can then be compared to the predicted tax ratio for that country from the regression 

equation.  

 

3.2 Operationalisation of variables  

Tax/GDP ratio = It is the total revenue in percentage of GDP. 

Agriculture Value Added as % of GDP (AGRIC) = It represents how easy/ (not) it is to collect taxes. The 

sector is hard to tax, highly informal and costly to assess. Moreover, the sector is mostly subsistent. The 

expected sign is negative (Source: Gupta, 2007; Workineh, 2017).  

 
Industry Value Added as % of GDP (IND) = This variable represents the effects of industrialization on 

revenue generation; particularly it is intended to capture the effect of industrial growth on the tax revenue 

generation of Nigeria. Increase in the growth of industrial sector will increase direct tax through corporate 
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income tax, indirect taxes through value added tax, and excise duty on domestic products. Hence, the 

expected positive sign of this variable is positive (Workineh, 2017).  

 

Service Value Added as % of GDP (SER) = The variable will capture the actual effect of the increase in the 

value added in the service sector to GDP on tax revenue collection. The service sector comprises of huge 

informal sectors with a high degree of tax evasion and tax avoidance. However in the long run it is expected 

that when institutional capacities expand and when government endeavor increase to bring new customers 

in to the tax net, the sector will yield promising tax revenue than other sectors such as agriculture and 

industry. The expected sign is positive (Bayu, 2015). 

 

Trade Openness (OPS) = It measures trade openness (i.e. degree of openness of an economy); Imports plus 

exports as percentage of GDP. The expected sign is positive (Atsan, 2017). Exchange Rate (EXH) = The 

official exchange rate was measured by the official naira to US dollar exchange rate available in the Central 

Bank of Nigeria Statistical Bulletin. Currency appreciation (which represent a decrease in exchange rate) 

could potentially lead to a higher volume of imports and higher trade revenue. Hence, a negative relationship 

is expected between exchange rate and trade revenue (Saibu and Olatunbosun, 2013).  

 

Foreign Direct Investment (FDI) = Foreign direct investment net inflows share of GDP. It is measured as 

the net foreign inflow into Nigeria (% of GDP). A general growth in FDI will expand the tax base, improve 

tax efforts and tax revenue collection. Hence an increase in FDI would improve tax revenue collection in 

Nigeria (ceteris paribus). The expected sign is a positive relationship. (Ade, Rossouw and Gwatidzo, 2018). 

 

Population Growth Rate (POP) (%) = It shows the growth rate of population in years. According to Bird et 

al, 2014 as cited by Atsan, (2017), countries having high population growth affect tax collection negatively. 

This is because the higher the population, the higher will be the use of taxation (Oyetunji, 2012). 
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4.0     Data presentation and analysis 

Regression Result 

 

Dependent Variable: TR 

Method: Least Squares   

Date: 08/29/19   Time: 15:17   

Sample (adjusted): 1981 2017   

Included observations: 37 after adjustments  

Variable Coefficient Std. Error t-Statistic Prob.   

AGRIC 0.027073 0.057142 0.473780 0.6392 

IND 0.007100 0.020195 0.351585 0.7277 

SER 0.046029 0.156909 0.293346 0.7713 

OPS -0.004357 0.010772 -0.404512 0.6888 

EXH 0.007081 0.003823 1.852040 0.0742 

FDI -0.006576 0.106133 -0.061963 0.9510 

POP -10.65776 2.468433 -4.317621 0.0002 

C 29.91526 9.305781 3.214696 0.0032 

R-squared 0.529109     Mean dependent var 4.585676 

Adjusted R-squared 0.415445     S.D. dependent var 1.144901 

S.E. of regression 0.875347     Akaike info criterion 2.760418 

Sum squared resid 22.22074     Schwarz criterion 3.108724 

Log likelihood -43.06773     Hannan-Quinn criter. 2.883212 

F-statistic 4.655051     Durbin-Watson stat 1.259403 

Prob(F-statistic) 0.001360    

Source: Author’s computation using  E-view 8.0 

 

From the regression result above, the estimated coefficients have expected sign in line with the a prior 

expectation with the exception of AGRIC which is positive while OPS and FDI have negative signs. Share 

in agriculture in GDP is positive and not significant. This means that one percent increase in share of 

agriculture in GDP will increase tax ratio by 0.027073%. This agrees with the result of Macha et al., (2018). 

 
Share of industry as percentage of GDP is positive and also insignificant. It implies that one percent increase 

in IND will increase the tax ratio by 0.007100%. The positive sign of the coefficient concurs with the works 

of (Ahmad, 2009 and Macha et al., 2018). Share of service as percentage of GDP is positive and 

insignificant while exchange rate is positive and significant at 10%. One percent increase in SER and EXH 

will increase tax ratio by 0.046029% and 0.007081% respectively. On the other hand, trade openness is 

inversely related to tax ratio implying that one percent increase in trade will decrease tax ratio by 

0.004357%. This may not be unconnected to the importation of some banned goods entering into the 

country which are affecting the local producers and at the same time affecting the economy as a whole. The 

coefficient of FDI is negative and insignificant. That is for every one percent increase in FDI, tax revenue 
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will decrease by 0.006576 percent. The negative relationship may not be unconnected with the inconsistent 

government policies and the insecurity in the country which are scaring away investors. Finally, the 

population growth (POP) has negative coefficient and significant. This implies that POP is significantly 

affecting tax ratio. This is consistent with the finding of Atsan (2017). The explanatory power of the tax 

capacity in terms of R2 is 52.9% which implies that around 53 percent of variation in tax capacity is 

explained by this model. The F-statistic of 4.655051 with the probability of 0.001360, which is the measure 

of the overall joint explanatory power of the independent variables in the model, shows that the regressors 

have high explanatory power of 99% variations in tax ratio in Nigeria.  

 

Table.1 Tax Capacity and Tax Effort in Nigeria from 1970-2017. 

Actual taxation, Taxable Capacity (Predicted tax)   

Actual taxation, Taxable Capacity  and Nigeria Tax Effort  

(Predicted tax) and Nigeria Tax Effort 

YEAR 

ACTUAL  
TAX 
REV/GDP %  
A 

PREDICTED  
REV/GDP % 
 B 

TAX 
EFFORT= 
A/B  YEAR 

ACTUAL  
TAX 
REV/GDP 
%  
A 

PREDICTED  
REV/GDP % 
 B 

TAX 
EFFORT= 
A/B 

1970 6.51 3.22 2.02  1994 5.24 5.24 1.00 

1971 6.58 3.22 2.04  1995 5.06 5.24 0.97 

1972 5.41 3.22 1.68  1996 5.03 5.09 0.99 

1973 5.30 3.22 1.65  1997 4.99 5.09 0.98 

1974 3.11 3.22 0.97  1998 5.04 5.09 0.99 

1975 2.00 3.22 0.62  1999 5.59 5.09 1.10 

1976 1.99 3.77 0.53  2000 5.41 5.09 1.06 

1977 1.20 3.77 0.32  2001 5.60 6.11 0.92 

1978 1.18 3.77 0.31  2002 5.89 6.11 0.96 

1979 1.14 3.77 0.30  2003 5.82 6.11 0.95 

1980 0.10 3.77 0.03  2004 4.80 6.11 0.79 

1981 2.69 3.77 0.71  2005 4.73 6.11 0.77 

1982 3.77 3.77 1.00  2006 4.65 2.98 1.56 

1983 4.99 3.77 1.32  2007 4.65 2.98 1.56 

1984 4.97 3.77 1.32  2008 3.52 2.98 1.18 

1985 3.90 3.77 1.03  2009 3.85 2.98 1.29 

1986 3.90 4.09 0.95  2010 3.72 2.98 1.25 

1987 3.90 4.09 0.95  2011 3.75 3.09 1.21 

1988 4.08 4.09 1.00  2012 3.72 3.09 1.20 

1989 3.90 4.09 0.95  2013 4.00 3.09 1.29 

1990 3.87 4.09 0.95  2014 4.01 6 0.67 

1991 4.91 5.24 0.94  2015 5.30 6 0.88 

1992 4.90 5.24 0.94  2016 6.29 6 1.05 

1993 5.10 5.24 0.97  2017 6.48 6 1.08 

          

Average tax effort = 1.02     
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From Table 1 above, Nigeria has the lowest tax effort of 0.03 in 1980 and highest tax effort of 2.04 in 1971. 

The average tax effort for the country is 1.02 which implies that Nigeria is over taxing. Looking at tax effort 

for all years out of 47 years, Nigeria was over taxing in eighteen (18) years, under taxing in twenty-six (26) 

years and had optimal tax in three (3) years. This indicates that over the years tax effort has been less than 

1. The combination of optimal and over taxing years are still far less than the number of years for under 

taxing by five (5) years. 

 

5.0 Conclusion, summary and recommendation 

In general, this study analyses tax capacity and established tax effort indices for Nigeria over 1970 to 2017. 

The findings showed that AGRIC, IND, SER, POP and EXH are positively affecting tax capacity. However, 

Nigeria tax collection is still below the tax capacity which indicates the problems of collection and 

supervision of taxes in country. Given the results of the tax effort of Nigeria for the period, under taxing in 

Nigeria can be attributed to the growing informal sectors which are largely untaxed, low tax compliance, 

many tax exemptions associated with foreign direct investment and the growing subsistence agricultural 

sector which largely untaxed. 

 

It would be beneficial for Nigeria to work toward optimal taxation as over taxation can lead to tax evasion, 

under declaration of taxes and also growth of underground economy. On the other hand, given the under 

taxation in Nigeria, Nigeria government has an opportunity to increase tax revenue by working towards 

optimal taxation. This can be achieved by broadening the tax base, improving tax administration and 

reducing types of taxes with excess burden. To ensure sustainable optimal tax in Nigeria, various reforms 

can be enhanced. Some of these reform measures may include streamlining tax policy and tax 

administration procedures to reduce compliance costs; broadening tax base; increase efficiency of tax 

administration; curbing corruption; enhance ICT use; introduction of new taxes; abolition of taxes with 

excess burden; and changes in the tax mix. Tax authorities should have to minimize the loopholes of both 

evasion and avoidance; and also closing all the rent seeking opportunities available to tax collectors. 
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