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concludes that the Contributory Pension Scheme impacts significantly on the socio economic life

of retirees.  

 
Akabom-Ita, Aniefiok and Arzizeh (2012) researched on the influence of pension reforms on the 

welfare of the retired civil servants in Nigeria with particular reference to Cross River State. The 

research adopts the ex-post facto research design and the population of the study was 8797 existing 

pensioners in Cross River State as at 2011 and a sample size of 800 was used in the study base on 

stratified random sampling. Questionnaire was used for data collection and the Pearson Product 

Moment Correlation Coefficient was employed as statistical tool for data analysis. Findings of the 

study showed that contributory pension scheme has a significant impact on payment of retirement 

benefit and welfare of retirees in Cross River state.  

 
Sule and Ezugwu (2009) researched on pensions with the aim of evaluating the impact of the 

Contributory Pension Scheme on employee retirement benefits of quoted firms in Nigeria. The

study made use of the Ex-post facto design. The population of study was 182 quoted firms on the 

first-tier market of the Nigerian Stock Exchange while judgmental sampling was used to arrive at 

a sample size of 10 firms. The study employed the multiple regression technique for data analysis 

and findings of the study revealed that contributory pension scheme has a significant positive effect 

on payment of employee retirement benefits of quoted firms in Nigeria.  

 
Sule (2008) examined the impact of the contributory pension scheme on employee retirement 

benefits of quoted firms in Nigeria. The population of the study was one hundred and eighty-two 

(182) firms quoted on the first- tier market of the Nigerian Stock Exchange, while ten (10) quoted 

firms were selected as sample size based on judgmental sampling technique. The study period 

covered 10 years from year 1998 to 2007. The techniques of data analysis employed in the study 

were the student’s t-test, qualitative grading, the Pearson Correlation Coefficient and multiple 

regression analysis. Findings of the study revealed that the contributory pension scheme has a 

significant positive impact on employee retirement benefits of quoted firms in Nigeria. 

3. METHODOLOGY 

The research design adopted for this study is the ex post facto research design.   
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The population of the study comprised of 22 PFAs who operated Retirement Savings Account for 

the contributors during the study period.    

The sample of this study was derived from the total pension fund administrators, and consists of

21 PFAs.  Purposive sampling method was used, and the criteria for selection include (1) the PFA 

must have published its audited financial statement which shows amount paid as retirement 

benefits in the period, (2) The PFA maintains Retirement Savings account of contributions and it 

is listed on industry statistics published by PenCom, (3) the PFA must have operated since the 

reforms in 2014, (4) PFA must have submitted its periodic returns  to PenCom, showing (a) pension 

contribution received, (b) pension fund asset under its management, and (c) number of retirement 

savings account opened  

 

Table 1:   Variable Description, Measurement and Sources of Data 

Variable name Label  Measurement Source 
Payment of 
Retirement 
Benefit 
  

PytRB Retirement benefit paid 
to retirees by PFA for the 
year. 

PFAs’ Audited Financial  
Statement of changes in Retirees’ 
Net Assets per for the years ended 
31st December, 2015 – 2019 

Pension Fund  
Contribution  
 

PFC Amount of pension 
contribution received by 
PFA for the year. 

PenCom Annual Reports on 
pension fund contribution received 
by PFA for the years ended 31st 
December 2015 to 2019. 

 
Pension Fund 
Assets  
 

 
PFA 

The amount of pension 
fund assets under 
management of PFA for 
the year.  

PenCom Annual Reports on 
Pension Fund Assets under 
management of PFAs for the years 
ended 31st December, 2015 - 2019 
 

Corruption 
Perception Index 
 

 
CPI 

Corruption Perception 
Index rating for Nigeria 
by the Transparency 
International for the year 
2015 to 2019. 
 

Website of Transparency 
International 
www.transparency.org 

 

 

3.6 Model Specification 
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The model for this study shows the functional relationship between the dependent and independent 

variable as stated in an implicit and explicit form as shown below:   

 
PytRB = f(PFC,PFA, CPI). 

The panel attribute of the model is thus presented below. 

PytRBit = βo + β1PFCit+ β2PFAit +β3CPIit +μi 

where: 

PytRB = Payment of Retirement Benefits 

PFC = Pension Fund Contribution 

PFA = Pension Fund Assets 

CPI =          Corruption Perception Index 

μit = Error Term 

β1,  β2,  β3,    =     Beta coefficient  

 

4.0 RESULTS AND DISCUSSION 

4.1 Descriptive Statistics 

Descriptive statistics in this study delineates the mean, minimum, standard deviation and 

maximum. The mean value shows the average value of the data set, the standard deviation 

shows the spread of the data, while the maximum and the minimum tells us the highest and 

lowest values in the data set respectively as presented in Table 2.    

Table 2:     Descriptive Statistics 

Variables Obs 
Mean 

(N’million) 
Std Deviation 

(N’million) 
Minimum 
(N’million) 

Maximum 
(N’million) 

PytRB 105 11,285,127 20,072,269.30 5,749 113,738,205 

PFC 105 33,072 62,673.32 0.01 408,547 

PFA 105 43,916 76,148.88 0.48 457,782 

CPI 105 27 0.75 26 28 

Source: Appendix III (Excel Output) 
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The table shows that Payment of Retirement Benefits (PytRB) has a mean value of N11,285,127 

million, indicating the average amount of retirement benefit payment by the PFAs during the study 

period. PytRB also has a minimum value of N5,749 million indicating the lowest retirement benefit 

payment by the PFAs during the study period.  Table 9 also shows that PytRB has a standard 

deviation value of N20,072,269 million implying that the standard deviation value is closer to the 

minimum than the maximum, thus indicating that the data on PytRB  do not exhibit much variance 

across the sampled PFAs during the period under review.    Furthermore, the sampled PFAs, during 

the period of interest has a maximum PytRB value of N113,738,205 million, indicating the highest 

amount of retirement benefit payment by the PFAs.  The implication of these figures is that on the 

average, payment of retirement benefit by PFAs is fairly closer to the twenty-five percent (25%) 

minimum limit than the fifty percent (50%) maximum limit, indicating relatively below average 

levels of retirement benefit payment among the sampled PFAs.     

             
Pension Fund Contribution has a mean value of N33,072 million, minimum of N0.01 million, 

standard deviation of N62,673.32 million, and maximum of N408,547.  The mean value of the 

Pension Fund Contribution represents the average of the pension fund contribution received by the 

PFAs, the minimum represents the lowest value of pension fund contribution, the standard 

deviation represents the spread of the pension fund contribution and the maximum represents the 

highest value of the pension fund contribution received by the PFAs in the study period.  

 
Pension Fund Asset has a mean value of N43,916 million, minimum of N0.48 million, standard 

deviation of N76,148.88 million, and maximum of N457,782 million.  The mean value of the 

Pension Fund Asset represents the average of the pension fund asset under management of the 

sampled PFAs, the minimum represents the lowest value of pension fund asset under management 

of the PFAs, the standard deviation represents the spread of the pension fund asset and the 

maximum represents the highest value of the pension fund asset held by the PFAs in the study 

period.  

 
The control variable which used the rating of Corruption Perception Index of the host Country of 

the PFAs, has mean value of 27, standard deviation of 0.75, minimum of 26 and maximum of 28.    

In the study period, Nigeria’s highest score of 28% was in 2016, when Nigeria ranked 136 of the 
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180 countries.  The score dropped to 27% in 2017 and 2018 with ranking of 148th and 144th for 

years 2017 and 2018 respectively.  The score in 2019 plummeted to 26% in 2019 with ranking of 

146th. The implication of these figures is that there is no significant change in the level of 

corruption perception by the Transparency International for the Country during the study period. 

The pension industry is not immune to the corruption malaise and this affects its ability to pay 

retirees’ benefit as at when due.  

 
4.2 Multicollinearity Test 

In testing for multicollinearity, the study adopted correlation analysis and variance inflation 

factor/tolerance levels, which are presented in Tables 3 and 4. 

 

 Table 3:     Correlation Matrix 

Variables PFC PFA CPI  

PFC 1.0000    

PFA 0.6586 1.000   

CPI                              -0.0638   0.0604 1.0000  

 

The result of Pearson correlation analysis indicates that the highest correlation coefficient between 

the independent variables is 0.6586 for PFA and PFC. which is below the threshold of 0.8 or above. 

Consequently, there is no indication of multicollinearity between the independent variables of this 

study 

Table 4:     Variance Inflation Factor (VIF) 

Variables  VIF I/VIF 

PFC                                   1.80 0.555469 

PFA  1.80 0.555708 

CPI                    1.02 0.977415 

MEAN VIF                                                    1.54 
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Table 4 presents result of Variance Inflation Factor (VIF) and Tolerance to test for 

multicollinearity in this study. The thresholds for tolerance and VIF are values of 0.1 and above

and values less than 10 respectively. 

As can be observed from the table, the VIF ranges between values of 1.02 to 1.80 with a mean of 

1.54 which is below the threshold of 10 indicating the absence of multicollinearity among the 

variables. The tolerance values ranges from 0.555469 to 0.977415 which are above the threshold 

of 0.1 also indicating the absence of multicollinearity among the variables. It can thus be 

concluded based on the results from Table 3 and 4 that there is no multicollinearity between the 

independent variables of this study. 

 
4.3 Normality Test 
Skewness and Kurtosis were employed to test for normality of the data as presented in Table 4. 

According to Hair et al. (2017), skewness and kurtosis values should be between -1 and +1. 

Therefore, all the variables in this study are between -1 and +1 implying the normally of the data. 

                     Table 5:     Skewness/Kurtosis test for Normality 

Variables Obs Skewness Kurtosis 

PytRB 105 0.0001 0.1880 

PFA 105 0.0000 0.0000 

PFC 105 0.0000 0.0000 

CPI 105 0.1358 0.0000 

 

 
4.4 Heteroskedasticity Test 
Table 6: Result of Breusch-pagan/Cook-weisberg Test for Heteroskedasticity 

Variable                  Chi-Sq. Value             Probability Value 

 
Model 

 
17.15 

 
0.0000 

 

 

 



AFRA CONFERENCE BOOK OF PROCEEDINGS VOLUME 11, ISSUE 2 

822 

 

 

To test for heteroskedasticity in this study, the Breusch-Pegan test was performed which showed 

a P-value of 0.0000, implying that there is presence of heteroskedasticity. As a result, the robust 

regression test was further performed to correct the heteroskedasticity presence. 

 

4.5 Regression Result 

The Hausman test 

The formulated hypotheses in this study were tested using fixed and random effect models. The 

Hausman specification test was used to choose between the fixed and random effect models. A 

look at the p-value of the Hausman specification test (0.1840) which is greater than the significance 

level of 0.05 as presented in Table 7 implies that the study should accept the null hypothesis.

Following the above, the discussion of the random effect results becomes imperative. 

 
Table 7:  Results of Hausman Specification Test for West African Region 
Test Summary Chi.Sq. Value Probability Value 
Cross-section random          4.84             0.1840 
  Note:  Ho:  Random effect model is preferable to fixed effect model 

 
      Table 8:    Summary of Regression Result (Random Effect Regression) 

Variables Coefficient t-Statistics P-Value 

Constant 9.692688 2.34 0.019 

PFC .1154681 1.34 0.179 

PFA                 .2270949 2.58 0.010 

CPI -3.301653       -1.15 0.252 

R-square   

Within                        = 0.0488 

Between = 0.4176 

Overall = 0.3242 

F-Value  11.93 

P-Value     0.0076 

  

The results from table 8 indicates that the independent variables of the model can explain 32.4%

of the variations in the dependent variables (payment of retirement benefits) from the R-squared 
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coefficient of the determination of 0.3242.  Furthermore, table 8 also shows that the model is fit 

as evidence by the Wald Chi2 of 11.93 which is significant at a P-value of 0.0076. 

 
In relation to the first objective considering pension fund contribution, random effect estimate 

shows a positive coefficient of .1154681 and a p-value of 0.179 at 5% level of significance.  The 

implication of this is that as the pension fund contribution increases, the level of payment of 

retirement benefit also increases. Therefore, in relation to objective one, there is positive but

insignificant effect of pension fund contribution on payment of retirement benefits in Nigeria.   

Considering Pension Fund Asset under management of PFAs, random effect estimate shows a 

coefficient of .2270949 and a p-value of 0.010, indicating a positive and significant effect of 

pension fund assets and payment of retirement benefits at 5% confidence level.  The implication 

of this is that as the pension fund asset increases, the level of payment of retirement benefits also 

increases.  Therefore, in relation to objective 2, there is significant positive effect of pension fund 

asset on payment of retirement benefits in Nigeria, 

  
Furthermore, random regression result presented in Table 8 shows that corruption perception index 

has a negative coefficient of -3.301653 and also a p-value of 0.252 which is insignificant at 5% 

level of significance, indicating that CPI has a negative but insignificant effect on payment of 

retirement benefits.   

       
 4.2 Discussion of Findings 

Hypothesis 1 

The random effect estimation result used to test hypothesis one indicates there is a positive and 

insignificant effect of pension fund contribution on payment of retirement benefits in Nigeria.   

This finding is consistent with that of Philemon (2017) which found that pension fund contribution 

has a significant impact on payment of retirement benefits in Nigeria.  The finding also support 

that of Aja (2015) which revealed that the contributory pension scheme has a positive impact on 

payment of retirement benefits. The finding of this study is also consistent with that of Iyiola 

(2013) which found that contributory pension scheme has a positive impact on employee 

retirement benefits of quoted firms in Nigeria.  Similarly, the finding of this study is in conformity 

with that of Akambon-Ita et al (2012), which found that contributory pension scheme has a 
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significant impact on payment of retirement benefits and welfare of retirees in Cross River State.  

This study’s result also supports the findings of Sule and Ezugwu (2009) and Sule (2008) who 

elucidated that contributory pension scheme has a significant positive effect on payment of 

employee’s retirement benefits of quoted firms in Nigeria. 

 
Hypothesis 2 

The random effect estimation result used to test hypothesis two indicates there is positive and 

significant effect of pension fund asset on payment of retirement benefits in Nigeria. This finding 

is consistent with that of Olatunji and Aduwo (2013) which disclosed that contributory pension 

scheme proxied by PFA has positive and significant effect on retired workers income.   The result 

of hypothesis two further supports the study of Akambom-Ita et al. (2012) which revealed that 

there is a significant positive effect of pension objective on payment of retirement to retirees as 

and when due. Furthermore, the result conforms with that of Sule and Ezugwu (2009) which found 

that contributory pension Scheme proxied by PFA is beneficial to employers, employees, 

Government and society, as a whole. 

 
The finding of this study further supports the fraud diamond theory which advocates the absence 

of fraud opportunity with the dual management of pension fund under the contributory pension 

scheme by both the Pension Fund Administrator and Pension Fund Custodian and the Regulator 

to monitor strictly the activities of the industry in order to curb fraudulent practices to an extent 

which will enhance the payment of retirement benefits. The finding of this study also supports the 

life cycle theory which believes that savings are for the purpose of spending during the years of 

retirement. This study has provided evidence that savings made in form pensions enable payment 

of retirement benefit and spending upon retirement. 

 
5. SUMMARY, CONCLUSION AND RECOMMENDATION 

Based on the findings of this study, it is pertinent to conclude that pension fund contribution has a 

positive effect on payment of retirement benefits in Nigeria, because the pool of fund created by 

the contributory pension scheme appears to have solved the problem of under-funding which was 

the problem with the defined benefit scheme hitherto in operation in Nigeria. However, the effect 

of the pension fund contribution is not significant because pensioners are yet to get their benefits 
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as when due. This may be due to poor governance issues, and weak supervision of Pension Fund 

Administrators by the Regulatory Body. Also, pension fund under management of Pension Fund

Administrators has positive and significant effect on payment of retirement benefits to retirees in 

Nigeria. This is due to the fact that accrued interest on the pension fund contribution through 

portfolio investment increases the amount that is available to pay retirees’ benefit.  This means 

that the scheme has the capacity and potential to guarantee payment of retirement benefits to 

retirees as at when due.  What is required is good governance practice and focus on Retiree’s need 

beyond entity interest on the part of the PFAs and PFCs. 

 

5.2 Recommendations 

Based on the findings and conclusions of this study, the study therefore, recommends that 

government should continue with implementation of contributory pension scheme since the 

scheme has been able to provide pool of funds to pay retirement benefit. However more 

sophisticated software should be incorporated in the contributory pension scheme in order to 

eliminate procedural delay in the payment of retirement even with the availability of funds. Also,

The pension fund regulator – National Pension Commission should strengthen its regulatory 

quality and oversight activities over the Pension Fund Administrators to ensure they remove 

cumbersome procedures that impede payment of retirement benefits to retirees as and when due.  

The Pension Fund Administrators should simplify their processes, and regularly enlighten retirees 

on the documentation they need to make so as to fast-track their access to their retirement benefits. 
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APPENDIX I 

                     (Sampled PFAs)  

S/
N 

PFA Audited 
Account 
2015-
2019  

Maintai
ns  
RSA of 
retirees 

Oper
ate 
by 
2014 

Returns 
to 
PenCo
m 

1 AIICO Pension Managers Limited √ √ √ √ 
2 APT Pension Funds Limited √ √ √ √ 
3 ARM pension Managers Limited √ √ √ √ 
4 AXA Mansard Pensions Limited √ √ √ √ 
5 Crusader Sterling Pensions Limited √ √ √ √ 
6 FCMB Pension Managers Limited  √ √ √ √ 
7 Fidelity Pension Managers Limited √ √ √ √ 
8 First Guarantee Pension Limited √ √ √ √ 
9 IEI-Anchor Pension Managers Limited √ √ √ √ 
10 Investment One pension Managers Limited √ √ √ √ 
11 Leadway Pensure PFA Limited √ √ √ √ 
12 NLPC Pension Fund Administrators 

Limited 
√ √ √ √ 

13 NPF pensions Limited √ √ √ √ 
14 Oak Pensions Limited √ √ √ √ 
15 Pension Alliance Limited √ √ √ √ 
16 Premium Pension Limited √ √ √ √ 
17 Radix Pension Managers Limited √ √ √ √ 
18 Sigma Pensions Limited √ √ √ √ 
19 Stanbic IBTC Pension Managers Limited √ √ √ √ 
20 Trustfund Pensions Limited √ √ √ √ 
21 Veritas Glanvills Pensions Ltd √ √ √ √ 
22 **NUPEMCO X √ X √ 

      Source:  Author, (2020) 

 



AFRA CONFERENCE BOOK OF PROCEEDINGS VOLUME 11, ISSUE 2 

829 

 

 

AFRAG 064 
Company Income Tax and Economic Growth of Selected Anglophone and Francophone

African Countries: The VECM Approach 
 

Uche Okoro, Orji 
Lecturer, Department of Accountancy 

Faculty of Economics and Management Sciences 
Abia State University, Uturu 

Nigeria. 
ucheorji4real@gmail.com 

 
Prof John Uzoma Ihendinihu 

Lecturer, Department of Accountancy 
College of Management Science,  

Michael Okpara University of Agriculture, Umudike 
Abia State Nigeria.  

ihendinihu.john@gmail.com  
 

Abstract 

This study examines the effect of company income tax revenue on economic growth of selected 

Anglophone and Francophone African countries over the period 2000-2018. The study made use 

of annual secondary data generated from World Bank Development indicator, OECD revenue 

data base. These data are converted into quarterly data using Quadratic Match-Sum procedure 

from E-views. The choice of this period is due to availability of data that cut across the countries 

under investigation. The data was analyzed by means of Vector Error Correction Model using E-

views 10 package. The study reveals that company income tax (CIT) significantly but negatively 

impacted on Real GDP in the long run in the Francophone countries like Madagascar and Rwanda 

while company income tax negatively though insignificantly influences the Real GDP of the 

Anglophone countries like Nigeria and Ghana. The findings also revealed that there is a short run 

causal effect of company income tax on Real GDP in the selected countries. Based on the findings, 

the study recommends among others, that to enhance the tax base of the selected countries 

especially through the companies, a good environment for entrepreneurship and innovation to 

thrive must be provided and employment opportunities should be created. Also, Government 

should make it a routine to regularly furnish taxpayers with the basic objectives of its tax system 

and reasons for modifications to make taxpayers see clearly the reasons to pay taxes as at when 

due. 

Keywords: Company, Income, Tax, Economic growth, VECM  
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1.0 Introduction 

Taxation has been seen as a means of generating revenue for the daily execution of the activities 

of government thereby making the aim of taxation to relate to the roles of government (Akhor, 

2016). Tax is defined as a compulsory fee levied on taxpayers income or their activities/products 

by government in order to provide basic social amenities, security and provide suitable conditions 

for the economic wellbeing of the society (Abomaye, Williams, Michael & Hope, 2018).\ 

 
These taxes are collected majorly for the financing of government expenditure and equitable 

wealth redistribution which leads to financing the growth of the country (Worlu, 2012). The 

contribution of taxation to the economic growth of selected countries shown by its contribution to 

GDP has been of varying degree ranges between 7.8% to 14.1% for the periods 2000 to 2018 in 

Ghana and between 5.3% to 9.6% in Nigeria for the periods concerned as Nigeria has its 

component of tax revenue contributing between 0.6% to 6.1% of its GDP for the periods studied 

while Ghana has her tax revenue contributing between 1% to 4.2% of her GDP (Revenue statistics 

in Africa, 2020). 

 
Okwara & Amon (2017) observed that since the aim of any developing nations like the 

Anglophone and Francophone countries is to increase economic growth level and per capita 

income which will also increase the standard of living, which taxation can serve as one of the 

major sources of government revenue to accelerate such growth. But, it is pitiable that not every 

government effectively exploits this opportunity as a means of revenue generation. The success or 

failure of any tax system is dependent on the level to which it is properly managed (Onakoya & 

Afintinni, 2016). 

 
Also in these countries, company income tax system has not fully been tapped as there are still 

controversies surrounding the formulation, legislation and administration including the high rate 

of evasion and avoidance in the tax system thereby creating a limiting factor to the revenue 

generated from company income tax which is a fiscal tool for stimulating economic growth in 

these countries. The extent to which company income tax stimulates economic growth especially 

in the selected countries has continued to attract empirical debate, necessitating further study on 

this area. 
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1.1 Statement of the problem. 

Several studies have attempted to proffer solutions to the numerous disagreements and debates 

surrounding company income tax, yet there are lots of arguments, and controversy among the 

academics, corporate managers, and the general public. Company income tax is economically 

expected to have a significant influence on the growth of the economies of African countries in 

any previous studies. 

 
However, the studies revealed mixed results; some studies have produced evidence in supporting 

of a positive impact between company income tax and economic growth, some found a negative 

influence of company income tax on economic growth while other works reported no evidence of 

a significant relationship at all. Summing the quantum of arguments, debates and various 

expectations in the literature, Investigating the effect of company income tax on economic growth 

in the selected African countries maybe of an immense value. However, to the best of the 

researcher’s knowledge, most of the studies with similar combination of variables have used the 

OLS model to assess the influence and have not been a comparative study whereas this study 

assessed comparatively the influence of company income tax on the growth of the selected 

countries using the VEC Model approach. Owing to the indispensable contributions of the model 

to body of knowledge, it is paramount to fill in this gap. Therefore, as a result of the

aforementioned scarcity, this study was out to add to the growing body of knowledge in study of 

this nature by making a comparison between the influence of company income tax to the economic 

growth of selected Anglophone and Francophone African countries. 

 

1.2 Objectives of the study. 

The key objective of this research is to empirically investigate the effect of company income tax 

on the economic growth of selected Anglophone and Francophone African countries using the 

Vector Error Correction (VEC) Model and to make comparison on the extent of the influence the 

tax revenue source holds on the growth of these selected economies. 

 
1.3 Research question. 

1. To what extent does Company income tax influences the economic growth of selected 
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Anglophone and Francophone African countries 

 

1.4 Research hypothesis. 

The research hypothesis that was tested is: 

1. Ho: There is no significant influence of company income tax on the economic growth of 

selected Anglophone and Francophone African countries. 

 
1.5 Significance of the study. 

This study is expected to help tax experts, regulatory agencies, managers of the affairs of the two 

economies, government of the countries, future researchers and the entire academia to understand 

the impact and roles company income tax plays in boosting the economic growth of the two 

countries under investigation and will also be valuable to other practitioners and governments of 

other countries in Africa. 

 

2.0 Review of related literature 

2.1  Conceptual framework 

A tax (from the Latin word “Taxo”) is a compulsory financial charge or some other type of levy 

imposed upon a taxpayer (an individual or legal entity) by a governmental organization in order to 

fund various public expenditures (Appah & Oyandonghan, 2011). Amahalu (2018) also asserted 

that a tax is the “levy by public authorities with a tax jurisdiction of compulsory contributions by 

the citizens to defray part of the cost of government activities in providing the needs of the society”. 

Taxation is an important fiscal policy instrument at the disposal of governments to mobilize 

revenue and promote economic growth and development. 

 
2.1.1 Concept of economic growth 

Economic growth is, in a limited sense, an increase of the national income per capital, and it 

involves the analysis, especially in quantitative terms, of the process, with a focus on the functional 

relations Gross Domestic Product (GDP), Gross National Product (GNP), and National Income 

(NI), therefore of the national wealth, including the production capacity, expressed in both absolute 
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and relative size, per capital, encompassing also the structural Modifications of economy (Alina, 

2012). 

Economic growth is an increase in the production of goods and services over a specific period. To 

be most accurate, the measurement must remove the effects of inflation.  

 
2.1.2 Company Income Tax and Real GDP in selected African countries  

Company Income tax is a tax under the Companies Income Tax Act that a resident or non-resident 

company incorporated in Nigeria and other countries has to pay. It is a tool to achieve economic 

growth in any country. According to Abomaye et al (2018), company income tax is a tax paid by 

a resident or non resident company that is incorporated in a particular country. Olufemi et al (2018) 

emphasized that company income tax contributes to the revenue level of government significantly.  

 
Company income tax (CIT) has also been seen to have contributed to the economic growth of 

Nigeria and Ghana as its contributions to their GDP ranges between 2.3% to 6.1% in Nigeria 

showing between 43% to 63% of the total tax  revenue contributions to the GDP of the country 

between year 2000 to 2018 whereas its contributions to GDP in Ghana ranges between 1% to 2.6% 

showing between 12.8% to 18.1% of the total tax revenue contributions to the GDP of the country 

for the periods under study (Revenue statistics of Africa, 2020). 

 
Olufemi et al (2018) observed that Company income tax (CIT) has a negative significant 

relationship with economic growth while Abomaye et al (2018) showed an insignificant 

relationship between CIT and economic growth. These findings were supported by the studies of 

Cornelius et al (2016) and Igbasan (2017). 

 
Chigbu, Akujuobi, & Appah, (2012) examined the causality between economic growth and 

Company Income tax in Nigeria for the period 1970-2009. The results from the econometric 

analysis reveals that taxation as an instrument of fiscal policy affects the economic growth and 

taxation granger cause economic growth of Nigeria. 

 
Uzoka & Chiedu (2018) revealed that Company income tax has significant effect on economic 

growth in Nigeria. Also Adegbei & Fakile (2014) revealed a significant relationship between 
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Company income tax (CIT) and Nigerian economic development, stating that tax evasion and 

avoidance are major hindrances to revenue generation. 

Bonu & Pedro (2009) made their analysis revealing that the influence of Income tax revenue over 

GDP is not much in economically advanced countries such as Japan, China, UK, USA whereas 

greater influence of CIT over GDP is found in developing countries like West African countries 

like Nigeria and Ghana. 

 
2.2 Theoretical Framework  

An understanding of taxation and its influence on economic growth proceeds from an examination 

of a number of theories that attempt to explain the basis and rationale behind this management 

imperative. These theories principally include: 

1. Benefit Received theory 

2. Neo-classical growth model 

 
2.2.1. Benefit Received Theory 

The Benefit received theory of taxation propounded by Cooper in 1994 suggests that the taxes are 

to be imposed on individuals according to the benefit conferred on them. In effect, the more 

benefits a person derives from the activities of the State, the more he should pay to the government, 

thus a “quid pro quo” is expected to subsist (Onakoya et al, 2017). However, it is impossible to 

implement precisely due to the difficulty of determining the amount of government benefits, 

including diffuse benefits such as military protection received by each resident and non-resident 

tax payer. 

 
This theory is based on the assumption that there is basically an exchange relationship between 

taxpayers and the state because the state provides certain goods and services to the members of 

the society, therefore, members of the society should contribute to the cost of these supplies in 

proportion to the benefits received (Abomaye et al, 2018). 

 
 

2.2.2. Neo-classical growth model 

This model can be traced to Solow who was the first to examine how taxation affects growth in 
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1956. The neoclassical growth model of Solow implies that steady state growth is not affected by 

tax policy. Tax policy however distortionary, has no impact on long term economic rates, even if 

it does, reduces the level of economic output in the long term. 

The neoclassical model also views that income and wealth first be produced and then consumed 

meaning that taxes on the factors of production (ie) capital and labor are particularly disruptive of 

wealth creation. Corporate and shareholders taxes reduce the incentive to invest, to build capital 

and also reduce the incentive to work. 

Most of the previous studies show negative effect of taxes on growth. Corporate income taxes are 

found to be most harmful, followed by personal income taxes, consumption taxes and property 

taxes. 

 
2.3 Empirical Framework  

Abomaye et al (2018) had an empirical analysis of tax revenue and economic growth in Nigeria 

from 1980 to 2015 using Gross Domestic Product (GDP) as the dependent variable and Petroleum 

profit tax (PPT), Company income tax (CIT) and Custom and excise duties (CED) as the 

independent variables. The analysis was carried out using Ordinary least square and the findings 

revealed that there was a long run relationship among the variables. The short run analysis also 

revealed that PPT and CIT have no significant relationship in Nigeria while CED has a significant 

relationship with economic growth in Nigeria. 

 
Cornelius et al (2016) examined the impact of tax revenue on economic growth of Nigeria using 

data on GDP, PPT, CIT and Non oil revenue extracted from CBN statistical bulletin. The study 

used ordinary least square technique to establish the relationship between the dependent and 

independent variables. The findings revealed that there is a significant relationship between PPT, 

Non oil revenue and the growth of Nigerian economy while there is no significant relationship 

between CIT and the growth of Nigerian economy. 

 
Chude & Chude (2015) investigated the impact of corporate income tax on the profitability of 

brewery companies in Nigeria. The study employed the Augmented Dickey Fuller unit Root test, 

Johnsen co-integration test and ordinary least squares technique to analyze time series secondary 

data. The study revealed positive correlations between taxation and profitability.  
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Ihenyen & Mieseigha (2014) examined taxation as a financial instrument for economic growth in 

using data obtained from the central bank of Nigeria for the period 1980-2013. They used 

corporate income tax and value added tax as the independent variables and proxy for taxation. 

These were regressed against economic growth measure by gross domestic product (GDP), the 

dependent variable. The study employed ordinary least squares technique (OLS) data, and the 

results revealed that corporate income tax and value added tax impacted positively on gross 

domestic product. They therefore concluded that taxation is an instrument of economic growth in 

Nigeria. Adegbie & Fakile (2011) concentrated on the company income tax and Nigeria economic 

development relationship. Using chi-square and multiple linear regression analysis in analyzing 

the primary and secondary data respectively and concluded that there is a significant relationship 

between company income tax and Nigeria economic development.   

 

3.0 Research methodology 

3.1 Scope of the Study  

The scope of this study is on a comparative analysis of the effect of company income tax on 

economic growth of selected Anglophone and Francophone African countries. The study focused 

on Nigeria and Ghana for the Anglophone countries and Madagascar and Rwanda for the 

Francophone countries, these countries were selected for study because of their size and economic 

development within their regions and also because they are among the emerging economies within 

their different African regions.  The time frame covered in this study was 2000- 2018. The choice 

of this period is due to availability of data that cut across the countries under investigation. 

 

3.2 Collection of Data 

The data for this study was collected from World Bank Development indicator for data on real 

GDP and oecd.stat.org database on revenue statistics in Africa for data on company income tax. 

These data are for the period 2000 – 2018. The choice of this period is due to availability of data 

that cut across the countries under investigation. 
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To avoid any problem that may present itself when testing for unit roots and co-integration 

between time series of the variables used, the annual data collected, was converted to quarterly 

data using Quadratic-match-sum procedure/pattern through E-view package as adopted in 

Shahbaz et al (2020) and Sbia et al (2014). 

 

3.3 Operational Measures of Variables  

In this study, the researcher tried to determine the effect which company income tax has on the 

economic growth of Nigeria and Ghana.

 

3.4 Model specification  

This research model was underpinned by the Ibn Khaldun’s theory of taxation which seeks to 

achieve the optimal tax rate. The research adapts the 2016 empirical model of Onakoya and 

Afintinni. 

This study employed the following model:  

RGDP = b0 + b1 CIT + µ 

RGDP = f (CIT)  

The relationship expressed in equation in above is: 

RGDP Represent Real Gross domestic product which is the economic growth variable for each 

country and year 

CIT Represents Company income tax for each country and year 

A Prior Expectation 

β1> 0  

The economic expectation of the explanatory variable: company income tax is expected to be 

positive greater than zero which indicate positive increase on economic growth in the selected 

countries. 

 

 

3.4.1 Model estimation procedure 

The study employs three step procedures: pre-estimation, estimation and post estimation. Pre-

estimation tests involve the use of descriptive statistics to determine the nature of the data and 


