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Abstract 

This study investigated the influence of selected components of tax revenue in Nigeria on the growth and 

development of the country from 2000-2015. Two models were specified where in one, the Gross Domestic Product 

(GDP) measuring economic growth, was the dependent variable. The second model measured economic 

development as depicted by Human Development Index (HDI). The two equations had Value Added Tax (VAT) 

Company Income Tax (CIT) and Customs and Exercise Duties (CED) as independent variables. Data were sourced 

from the CBN statistical bulletins and annual reports and statement of accounts, the World Bank and the United 

Nations Development Programme (UNDP) Human Development Index Report. The data were analyzed using the 

ordinary least square (OLS) regression technique. Results showed that there were positive and significant 

relationships between GDP and VAT as well as CED. The model on HDI showed that VAT was negative while CIT 

was positive but both were significantly related to HDI. The implication of the results is that to drive economic 

growth and development in Nigeria, these three components of the country’s tax revenue have to be aggressively 

pursued and proceeds from these judiciously utilized for the benefit of the country. 

Keywords: Economic growth, Economic development, Tax Revenue, Value Added Tax, Company Income Tax,  
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1.0    Introduction 

Tax, as defined by Black, (2002) is a payment compulsorily collected from individuals or firms by central or local 

government. Worlu and Nkoro (2012) defined tax as a fee charged by a government on a product, income or 

activity. On his part, Omotosho (2001) was of the opinion that tax in a compulsory charge imposed by a public 

authority on the income and properties of individuals and companies as stipulated by the government Decree, Acts 

or Laws irrespective of the exact amount of service of the payer in return. According to Farayola, (1987) tax is one 

of the sources of income for government, used to finance public utilities and perform other social responsibilities. 

Tax is also defined as a levy imposed by the government against the income, profit or wealth of individuals and 

corporate organizations (Ochiogu, 1994). 

In Nigeria, government revenues consist of oil and gas and the non-oil sector. The country depends on oil and gas 

more for its revenue as this sector contributes over 70% of the total revenue accruing to the government of Nigeria. 

Data available from the Central Bank of Nigeria (CBN) confirm that the revenue from the oil and gas sector 

contributed on average, from 1986 to 2012, 77.5% of the total revenue derived by the federal government of 

Nigeria. The balance of 22.5% was from the non-oil sector. With this scenario, the heavy dependence of Nigeria on 

this mono product exposes the county to the various shocks inherent in the international oil and gas market. To shore 

up this volatility in government revenues occasioned by the unstable oil and gas international market as well as 

distorted production patterns locally, the various government in Nigeria have imposed various types of taxes in the 

country. 

Chief among the different taxes imposed by the federal government of Nigeria include, among others, the following. 

(i) Companies Income Tax(CIT) 

(ii) Custom and Excise Duties (CED) and 

(iii) Petroleum Profit Tax (PPT). 
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However, it has been stated by various authors that the main reason for taxation is to fund government expenditures 

and to redistribute wealth. This translates to financing development of the country (Musgrave and Musgrave, 2004, 

Ola, 2001, Jhingan, 2004, Bhartia, 2009). Whether the taxes collected would be adequate to fund country’s 

development will depend on the needs of the country. 

To keep up with the tremendous demand for government services, government needs to raise revenue to carry out its 

duties. The single most important way governments raise funds to finance its operations is through taxes (Osundina 

and Olanrewaju, 2013). They opined that tax is a major player in every society of the world and tax systems put in 

place is an opportunity for government to collect additional revenue for discharging its pressing obligations. 

Musgrave and Musgrave, (2004) and Azubuike, (2009) agreed that the important things about taxes are that they 

affect productivity and resources in the economy. Generally, the economic effects of tax include micro effects on the 

distribution of income and efficiency of resource use as well as macro effect on the level of capacity output, 

employment, prices and growth. Ofoegbu, Agwu and Oliver (2016) supported this stand by stating that: 

“the primary responsibility of every government all over the world is to ensure security, freedom and 

welfare of its citizens”.  

1.2 Statement of the Problem 

The Nigerian economy has been heavily dependent on revenues from oil and gas exports. This is with a small 

proportion of the total revenue derived from non-oil revenue sources include, among others, the value added tax, 

company income tax, import duties. Tax revenues to government are expected to yield income with which the 

government is expected to use in the provision of roads, education, health services, etc. as well as create conducive 

conditions for the economic being of the society. However one is tempted to ask if Nigeria has followed the 

examples of some governments who have influenced their economic development through revenues from tax. Such 

examples include United States, Netherlands, Canada, and United Kingdom. Oluba (2008) reported that these 

developed countries derive substantial revenues from company income tax, value added tax and import duties and 

have used same to create prosperity. 

The central questions underlying this study are based on the known facts of unstable prices of oil and gas in the 

international market and the production shocks in the domestic oil production environment. Since taxes are the more 

predictable sources of income to government, one would like to know the extent to which the revenues have been 

applied to create prosperity in Nigeria. The relationship between some tax revenue components and economic 

development in Nigerian is also not certain. In other words, how the people benefit from the compulsory burden of 

tax in Nigeria needs additional information. 

1.3    Objectives of the Study 

The broad objective of the study is to evaluate the impact of some components of tax revenue on economic growth 

in Nigeria. Specifically the study will address the following; 

(1) To examine the impact of Company Income Tax (CIT) on economic growth and development in Nigeria. 

(2) To evaluate the relationship between Customs and Excise Duties (CED) revenue and economic growth and 

development in Nigeria. 

(3)    To examine the effect of Value Added Tax (VAT) on economic growth and development in Nigeria.  

 

1.4 Research Hypotheses 
 

H01: There is no significant relationship between the CIT and economic growth in Nigeria and her Human 

Development Index. 

H02: Value Added Tax (VAT) does not have any significant impact on the Nigeria economic growth and her Human 

Development Index. 

H03: Custom and Excise Duties had no significant impact on economic growth in Nigeria and Nigeria’s Human 

Development Index. 
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1.5    Scope of the Study 

Tax revenues targeted in this study are the Company Income Tax (CIT) and the Value Added Tax (VAT) as well as 

customs and excise duties in Nigeria. Due to availability of data on Value Added Tax (VAT) the study will cover the 

period from 2000-2015 – a period of twenty one (21) years. All the data accessed were limited to that time frame. 

2.0   Literature Review 
Taxation is seen as a burden which every citizen must bear to sustain his or her government because the government 

has certain functions to perform for the benefits of those it governs (Abuberoh and Okoye, 2014). Farayola’s (1987) 

definition of taxation is that it is one of the sources of income for government, such income is used to finance or run 

public utilities and perform other public utilities. Tax has also been defined by Ochiogu (1994) as a levy imposed by 

the government against the income, profit or wealth of the individual and corporate organizations. Taxation is the 

most important source of revenue for modern governments, typically accounting for ninety percent or more of their 

income (Adams, 2001). To emphasize the importance of tax to developing countries, the IMF noted and quoted by 

Worlu and Nkoro (2012) as follows. 

“Developing countries must be able to raise the revenues required to finance the services 

demanded by their citizens and the infrastructure (physical and social) that will enable to 

move out of poverty. Taxation will play the key role in this revenue 

mobilization…………….” 

As reported by United Nations (2000) tax revenue contributes substantially to development. Worlu and Nkoro 

(2012) had noted that tax is the most important, the most beneficial and the most sustainable source of finance for 

development need to streamline a nation’s tax system so as to ensure the realization of optimal tax revenue through 

equitable and fair distribution of tax burden. 

Engen and Skinner (1996) asked a rhetorical question, “How does tax policy affect economic growth”: relating to 

this question, Adeyemi (2012) was of the opinion that government must consider the trade-off involved in attracting 

foreign direct investment (FDI) in terms of giving incentives and the impact of these on the country’s sustainable 

development. This is as if (the government) aims at achieving sustainable development. Afuberoh and Okoye (2014) 

stated that taxation has the following impacts on the sustainability of economic development: 

(i) Tax system provides a fiscal platform that encourages foreign direct investments (FDI) and also fosters 

bilateral, regional and international trade relations among nations. 

(ii) Taxation fosters a fair relationship between developed and developing countries so as to ensure that 

developing countries get a fair allocation of tax base and tax room in emerging trade. 

(iii) Taxation helps developing countries in formulating effective policies and collection system that strengthen 

the funding of sustainability. 
 

Ofoegbu, Agwu and Oliver (2016) argued that a country’s growth is not measured in Gross Domestic Product 

(G.D.P) alone. According to them, the Human Development Index (HDI) as reported by the United Nations 

Development programme measures the quality of life captured by the life expectancy, literacy rate measured by the 

years of school attendance and quality food, among other indices. However, the U.N.D.P (2014) report placed 

Nigeria in 152
nd

 position out of 188 countries of the world. 

Generally speaking, there are two main sources of Federal Government Revenue in Nigeria. These are the oil and 

non-oil revenues. Oil revenue predominate government revenue from crude oil and gas exports, receipts from 

petroleum profit tax and royalties. This also includes royalties and revenue from domestic crude oil sales. Non-oil 

revenues on the other hand consist of Companies income tax, value added tax, customs and exercise duties, federal 

independent revenue education tax, customs levies and other (CBN, 2010). 

Literature is replete with studies of the influence of tax on economic growth in Nigeria. For example Owolable and 

Okwu (2011) investigated the contribution of Value Added Tax to the Development of Lagos State Economy, using 

simple regression models. Results of the study showed that VAT revenue contributed positively to the development 

of the sectors considered in the research. The analysis revealed that VAT revenue had a considerable contribution to 

the development of the study area during the study period. Again, Adegbile and Fakile (2011) considered the 

relationship between the Company Income Tax and Nigeria Economic Development. Their analyses used Chi-

square and Multiple Linear Regression on primary and secondary data. They came to the conclusion that a 

significant relationship exists between company income tax and Nigerian economic development. 
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Adereti, Adesina and Sanni (2011) researched on the impact of VAT revenue on the economic growth of Nigeria, 

during a fifteen year period (1994 to 2008). They used time – series data on the Gross Domestic Product (GDP), 

VAT Revenue, Total tax revenue and the total revenue of the federal government. Their study found that a positive 

and positive and significant result existed between VAT revenue and GDP of Nigeria. On their own part Success, 

Success and Ifureze et al (2012) studied the impact of petroleum profit tax for a eleven year periods spanning from 

2000 – 2010. They found that petroleum profit tax had a positive and significant impact on the G.D.P of Nigeria. 

Osundina and Olanrewaju (2013) investigated the welfare effect of taxation on Nigerian Economy from 1970-2011. 

They used Total Consumption Expenditure (TCE) function. Total consumption expenditure was used to measure the 

welfare affect of taxation while Private Investment Consumption (PIC) and Total Federally Collected Revenue 

(TFCR) were used to capture the economy. Their findings showed that total consumption expenditure had a positive 

and direct relationship with public investment level. On the other hand, total federally collected revenue had a 

negative and inverse relationship with total consumption expenditure. 

Ojong, Oga and Oka (20016) also studied the impact of tax revenue on economic growth in Nigeria from 1986 – 

2010 the results showed that non-oil revenue contributed to the growth of the Nigerian economy. Company Income 

Tax had a positive impact on the performance on the economy. Onaolapo, Aworemi and Ajala (2013) examined the 

impact of value added tax on revenue generation in Nigeria. Secondary data were sourced from CBN Statistical 

Bulletins, Federal Inland Revenue Services Annual Reports and chartered Institute of Taxation of Nigeria journal. 

The sourced data were analyzed with the use of stepwise regression analysis. The result of the study showed that 

VAT has statistical significant effect on revenue generation in Nigeria. 

One interesting study on the effect of tax revenue on economic growth in Nigeria is the work of Ofoegbu, Agwu and 

Oliver (2016). The researchers used time series data covering a period of 10 years (2005 – 2014). The data were 

sourced from the Federal Inland Revenue Services, (FIRS), World Bank Report and the United Nations 

Development Programme (UNDP) reports. The data were analyzed using the Ordinary Least Square (OLS) 

technique. Their study used the Human Development Index (HDI) as a measure of development in one equation and 

GDP as a proxy for development in another equation. They used Total Revenue (TR) as independent variable in 

both equations. They found out that the results of the two equations varied slightly in magnitude. However, both 

equations found a positive and significant relationship between total revenue and Human Development Index (HDI) 

on the one hand and the GDP on the other.  

3.0    Methodology 

This study benefited from Ofoegbu, Agwu and Oliver (2016). Data were sourced from FIRS, World Bank, U.N.D.P 

Reports as well as CBN Annual Reports and Statistical Bulletins. While, Ofoegbu, Agwu and Oliver (2016) used the 

aggregated total revenue as the independent variable, this study disaggregated the total revenues and used only some 

components of the total revenue such as VAT, company Income Tax and Custom and Excise Duties. The aim was to 

investigate how each of these variables relate with either GDP or HDI. Their study was limited to 2005 – 2014, this 

study move in retrospect and extended to 2015. To that effect the following models were specified: 

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

Where;  
 

GDP = Gross Domestic Product. 

CIT = Company Income Tax 

CED = Custom and Excise Duties 

VAT = Value Added Tax 

The explicit form of equation (1) above became 
 

GDP = b0 + b1CIT + b2VAT + b3CED + u -------------------------(2)  

For the efficient form of the Human Development Index, equation becomes 

HDI = a0 + a1CIT + a2VAT + a3CED + u ----------------------- (3) 

HDI  = Human Development Index 
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The multiple regression was used because it showed no spurious result and therefore the estimates were reliable. 

4.0    Results and Discussions 

Two equations were specified. For the equation where the natural log of GDP was the dependent variable the results 

of the regression are presented in Table 1 below: 

Table 1: Regression Results Dependent Variable Log GDP 

Variable  Coefficient Std error T stat Prob. 

C 4.007 0.252 15.899 000 

LOG OF VAT 

LOG OF CIT 

LOG OF CED 

0.667 

-0.003 

0.465 

0.86 

0.86 

0.85 

7.749 

-034 

5.457 

0.000 

0.973 

000 

R
2
 = 0.998 Adj R

2
  = 0.998 S.E  = 0.3993 T. Stat  = 2343.98 D.W= 1.663 (1.66) 

Source: Authors computation using Computer software SPPS version 20. 

The adjusted R-square at 0.998 shows a good fit for the model. This explains that 99.8% of variations in the G.D.P 

during the study period was explained by the Value Added Tax, Company Income Tax and Customs and Excise 

Duties. The remaining 0.2% was accounted for by the stochastic error term. The overall significance of the model 

was tested using the F-statistic. The software generated F-statistic value of 2343.98 confirmed that the model, given 

the data set was significant. The Durbin-Watson (D.W) was 1.66. Following the method of checking for the 

presence of auto correlation among variables in a model as outlined by Keller and Warrack (2003), the absence of 

auto correlation was confirmed. 

The t-statistics, also generated by the software were used to test the statistical significance of each independent 

variable in the equation. The result showed that two of the three variables were significant at the 1% -level. These 

were the VAT and CED they entered the model with the a-priori expected positive signs. However, the third 

variable (CIT) was both negative and insignificant against a-priori expectation. This implies that economic growth 

in Nigerian within the period of study, as represented by the G.D.P was positively influenced by VAT and CED. The 

negative and insignificant Company Income Tax (CIT) did not contribute to Nigerian economic growth via the 

G.D.P during the study period. 

That VAT was positive and significant in this research agreed with the works of Adereti, Adesina and Sanni (2011), 

Onadopo, Aworemi and Ajala (2013) and Owolabi and Okwu, (2011). These studies, among others, found that VAT 

contributed significantly to the G.D.P in the periods they studied. The result was also in agreement with Ojong et al 

(2016) who found no significant relationship between Company Income Tax and G.D.P from their study using 

1986-2010 data set. Also this study was in disagreement Worlu and Nkoro (2012) who also found no significant 

relationship, between Infrastructural Development (proxying growth) and customs and Excise Duties (CED) using a 

1980-2007 data set analyzed by the 3 stage least square (3 SLS) regression framework. This study also differed from 

Adegbile and Fahile (2011) who found that Company Income Tax (CIT). The regression equations were double-log 

functional forms. Therefore the slope coefficients of the independent variables were such that a unit change in VAT 

(which is in billions of naira) produced a 0.667 (of billion Naira) in the G.D.P. during the period of study. Likewise 

a unit change in CED also produced a 0.465 (billion Naira on the G.D.P within the same period. Stated another way, 

a 1% change by VAT and CED produced a 0.667 (or 0.67%) and 0.465 (0.47%) change respectively on the G.D.P 

during the period used in the study.     

A second equation was also specified. This equation used the same components of tax revenue in Nigeria as used in 

the economic growth to test economic development proxied by the Human Development Index for Nigeria. Using 

the same data set for the independent variables as in the growth equation. The result is presented in Table 2 below. 

Table 2: Regression Result Dependent Variable: LHDI 

Variable  Coefficient Std error T stat Prob. 

Constant -1.346 0.165 -8.155 0.000 

LOG OF VAT 

LOG OF CIT 

LOG OF CED 

-0.015 

0.052 

0.66 

0.04 

0.029 

0.056 

-3.587 

1.824 

1.163 

0.004 

0.093 

0.68 

R
2
 = 0.930 Adj R

2
  = 0.912 S.E = 0.02701 T. Stat  = 53.132 D.W=1.679(approx. 2) 

Source: Authors computation using Computer software SPPS version 20. 
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The result shows the adjusted R-squared as 0.91%. This indicated that 91% of the total variations in the Human 

Development Index of Nigeria within the period was explained by the variations in the independent variables of 

VAT, CIT and CED. The remaining 9% was explained by the stochastic term. This suggested that the model had a 

good fit. The F-statistics was used to test the overall significance of the regression equation. The value of 53.132 

was obtained for the F. statistic. We conclude that the F-statistics is significant and therefore confirms the overall 

significance of the regression. 

Durbin-Watson (DW) statistic, from the regression output, was 1.679. The D.W tests for the presence of first-order 

autocorrelation in a time series data. Keller and Warrack (2003) had outlined the process of testing for positive first-

order autocorrelation, the result shows there is no positive serial correlation. A look at the t-statistic result for the 

independent variables show that 2 of the 3 variables were significant. Value Added Tax (VAT) was significant at 

1% -level but negative against a-priori expectation. However, CIT was positive, but significant at the 10% -level. 

CED was positive though not significant. 

This study agreed with Ofoegbu, Akwu and oliver (2016) who found a positive and significant relationship between 

Total Revenue and economic development in Nigeria. It however added to the body of knowledge already available 

relating to impact of tax revenue to economic development in Nigeria. The sizes of the co-efficient of the 

independent variables showed that, for VAT the co-efficient was 0.015 and CIT had a coefficient of 0.052. Since the 

equation was specified in the double log functional form, the implication is that a unit change in VAT depressed the 

human development index, by approximately 0.2 units that VAT was negatively related to the human development 

index for Nigeria during the period under study was surprising. But one has to look at it from the perspective that the 

Value Added Tax was a Consumption Tax which lowered peoples’ purchasing power thereby reducing their 

spending on such things that enhanced the general quality of life on which the HDI was based. These commodities 

are related to education, health and quality food. The coefficient for the Company Income Tax (CIT) was 0.052. 

This implied that a 1% increase in CIT increased the Human Development Index for Nigeria during the period under 

study by only 5%. 

5.0   Summary and Conclusion 

This study aimed at establishing the relationship between some tax revenue components such as Value Added Tax 

(VAT), custom and Excise Duties (CED) and Company Income Tax and economic growth in Nigeria measured by 

the Gross Domestic Product (GDP). The study was also directed at finding out how the same tax revenue 

components related to the Human Development Index (HDI) for Nigeria. The HDI was considered a better measure 

of how a country develops and not by merely by how goods and services produced by a country over a period of 

time has increased. 

The Human Development Index measures how the quality of lives in a country has improved. It is measured in three 

key criteria: these are Health Index representing the life expectancy in a country, the United Nations Development 

Programme (UNDP) (2014). In their 2014 report said that the minimum and maximum life expectancy in terms of 

years are 25 and 85 respectively. The study found out that there were significant relationships between VAT and 

CED and G.D.P during the study period. However no significant relationship existed between G.D.P and C.I.T 

during the period of study. On the second equation VAT was significantly negatively related to HDI while CED was 

positive but insignificantly related to the Human Development Index during the study period. The implication of 

these results, that GDP and HDI were driven by varying variables during the study period while GDP was driven by 

VAT and CED. HDI had an inverse but significant relationship with VAT and a positive and significant relationship 

with CIT. 

5.1   Recommendations 

1. Government should ensure that VAT is properly harnessed and applied. 

2. To improve the Human Development Index Government should re-address the payment of VAT on such goods 

and services that have both direct and impact on health, education and quality of life. 

3. Government should invest tax revenues into infrastructural development to enhance both the Human 

Development Index and Gross Domestic Product.  

4.  The Gross Domestic Product will be improved if government encourages the individuals to pay VAT and the 

Nigerian Customs Services ensure the proper collection and remittance of CED. 

5. The government and Tax authorities would do well to reassess the collection and application of company Income 

Tax (CIT) 
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Figure 1  
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