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ABSTRACT

Governments all over the world have formulated policies and fixed tax rates
aimed at generating required quantum of revenue to foster growth and
productivity in their respective economies. The problem has been that not much
has been achieved in terms of tax rates regulations over the years across the
globe. It isindisputable fact that Government need tax revenue to meet her fiscal
need. Various literatures and theories have suggested one way or another that
increased tax revenue cannot be achieved without increase in tax rates. Hence,
this study examines theimpact of income tax rates on tax revenuein Nigeria from
1986 to 2015. The study equally takes scientific analyses of a directional influence
of tax rates on tax revenue. It adopts the survey inferential research design.
Population of the study consists of all the eight major tax handles under the
jurisdiction of the federal government. Purposive sampling technique was adopted
in the selection of a sample of three taxes on income. Data for analyses were
obtained from both primary and secondary sources. The hypotheses formulated
were tested using the Karl Pearson's product moment correlation analysis and
findings made. It was discovered that income tax rate have significant relationship
with tax revenue as a whole but one of the coefficients of explanatory variables
- company income tax rate exhibited a negative correlation with tax revenue.
Thisresult explains that company income tax rate and tax revenue are inversely
related. This concludes that the lower the rate on company tax, the higher the
revenue yields from company tax and vice versa. The study suggests that income
tax base should be vertically broadened so asto capture more taxable itemsinto
the tax net. Thiswill conveniently result in increase in tax revenue where ever
practiced.

Keywords: Tax rates, tax base, rate correlation, rate irony, revenue correlation,
tax revenue, economic growth.

INTRODUCTION

At thebeginning of every year, governmentscomeup withfiscal policiesaimed a boosting
the economy through improvements in tax administration and revenue generation.
Government revenues are from two main sources- tax revenue and non-tax revenue. Of
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thesetwo sources, tax isamorereliableand most cons stent source of government revenue.
Based onthisfact, tax lawsaretailored in such away that tax revenues accruableto the
government do not escape assessment in compliance with approved tax ratesand collection
policy. Someof thefiscal policiesof government comeintheform of tax ratesand self-
assessment complianceincentives. According to Stanlake and Grant (1999), theprimary
objectivesof fisca policy areto generate sufficient revenueto meet government expenditures,
to redistribute scarce resources and to stabilize the economy and that theinstrument of
fiscal policy used to achievethese objectivesistaxation and government expenditure.
More so, fluctuationsin therates charged on taxes, adjustmentsin thetax basesand the
incometax assessment period can significantly impact tax revenue. Thus, itissaf-evident
that, fiscal policiesguideand direct activitieswithin theeconomy toward achieving taxation
objectives (Attah, 2008). Tax rateisaveritableyardstick for measuring the guantum of
revenue government expectsto generatefrom taxation within aspecified period. Tax rate
istherefore important and necessary in an economy. It isafundamental tax revenue
generation instrument; it affectsevery taxableitemsin the economy, asadeterminant of
compulsory contribution charged upon persons, properties and businesses by relevant
authoritiesfor the support of government, andiscrucial to the success, not only of tax
revenue generation and provision of socia and economic obligations of government but
asofor equitabledistribution of thetax burden. That is, everyoneismadeto pay his"fair"
share (FIRS, 2002).

Government needsto provideinfrastructures such ashospitals, schools, roads,
electricity, water, security and other obligationsthat directly impact theliving standards of
thepeople. Theratesof tax charged would determine how much revenuethe government
generates and consequently how many of thoseinfrastructuresare provided. If thetax
ratesaretotheeffect that revenue generated isnot sufficient to meet government obligetions,
then, it could bethat those obligationsmay not be met or government may go borrowingto
financethem and that may likely affect the economy negatively. Ontheother hand, if the
tax policiesarelopsided to the effect that much of the revenuethat comesfrom tax goesto
onetier of government that control high rated taxableitems, other tiersmay facedifficulty
inmeeting their obligationsto the people dueto inadequate fundsunlessthetax ratesare
improved. According to Brennan and Buchanan (1977), the L affer curveanaysiscorre ates
tax ratesand tax baseswith tax revenue and theresult showsthat the higher tax rateisless
likely the optimum tax rate and that alower tax rate may reasonably generate moretax
revenuesthan the higher tax rate. Ghaus (1995) finds out that aL affer curve estimation
providesthe optimal tax rate (optimal intermsof revenue maximization) and providestax
authoritieswith evidential convictionsto either increase or reducetax ratesdepending on
thedirection of tax policy objectives.

InNigeria, government'sfiscal power rely on athree-tier structureof taxationwith
the Federal, Statesand L ocal Governments having different tax jurisdiction, the most
buoyant tax handles (taxeswith higher ratesand wider base) being under the control of the
Federal government. Akabom and Effiong (2010), assert that thetotal tax revenue and
moniesgenerated from leviesby thethreetiersof government in Nigeriaaveraged 96.4
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per cent for the Federal Government, 3.2 per cent for the Statesand 0.4 per cent for the
Local Governments. Accordingto NigeriasFIRS (2002), "in 2002 about forty different
tax handlesand leviesweredistributed amongst thethreelevel sof government. Amongst
these, the Federal Government controlled higher rate and wider basetaxes’. The study
group on Tax Reforms (2003) reveal sthat the Federal Government (that controlsmost
buoyant tax handles) generates more than 98 per cent of thetotal revenuefromtax in
Nigeria. IntheUnited Nation University - World Institute for Development Economics
Research (UNU-WIDER) on Tax Policy Reformsin Devel oping Countriesby Odusola
(2006), evidence showsthat dueto the non - flexible nature of Nigerian tax structure, the
oil and gas based taxes (that have higher rates) generate more than 75 per cent of the
country'stotal tax revenue. The absence of arobust tax policy, which could properly
integrate thetwo elementsin atax - tax baseand tax rate - hasresulted in Nigeriasfiscal

operationsbeing largely depending oil-related vol atility thusimpacting both revenueand
expenditure. Based on the high dependence on taxesdriven by oil voltility, revenueand
expenditureincreased correspondingly during periodsof high oil prices. Thisisevidentin
tax revenues and expenditure profile, for instance, in 1979 - 1982 and 1991 -1992.

Expectedly, in 2003 - 2006, therigid tax Structuremadeit increasingly difficult for
thetax authority to record remarkable successin tax collection. Adesina(2006) compared
tax revenuein some countriesand regretted that Nigeria, generatestheleast tax revenue
when compared to Morocco, Kenyaand India, emphasizing that Federal Inland Revenue
Serviceswas not empowered to charge commensurate tax rate and al so that theright
caliber of workerswerenot engaged in thisdirection.

The Federd Inland Revenue Service (FIRS) isthetax operativearm of the Federa
Government in Nigeriawhich isresponsiblefor taxation asenshrined in the exclusive
legidativelist under item 58 of the Second Schedul esof the 1999 Congtitution, asamended
(Ol 1999). Itsdutiesareto assess, collect and account for federally collected taxessuch
as, Company IncomeTax (CIT), Capital Gains Tax (CGT), Valued Added Tax (VAT),
Petroleum Profit Tax (PPT), With-holding Tax (WT) and Stamp Duties base on stipul ated
rates approved by government. However, the duty to account for taxesisbeyond the
scopeof thisstudy, whilethose of assessmentsand revenue collectionsbased on government
approved tax ratesare of specificinterest to thisstudy.

Taxation Power sand Jurisdictions

Thelegidative power and the power toimposetaxesand stamp duties on taxableincome,
chargeable profitsand on gainson capital appreciation, for corporate bodiesand specific
individua sarevested in the Federal Government asembedded in the 58th and 59th items
of Part | (thesecond schedule) of theexclusivelegidativelistin the 1999 constitution of
Nigeria By implication, only the Federal Government vested with the exclusive power to
imposeand collect taxesfrom specificindividual sand corporate bodies either by Decree
promulgation or Actsof parliament. Consequently, the Petroleum Profits Tax Acts, Persona
Income Tax Acts, CompaniesIncome Tax Act and ValueAdded Tax Decree cameinto
existence asaresult of the Federal Government enactments.
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The promulgation of thePI TA 104 of 1993, wasa med at ensuring uniformity throughout
the States of the Federation, all the previous States Edictsimposing onetax or the other
wererepealed. Section 99 of PITA, 1993 repealed ITMA and the Income Tax (Armed
Forcesand other Persons) (Specia Provision) Act. Nigeriaoperatesgovernmentsat three
distinct levels and in line with this tripartite arrangement, fiscal powers and fiscal
respongibilitiesareassumed by eechleve. In ddinegting thefunctions, the 1999 condtitution
shared government responsibilitiesand powersinto exclusive, concurrent and residual
lists. Theimposition of taxes on specid individualsand corporate bodiesisaniteminthe
exclusvelis of thecondtitutionwhilethecollection of suchtaxesisanitemin theconcurrent
legidativelist. Inother words, the power to collect the varioustaxesis shared among the
threelevel sof government.

Adesola(1986) pointsout that the National Assembly isempoweredtolegidate
onthetaxation of incomes, profitsand capita gains. TheNationd Assembly equdly legidates
on mattersinthe concurrent listsespecially the ones on the sharing of public revenueand
also del egate authority to collect and administer taxes other than thosefrom capital gains,
income, profitsand stamp duties. TheHouses of Assembly at the Statelevel, onthe other
hand, may legislate on the collection of any tax, ratesor feesor may administer lawsto
providefor such collections by thelocal government area. Thisconstitutional window
enablesthe Statesto impose, collect and spend tax revenues, feesor rateswhich arenot
expressly listed asan exclusiveitem. However, according to the 1999 constitution, such
lawsarevoidif found to beat conflict with the enactments of the National Assembly.

Thetotal absence of professionalism by Statesand L ocal governmentsintheir
approach ontax imposition, possibly resulting from declining or fluctuating revenuefrom,
theunregulated use of tax consultantstogether with the use of extremeforceand violence
intax enforcements, have been serious sources of concern to future tax administration of
the country. To de-multiply taxesat the state and local government levelsand probably
eliminate consultants engagements, the Joint Tax Board (JIB) published thetaxeseach
level of government isauthorized to collect. Thisbecame operationa onApril 1, 1997 and
had received statutory backing of Decree No. 21 of 1998. Thiswasamajor landmark in
theNigeriantax system; thefederal government waslimited to eight specific taxes, while
the Statesand L ocal governmentswererestricted to 11 and 20 specific taxesrespectively
(Odusola, 2006).

Taxation and the Economy

Human wantsare unlimited while economic resourcesto satisfy thesewantsare scarce.
Theunlimited and insati able human wants make man to prioritize hisneedsasaway of
satisfying the most pressing needswhile others are arranged according to preference,
pending when theresourceswill beavailableto satisfy them. One of thewaysinwhich
government augment itsavailable resourcesto enableit satisfy wants of thecitizenry is
through taxation. An efficient tax systemisapotent lubricant of thewhed of increased tax
revenue collection. Taxation itsalf involveschoosing among alternative courses of action.
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Government hasto decide betweenfixing tax rateat alevel that will encouragevoluntarily
compliance and rapid economic growth such that the desired revenue can be coll ected at
minimal compliancecost or a alevel suchthat investment may bediscouraged withlikely
highincidence of tax evasion and avoidance and high tax collection cost.

Table1: Nigeria stax system (taxesand leviesapproved for collection)

Federal Government
Company income tax

Petroleum profit tax
Value added tax

Education tax (applies to
companies, residents of

the federal capital territory
and non-resident individuals).

Capital gains tax (applies to
corporate bodies and
Abuja residents).

Stamp duties (applies to
corporate bodies

Withholding tax
(applies to companies).

Personal income tax
(applies to personnel of
the armed forces, police,
External Affairs Ministry,
and residents of FCT

State Government

Personal income tax

(applies to residents of the state).
Withholding tax (individuals only).
Capital gains tax (individuals only).

Stamp duties (applies to instruments
executed by individual only).

Road taxes (e.g. vehicle licenses).

Taxes on pools betting, lottery
and casino winnings).

Business premises and registration
fees in urban and rural areas:

Development levy
(for taxable individuals only).

Street name registration fees
(state capital only).

Fees for right of occupancy on urban

land owned by the state government.

Market taxes and levies where state
finance is involved.

Miscellaneous revenue
(e.g. rent on property).

Source: FIRS (2002) and Odusola (2006).

L ocal Government
Tenancy rates

Shops and kiosks rates

Fees for on-off liquor licenses

Fees for butcher slaps

Fees for marriage, birth and death
registrations.

Fees for street name registration (except
in the state capital).

Urban areas as defined by each state,
Motor park fees.

Market taxes and levies (except in any
market where state finance is involved).

Fees for domestic animal licenses.

Fees for bicycles, trucks, wheel barrows,
carts and canoes.

Fees of right of occupancy on land in rural
areas (except those of federal and state
governments).

Cattle tax, applies to cattle

farmers only.

Entertainment and road closure levy.
Fees for radio and television licenses
Vehicle parking and radio license fees
Charges for wrongful parking

Fees for public convenience, sewage and
refuse disposal

Customary ground permit fees.

Fees for permits for religious
establishments

Fees for permits for signboards, bill boards
and advertisements.

Oneof thecritical areasof tax revenue generationistheeffect theratehasonsuch
revenue. Thiseffect goesalong way to determining whether such ratesimposed are
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worthwhile. Thetax authority takescritical analysisof thetax policiesin operationvis-&
visthe assessment and collection procedureto be adopted. Effiong and Akabom (2010)
reason that only the very naive person will engage in chess competition without being
acquainted with therules of the game. Taxation occupiesacentral positioninthefiscal
policiesof thegovernment. The core position of taxation liesinitsimportanceasthemajor
source of revenue generation and amajor contributor to public expenditure. Itisalsoa
meansof resource real | ocation and resource distributionin any economy. Asaninstrument
of resourceallocation, taxation has occupied the minds of economist of al ages. In oneof
the surveys conducted, taxation was described as an economic weapon to raise money
for government to prosecuteitsvarious programsand also asatested physical tool for
charting appropriate economic path for rapid development (Effiong and Akabom, 2010).

Even moreimportantly, Peacock (1971) examinestheeffects of fiscal measures
on somemacro-economic variablessuch asincome, output, employment, growth, prices
and the balance of payment and pointed out that in any given country, the effectiveness of
any tax systemisdependent on theeconomic, palitical, socia, cultural and technological
characteristics of the society concerned. Their argumentswere on the assumption that
government fiscal measures, such astaxation and government spending haveimportant
relationship to the movement of these macro-economic variablesand hencein the control
of theeconomy.

Taxationisasendtiveissue capableof causing disorder and itisan areawherethe
political leadership must treat with caution. Taxation whichissupposed to be perceived as
acivil obligationisnot perceived assuch but rather asan unnecessary burden. Inexamining
thevarious aspectsof tax policiesasthey affect economic devel opment theemphasishas
alwaysbeen that the tax base of these countries hasto be broadened in order to raisetax
revenuefor development (Kaldor, 1963).

Varioustheorieshave been propounded on taxation bordering on what agood tax
system should be; among such theories are the canon of taxation and optimal taxation
theory.

Canonsof Taxation

Classical economist Adam Smithfirst presented four Canonsof taxationin hisfamous
book "TheWealth of Nations' (1776). The canonsor principlesupon which agood tax
system should be based are enunciated bel ow which include: Ezejelue (1978) observes
that thereisapossibility of atax system having anegative effect which might outweighthe
benefitsto be derived from the revenueto be collected. In order to avoid such negative
effect, heset out thefirst four principleswhich should guidetheformulation of tax policies
of acountry. Such canonsinclude;

1 Equity: The canon of equity suggeststhat thetax should be progressive, inwhich
case, one should betaxed according to one' sability to pay. A tax would beregarded
asequitable or fair when the higher income earner paysthe higher tax and vice-
versa
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2. Certainty: Thiscanonrequiresthat theamount payableastax, thetimeto pay the
tax and the method required for payment should be knownto the tax payer and
thetax officials. It isexpected that the scope of thetax should be clear; thetax
should not bearbitrary.

3. Convenience: Thisprinciplerequiresthat anindividual should pay tax at atime
convenient for that tax payer and collector. A convenient period of slary earners
will beat month end and for companies, at the end of financia year,

4. Economy: Therequirement of thiscanonisthat government expenditure on tax
collection should not exceed the amount to be collected. The tax collection
machinery should be economical, atax officia spending 715,000 to collect
N10,000isnot economica. Thus, tax should not beimposedif thecost of collection
isexcessve.

The other four canons of taxation articulated by the Classical Economist to make up
desirablecharacteristicsof ahealthy tax syslemare;

5. Thecanon of simplicity: It requiresthat the tax should bewell understood by
thetax payersand should be acceptableto the public. Ambiguitiesmust be avoided
and proper understanding of thetax system ensured. By so doing, the chances of
corruptionand oppression by tax officialswill beeiminated.

6. Flexibility: A tax system should be amendableto changes, where necessary but
not rigid. Amendabletax systemwill allow an obsolete tax to be scrapped and
replaced withamoremeaningful and redizabletax.

7. I mpartiality: Thistax principle statesthat agood tax system doesnot discriminate
thetax payers. Animpartial tax system ensuresthat tax payersat the samelevel
pay the same amount of tax.

8. Productivity/Fiscal Adequacy: Thiscanon advocatesthat theyield from atax

should be adequateto cover government expenditure.
Optimality theory of taxation

Optimal theory isthe branch of economicsthat focuses on the management of taxesto
giveaminimal weight of cost or provide the best resultswith regard to social welfare
(Hellerstein, 1997). He opinesthat most governmentsrequire revenue over and above
the amount generated from anon-distorted tax system. Many economistshavetried to
correlatetax optimality with thefunctions of social welfarewhich reveal the economic
expression of equaity asbeing overwhel mingly valuable. These economistsargue that
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whenindividualsexperiencereduced incomeflows, the best redi stribution mechanism of
incomefor the society isthe progressivetax system (Holcomb and Sobel, 1997). They
present two optimal tax modelswhich arethe Ramsey Ruleand the L affer curve. Based
onthesemodd sand given the gap between revenue needs of government and thedeficiencies
intax revenues, each of these models can be applied to generate the optimal tax rate
expresson. Optimdity isconsderedintermsof () efficiency in costsof taxationinrelaion
torevenuecongraintsasisthe case of theRamsey Rule; or (b) the maximization of revenue
asisthecasein Laffter Curve.

M odelsof Optimal Taxation

Therearetwo famous modelsof optimal taxation. Theseare: the Ramsey Ruleand the
Laffer curve. TheRamsay modd isbuilt on rulesand functionsspecified by Ramsey (1927),
who statesthat excesstax burden could be reduced by making theratio of tax ratesto be
inversely proportional to priceeladticity of demand for two products. Thismodd isbased
onthebelief that government attemptsto reduce the excesstax burden (efficiency 10ss)
depending onagivenrevenuerequirements. The*optimal” tax rate, based onthe Ramsey
Rule, isthat rate which reducesthe excess burden of taxation whilestill generating the
amount of revenuerequired.

Theeconomist Arthur Laffter devel oped the L affer curvemodd of optimal taxation.
Theassumption of thismodel isthat government desiresto generate most possiblerevenue
with no regardswhatsoever to efficiency lossesresulting from taxation (Brennan and
Buchanan, 1977). Thelimiting factors on desperate revenue generation will normally
come from constitutional constraints and recent legislations —thisisreferred to the
“Leviathan” model of government. The Laffer curveisbuilt onthe premiseof inverse
rel ationship which exists between therates of tax and tax basesand how thisrelationship
impact tax revenue. The curve showsthat the optimum tax rateisnot awaysthe highest
tax rate—it meansthat areasonably lower tax rate may eventually raise moretax revenue
than ahigher tax rate (Brennan and Buchanan, 1977).

Tax Baseand Tax Rate Structure
Taxesmay be classified by tax base or according to theway therate varieswith income.

Tax Base: Attempt has been made to define tax base as a collective value of taxable
items. Taxesmay be based onincome, capital, profits, consumption etc. Therefore, there
isroomfor definitiond crisis. Persond Income Tax and Company IncomeTax areexamples
of taxes based on income, while petroleum profit tax is an example of atax based on
profits. In principle, capital gainstax isalso aform of tax on value appreciation of capita.
Thetax baseof capital gainstax isthe gppreciationin valueaccruing to aninvestment over
time (Jamesand Nobes, 1978).

Vaueadded tax and excise duties are exampl es of taxes on expenditure. It would
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be possibleto further dividethesetax basesinto those from sourcesof income and those
from usesof theincome. Taxesonincome and taxes on Capital gainsarethe examplesof
taxes based on income sourceswhileval ue added tax isan example of tax based onthe
useof income. It could also be cons dered based on the rel ati onship between the amount
of tax and the size of thetax base. Poll tax isthe only tax whose size bear no relationship
to thetax base except thetax payer, for exampleaN1,000.00 tax per person throughout
thepopulation. Thesizeof atax baseiscrucial tothedegreeof tax yield. If theyield of a
taxissmdl, it canonly haveasmal effect on aggregate demand, regardlessof itsadvantages
in other respects. Income/Profits taxes are taxes that have awide base that could be
broadened for increasetax yield.

Tax Rate: Thisisacharge per assessed unitsof tax liability; it constitutesthe proportion
of thetax basethat thetax payer contributesto the government. In other words, tax rateis
the description of theamount of tax, whichislevied per unit of thetax base. Itisusually
expressed as a percentage of the taxable unit. Hence, the total amount of thetax is
expressed intermsof theunit (base) asamultipleof therate:

BXR=T

R=T/..
Where:

R =thetax rate

B =thetax base

T =theamount of tax (Oriaku, 2004).
Therate at which government fixestaxes determinesthe amount of revenue government
can generatetherefrom. Jamesand Nobes (1978) maintainthat asdirect taxesare assessed
onindividuas income, margina and average rates of taxes can be charged based on the
sizeof theindividual’stax base. Some other classification of Taxescan beaccordingto
thevariation of therate with income. Progressivetaxesattract more portion of theincome
astheincomeincreases. For example, thecurrent system of personal incometax inNigeria
Inaprogressivetax system, themarginal tax rate will alwaysgo abovethe averagetax
rate. Thisfact causestheincreasein averagetax rate. Government haspower to vary the
rate of taxesto generateincreased revenue and still ensure stabilization of the economy.

Buoyancy and Elasticity of aTax

The productivity of atax systemisoften assessed through two common measures; its
buoyancy or itselasticity or both. Thesetermsweredesigned specifically to highlight the
factorsresponsiblefor anincreaseinthetax yield over time (Oriaku, 2004). Hefurther
enunciatesthefindingsin Osoro (1993) that two factorsareresponsiblefor thegrowthin
tax revenues:

1 Theintentionto raise morerevenue by adjusting the sametax base or

2. Expanding the basewhilethetax rate remainsfixed.
Tax cangrow inresponseto GDPintwo ways: the growth based onwhich theexpansion
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of thetax base on which tax ischarged; and the growth asaresult of discretionary changes
intax ratesand tax requirements. Theeffect of thesetwo growthsis called the buoyancy
of atax. A buoyancy coefficient of 1.5impliesthat inevery 1%increasein GDP, revenue
from thetax had on average contribution of 1.5%. Elasticity of tax measuresthe effect of
the automatic growth without recourseto the discretionary changesintax ratesand tax
requirements.

METHOD

Theresearch adoptsthe survey inferentia design. The design was adequate becauseit is
concerned with identifying the actual situation and establishing therel ationship existing
among variables. Thisis necessary because of the fact that this study is purely non-
experimental in the sense that the subjects used as samplesfor the research were not
subjected to control and experimentd groupsand more so, they werenot randomly assgned
tothetreatment levels. Thisstudy wasrather aimed at finding out what rel ationship exists
betweenthevariables.

The study surveysincometax ratesand revenue statisticsin order toweigh and
measurethedegreeto whichincometax ratesinfluencetheamount of tax revenuegenerated
inNigeriawithinthe specified period. Thetax ratesused arewhat isgeneraly adopted by
variousagenciesof governmentsin Nigeriaconcerned with tax assessment and collection
especidly theFIRS - the body saddled with theresponsibility of assessing, collecting and
accounting for al thefederally collectabletaxesin Nigeria

Thesubject-matter of thisresearch, "Impact of IncomeTax Rateson Tax Revenue
in Nigeriasuggeststhat therelevant tax ratesand revenue generated from sampled income
taxesin the Federation (Federal Republic of Nigeria), over specified period, had to be
looked into and made use of for the study. Thus, the aggregate annual revenuefiguresfor
30yearsand the corresponding tax ratefor 30 yearswere collected for analysis. Nigeria
was considered asaunit of elementswhere secondary datawere collected from Central
Bank of Nigeria, Economic and Financia Review Statistical Bulletin, National Bureau of
Statistics NigeriaStatistical fact sheetson Economic and Social Development, and from
the Federa Ministry of Financeand Economic Development. Primary datawere obtained
through the use of questionnaireadministered on respondentsin the Federd Inland revenue
Service (FIRS).

Both the purpos veand thes mplerandom sampling techniqueswereusadin sdlecting
theelementsfor the study. The purposive sampling techniquewasused to select asample
of 3incometaxes. Company Income Tax, Petroleum Profit Tax, and Domestic Crude
Tax. Thereasonsfor the choiceof thesetaxesisthat they are characterigtically homogeneous,
constitute the major incometax handles under thejurisdiction of thefederal government
andfindly they arestatutory taxesonincome/profit. Thesmplerandom sampling method
was used in sel ecting 45 respondents from three zones of the Federal Inland Revenue
Sarvice(FIRS) inwhichweadministered with thequestionnaires. That is, 15 respondents
were sal ected from among senior officersfrom each zonal headquartersof the FIRS.
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Based on the theoretical expectations, the Karl Pearson’s Product Moment Correlation
analysiswas employed, and carefully evaluated in analyzing the data obtained for the
study. Pearson’s Product Moment correlation coefficient (r) isaparametric Satistical tool
which assumeslinearity inregression. Inanalyzing the datacollected, the hypothesestested
indude:

H,l:  Thereisnosignificant relationship between Petroleum Profit Tax (PPT) Rateand

Petroleum Tax Revenuein Nigeria
Themode isgivenas

(X ) - (T DY)
"= JhEPe)-EPF v e)-Ev)

Where:
r= the (product moment) correlation of Petroleum Profit Tax Revenueon
Rates of the Petroleum Profit Tax (PPT)
p=  Ratesof thePPT sampled.
V= Revenuefrom Sampled PPT
n=  number of yearssampled.

H2  Thereisnosignificant relationship between company incometax (CIT) ratesand
company incometax revenuein Nigeria
Themodd isgivenas.

_ Ew-FefEv)
o= hEe)-EcFhEv)-Ev)]

Where:
r= the (product moment) correl ation of company incometax revenueonrate
of thecompaniesincometax (CIT).
c= rateof Companiesincome Tax sampled.
r= revenue of Sampled tax
n=  number of yearssampled.

H,3:  Thereisnosgnificant relationship betweentax rateonindigenousfirmsproducing
crudeoil inNigeriaand Tax Revenuein Nigeria
Themodd isgivenas

() w)- (Z tXZ v)
= [ G e G

where:
r= the (product moment) correl ation of tax revenue on rate of thetax on
indigenousail firms.
t= rateof indigenousfirm’stax sampled.
v=  revenueof sampledtax.
n=  number of yearssampled.
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RESULTSAND DISCUSSION

Table 1 indicates the taxes and levies approved for collection by the three tiers of
government in Nigeria. Tables2 and 3 show theincometaxesrevenuecollectioninbillions
between 1986 and 2015; and incometax ratein percentage between the same periods.
From table 4, the Petroleum Profit tax rate coefficient of determination (r?) showsthat
petroleum profit tax rate (p) influencesthe va ue of tax revenuefrom petroleum profit tax
income (V) up to 88 per cent. Theremaining 12 per cent could be attributed to other
factors(likevaluesof assessment, tax evasion, and tax basethat a soinfluencethevaueof
tax revenue. Thus, thereisasubstantial significant influence of thetax rateimposed by
government on theamount of revenuerealized fromtax on petroleum profits. Thevaue of
the coefficient of correlation wastested for significanceat 0.05 level of sgnificanceand at
18 degree of freedom (df) using studentst-distribution for the coefficient of correlation.
Thisiscdculated usngtheformula

fpy VN =2
t=——F7—
V1-r?

Significant at 0.05 levels. T 5 =11.68:t =2.306. Based onthisresult the t valuefalsin
thergiectionregion. Itsvalueis11.68 and isgreater than the critical value 2.306. This
indicatesasignificant positiverel ationship between PPT rate and tax revenue. Thenull
hypothesisthat thereisno significant rel ationship between tax rate onindigenousfirms
producing crudeoil in Nigeriaand Tax Revenuein Nigeriawasthereforerejected.

Thenull hypothesisfrom table 5 indicatesthat thereisno significant relationship
between the rate of tax charged on company income and tax revenue. Theindependent
varigbleinvolvedinthishypothesisiscompany incometax ratewhilethe dependent varigble
isthetax revenue. Inorder totest thishypothesisthe company incometax ratesin Nigeria
for twenty yearswererelated to thetax revenuesfor the corresponding years. Theresult
was correlated and interpreted. The total number of years sampled were 20 and the
summation of the valuesof the companiesincometax rates (Sc) and revenue (Sv) were
700 and 694 respectively. Square of the values of CIT (Sc?) and revenue (Sv?) were
25050 and 56768 respectively whilethat of Scv was20213. The correlation coefficient
r was-0.96 whilethe coefficient of determination of the correlation coefficient of company
incometax ratesand revenue (rcv) was 92%.

Thecalculated t-test value, which fallsin theregjection region, was-14.55 and
wasfoundto belessthan thecritical valuet, 2.306 with 18 degrees of freedom at 0.05
level of significancewasthereforesignificant (T, . _ ., df =18<t . =-2.306. This
result meansthat thereisasignificant inversere ationship between companies incometax
rate and companies’ income tax revenue. More so, the statistical significance of the
relationship issplendid based on the decision criteria, confirming the significance of the
relationship. Thenull hypothes sthat thereisno significant relationship between therate of
tax charged on company incomeand tax revenue wastherefore rej ected.
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Thenull hypothesisfrom table 6 statesthat thereisno significant rel ationship between tax
rateonindigenousfirmsproducing crudeoil and tax revenuein Nigeria. Theindependent
variableinvolvedinthishypothesisisthetax rate onindigenousail firmsproducing crude
inNigeriawhilethe dependent variableisthetax revenue. Testing thishypothesiswas
made possibleby relating tax rateslevied onindigenousoil firmsin Nigeriafor twenty (20)
yearswiththetax revenuesfor the corresponding years. The dataobtained weresubjected
to Pearson Product Moment Correlation statistical test. Theresult was correlated and
interpreted. Theresult of theanalysisshowed that the correl ation coefficient (r) was0.93
whilethe coefficient of determination (r?) showsthat therate of tax levied onindigenousail
producing firms(t) influenced the value of tax revenue (v) upto 86 per cent. Theremaining
14 per cent could be attributed to other factors (values of tax assessment, collection
proceduresand tax policy) that influencethevalue of tax revenue.

Theresult of theandys sshowed that tax rate onindigenousfirmst-vaueca culated
was 10.73 and wasfound to besignificant at thergjectionregiont, | 10.73>t | 2.306
at 0.05 significancelevel at 18 degreesof freedom. The calculated t-valuewas greater
than thecritical value hencetheresult wasvery significant. Thismeansthat thetax rates
adoptedinthecountry for assessing and collecting incometax revenuefromindigenousoil
producing firmsinfluenced thevalueand amount of revenueredizedindifferent waysfrom
what it would have beenif different set of ratesof tax were adopted. 1n other words, the
rateof tax imposed onindigenousail producing firmshassignificant influenceonthevolume
of revenue generated thereof. Thenull hypothesisthat thereisno significant relationship
between tax rate onindigenousfirmsproducing crude oil and tax revenuein Nigeriawas
thereforerejected.

Each tax rate was correl ated with the respective tax revenueto seetheeffect the
ratewill haveonrevenue. Inhypotheses 1 and 3wherewehaver,,, =0.94andr, =0.93
respectively. Inthese cases, thevariableswere correlated to determinetheir impact on
revenue and the result showed that petroleum profit tax rates and tax ratesimposed on
indigenousoil producing firmshave positiveinfluence on tax revenue. In hypothesistwo
wehaver_,=-0.96 whichindicatesanegative correlation with tax revenue. Thefindings
indicatethat thereexist asignificant rel ationship between petroleum profit tax ratesand tax
revenue. Inother words, theability of the country to generatetax revenuefrom petroleum
profit taxation issignificantly influenced by the petroleum profit tax rate adopted by
governmentinany givenfisca year.

Companies incometax rateswhen correlated with tax revenue showed anegetive
correlation or had aninverserelationship with tax revenue as shown in the coefficient of
correlation betweenthevariables. Theoverdl result however, showsasignificant inverse
rel ationship between companies incometax rate and revenues. Thismeansthat in Nigeria,
companies incometax ratesand revenueareinversaly related. Thismeansthat thelower
thetax rate, the higher therevenue generated from tax and viceversa.

Therateof tax levied onindigenousoil producing firmsinNigeriasirongly influence
theamount of tax revenuethe nation got from that source. That isto say, that therevenue
generating strength of the federation from petroleum activitiesisfurther enhanced by the
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tax ratesimposed on indigenousoil producing firmsand adopted by government and tax
assessment and collection agenciesrespectively. Thisexplainsthe significant positive
relationship between tax rate onindigenousoil producing firmsand revenue as shown by
theresult.

The copiesof the questionnaire were administered to personnel of the Federal
Inland Revenue Service asrespondentsto obtain informeation on what they consider useful
factorsto ginger increased and effectiverevenue collection. Most respondents agreed
that tax rates do determine the amount of revenuerealized from taxation. They were
equally of the opinion that income tax rates are not used in isolation for revenue
determination. They submitted that broadening of thetax bases, favourable businessand
political climates, adequate motivation for revenueagencies staff and officersareother
factorsused with optimum tax rates asjudgmentsfactorsfor increased tax revenue.

Table2: Incometaxesrevenue collection between 1986 and 2015 (N = Billion)

Year Petroleum Profit Tax Companies Income Tax Indigenous Qil Producing
N —N Firms Tax N
1986 481 1.10 3.30
1987 12.50 1.20 6.52
1988 16.81 1.60 13.01
1989 40.60 1.90 28.53
1990 56.91 2.90 44.98
1991 69.62 3.80 44.05
1992 86.48 5.40 11.26
1993 69.21 9.60 10.29
1994 42.80 12.30 11.74
1995 42.86 21.90 28.17
1996 96.67 22.00 33.21
1997 88.57 26.00 46.82
1998 78.00 37.30 66.60
1999 379.30 56.20 56.10
2000 685.10 71.10 106.40
2001 759.20 84.70 151.55
2002 392.20 89.10 334.20
2003 683.50 114.80 386.40
2004 939.30 113.00 635.40
2005 1,352.50 140.30 857.21
2006 1,352.20 244.90 912.53
2007 1,132.00 275.30 816.31
2008 2,060.70 290.67 868.61
2009 934.40 295.72 967.49
2010 1,480.36 2,028.70 749.86
2011 3,070.59 297.52 786.48
2012 234.23 298.46 711.01
2013 2,666.34 299.01 778.00
2014 2,453.95 2,999.01 861.53
2015 2,178.43 1,063.37 987.88
Source: Central Bank of Nigeria Statistical Bulletin of various years
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Table 3: Incometax rates (in percentage) between 1986 and 2015

Year Petroleum Profit Tax Companies Income Tax Indigenous Oil Producing Firms
Rates N% Rates N% Tax Rates N%
1986 75 45 55
1987 75 40 55
1988 75 40 55
1989 75 40 55
1990 85 40 65
1991 85 40 65
1992 85 35 65
1993 85 35 65
1994 85 35 65
1995 85 35 65
1996 85 30 65
1997 85 30 65
1998 85 30 65
1999 85 30 65
2000 85 30 65
2001 85 30 65
2002 85 30 65
2003 85 30 65
2004 85 30 65
2005 85 30 65
2006 85 30 65
2007 85 30 65
2008 85 30 65
2009 85 30 65
2010 85 30 65
2011 85 30 65
2012 85 30 65
2013 85 30 65
2014 85 30 65
2015 85 30 65

Source: (i) Federal Inland Revenue Service (FIRS).
(i) http://www.nationssencyclopedia.com/Africa/Nigerian-taxation

Table 4: Pearson product moment correlation analysis results of the rel ationship between petroleum

profit tax rates and tax revenuein Nigerian = 30

Variables p sp° Spv R
2V V2
“000,000 “000,000 000,000
Petroleum Profit Tax Rates 1650 136500
418244 0.94*
Revenue from tax income 4765 3029283
Substantively significant rp =0.94

r’ = (0.94)* = 0.8836 = 88%

Significant at 0.05 level =t.,5=11.68 > t;,5 = 2.306

Source: Authors computation
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Table5: Pearson product moment correlation analysisresults of the relationship between companies
incometax rates (CIT) and tax revenuein Nigeria. n =30

“ariables ol e miov R

v Ty

‘aa0 gaon "000 000 00 Joo
CIT Rates 700 26050

20213 -0.96*

Fevenue from CIT. G524 ah76R3
Substantively significant fzp = -0.96 P ={-0.96)°=0.9216 =92%
Significant at 0.05 level = Ty =-14 55 = tyg=-2.306

Source: Authors computation

Table 6: Pearson’s product moment correlation analysis results of the relationship between tax rate
onindigenous il producing firmsand tax revenuein Nigerian = 30

arishles o o v R

v y®

000 oan 000 000 “a0o,000
TaxRates on Indigenous Oil Firms - 1250 78500

138985 (IR
Rewenue 2023 G57E53
Substantively significant tm = 0.93 F4= 10937 = BE%
Significant at 0.05 level: Toyg=1073 tye= 2.306
Toons= 1073 =t gpe= 2.306

Source: Authors computation
CONCLUSIONAND RECOMMENDATIONS

Thestudy focused ontheimpact of incometax ratesontax revenuein Nigeria. It examines
incometax rates and revenue profile of the Federation for twenty yearswith aview to
establishing whether incometax rateshave any significant relationship with tax revenue.
Thiswasamed at evaluating whether incometax rates adopted in the country was capable
of generating sufficient revenue needed by government to meet itsobligationstothecitizenry.
The study assesses whether government will be better economically by introducing
appropriateincometax rates or replacing existing onesdueto their specul ated adverse
effect onrevenue. From thefindingsof thisstudy it was concluded that petroleum profit
tax ratesand tax ratesimposed on indigenousoil producing firmshave strong and positive
relationship with tax revenue. It isa so concluded that companies incometax rates has
sgnificant inverserelationship with tax revenue. Meaning the higher thetax rate, thelower
therevenue generated fromtax and viceversa. The study further concludesthat the ability
of acountry to generate adequate revenuefrom taxation issignificantly influenced by the
ratesimposed by thegovernmentinany givenfiscal year.

Based on thefindingsfrom the study, the following recommendations become
imperativefor ensuring increased tax revenue generation in the country and the desired
growth of thenationa economy:

I Companies incometax rates should be systematically reviewed downward. 1f
theCIT rateisreviewed downward, complianceleved will increase, morerevenue
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will beredlized, and tax evasion and avoidancewill bediscouraged and curtailed.
Conducive environment for businessgrowth and productivity will be encouraged
and consequently, government tax objectiveswill be achieved.

. Since the ability of the nation to generate adequate revenue from taxation is
significantly influenced by the tax rates imposed by the government, it is
recommended that contrary to the erstwhile practices of obsolete tax lawsand
ratesin thecountry, there should beasystematic review of tax laws, ratesand tax
basebroadening aswel| asother tax related issuesto dign with themacroeconomic
target of promotingincreased tax revenue generation and efficient fiscal policy.

il A corrupt-freetax system aswedl| asefficient tax administration machinery with tax
personnel who are adequatdly trained, well-equipped and motivated will accelerate
the nation’s desire to make appreciable progress in tax revenue generation.
Therefore, government should create and facilitate tax admini stration machinery
that hasan effective redressand refund system so that tax personne would havea
sudtained senseof fulfillment andwork with renewed zedl. Thiswill check corruption,
thereby ensuring increased revenue generation.

V. Nigeriashistory of oil-related revenueflow fluctuationssuggeststhat itistimefor
the country to seriously consider the diversification of itsrevenue sources and
revenue structure. It isrecommended that the government should explorethe
potentialsof such broad-based revenue source asincometaxes. Thiswill ensure
stability, sustainability and predictability of revenue generation processes.
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