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Vice Chancellor.
Distinguished Collengues,
Ladies and Gentlemen

INTRODUCTION

The Vice Chancellor Sir, the choice of the topic for this inaugural
lecture was necessitated by the memo Fom President
Muhammadu Buhari to Babatunde Fowler, Executive Chairman
of the Federal Inland Revenue Service, on August 18, 2019,

asking him toexplain the shortfallin tax collected by the agency.

Fowler was asked to justify the obvious differences belween the
budgeted x collections and actual collections for the period
2015 to 2018. The letter to Fowler signed by Chief of Staff to the
Presidenl, Abba Kyarl, reads: "Your attached lelter
(FIRS/EC/CWP/0249/19/027 dated 26 July 2019) on the above
subject matter, refers. We perceived significant variances
hetween the budgeted collections and actual collections for the
period 2005 to 2018",

"Accordingly, vou are kindly inviled to present an all-anclusive
variance analysis explaming the reasons for the variances
between budgeted and actual collections for each main lax ilem
for each of the years 2015 to 2018. In addition, we perceived thal
the actual collections for the period 2015 to 2017 were drastically

worse than what was collected between 2012 and 2074.

".-'wful'din;__;ly, vou are 'lcinl.Hy to give details: for the poor

collections. You are invited to respond by 19 August 2019, Please
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The Chairman of the Federal Inland Revenue Service (FIRS), Mr,
Tunde Fowler, has since responded to the query,agreeing that
actual tax collection since Lhe inception of Presideni
Muhammadu Buhari administration was lower than the 2012 1o
2014 period under former President Goodluck Jonathan in
general terms. Fowler noted that the FIRS under his watch had
performed better concerning particular non=oil tax types such as
value added tax (VAT) and corporate income tax (CIT). He
associated the overall lower collection since 2015 o the oil
market crisis which has seen a fall in commodity prices
comparecl to the period under Jonathan, and recession which
slowed down economic activities (Fowler, 2019), Without going
into what some people have alleged the political undertones in
the guery i1ssued to the Executive Chairman of Federal Inland
Revenue Services (FIRS), it is fair to say that the President is
highly frustrated and rightly so, with the cirrent situation where
tax revenue in Nigeria accourits tor a paltry 3% of the country's
GDP against the West African Regional average of 15%., Asian

average of 22% and OFCD average of 27% (IMF, 2018),

The query to the Chairman of FIRS is a wake-up call to the apex
tax authority that the government cannot afford to provide any
meaninglul development to the Nigerian people with tax-to-
GDP ratio of 3% or for that matter, anything below the regional

average of 15%. Perhaps, to situate this lecture in a proper

context, itis considered proper to begin from the beginning,.
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In other words, what really 15 tax and why does tax matter so
much to a country'seconomic development o the pomt that the
President will issue an open query to the country’s chief tax

collector lo express his frustration with the low lax collections?

This lecture, therefore deals with the nature of tax, the
characteristics of a good tax, gross domestic product and
taxation; taxevasion and tax aveidance, why people pay tax and
the uses of tax revenue, challenges to Nigerian, tax system,

conclusionand recommendation”

A. Natureof lax

.  Characteristics of aGood Tax System

C.  Gross Domestic Product (GDTP) and Taxation
).  TaxEwvastonand Tax Avoidance

E.  Whywe pay taxes? And whal can tax do?

F. TaxRevenue-GDI’=Ratio

G, Challenges lo Nigerian tax system

H. Thewayv forward

l Conclusion

A. NATUREOF TAX

Tax has been given varied detinitions by individuals, although,
there exists some common basic elements in them, Bluck's Law
Dictuntary (1979) defines tax as a charge by the government on
the income of an individual, corporation or trust, as well as, the

value of an estate or gift. Similarly, the Webster Business

4
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Dictionary posits that tax s ‘a charge or burden, usually
pecuniary, laid upon persons or property tor public purpose’ In
his own contribution, Obatola, 0% (2013) defires tix as an
obligatory levy imposed by government or any recognized
authority of the state on the property, goods, services and people
living in an area for revenue generation to offset the expenses
incurred by the government or the authority on behall of the
citizens. Furthermore, a tax is an obligatory contribution torced
on the citizens by the government in order to provide social
services and to ensure the citizens social and economic welfare
(Institutle of Chartered Accountants of Nigeria [[CAN], 2009).

Tax according lo the National Tax Policy for Nigeria is a
muonetary charge on a person’s or enfity's income, property or
transaction and is usually collected by a delined authority at

Federal, State or local level.

Similarly, Cornelius, et al (2016) and Kwaji and Ishaya (2017)

simply defined tax as compulsory non penal levy imposed by

government on the income, profit and gains of individuals and

corporate organizations through government agencies and in

complionce with the established law.

Exphiatin the above defimtions of tax are

1, Taxisanimposition: this implies that tax is not voluntary
but lorced on individual; failure o comply atlracts

penalty. Tax is not eptional but an ebligation expected of

any good citizen to discharge.

10
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Taxis ir*n'pn::.t-:ud I‘I}' government: government i|"|*|p:35-ue.-+ [
an citizens and uses relevant tax authorities or certified

agentsloen force collection and l.'l..'!l]"l'l[_‘!ltﬂl‘u.'fl.‘

3. Taxisacharge on income of individuals: lax is levied on
the icome/ profit of mdividuals comprising: persons,
tamilies, communities, corporations and trust. This
implies that payment of lax reduces the amount of
money al the disposal of the individual. Thus it affects

consumption and savings potential of those concerned,

4. Fax is imposed lo generate revenue for government: the
main objective of government imposition of tax is to
raise revenue to oil the wheels of administration. The
money so raised helps to off-set the cost of governance
and to provide some essential basic amenihes to the

cibizenry.

In view ol the above, tax is the legal mandatory extraction of
money by government or public authority Irom the income of
individual citizens for the purpose of meeting the needs of

govermment in providing the needs of the people.

B, CHARACTERISTICSOFAGOODTAXSYSTEM
here have been varied opinions from scholars on what should
constitute characteristics of an effechive tax system. However,

the foltowing should be considered as important:

1. Fairness or equity: A good tax system should be fair or

equitable in distribution. Thus individuals in similar financial
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condition should pay similar taxes. This is referred to as
Horizontal Equity. Horizontal equity also demands  that
individdals with the same ncome but different allowable
expenses pay different amount as tax. Furthermore, persons
who are financially advantaged over others should pay at least
the same proportion of income in taxes as those who are not well
off. This is referred to-as Vertical Equity. On the vertical equity,
taxes could be classified as Regressive, Progressive or

Proportional.

A tax Is regressive when those with lower incomes pay a larger
share of income tax than those with higher income. This is
common to lax on necessilies such as tood itemsaslower indome
earners spend much of their Income on such items, Also, a tax is
proportionate il all pavers pay the same share of income in taxes,
Corporate Income Tax seems close o proportionate tax as the
same rate isapplied to mostcorporate income. Inaddition te this,
a lax is progressive when higher income individuals pay higher
share ol theirincome in taxes as typified by Féderal Income Tax.

2.  Adequacy of a good tax system should be such as to
provide adequate revenue to meet the basic needs of the society,
Public services are funded from tax, hence as the demand of the
public increases, it is expected that the revente generating
activities should grow accordingly to make the tax rate stable or

relatively low.

3. Transparency: This connotes that the fax payers and the

leaders can eastly access information about the tax system and

12
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how the tax revenue has been :;pcmt. 1Y lr.‘mﬁpn reni ax svsterm
teadily provides information om whao is being taxed, how much

i5 collected and whal the money is used for.

4. Simplicity: A tax system should be simple such that payers
could understand thus reducing the cost of compliance. It
implies that the tax, tax forms and tax hlling should be

simplified.

5.  Administrative Ease: the tax system should not be
complhicated or costly for tax payer or the collector. The rules
should be made known, simple; with forms simplified. The cosl
of collection should be small relative to the amount collected.

Audit should be fairly conducted.

C. GROSS DOMESTICPRODUCT (GDP) AND TAXATION
GDY is the market value of all final goods and services produced
within a country ina given period. It measures the net output or
vahie added as it measures goods and services bought with
money. Increase in the annual output of goods and services ina
country could be described as economic growth. This could be
micasured wsing Cross Domestic Product (CDP) or Gross
MNaticnal Produoct (GNP, It occurs in a hation when its GNP or
GDP becomes larger than what it was. 1L is the rate of change of
real income or real outpul, GDP measures the total oufput and
sum total income of an economy ata given period respectively
(Beg, Fischer & Dornbusch, 2008). GDP is an indicator of a

country s economic health, showing how big the economy i1sand

13
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could be used to compare the earning and spending capabilities
of different countries. The increase should be steady and
sustained for al least two successive quarters, ].‘IE'IW.E CConomic
growth could be described as a steady increase in the output of
final goods and services. In some situations, economists take into
consideration the impact of inflation in the measurement of
ecomomic growth thus the term Real GDI. 1t has been argued
that by relating the GDI? to the population a better picture of the
welfare of the citizens are presented resulling in the use of the
term GDI? Per Capita. In view ol the above relationship between
economic growth measured by GDIPand population, there is the
need for increased growth in the economy over the population
growth rate to aveid population growth over production thal
might precipitate starvation, The concept of actual GDP,
potential GDFP and GDFP gap or output gap were described by
Lipsey and Chrystal (2011) thus: Actual GDT is what the
economy actually produces while potential GDI? is what the
economy would produce il all the resources, land, [abour and
preductive capacity- were [ullv emploved al their normal level

of utihzation.

This is also referred to as potentinl income and is sometimes
called full-employment income (high-employment
income).GDP gap is the difference between the actual and
potential GDJ?

Abdulazeez and Dandago (2018) noted thal there are numerous

studies which examined the correlation between lax revenue

|4




Go University 4th Inaigaral Lictyre

and economic growth of Nigeria. Some of the studies (Adegbite
2015 mcluded o1l tax revenue wliile others (Ezeji & Peter, 2014;
lzedonmi & Jonathan, 2014; Lawrence, 2015; Folajmi et al 2016,
and Manukaji & Nwadialor, 2016) examined the contribution of

specific non-oil taxes oneconomic growth of Nigeria,

Taxis anagentforeconomic growth asitis used in funding many
potential growth activities and other economic management.
Thus, there is the concept of Tax-To-GDTP Ratio which is the ratio
of a nation's tax reventie to its GDI. The tax-to-GDI ratiois used
logether with other metrics lo méasure how much a nation's
government conltrols its economic resources (Investopedia).
Since lax is related to economic activities, the ratio should be
relatively consistent. This implies that as GDI” grows year by
vear, so should taxation as well. However, in cases of significant
shiftsin tax law or during serious economic downturns, the ratio
can shift sometimes dramatically. Usually;, during economic
downturn, unemiployment rises, consumer spending decreases
and fewer property and consumer taxes collected due to less
consumption, lax receipls drop pushing tax-to-GDI* ratio

downwards.

In Nigeria, despite reports by FIRS of increase in tax collection,
yet tax GDP ratio has continued to exist unacceptably at6%. Tax-
te -GDI ratio is one of the most widely used tools for measuring
the efficiency of a nation's tax system; as a result one can depend
omn that to describe the level of tax system in Nigeria as poor. This

is worrisome, as tax is closely related to economic growth. When

15
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bax grows faster than GDI, tax-to-GDI ratio drops but when at
lower rate thar GDP, the reverse is the case. The ratio of tax-to-
GDP remains consistent as tax is closely related lo level of

economic activity (Oladipo & Ogochukwu, 2079).

D. TAXEVASION ANDTAX AVOIDANCE

Tax evasion is a deliberate or preconceived act or design on the
part of a tax payer to decrease tax burden. It is a criminal act
which in addion to fines and penalties mav lead to

impri;nnm&nl.

Examples of Tax Evasion

Bassey (2016) hsts the following as aclts which constitute lax

evaASIOn

1. Omitting or understating income labie to tax

=

Owverstating expenses so as to reduce taxable income

3. Claiming reliefs and deductions for which the tax payer is
notentitled

4. Failure (o pay tax doe or tailure o remit withholding lax
and PAYE deducted.

5. Failure to file returns with the relevant authority or

submission ol fFalse or incorrect return

Examples of Tax Avoidance

Similarly, the following constitute acts of "tax avoidance”

. Exploiting the loopholes existing in the tax laws

L6y
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2, Thin {'ﬂ'pih]iih‘jtinn where the tax paver decides to wse
more loans than equiky to uperate
3. Where there are options, the tax paver can take an eption

which benetits hamy/ her

L. WHYDOWEPAYTAX?

Without trying lo cause controversy, | must say that the issue of
tax and its payment is as old as mankind. In Genesis Chapter 14
Verse 17-20, Abraham paid some tax (tithe) to Melchizedek King
of Salem,

Evenin Jesus's time, pavment of tax was rite and Jesus approved
of its payment by directing Meter to pay lor their tax obligation
which has fallen due at the time. Thisevent shows that right from
creation till now, tax matters so much. The fiscal social contract
between citizens and elected leaders imyplies thal citizens should
pay tax which the leaders will utilize to execute programmes for
their collective good, We also pay tax because it is a legal
requirement. As a failore to pay will be punishable by law, thus,
there is a biblical injunchen, legal requirement, and fiscal social
comtracl requirement making il obligatory for one to pav tax.
However, people talk about them, complain about them, and try
tododge them when they can. Businesses also react o taxes, both
in how they put together their activities and, perhaps, in where

they execute them.

How persons and businesses react in turn aftects the echelon

and organization of taxation. We must quickly point oul that tax

17
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refers to a compulsory levy by a public authority tor which
aothing isrecetved directly in return (hsenece of guid provigua). Tax
is theretore, an dbligalory conttibubion, forced by government,
and while taxpayers may receive nothing substantial in return
for their contribution, they nevertheless have the advantage ol

living in a relatively educated, healthy and secure society.

In other words, tax is part of the price to be paid in an organized
society for the provision of social amenifies, redistribubion of
income-and wealth, promotion of social and economic wellare,
economic stability and coordination and regulation (James &
MNobes, 1992; Nightingale, 2001). Tax is an imposed levy by the
government against the income, profits, property, wealth and
consumption of individuals and corporate organizations to
enable the government obtain the necessary revenuve to provide

public goods, security and well-being of the citizens.

The hirst detailed historical Information aboul taxation can be
found in Ancient Egvpt (Ezzamel 2002). It was said that
Pharachs selected tax collectors (called scribes) and paid them
high salaries to reduce the incentives lor them to enrich

themselves,

Furthermore, scribes working in the field were monitored by a
group of special scribes from the Kings Palace (Webber &
Wildavsky, 1986). The essence was to eliminate corruption in the
collection of tax, Sadly however, corfuption of the tax agency is

still a problem, especially in developing countries.

I8
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OBJECTIVES OF TAXATION
In agreement to the view of Muley (n.d) and [CAN (2009), major

ubjectives of taxation comprise the following;

1) Revenue Gengration: the major objective of laxation is to
generate income lor the government to finance the general
administration and other projects of the government
(Public Sector Expenditure). These may not be profit
vielding but have indirect link with economic growth and
development. The essence of taxation is therefore to raise
money needed to satisty the need of government in the
provision of services like defense, law and order, heallh
services and education. Capital projects also benedit from

the revenue generated

Such projects improve social and economic infrastructure

such asroad, railways, bridges, etc.

2) Redistribution of Income and Wealth: this could be seen
from the doctrine ol taxation known as the 'Ability to May
which implies that the burden of taxation pught to be
heavier on the affluent member of the society than the poor
[progressive tax system), This is based on the view that the
concentration of nations wealth in hands of few isseen as
unjust hence the need to redistribute it. High tax on the
income of the rich can have incentive or disincentive eftect
as tax reduces income and can spur the indivicdual to work
harder. Conversely, the impression of government tax as
cheatand unnecessary may discourage hard work.

19
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Mandgmmml of the Economy: Taxation i1s im}mrlan[ i

],]l;'IE'I:I'IiHH iaf -;:nrings; and investmenlts by har.muni;fing it

with uimfi?lnpnwnl strategy and f]:.mgjn:;; economic

structure. Thismay be in the following ways

8.

Economic Development: Nations' economic
development is largely dependent on capital
formation. To overcome scarcity of fund,
government of varioos nations tends to mobilize
capital accomulation’ through taxation. Savings-
incomie ratio which can be raised through taxation

pn] iy.

Full Employment: The level of employment depends
on effective demand, Thus a nation desirous of tull
employment has to reduce tax rate which would
increase money at the disposal of the citizens. In
eltect, there would be increase in disposable income
(money for consumption and savings). The increase
in consumption precipitates into effective demand
stimulating investment while savings prevides for

fund tor imvestment.

Control of Cyclical Fluctuations: The control of
cvclical fluctuations, that is, boomand doom periods.
During period of economic depression, tax rales are
reduced while during the boem period, lax rates are

increased so thal the fluctuabtions are controlled,
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d. Reduction of balance of payment difficulties: In the
same vein with costomes dulies, laxes are also used as
instrument of import control on cerlaih goods and as
object of reducing balance of payment difficulties
thereby encouraging domestic production of impori

substitites.

'T.i

’rice stability: One of the short-run objectives of
taxation is price stability as taxes are regarded as an
elfective tonl of controlling inflation. Increasing
direct tax rale reduces private spending thus
curtailing inflation while indirect tax imposed on

commedities fuels inflationary tendencies.

f. Harmonization: Suggestive of harmonization as one
of the objectives of modern taxation is the philosophy
of smgle market in Bconomic Commumity of West
African States (ECOWAS) which isto provide [or [ree
movement of goods/services, capital and people

between member states,

F. TAXREVENUE-GDP RATIO

Fhe Tax-to-GDIP ratio is a ratio of a nation's tax revenue relative
to its Gross Domestic Product (G, or the market value of
goods and services a counlry produces. Some countries aim to
increase the tax-to-GIDP ratio to address deficiencies i their
budgets. For a coutitry with sound tax system, the higher the

value of GDP, the higher the revenue it generate from taxes. The

2]
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tables below show the avers ge values of Tax-GDI-Ratio ratio of

filteen lowest and Hiteen top rated countries,

Low Ruted TGR Countries

Top Ruated TGP Countrics

TGH

S | COLUNTRY Rare b Ty COENTRY TR Hate
1 Lindted Al Envirates™ 1.4 1 Adgpria Gl 07
2 Kowait* 1.5 2 Timor evte 61.5
1 Eipuntorial Cuines 1.7 3 NrwaY 4.4
1 Chman | 4 Finlamil 5.2
5 Chafar® .2 5 enmark SR
i Litva L7 s Sweiden A9.4
7 Chad 42 7 Rolgiuin 47.9
b Baharin 4.4 H Franic 474
9 Myummar 4.9 L {'uha 448
1] Sandi Arabin® 53 m Coormany dd.5
i Hepnhille ol Congo 59 i fnaly 415
12 freim fil 12 Lescrthin 429
i3 Migeria i i i1 Lustrin 0.7
14 Sulan i 14 :{::::1::‘;:'. 412
15 Adighunistan A 15 Ieclund 4.4

Source: Heritace Foundation (2016)

Table one shows the Tax-GDP-Ratio of the Hifteen countries with
low Tax-GDP-Ratio and another set of fifteen with High Tax-
GDP-Ratio. The low rated countries are mainly Gulf countries,

while the high rated are mostly European countries.

)
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15 Low TGR Rated Countries

@-}"“’F’ &ﬁ"’ifﬁfr"u q@f;
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Figure 1 Chart of Tax-GDP-Ratio of 15 low rated countries

Figure 1shows the chart of 15 low tax to GDI rated countries. The
rate shows that Nigeria is ranked the 13th lowest amongst
countries with low tax to GDP ratio. A lookat the countries in the
lower ranks shows the Gulf Countries which are usually
characterized by low fax rates. These countries are considered
rich with manageable population size thus the oil revenue has
miade them rich and the revenue generated brom oil sectors in the
Gulf States have been pul into infrastructural development and
investments. Examples are the United Arab Emirates and Qatar
and the Saudi Arabia. These countries do not focus on tax
revenue thus having low lax-to-GDP rate. Though Nigeriaisalso
an uil producing state, it has higher population level, poor
infrastructure.  Although the government understands the
importance of tax revenue with a policy aimed at a shifl from oil
based revenue to tax revenue it has not been able to significantly

arow it

73
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15 Top TGR Rated Countries
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Figure 2: Chant of Tax-GDP-Rutio of 15 top TGR mted counttries

Figure 2 shows the chart of the top 15 Countries with high tax
rate to GDI ratio. The country with the highest tax-to-GDIP ratio
considered in this study is Algeria. The country has a high tax to
GDY rate of 64°% even when the country is also an oil producing
state. Most of the countries with this tax rates are developed
courdries. Over Bl of the countries it this category are
European dountrivs. The deduction from this is that the

European ¢conomy is tax drven and it is mostly non-oil

producing state.
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Selected African Countries and OECD TGR

20
10

o L5883
¢ I

Figure 1 Chart of Tax-CDP-Ratio of 15 low rated countries

Figure 3 shows the bar chart of selected African countries and
QECD average. Algeria which has world highest average tax-lo-
GDP rate is from Africa. Amongst the big African Economies,
Nigeria ranked the least with respect lo tax-10-GDP ratio even
when the country has higher GDP value and is considered as the
largest economy i Africa. In terms of tax revenue, its
performance is very poor as shown by the tax-to-GDI ratio for
the respective years. Only three countries in Africa are
comparable to OECD tax to GDI rate. The lower tax proportion
ltas affected a suslaimable growth in the economy as shocks

affecting oil prices which is the major source of revenue to the

govermnnment throws the economy into erises,
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Table 2: GDP, Tax Revenue and Tax-GDP-Rato Statistics of

MNigeria
Years GOF (NRillion) Tax Revinue Tax-GDP-Ratio
(™R
2004 I5.020.55 1.184.80 141
2005 AT 47494 174180 4.65
20006 J35.5995.50 186620 467
0T 22102241 154650 430
2008 df ] 252 24230 i
2009 40,256 10 219760 441
20140 34.612 20 AR R a3
2011 3751104 102850 803
2012 59.020,89 5,007 71 = 3
2013 BA21RTE 4. K05 (0 T80
2014 77.132.79 4.7 1400 T2
2015 RI.O23103 374880 5.42
2016 (A Y B 3,750 4 87
2017 TR 3.027.94 T
K RIS 5.3201,52 7.62
[ Avemge | 5526410 3347.531 S NOUNHY

Sy R X 13T0LN 555953

Source: Central Bank of Nigena (2019)

Table 2 shows the statistics of real GDP, Tax revenue and Tax-to-
GDP ratios from 2004 to 2019, The average value of GDP from
2004 to 2018 is 53264.19 billion that of tax revenue s 3347532
while that of tax revenue-to-GDF is 5.86. This implies that about
94.2% of contribution to GDP within the period was from other

sources of revenue like the oil sector, This implies that any factor

26
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atfecting the other sources of revenue like oil price tluctuation
will significantly impair the level of sconomic growth of the
country. The standard deviations of the variables are also high.
his implies lack of stability in growth of GDI" and Tax revenue.
Without a stable growth, and stable revenue flow the economy
will seriously be-affected. The volatility value of Tax-to-revenue
growth is low which also implies that no serious effort was made
towards imcreasing the rate of Tax revenue-to-GDI? since the

volatility rate is low.

Table 1 shows the annual GDP values, tolal tax revenue and
the Tax to GDP? ratio.

5,000
4,000
J.000

-
-

g4 05 06 OF o2 09 10 11 12 33 14 15 316 17 1B

Figure 4 Giraph of GDP and Tax Revenue growth of Nigen

Figure 4 shows the graph of GDT growth and Total Tax revenue
growth rate from vear 2004 o 2018, The graph depicts that for

the majority parts of the years the growth value of GDI" and that

bl
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of Tax revenue move in the opposite directions. This implies that
there is co-movement of the two which is against theoretical
expectations. Mowever, a rational explanation of this is that
when even there are sufficient revenue flow from other sources
such as oil revenue less effort is given to tax revenue. It can be
abserved that from the year 2014 ending the GDP growth rate
decreased tonegative growth while the tax revenue grow higher
compared to GDI. This is also the period when emphasis was
given lo tax revenue as a result ol decline in ail revenue,
However, with increase in oil prices from the middle of 2017 the

GDI rate surpassed that of tax revenue growth.

Tax to GDP Ratio

=d

(5=

04 05 0Ne 07 08 09 19 1 12 13 14 15 16 17 18

YEARS

Figure 5: Gruph of Tax-GDP rato growth of Nigena
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Figu re d shows the movement i the rate of lax revenue to GLDIP.

The movement shows that there is ]ﬂigh leve] of instability 1 tax

performance with respect Lo GDP. It implies thal efforts made to

improve tax revenue subsequently reversed back to previous

position or even warse, The highest contribution of Tax to GDP

was in the year 2012 when it went as high as 8.35%,. The rate later

declimed until the year 201 6 when it continued to grow.

G. CHALLENGESTONIGERTA'S TAXSYSTEM

The tollowing challenges to increasing the tax /GDP ratio are

commeon to all developing African countries, Nigeria inclusive: -

1.

s

3.

Generally, the objectives of a good tax svstem such as
economic efficlency, effectiveness and equitability
Frequently. conflict. In addition, progressive taxes in highly

unequal societies including Nigeria are difficult to achieve

Pirtilla (2018) reports that up ta 80 % of the workforce in
African countries are outside the formal labour force. Even
though axation can be carried oul in several ways, one of
the most important comiponents of modern tax system' Is
income tax which is deducted from wages and salaries.
Income taxation facilitates a broad tax base that is difficult
to evade. Unfortunately only about 20% of the workforce in
Africaissubjectable to paving income tax.

There is hardly any taxation in Africa. Aid appears to be the

t.'lan.' extorrial fAnancal inflow to Africa Ac-r_'uniing ko

Fieldstad (2011}, African countries are completely

fa f0 ]
A s
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dependent on aid. For instance, in 2007, foreign aid

amounted to TUSD 104 billion (from OECDEDAC countries)
and USD' 8 billion {from non@AC donor countries). The

Foreign direct investments in Africa in 2008 were USD 58
billion. It was mostly shifted to extractive industries and the
beneficiaries were Nigeria, Angola, Egyptand South Atrica.
The remittances from Africans living abroad in 2008 totaled
USD 41 billion.

Although there are improvements in their tax systems such
as simplification of the tax system, improved tax
administrations at the central government level and
improved attitudes of tax administrations towards some
segments of taxpavers, tax reforms are hardly on the policy
agenda in Alrica. One of the major factors contributing to
low tax revenue and consequently low tax-to-GDP ratio is
inefficient tax administration. The problem of tax
administration is systemic, One of the major problems is
Fiscal federalism. Which arm of government collects which
tax? Thus tax jurisdiction problem ereates room for tax
avoldance and evasion as neither the federal nor state
government ends up benefiting from the x revenue,
Another fiscal issue is the problem of multiple taxation
which subjects same tax base to two or more different
multiple taxes, This creates room for the axpayers to evade
or avoid paying taxes, Also another major problem in tax

administration is the issue of corruption in the system in the
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svstemt. The corruption in tax administration is fnpartite.
One is corruption by the taxpayvers where correct lax
amounis are not declared. Thus lower laxes are paid to the
relevant tax authorities. The second is the corruption on the
part of tax authorities where tax collectors connive with the
tax pavers to shortchange the government. Tlhis usually
happen with the taxpayers being issued clean fax clearance
where it should nof. The third is on the part of the
povernmernt where the revenue generated from the lax
revenue is notutilized to the benelit of the laxpavers as they
are stolen from the government purse. This creates apathy
with the taxpayvers using all available means o minimize

tax liabilities, (hus a shortage intax revenue.

4. REVENUE SHOCK ARISING FROM TRADE

LIBERALIZATION
Economists have long considered trade liberalization as a
central component of growth and development. As
increased trade and capital flows spur growth, the loss in
trade tax revenues is expected to be easily replaced with the
taxes collected from a more dynamic private sector
Consequently, trade liberalization in the developing world
was accepted asa necessary step in the path to development
success. However, this rosy view notwithstanding, many
developing countries have been' facing formidable
challenges recovering from the pevenue shock and

substituting thelr lost trade tax révenues with domestic

31
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taxes (see Rudra & Bastaces, n.d).

The end result is that Hl‘-erﬂiizing trade has translated inlo a
large and rapid loss of trade tax revenues for governmenls

across the developing world,

A large percentage of citizens {and firms) in poor

economies are logistically difficult to tax.

There exist weak bureaucracies, statl, and obsolete

technologies

Difficulty in engaging in tax reform in the liberalizing
eRviTanment as govermments are in a dillema. For instance,
they face rising political pressures to keep domestic taxes
low so that less-productive firms can survive in the face of
international market competition and, at the same time,
more-productive exporting lirms are demanding even

lower taritls
Generally, taxation is low on the domestic political agenda.

Most often, the political and economic elite are not part of
the tax base. In Nigerian a lot of people do not pay taxes and
the ones who pay, pay paltry sum to enable them get Tax

Clearance Certificate

I'he tax bases are astronomically narrow: One of the major
causes of the low rate of tax revenue to GDI is narrow tax
base. Out of estimated 200 million people in Nigeria the

World Bank put the economically active papulation at 63
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million, oot of this 65 million the Federal Government
tecently claimed 1o have increased the taxpavet's
pnpll].ﬂir-n from 10milion to 20 million. This puls the
percenlage of active tax payers al 31'%., This implies lack of
efficiency in tax administration in bringing reasonable
nimmber of tax pavers into the tax bracket, As noted by
Oladipo and Qgochukwn (2019) this results to pressure on
the active tax pavers as government will tax them more in

order to meetils revenue demands.
Massive revenues from natural resources are losl

[icit capital flows which are facilitated by tax havens

entrench the inefficient tax systems in Africa.

In Nigeria, a lot of tax revenues are lost as a result of oil

pipeline vandalismand illegal crude oil bunkering.

Poor taxation of the Informal Sector: As noted in IMF
working paper on informal economy in Sub-Saharan
Africa, it is estimated that the informal sector accounts for
500% to 65% of economic activities in Nigeria. The informal
sector in Nigeria 1s estimated at 63%. Business in the
mformal sector hardlv pay taxes or remut other taxes such a
value added fax and withhelding tex o the relevant
authorities. Thus, there is a high level of tax leakages that

would have significantly contributed to the revenue

derived in the country.
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Low Level of Tax Education: Another reason for the low
level of tax revenue o GDI? ratio is the low level of tax
education. The general literacy rate in the counlry is
around 50°%, The level of lax education is expected to be
lower as tax issues are sometimes very complex. Many tax
payers do not know the various taxes they are expected to
pay and the businesses as well lack the profession
knowledge on tax computation and remittance. There is a
high level of non-remittance of withholding tax in our Lax

system.

Tax Expenditures: One of the factors contributing to the
low level of tax revenue is tax expenditure, Tax expenditure
comprises of the rteliefs and allowances granted to
businesses or to taxpayers in a form of social scheme. As
defined by the Umited States Comgressional Budget and
Impoundment Combol Act of 1974 it is "revenue losses
attributable to provisions ol the Federal tax laws which
allow a special exclusion, exemption, or deduction from
gross income or which provide a speclal credil, a
preferential rate of tax, or a deferral of tax liability.” Though
some of the allowances are given as social benefits, they are
supposed to be revenue to the government which the
laxpavers enjoy directly without the revenue authorities
accounting for them directly as a tax income. This implies

that countries which do not entertain tor such allowances

and reliefs will have higher tax revenue. For example,
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companies engaging in |1113nL1I:m'.ILIra'n_!:; and agricultural
production; mining and solid minerals; and wholly
t?w;pnrl.ed and from which trading earnings are less than one
million Naira pay only 20'% of their accessible profit for the
first four years. This could have constituted revenue for the
government. Nigeria allows for many deductions and
reliefs which contribute to lower tax revenue and

consequently, tax-to-GDI ratio.

16, Under-Utilized Excise Tax Revenue
According to Intermational Monetary Fund (2018), excises
on  alcohol, lobaceo, fossil fuels, motoring and
environmental degradation (such as littering and
pollution) are among the most import pillars of tax revenue

systems around the world,

Several considerations underpin the wide use of excise
taxation: (a) excises on smoking, abusive drinking, and
environmental degradation are imposed to internalize the
external costs (physical, financial, psychoelogical) that
consumphion of such products and activities impose on the
society, in this way promoting an efficient allocation  of
resources; (b) excises onitems of luxury goods consumption and
airtime may be used to promote progressivity in taxation; (¢
excises on motor fuel and motor vehicles can be rationalized as
proxies for the cost of government-provided road services and
the external costs (pollution, congestion) imposed on other
people: and (d) the marginal cost of collecting excise duties is

i
35




“Ineronslng Nigerda's Tox=-To- LGP Rabfo: The Chirllomges and Wi Forndtand”
rvch lower than thatof all other taxes, including the VAT.

In Nigeria, excises vield little revenue and do not fulfill their role
in inlermalizing the negative exlernal cosls of use or
consumplion. Al current levels, excises contribute less than 2.3%,

of total tax revenue or about 0.04 percent of GDP-a situation
which contrasts sharply with comparator countries where excise
duties contribute on average 123% of total tax revenue (more
than 5 times higher than Nigeria or 3.2 percent of GDIP (Table 3),
Ona comparative basis, it should be |:‘H1‘:-ﬁﬂ'l]£’ therefore to triple
or quadruple excise tax collections in Nigeria as per Table 3

Nigeria:

Table 3; Nigera Excise Collections (20]16) and Selected Countnes

2014)
{omnyd p s ol Tax, == Exciir Ihity' Heviemie, s perognlig
perceniage of af
(§18)5 ' GO [ Total Thx
Nigerin iNon-oll) | 4.1 | 0.1 ' 23
Cehuinn 53 1.3 1.0
Feenyi ' 195 ' 2.8 ' 148
South Afrca I 279 £
Aumsralia 1.4
Canads [ ila I 23 | 0.2
Liriided Keirsdoom 5
Mers
Linleed Senies 264 23
Turkey | 300 | 6.4 27.2
Ab
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According to International Monetary Fund Report (20118), the
excise taxation base in Nigeria is relatively narrow. The Federal
Governmenl taxes only tebacco products and alcoholic
beverages, independent of alcohol content, at a rate of 20 percent

(see Table4).

Petrolenm products are not taxed, while states tax motor
vehicles. Other products, such as non-alcohiolic beverages, fruit
juice, and telephone recharge cards, had been subject o a 5
percent excise belore their remowal in 2009, Following the British
tradition, Nigeria does not levy excise dulies on imported

excisable goods, but subsumes these in the import duty.

The draft 2019 Budget presented by the authorities to the
MNational Assembly in December 2018 incorparates revenue
assumptions from increases in excises (implied on alcohol and

tobacco),

[s
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Table 4 Nigeria Excisable Goods, Excise and Duty Rates ( Percentage)

F Py o This Cynretles | Beer Wine | Spirits | Tux Bhes |

e o

| [anpseart Dy (1000 | 2005

Profabie. 2Py | 20% | O0F Vatue

[ Levy | 50 A 5 |50% | CIF=1D

i Pic Development | 70 A T o {TTF = [D
| e huree
b= ==y 1 T 1 -
| Cairmmprretie|isey K[ MYA |y T LTI = 1
I [ piart Supervision
| St
! | |
| Tl eflisdrtin e dluiw | BEH MIA b LP LR T WS A B |
| ar kst
1
LS b . — S
| ViNT 5% A 3% i
| - . ! |

| Toial effeerve dory. | 04,15 Mk b R M

atid s e LIF

¢ ol

[ourresig
| Exgise duty 208y Mg 2g 0 Lt donl
[ VAT % 5% 5% 304 Linit cost = Exglig
| Tl effocrive duty | 26500 St 2% ol
|
:--n Prd=tnn altie

Source: Nigaran Custom Sérvice

According to International Monetary Fund (2018), the following
reforms of excise laxation in Nigera would strengthen its

revenue-raising efliciency and externalily- correcting

properties:
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(a). Converting ad-palorem excises on alcohol and tobacco to
specific (and higher) rates indexed for inflation to reflect the

exlernal costs of consum ption and pr-.‘u‘l uction.

In line with international practice, tobacco excises could be more
than doubled in real terms, impaosed at NGN 100/ pack of
cigarettes of 2(} over a three-year period (with equivalent duty
for other tobacco products). Alcohol excises could be linked to
alcohol content (beer, wine, and spirits) and increased in value.
For example, doubling the excise duty on beer would align it

with the current Kenvanexcise burden.

(b), Recognizing the funchon of environmental charges in
increasing resoyurce etficiency and revenues. This could be
achieved by introducing specific consumer charges on the use of
plastic shopping bags, plastic bottles; aluminum cans, and
incandescent light bulbs (for exarple, a waste packaging charge
of NGN 5 per plastic bag). To compensale tor the cost of global
air pollution [carbon dioxide, methane, nitrous oxide) and ils
contribution to climate change, a low-rate excise charge of NGN
10/ liter could be imposed on all fossil fuels (gasoline, diesel and

kerosene)

(c). Contributing to the cosl tecovery of road ransport
infrastructure; In addition lo air pollution, road users create
multiple exterpalities In the torm of road damage, particularly
by heavy trucks; congestion, which carries an implicit tax on

labor; and noise and accident costs. Consumers would make

39




“Iumeasing Nigeria®s Tan-To-GIP Rafioc The Challmges and Wy Foronand™

better decisions regarding their use of the road network it such
costs were internalized In the price of tuel —tor example, by
introducing an additional motoring fuel duty on gasoline and
diesel products (NGN 10/liter on leaded gasoline and diesel
Fuel, NGN 5/liter on unleaded gasoline). Since kerosene is
mostly used by poorer households for cooking, heating and
lighting, kerosene could be exempted from this additional excise

duty on motoring.

(d). Improving tax progressivity by increasing excise duties on
luxury goodsand air time. Thiscould be achieved by increasing
excise duties and motor vehicle license fees on cars (new and
imported) and proceed with preparations for introducing a low

charge on mobile phone use (airtime) on call minutes and SMS,

(e). Providing a level-playing held for the mternalization of
external costs by levying excise duties at equal rates on
domestically produced and imported goods. A reform of excise
taxation would correct the current policy of subsuming excise on
foreign goods i the import duty. This would make the
protective funchion of the lax system the exclusive prerogative of
the import duty regime; while allowing excise duties to serve as
an allocative function irrespective of whether the products
originale domestically or from abroad. As elsewhere, VAT
should be imposed on the excise (and import) duty-inclusive
value of excisable items.

Converting ad-valorem excises inlo a speqitic rate system is

supported by both theoretical and practical considerations.
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Economic theory favors the correction of externalities througl
specific duties over ad-valorem xation as the external costs on
the society of sinoking, drinking, motonng, and polluting are
independent of the underlying products sales price. In practice,
excises provide the authorities with the opportunity to increase
revenues without major administrative costs associated with a
new ICT system development or the hiring of additional staff. As
specific duties require only counting (e.g. cigaretles) or
measuring strength (alcoholic beverages) or volume |e.g, of
motor fuels), they pose ho contentious valuation issues relating
to unit cost or unil value al the manulacturing or the import
stage. To preserve the real value of excise revenue, specific duties
would need to be indexed lor inflaen through annual
adjustments, Gradual excise duty increases at prevajling
ECOWAS levels could vield revenues ot 2.5% of GDIY in the
medium termn, and of about 4% of GDI? in the long run. In the
medivm lerm, a comprehensive review should be made of all
taxes, duties, levies and charges on road transport, broadly
detined, Such a review should have regard not only {or revenue-
raising efficiency aspects and externality correcting issues, bul
also for distributional incidence aspecls (as discussed on the
distributional aspects of fiscal reform). The review should be
undertaken in cooperation with the Nigerian States and the
Federal Road Authority.
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H. THEWAY FORWARD

L. In addition to the suggested solution to the challenges

identified the government needs to take the following actions:

(a) Improving the existing tax svstem with a view 1o

reducing mequalities through:

(B) Increasing progressiveness and by raising additional

revenue through indirect taxes;

(c)Focusing on tax reforms that would simultaneously

facilitate revenue growth, build administrative capacity

and build accountability;

2, Government should also consider taking the following

actions:-
i)
(b)
(€]
(d)
(e)
(F)

(g)

imiproving her local governiment taxation;

levying taxes as consensually and as transparently as
possible;

supporting civil soclely groups' capacity lo engage
with the stale oh tax issues;

making tax strong on the domestic political agenda
carrving out tax informality surveys and surveys of
laxpayer perceptions, toidentity willingness to pay
issues around inequality and social injustice,
establishing belter links between taxes paid and
service delivery, and

T,1'LlL-:15iFvi|1g efforts to stop otl theft and illngjjcﬂi oil

bunkering
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3. Inaddition, the Nigenian Government should  provide tax

tetorms that would

(a) reduce tax exemplions or eliminate them
completely;
(b} tackle capital flightaimed at evading taxation;
(¢} strengthen the administration of natural resources
laxation, especially inextractive industries;
(d) improve progressivity through income tax and
property laxes;
(e) seek for more effective wavs to tax the informal
sector;
(F)  pul in place a simplified tax regime for micro and
informal sector;
(g} establish a dedicated tax unit forSmall and Medium
enterprises inthe country;
(h} Improve local government faxation (see Freldstad,
2011).
4. Nigeria and other developmgnations should urgently strive
to replace almust a third of their already low tax revenue base
with 'hard to collecl' domestic taxes.

5. Effective useof tax clearance certificate for transactions,

. CONCLUSION
There 1= no gain in saving the fact that transforming the

apparentiv stagnated tax-to-GDP ratio in Nigeria demands
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holistic review of the current tax admimistrative system and the
uwerhaul of the Nigerian economy. However, without sounding,
pessiniistic, it 15 doubtful if the government can muster the

recquired political will to change the rhetoric

[t is also unlikely that the tax authorities will adopt the
recommended measures for developing the tax system as they
may prefer to deploy more immediate and aggressive measures
toshore up tax revenue. It is thusessential for taxpayers who are
already complying to'take extra measures (o ensure that their
records are properly kepl and coritact experts to conducl tax
health checks where necessary to avold surprises when the tax
authorities attempl to review taxpayer's records lo identily

additional tax exposures to make up the numbers.
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