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ABSTRACT 

Value-Added Tax (VAT) was introduced in Nigeria to increase the revenue base of government and 

make funds available for developmental purposes that will accelerate economic growth but how well 

growth has been achieved is questionable. This study examines the effect of value-added tax on 

Nigerian economic growth. Secondary data were sourced from Central Bank of Nigeria (CBN) 

Statistical Bulletin and Annual Report of Nigerian Bureau of statistics from 1980 – 2013. Real Gross 

Domestic Product (RGDP) was used as the dependent variable while Value Added Tax (VAT) was 

used as independent variable. Simple linear regression analysis and correlation were the statistical 

tools employed to analyse data with the help of E-Views econometric software. Findings reveal that 

value added tax has a positive and significant relationship with the dependent variable. The study 

found an R
2
 of 69.50% while the F-statistics is 72.95. The study concludes that there is significant 

relationship between value-added tax and the growth of the Nigerian economy. Study therefore 

recommends that all administrative bottlenecks leading to lapses in collection of VAT should be 

identified and blocked in order for VAT to truly contribute to the growth of the national economy. 
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INTRODUCTION 

Economic growth is the real increase in the market value of the goods and services produced by an 

economy over time. It is conventionally measured as the percentage rate of increase in real gross 

domestic product, or real GDP. Value-added tax has been hailed as an economic instrument that can 

bring about rapid growth for the Nigerian economy but problems still exists as to how it is 

administered in the country. Value added tax (VAT) is a tax of the Federal Government of Nigeria 

which was introduced in 1994 and managed by the Federal Inland Revenue Services (FIRS, FGN, 

1993). Value added tax (VAT) is a consumption tax, levied at each stage of the consumption chain 

and borne by the final consumer of the product or service. VAT was designed to be easy to administer 

and difficult to evade by prospective defaulters. Countries all over the world have used VAT to boost 

their revenue base based on the goods and services produced. For instance in Africa, VAT has been 

introduced in Benin Republic, Cote d’Ivoire, Guinea, Kenya, Madagascar, Mauritius, Senegal, Togo, 

Nigeria etc. 

Evidence suggests that in these countries, VAT has become an important contributor to government 

revenue (Ajakaiye, 2000; Shalizi and Square, 1988; Adereti, Adesina and Sanni, 2011). Nigeria 

introduced VAT in 1993; however its full implementation began on 1st January, 1994 in the regime of 

Gen. Sani Abacha. This has attracted the attention of researchers and academia on its benefit in the 

economic growth of Nigeria. Economic growth as measured is the increase in the national income or 

total volume of production of goods and services of a country accompanied by improvements in the 

total standard of living of the people (Chinwuba and Amos, 2011 as cited in Ihendinihu and 

Onwuchekwa, 2012). Related works on this topic focused on the impact of VAT on economic growth, 

measured with GDP. Others, like Myles (2000) empirically ascertained that direct tax policy is a 

stimulant to economic growth. Tosun and Abizadeh (2005) reported that the share of personal income 

tax responded positively to economic growth. McCarten (2005) found that the ratio of direct tax to 

GDP and the ratio of direct tax to total tax stimulated real GDP growth in Pakistan. On the flipside, 

Barry and Jules (2008) found that direct taxes impacted negatively on economic growth in the US. In 
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the face of such conflicting findings, our aim is to contribute to literature by investigating the impact 

of VAT on economic growth of Nigeria.  

Structurally, Nigerian economy is broadly divided into the oil and the non-oil sector and the revenue 

into the oil and non-oil revenue. The oil sector and the revenue constitute the oil producing firms and 

the revenue scope covers sales of crude oil, petroleum profit tax, sales of gas, petroleum royalties, 

while the non-oil sector comprises manufacturing, service and the agricultural sector. The revenue 

constitutes customs and exercise duties, corporate tax, NIDF, education tax, Federal Government 

Industrial revenue and Value added Tax (World Bank, 2013). The significance of the non-oil sector 

and the revenue accruable to the Nigerian economy through VAT cannot be underestimated. Well 

planned value-added tax collection strategy will enhance the realization of macroeconomic objective 

by increasing the financial resource base of the economy. 

Statement of the Problem 

Despite numerous literatures on the factors that determine economic growth in Nigeria, the 

relationship between value-added tax and the growth of the economy is lacking. Existing Literature 

such as (Ezirim et al, 2010), (Obadan, 2003) focused on value added tax with the findings 

inconclusive. The dearth of literature on the relationship between VAT and economic growth and with 

particular reference to Nigeria necessitates carrying out this research. Therefore it is hoped that with a 

proper understanding of how VAT impacts on RGDP, policy drives can be enhanced to bring about 

growth in the economy 

 

STUDY AIM, RESEARCH QUESTIONS AND HYPOTHESES 

The main aim of this study is to examine the relationship between value-added tax and the Nigerian 

economy; therefore the questions to be answered from this research are; if there is a significant 

relationship between value added tax and the Nigerian economy and to what extent does VAT impact 

on the growth of the Nigerian economy? It is imperative to also understand what are the major 

problems militating against the effective implementation and administration of VAT in Nigeria. 

Finding answers to these and other similar questions is the main thrust of this paper. In this vein, the 

research hypothesizes as follows: 

H01: There is no significant relationship between value added tax and the growth of Nigerian 

economy. 

H02: Value added tax does not significantly impact on the growth of the Nigerian economy. 

 

This research work will be an invaluable source of literature for researchers, student, marketing 

practitioners, accountants, bankers, companies, government agencies and related field who might be 

interested in knowing much about the concept of value-added tax (VAT). It will also help the 

government in her policy formulation to suggest alternative strategies that can aid effective 

administration and monitoring of the VAT process and procedures in order to enhance economic 

growth. 

The remaining portion of the paper is structured as follows: Section two is on conceptual framework 

and review of related literature. Section three is on data and research methodology. Section four is on 

findings and discussions while section five summarizes and concludes the paper. 
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LITERATURE REVIEW 

Tax Revenue in Nigeria 
According to Nzotta (2007), four key issues must be understood for taxation to play its functions in 

the society. First, a tax is a compulsory contribution made by the citizens to the government and this 

contribution is for general common use. Secondly, a tax imposes a general obligation on the tax payer. 

Thirdly, there is a presumption that the contribution to the public revenue made by the tax payer may 

not be equivalent to the benefits received. Finally, a tax is not imposed on a citizen by the government 

because it has rendered specific services to him or his family. Thus, it is evident that a good tax 

structure plays a multiple role in the process of economic development of any nation which Nigeria is 

not an exception (Appah, 2010). 

Musgrave and Musgrave (2004) note that these roles include: the level of taxation affects the level of 

public savings and thus the volume of resources available for capital formation; both the level and the 

structure of taxation affect the level private saving. A system of tax incentives and penalties may be 

designed to influence the efficiency of resource utilization; the distribution of the tax burdens plays a 

large part in promoting an equitable distribution of the fruit of economic development; the tax 

treatment of investment from abroad may affect the volume of capital inflow and rate of reinvestment 

of earnings there from; and the pattern of taxation on imports relative to that of domestic producers 

affect the foreign trade balance. However, Anyanwu (1993) pointed out that there are three basic 

objectives of taxation. 

These are to raise revenue for the government, to regulate the economy and economic activities and to 

control income and employment. Also, Nzotta (2007) noted that taxes generally have allocation, 

distributional and stabilization functions. The allocation function of taxes entails the determination of 

the pattern of production, the goods that should be produced, who produces them, the relationship 

between the private and public sectors and the point of social balance between the two sectors. The 

distribution function of taxes relates to the manner in which the effective demand over economic 

goods is divided among individuals in the society. According to Musgrave and Musgrave (2006), the 

distribution function deals with the distribution of income and wealth to ensure conformity with what 

society considers a fair or just state of distribution. The stabilization of function of taxes seeks to 

attain high level of employment, a reasonable level of price stability, an appropriate rate of economic 

growth, with allowances for effects on trade and on the balance of payments. Nwezeaku (2005) argues 

that the scope of these functions depends, inter alia, on the political and economic orientation of the 

people, their needs and aspirations as well as their willingness to pay tax. Thus, the extent to which a 

government can perform its functions depends largely on the ability to design tax plans and 

administration as well as the willingness and patriotism of the governed. 

According to Anyanfo (1996), the principles of taxation mean the appropriate criteria to be applied in 

the development and evaluation of the tax structure. Such principles are essentially an application of 

some concepts derived from welfare economists. In order to achieve the broader objectives of social 

justice, the tax system of a country should be based on sound principles. Jhingan (2004), Bhartia 

(2009) and Osiegbu, Onuorah and Nnamdi (2010) listed the principles of taxation as equality, 

certainty, convenience, economy, simplicity, productivity, flexibility and diversity. 

Equity principle: states that every taxpayer should pay the tax in proportion to his income. The rich 

should pay more and at a higher rate than the other person whose income is less (Jhingan, 2004). 

Anyanfo (1996) states that it is only when a tax is based on the tax payer’s ability to pay that it can be 

considered equitable or just. Sometimes this principle is interpreted to imply proportional taxation. 

Certainty principle: of taxation states that a tax which each individual is bound to pay ought to be 

certain, and not arbitrary. The time of payment, the manner of payment, the quantity to be paid ought 

to all be clear and plain to the contributor and every other person (Bhartia, 2009). 

Convenience principle: of taxation states that the time and manner should be convenient to the 

taxpayer. According to Anyanfo (1996), this principle of taxation provides the rationale for Pay - As - 

You - Earn (PAYE) system of tax payable system of tax collection.  

Economy principle: states that every tax should be economical for the state to collect and the 

taxpayer to pay (Appah, 2004; Jhingan, 2004; Bhartia, 2009). Anyanfo (1996) argues that this 

principle implies that taxes should not be imposed if their collection exceeds benefits. 
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Productivity principle: states that a tax should be productive in the sense that it should bring large 

revenue which should be adequate for the government. This is the major reason why governments in 

all parts of the globe continuously employ tax reforms. 

Simplicity principle: states that the tax should be plain, simple and intelligible to common taxpayer. 

Anyanfo (1996) argue that there should be no hidden agenda in the tax law. 

Flexibility principle: implies that there should be no rigidity in taxation. Diversity Principle of 

taxation states that there should be different variety of taxes. Bhartia (2009) Akwe James Ayuba: 

Impact of Non-Oil Tax Revenue on Economic Growth: The Nigerian Perspective argue that it is risky 

for state to depend upon too few a source of public revenue. 

 

Structure of Nigerian Economy 
Nigeria’s economy can be described as a rapidly growing economy with an average growth rate of 7% 

in the last decade (World Bank 2013). According to Nigeria’s National Bureau of Statistics, the GDP 

growth rate was 7.43% in December 2011 (FSDH 2013). This makes Nigeria the second largest 

economy in Africa and one of the fastest growing economies in the world. Primary production is 

oriented around agriculture, mining and quarrying (which include oil and gas) and accounts for more 

than 65 per cent of real gross outputs and more than 80 per cent of foreign exchange revenues in the 

year 2011 (National Planning Commission, 2011). Within the non-oil sector, manufacturing and 

building and construction account for 4.14 per cent of foreign exchange and government revenue in 

2011 (National Planning Commission 2011). Recently, the Nigerian economy which was once 

concentrated on primary commodities saw growth in the non-oil sectors including services, real estate, 

housing and construction (World Bank 2013).  The service sector has grown rapidly in the last decade 

with the total share of GDP increasing from 25% in 2000 to 37% in 2011 (BNP 2012). While the 

performance of the service sector has been sizable, according to the National Planning Commission, 

the sector cannot be regarded as a significant influence of the economy. However within the service 

sector, the major driver of growth has been the telecommunications sector which experienced the 

fasted growth in shares of GDP jumping from 1 per cent in 2005 to 3 per cent in 2010 (National 

Planning Commission 2011). The wholesale and retail trade sector also experienced explosive growth 

contributing 18.81 per cent to the service sector in September 2012 (FSDH 2). The manufacturing 

sector contributed 3.96 percent to Nigeria’s GDP in 2009 and rose to 4.14 per cent (National Planning 

Commission 2011). In addition, real estate and housing/construction experienced rapid growth in 

recent years, but its share of GDP remain small (World Bank 2013). 

Despite the growth of the service sector, the production of primary commodities has continued to 

dominate economic activities in Nigeria. The agriculture sector which includes crop production, 

forestry, livestock and fishery has accounted for most of GDP growth in the recent years (World Bank 

2013). In September 2011, agriculture remained Nigeria’s largest sector accounting for 42.62 per cent 

of GDP (FSDH 2013); however production levels remain low while growth has been triggered by 

expanding land. The sector remains primarily informal and production involves the use of simple 

technologies (NPC 2011).Oil, however, accounts for 95% of Nigeria’s exports and 75% of budgetary 

revenues (World Bank 2013). In the recent years, the oil and gas sector has experienced a decrease in 

growth. From 2003 to 2011, the growth rate decreased from 23.9 per cent to -0.6 per cent (NBS 

2012). The share of GDP also decreased from 25 per cent in 2005 to 16 per cent in 2010 according to 

the National Planning Commission (NPC 2011).  The manufacturing sector, which includes cement, 

iron, steel and oil refining, has been targeted by the Federal Government as a priority for many years. 

Secondary activities including manufacturing and building and construction, have contributed a mere 

4.14 per cent to foreign exchange and government revenue (National Planning Commission 2011). 

According to the National Bureau of Statistics, the subsector accounts for about 10 per cent of total 

GDP annually and 12 per cent of the labor force in the formal sector (NBS 2010).  

With more than 65 per cent of Nigeria’s Federal-collected revenue coming from oil in the last decade, 

Nigeria’s fiscal policy remains heavily influenced by the oil industry and its volatile movement. 

According to the IMF, beginning in 1970, Nigeria’s revenue and expenditures followed a similar 

pattern to oil prices.  
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METHODOLOGY 

The aim of this study is to establish the relationship between Value-added tax and economic growth 

of Nigeria therefore the experimental research design will be used in this study. Secondary data is 

used in this study. The relevant data used were sourced from the publications of the financial 

statement of the companies and publication of stock exchange, stock exchange fact book.  

Formulation of Model 
The model specify in this study is to find the casual relationship between the dependent and 

independent variables. It is mathematically stated as follows: 

RGDP = f(VAT)…………………………1 

Transforming eqn (1) to econometrics method  

RGDP = 0 VAT1  µ 

Where: 

RGDP  =  Nigeria Real Gross Domestic Product   

VDT = VALUE ADDED TAX  

µ = Error terms  

 

The explanatory variable VAT is expected to have positive and direct effect on the dependent 

variable, RGDP. That is, a unit increase in VAT is expected to increase RGDP. This can be express 

mathematically as a1 > 0 where a1 is the coefficient of VAT. 

The data used in this study is basically time series covering 1980 to 2011. The method of data analysis 

to be used in this study is the simple linear regression with the use of Ordinary Least Square (OLS) 

analysis employing the E-view statistical package.  

 

RESULTS 

Table 1: Correlation coefficient of the relationship between RGDP and VAT 

Correlations 

 Real Gross 

Domestic Product 

Value-added tax 

Real Gross Domestic Product 

Pearson Correlation 1 .834** 

Sig. (2-tailed)  .000 

N 34 34 

Value-added tax 

Pearson Correlation .834** 1 

Sig. (2-tailed) .000  

N 34 34 

**. Correlation is significant at the 0.01 level (2-tailed). 
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Table 2: Simple linear regression of RGDP on VAT 

Dependent Variable: RGDP  

Method: Least Squares   

Date: 06/04/18   Time: 10:22  

Sample: 1980 2013   

Included observations: 34  

     
     

Variable Coefficient Std. Error t-Statistic Prob.   

     
     

VAT 16780.89 1964.719 8.541118 0.0000 

C -5370451. 2061383. -2.605266 0.0138 

     
     

R-squared 0.695095     Mean dependent var 9176964. 

Adjusted R-squared 0.685567     S.D. dependent var 12074641 

S.E. of regression 6770778.     Akaike info criterion 34.35115 

Sum squared resid 1.47E+15     Schwarz criterion 34.44094 

Log likelihood -581.9696     Hannan-Quinn criter. 34.38177 

F-statistic 72.95069     Durbin-Watson stat 1.023262 

Prob(F-statistic) 0.000000    

     
     

 

Substituted Coefficients: 

========================= 

 

RGDP = - 5370450.75043+16780.8926777*VAT 

 

The estimated regression model reveals that about 68.56% of the variation in Nigerian Real Gross 

Domestic Product (RGDP) can be explained by the independent variable value-added tax in the 

regression model formulated in chapter three of this study: The F-statistics being 72.95 and greater 

than the critical value of 4.17 obtained from the F-table at D.F.N. 1 and D.F.D. 32 and the p-value 

associated with this statistics provides ample evidence to reject the null that VAT does significantly 

impact on Real Gross Domestic Product. 

From the estimated equation, the regression coefficient of VAT show that for one unit 

increase in VAT, RGDP increases by 16.78 units with t-statistics of 8.54 above the critical t-

value is evidence that VAT contributes significantly to economic growth as proxied by 

RGDP. 

 
Test of Hypotheses 

H01: There is no significant relationship between value-added tax and Nigerian economic growth. 

A large correlation coefficient of 0.8337 says that this relationship is both strong and positive. With a 

p-value of 0.000 less than the level of significance  of 0.05, the research therefore concludes that 

there is significant relationship between value-added tax and the growth of Nigerian Real Gross 

Domestic Product. 

H02: Value-added tax does not significantly impact on and economic growth of Nigeria. 

The critical F-value of 4.17 is less than the computed F-value of 72.95, and also the p-value is 0.000 

and less than 0.05, therefore the research concludes that value-added tax does significantly impact on 

the growth of Nigerian Real Gross Domestic Product. 

 

DISCUSSION OF FINDINGS 

One of the major policy objectives of Nigerian government in the last four decades has been how to 

diversify Nigerian source of revenue from the mono-cultural oil economy. This led to the introduction 

of various reforms such as the value-added tax (VAT). The objective of this study was to examine the 
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effect of VAT on the growth of Nigerian economy using time series data. Findings of the study reveal 

that VAT has positive and significant relationship with the growth of Nigerian economy. This finding 

confirms the A-priori expectation of the result and the objective of reforms in the non oil sector; it is 

in line with the empirical findings of Myles (2000), Tosun and Abizadeh (2005), and McCarten 

(2005) on the positive effect of tax on the growth of Nigerian economy. 

 

CONCLUSION AND RECOMMENDATIONS 

The importance of the effective implementation of value-added tax to a fledgling economy like 

Nigeria cannot be overemphasized. From the findings of this study, VAT has a positive correlation 

with RGDP and therefore it can be inferred that it impacts positively and significantly on the Nigerian 

economic growth. This is not surprising because, when juxtaposed against the findings by Ajakaiye 

(2000); Shalizi and Square (1988); Adereti, Adesina and Sanni (2011), VAT can become an important 

source of revenue to government and thereby lead to economic growth. Based on the findings it is 

therefore recommended that value added tax should be sustained, hence, all identified administrative 

loopholes should be covered for VAT revenue to continue to contribute more significantly to 

economic growth of the country. There should be accountability and transparency from government 

officials on the management of other government revenue and also citizens should be able to benefit 

from it. 
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APPENDIX 

Year RGDP VAT 

1980 84,312.44 364.10 

1981 94,325.02 464.70 

1982 101,011.23 475.56 

1983 110,064.03 486.41 

1985 116,272.18 497.26 

1985 134,585.59 508.11 

1986 134,603.32 518.96 

1987 193,126.20 529.81 

1988 263,294.46 540.66 

1989 382,261.49 551.52 

1990 472,648.75 589.97 

1991 545,672.41 568.33 

1992 875,342.52 584.67 

1993 1,089,679.72 601.60 

1994 1,399,703.22 610.18 

1995 2,907,358.18 609.83 

1996 4,032,300.34 627.48 

1997 4,189,249.77 638.33 

1998 3,989,450.28 649.18 

1999 4,679,212.05 660.03 

2000 6,713,574.84 670.88 

2001 6,895,198.33 681.73 

2002 7,795,758.35 735.36 

2003 9,913,518.19 787.09 

2004 11,411,066.91 872.48 

2005 14,610,881.45 964.53 

2006 18,564,594.73 1,068.42 

2007 20,657,317.67 1,183.58 

2008 24,296,329.29 1,311.05 

2009 24,794,238.66 1,442.25 

2010 33,984,754.13 1,583.79 

2011 37,409,860.61 1,737.27 

2012 40,544,099.94 1,908.35 

2013 28,631,121.21 3,451.25 
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