International Journal of January, 2017

Advanced Studies in Economics and Public Sector Management
Hard Print: 2354-421X Online: 2354-4228 Vol. 5, No. 1

Re-Invigorating the Nigeria Tax System as a Redemption from
the Vagaries of the World Oil Market

‘Sunday O. Effiok & Abstract
‘Peter A. Oti
“*Department of Accounting,
Faculty of Management
Sciences,

University of Calabar,
Calabar, Cross River State,
Nigeria

he Nigerian tax system is skewed and loaded with

overlapping taxes and further worsened by poor

policies and inconsistent legal framework. This is the
crux of the study which focuses on re-invigorating the
Nigerian tax system as a means of revamping the national
economy from the vagaries of the world oil market. The study
made use of both the descriptive and explanatory research
design. Data were collected from the use of instrument of
questionnaire. They were coded and analyzed using the
ordinary least square technique. The results revealed that
there is a significant relationship between inconsistency tax
policy implementation and revenue generation in Nigeria. It
also revealed that insufficient tax information and poor data
management do not significantly enhance tax compliance.
Furthermore, the study revealed that ineffective board
sensitization of workers does significantly affect effective tax
compliance. The study concluded that Nigerian tax laws are
noted for their complex structure. Tax laws should be
understandable to all; they should be expressed simply,
clearly and intelligibly. It is therefore recommended that
legislatures and tax administrators should recognize that tax
systems will be effective in the long term only if they have the
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POhCYrT?’f cooperation of the taxpayers. Again, Nigeria tax

productivity administration needs to be autonomous to make the board
responsible and accountable to what they are doing or
supposed todo.
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Background to the Study

Nigeria operatesa federal system of government in which the fiscal responsibility rest with the
various tiers of government. It is the system of government in which each level has the
responsibility of generating and expending the revenue within its jurisdiction, Asiodu (2003).
In Nigeria, the tiers are federal, state and local government with overlapping function. This
has serious implication on how the tax system is managed, Ekpong (2004). Over the past five
decades the country'srevenue sources were largely derived from primary products. Of course,
between 1960 and the early 1970s, revenue from agricultural products was the dominant
sources while revenue from other sources was considered residual. Since the oil boom of
1973/74 to date, revenue from oil has dominated the countries revenue structure, Philips
(2004). According to Farzbod (2000), this has made the Nigeria tax system to be lopsided to
the extent that the most veritable tax handles are under the control of the central government
while theothertiersareresponsible for the less buoyant ones.

During the past three decades, revenue from oil hasaccounted forabout 7opercent of the total
tax revenue thus; indicating that traditional tax revenue has neverassumed any strong role in
the nation's management of fiscal policy, Shahrodi (2010). Instead of diversifying the existing
revenue base, fiscal management has been operating on a mono-economy. This has made the
economy susceptible to fluctuation in the international oil market. Alm, Martinez-Vanzquez
& Torgler (2010). Several attempts to address this problem have given rise to several tax
reforms. The tax policy reviews of 1991, 2003 and 2011 as well as theyearlyamendments given in
the annual budgets have always been geared towards addressing this issue, but not much has
beenachieved.

To appreciate the importance of tax policy reforms one need to understand the tragedy facing
the countryasaresult of the precarious state the nation is facing due to current plummeted oil
price in the world market. To ensure an appreciable fiscal resource, there isa compelling need
todiversify the revenue portfolio of the country in order to safeguard it against the volatility of
crude oil price, promote fiscal sustainability and economicviability of Nigeria, Asiodu (2003).
The nation's concentration on petroleum tax, direct tax and broad base indirect taxes such as
VAT while trade taxes as well as other indirect taxes are neglected is an indication of
administrative and structural problem for the country's tax system, Philips (2004). Although,
direct taxes and VAT have the potential for expansion, the impact is still limited because of
thedominance of the informal sectorin the country.

Furthermore, the limited formal sector is seriously influence by strong unions that act as
pressure groups to deferany appreciable tax compliance. All these have widening fiscal deficit
and the fact that it has threatened macro-economic stability and prospect for sustainable
economic growth makes the prospect for further tax reforms very appealing, Bondolino &
Greenbaum (2007).

Statement of the problem

The Nigeria tax system is unduly skewed and loaded with overlapping taxes. The system is
further worsened by poor policies and inconsistency in legal framework. Furthermore,
corruption, extortion, sabotage and general lawlessness heavily characterize tax
management. In particular and most worrisome is the fundamental lack of tax information,
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poor data management and complete absence or inaccurate application of information
technology. All these form the gap that necessitates the study.

Objective of the Study

The broad objective of the study is to examine the need to re-invigorate the nation's tax
system as means of mitigating against the plummeting oil price in the world market. The
specificobjectivesinclude;

i) To examine the extent to which inconsistent tax policy reform implementation
impactonrevenuegeneration in the country

ii) To examine the extent to which poor tax information and data management affect tax
compliance

iii) The access the extent to which the board sensitizes workers in enhancing tax
productivity

Research Questions

The following questions will go a long way in establishing the main essence of tax reforms to
engendermoreyields.

L. To what extent does inconsistent tax policy reform implementation foil robust
revenue generation in Nigeria?

2. How do inappropriate information and poor data management distort direction
towards effective tax policyimplementation in Nigeria?

3. Towhatextent does insensitivity of revenue staff results inapathy to effective input to
revenue generation?

Research Hypothesis

The following hypothesis on the null will provide a clear round up during the discussion of
findingand will make forawell articulate conclusionand recommendations

i. There is no significant relationship between inconsistency tax policy reform
implementation and revenue generation in Nigeria.

ii. Insufficient tax information and poor data management do not enhance tax
compliance.

iii. Effective board sensitization of workers does notimpact on effective tax compliance.

Conceptual literature

In every society, there exist some economic objectives usually referred to as macroeconomic
objectives which policy variables are meant to achieve. Proponents of this ideology have
made several findings and come out with varied opinions concerning tax policy
implementation in developing countries. Alesina & Perotti (1996) in their findings stated that
political instability and income distribution contribute to inconsistent policy
implementation and therefore low tax compliance spiritamong SM Es operatorsand poortax
yield. In another research conclusion, Allingham & Sandmo (1972) concluded that poor
policy and strategic management cause low tax morale in developing countries. Hanousex &
Palda (2004) opined that quality of government services affect civic responsibility and poor
response to tax payment.
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In developing countries, serious challenges in policy implementation are noticeable in areas
concerning multinational transfer pricing and thin capitalization. According to Kirchler
(2007) this term is descriptive of a firm which has centers of operation in many countries in
contrast toan “international” firm which does business in many countries but is based in only
onecountry, though the termsare often used interchangeable.

Transfer prices have serious tax implications according to Zee, Stotsky and Ley (2012)
multinational transfer pricing can provide an avenue for tax fraud. Companies within the
same group which are under different tax jurisdiction may decide to cover price or under price
inter-group transactions depending on what they want to achieve. Consider a foreign
company which has a factory in Nigeria where many tax incentives are offered. Because of
theseincentives, the foreign company ends up paying lowerincome tax in Nigeria.

Transfer pricesalso affect customs duties paid on imports and exports this isa contribution by
Eftekhari (2009). Forexample, if the transfer prices on imports into a country are lowered, the
import duties and other tariffs on the imports will equally be reduced. Multinational transfer
prices may also be influenced by dividend considerations. Consider a situation that Nigeria
putsarestriction on theamount thata company can pay out as dividend to parties outside the
country. A parent company based in another country may decide to overprice goods and
services transferred to its subsidiary in Nigeria. In that way, more funds leave the subsidiary
company in Nigeria to the parent company in another country without appearing to violate
thedividend restriction.

Empirical literature

Tax policy reform is a major proactive approach in enhancing tax productivity especially in
transition economies, Abed & Davoodi (2002). In connection with this assertion, Acemoglu,
Johnson & Robinson (2002) in theirresearch published in Botswana agreed that most African
states failed in their reform effort because of inappropriate strategy. Bogetic and Hassan
(1997) in their research in Bulgaria concerning personal income tax concluded that a robust
policy thrust is the real essence of economic development. On effectiveness of policy
formulation, Bird, Martinez-Varsques and Torgler (2008) in their findings about policy
formulation and tax productivity concluded that both developing countries and high income
countries have their IGR improved due to consistency in policy matters.

Dreher and Schneider (2010) in their findings concluded that excessive gaps between reform
periods are the bane of poor IGR productivity in emerging countries. In the same vein,
Graham & Pettinato (2002) posits that, West African sub regional governments fail in their
policyimplementation due to corruption.

In other research findings emphasis was mostly on tax morale and compliance. Research
findings of Kirchler (2007) confirm that lack of incentives to small and medium scale
operators kill moral towards effective tax compliance. This assertion also confirms the
findings of Galbraith and Cum (2005). Their findings were that inequality of household
incomeisa majorsetback to taxcompliance.
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Bogetic (1995) in another research still about Bulgaria discovered that lopsidedness in policy
implementation affects the morale of tax payer's hence low productivity in IGR. In their
separate publication Aim & Gomez (2008) posit that inequality in social capital in Spain kill
tax morale.

Research Design

The expost- facto research design was adopted for this study. It is a blueprint of the study that
defines clearly how the parts of the study work in harmony to achieve the laid out
objective(s).. The population of the study constituted the tax payers in the ten states of
Nigeria. The population was stratified to include personnels at the strategic and tactical level
of tax managements in the ten states of Nigeria. Of the three hundred and seventy personnels
that formed the population, a sample size of one hundred and twenty seven tax payers was
drawn from the population using Taro Yamane formula. The data for this study were
generated purely from primary source through a questionnaire. The questionnaire is coded
using the Likert scale of four points Strongly Agree (SA), Agree (A), and Strongly Disagree
(SD) And Disagree (D)

Resultsand Interpretation
Table1: Regressionresults on taxreforms Revenueyield

VARIABLE ESTIMATED STANDARD T-STATISTIC P- VALUE
COEFFICIENTS ERROR
Constant 74126.33 74126.33 1.299 198
Inconsistency -420 158 -2.668 .009
Tax Policy
Implementation
(ITPI)
R 0.442
R-Square 0.195
Adjusted R- Square 0.173
SEE 23002.35
F-Statistic 8.735(p.000)
Durbin Waston 0.432
a. Dependent Variable: RG
b. Predictors: Constant, ITPI

Source: Researcher's Estimation, 2015

Table 1 shows the Regression results on tax reforms Revenue yield. The regression results
showed that that the estimated coefficient of the regression parameters have a negative sign
and thus conform to our a-priori expectation. The implication of this sign is that the
dependent variable revenue generation is negatively influenced by Inconsistency Tax Policy
Implementation (ITPI). The coefficient of determining R- square of 0.195 implied that 19.5
percent of the sample variation in the dependent variable return on investment is explained
or caused by the explanatory variable while 80o.5 percent is unexplained. This remaining 80.5
percent could be caused by other factors orvariable not built into the model. The low value of
R-square is an indication of a poor relationship between the independent variable
Inconsistency Tax Policy Implementation (ITPI) and the independent that is revenue
generation. The value of theadjusted R* is 0.173. Thisshows that theregression line captures
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17.3 percent of the totals variation in revenue generation. This is caused by variation in the
explanatory variables specified in the equation while 82. 7 percent accounted for the error
term, testing the statically significant of the overall model; the f-statisticwas used. The model
is said to be statistically significant at 5 percent level with a probability level of less than one
percent. The significant position of the f-statistic value of 8.735 less than one percent. The
significant position of the f-statistic implied that the null hypothesis should be rejected and
thealternative accepted, meaning there is a significant relationship between Inconsistency T
ax Policy Implementation and revenue generation. Finally, the test of autocorrelation using
D/W test shows that the D/W value of 0.432 within the conclusive region of the D/W
partition curve which simply indicates that there existsa degree of autocorrelation.

Table2:Regressionresults on tax compliance cost, taxevasionand revenueyield

Variable Estimated Standard T-Statistic P- Value
Coefficients Error
Constant 669865.506 394164.260 1.699 .094
Insufficient Tax info -372 141 -1.650 110
& poor data mangt
(ITIPDM)
R 0.471
R-Square 0.222
Adjusted R- Square 0200
SEE 2050981.399
F-Statistic 10.243
Durbin Waston .568
a. Dependent Variable: TC
b. Predictors: Constant, ITIPDM

Source: Researcher's Estimation, 2015

Table 2 shows the Regression results on tax compliance cost, tax evasion and revenue yield
and poor data management and tax compliance (ITIPDM). The regression results showed
that the estimated coefficient of the regression parameters have a negative sign and thus
conform to our a-priori expectation. The implication of this sign is that the dependent
variable revenue generation is negatively influenced by of insufficient tax policy and poor
data management and tax compliance (ITIPDM). The coefficient of determining R- square
of 0.222 implied that 22.2 percent of the sample variation in the dependent variable return on
investment is explained or caused by the explanatory variable while 77.8 percent is
unexplained. This remaining 77.8percent could be caused by other factors or variable not
builtinto the model. The lowvalue of R-squareisan indication of a poorrelationship between
the independent variable of insufficient tax policy and poor data management and tax
compliance (ITIPDM). And the independent that is revenue generation. The value of the
adjusted R* is 0.200 This shows that the regression line captures 17.3 percent of the totals
variation in revenue generation. This is caused by variation in the explanatory variables
specified in the equation while 82. 7 percent accounted for the error term, testing the
statically significant of the overall model; the f-statistic was used. The model is said to be
statistically significantat 5 percent level with a probability level of less than one percent. The
significant position of the f-statistic value of 10.243 less than one percent. The significant
position of the f-statistic implied that the null hypothesis should be rejected and the
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alternative accepted, meaning there is a significant relationship between of insufficient tax
policy and poor data management and tax compliance (ITIPDM. Finally, the test of
autocorrelation using D/W test shows that the D/W value of 0.568 within the conclusive
region of the D/W partition curve which simply indicates that there exists a degree of
autocorrelation.

Table 3: Regression results of Effective board sensitization of workers (EBSW) and
effectivetax compliance

VARIABLE ESTIMATED STANDARD T-STATISTIC P- VALUE
COEFHCIENTS ERROR

Constant 69865.50 04164.26 1.999 .49
Insufficient Board -572 114 -1.560 050
sensitization of
workers (EBSW)

R 0.470

R-Square 0.220

Adjusted R- Square 0200

SEE 50081.399

F-Statistic 9.430

Durbin Waston .567
a. Dependent Variable: ETC

b. Predictors: Constant, EBSW
Source: Researcher's Estimation, 2015

Table3 shows the Regression results of effective board sensitization of workers (EBSW). The
regression results showed that that the estimated coefficient of the regression parameters
have a negative sign and thus conform to oura-priori expectation. The implication of this sign
is that the dependent variable revenue generation is negatively influenced by effective board
sensitization of workers (EBSW). The coefficient of determining R- square of 0.220 implied
that 22 percent of the sample variation in the dependent variable return on investment is
explained or caused by the explanatory variable while 78 percent is unexplained. This
remaining 78 percent could be caused by other factors or variable not built into the model.
The low value of R-square is an indication of a poor relationship between the independent
variable effective board sensitization of workers (EBSW) and the independent that isrevenue
generation. Thevalue of theadjusted R* is0.200 Thisshows that the regression line captures
20 percent of the totals variation in revenue generation. This is caused by variation in the
explanatory variables specified in the equation while 8o percent accounted for the error term,
testing the statically significant of the overall model; the f-statistic was used. The model is
said to be statistically significant at 5 percent level with a probability level of less than one
percent. The significant position of the f-statistic value of 9.430 less than one percent. The
significant position of the f-statistic implied that the null hypothesis should be rejected and
the alternative accepted, meaning there is a significant relationship between effective board
sensitization of workers (EBSW). Finally, the test of autocorrelation using D/W test shows
that the D/W value of 0.567 within the conclusive region of the D/W partition curve which
simplyindicates that there existsadegree of autocorrelation.
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Conclusion

The findings of the study revealed that the Nigeria tax laws are prone to complex and
inconsistent implementation procedures. These have been the bane of appropriate data
capture for effective policy direction. There are cases of overlapping roles among the tax
operatives. These have led to regular administrative reforms but sup-optimal
implementation.

Recommendation

Based on the observations above, the study recommended that tax laws should be easily
understandable by all stakeholders. Laws should be expressed simply, concisely and
intelligibly.

There should be a pilot study on how to make the agency autonomous to forestall interference
by other agencies. Regular tax audit should be carried out to allow for regular review of the
policy beforeany majorreform process isundertaken.
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