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Introduction 
n any goods purchased anywhere whether from a 

departmental store or not in Nigeria, there is a certain 

charge on the sales receipts which is the Value Added Tax 

(VAT) looking at from 2019 to 2021, an inclusion to the price. 

Onwuchekwa and Aruwa (2014) posited that 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. Of critical notice is that the Finance Act 2019 

made some important changes to the VAT regime in Nigeria on 

the rate, obligation, penalty, and self-charge. It is appropriate 

to recognize as a foreign company or local business to know 

the new provisions that affect revenue and purchases for 

proper planning purposes. The guide addressed the twenty-

one (21) always asked questions on changes to the Value Added 

Tax. According to Bomes Resources Consulting (2020), Value 

Added Tax (VAT) is a tax levied on the supply of taxable goods 

and services except those items listed in the First Schedule of 

the VAT Act. Furthermore, VAT is tagged a multi-stage levy on 

value-added on each production or distribution stage of a good  
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or service. Example in a producing or manufacturing company, the value added begins 

from the first stage (the purchase of raw materials) until the final stage (sale to the final 

consumers). Even though a taxable person is accountable for VAT, it is an ‘indirect tax’ 

because the tax burden passes to the final consumers.  
Moina (2021) posited that VAT planning is performed through some methods including 

payment postponement and expensing. Also that tax planning is advised to be performed 

by enterprise and consumer as a mean to minimalize tax expenses. This strategy should 

be audited and carefully evaluated each year to ensure its appropriateness and 

effectiveness. The Value Added Tax (VAT) Act, 2004 as amended, governs the 

administration of VAT in Nigeria. It is better to notice that the value added tax rate in 

Nigeria is 7.5%. Businesses add VAT to the sales price of the goods or services they offer in 

Nigeria and the tax is borne by the final consumer of goods and services because it is 

included in the tax paid. VAT is currently calculated at a flat rate of 7.5% of the cost of 

services and products and is charged on a wide array of goods and services.   
Zero-rated VAT is the rate of tax on non-oil exports, goods, and services bought by 

diplomats and goods and services bought by humanitarian donor-funded projects. Even 

though no VAT is chargeable, a company still needs to record the supply of zero-rated 

goods and services on a VAT return. Second, goods or services exempt are not subject to 

VAT. Examples of goods exempt include: medical and pharmaceutical products; basic 

without absolute no point of asking questions. The study adopted the descriptive survey 

design in consideration of a population of 3,748,456. The study adopted the Yamane 

formula to arrive at a sample size of 400. The simple random sampling method was used 

for the selection of consumers spending of goods with a distribution of 680 copies of 

questionnaire as self-administered. However, 570 responded and retrieved from 

consumers of goods. The source of data used for this study was primary source. The 

nature of the questionnaire used for this study was a five-point Likert-scale and validated 

by three senior lecturers. The method of data analysis was by linear regression employed 

to test the hypothesis to see the effect of value added tax on current consumer spending 

on goods. Finding revealed that value added tax had significant negative effect on 

current consumers spending on goods by negatively affecting the consumer’s purchasing 

power. In conclusion, consumers spending on goods were significantly determined by 

the value added tax as mutually inclusive for their spending where value added tax must 

be paid along with the cost of the goods. Recommendation was that value added tax 

rate should be reduced to 2.5% by the Federal Government not to the detriment of the 

consumer spending for buying goods 

 

Key: Effect, Value, Added, Tax, Consumer, Spending 
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food items;  books and educational materials;  baby products; fertilizer (locally 

manufactured), agricultural and veterinary medicine, farming machinery and farming 

transportation equipment; plant and machinery imported for use in the export processing 

zone or free trade zone; provided that entire produce from such company is for export;  

all commercial aircraft and aircraft spare parts imported for use in Nigeria; amorphous pet 

chips; locally manufactured sanitary towels, pads or tampons; all exports; plant, 

machinery, and equipment purchased for utilization of gas in downstream operations; 

petroleum products; renewable energy equipment; raw materials for the production of 

baby diapers and sanitary towels amongst others. On the other hand, services exempt are 

medical services; services rendered by Community Banks, People’s Banks, and Mortgage 

Institutions; plays and performance conducted by the educational institutions as part of 

learning; all exported services and exported service is a service rendered within or outside 

Nigeria by a person resident in Nigeria to a non-resident person (NRP) outside Nigeria, 

amongst others. 

Nyore, Nweke & Ogar (2016) argued that value added tax had a positive and  significant 

influence  on consumer spending pattern on alcoholic drinks. Also that VAT actually  

affected  the consumption  of alcoholic  drinks in  South-East Nigeria.  Secondly, it  was 

equally  established that Value  added  tax  had  positive  and  significant effect  on  

consumer  spending  pattern  on  non- alcoholic  drinks  in  South-East  Nigeria  This  shows  

that VAT actually affected  the  consumption  of non-alcoholic  drinks  in  South-East  

Nigeria. From the findings above, Nyore, Nweke & Ogar (2016), therefore, recommend 

that government should, from time to time, intervene in the activities of producers and 

dealers of alcoholic drinks in South East Nigeria because value added tax is not actually 

the only variable affecting the spending pattern of consumers of these products. These 

findings are in line with those of Obiakor, R.T., Kwarbai, J. & Okwu, A.T (2015). They 

employed regression  analysis for their data analysis  

VAT in Nigeria is the tax payable on goods and services consumed by any person, whether 

government agencies, business organization, or individuals. VAT is a tax levied on the 

supply of taxable goods and services except those items listed in the First Schedule of the 

VAT Act. It is a multi-stage levy on value-added on each production or distribution stage 

of a good or service. It can also be said to be a tax on spending or consumption levied at 

every stage of transaction but eventually borne by the final consumer of such goods and 

services. Section 7 of the Valued Added Tax Act vests power of administration of VAT in 

the Federal Inland Revenue Service (FIRS), which acts as a Federal Tax Agency. The VAT is 

charged on most goods and services provided in Nigeria and also on goods imported into 

Nigeria. The Federal Inland Revenue Service (FIRS) is the sole agency for administering 

value added tax in Nigeria. 8. When should a taxable person register for VAT? A taxable 

person shall register for VAT upon commencement of business in Nigeria. 

https://www.firs.gov.ng/SiteApplication/Home/Home.aspx
https://www.firs.gov.ng/SiteApplication/Home/Home.aspx
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Key points to notice about VAT are: VAT is a consumption tax paid when goods are 

purchased and services rendered. It is a multi-stage tax, it is borne by the final consumer, 

all goods and services (produced within or imported into the country) are taxable except 

those specifically exempted by the VAT Act, VAT is charged at a rate of 7.5%, some goods 

and services such as non-oil exports are zero rated, all taxable persons are required to file 

VAT monthly returns not later than 21st day following the month of transaction 

 

The objective of the study is: 

To investigate the effect of Value Added Tax on Current Consumer Spending  

 

The study hypothesis stated below: 

H0: Value Added Tax has no significant effect on Current Consumer Spending. 

H1: Value Added Tax has significant effect on Current Consumer Spending. 

 

METHODOLOGY 

The study adopts the Realism philosophy according to Dazeley, Stone and Images (2015). 

This is because it provides independency of the observer, value-free approach to science, focus 

on facts, causalities and fundamental laws and brings out the a specific position on reality . 

Furthermore, concepts have to be operationalized with samples and depend on quantifiable 

observations that lead to statistical analysis. In addition, the researcher is independent 

from the study and there are no provisions for human interests within the 

study.  Babajide (2012) adopted the positivism philosophy. The circumstance 

surrounding the adoption of the survey design by Babajide (2012) properly gathered data 

with empirical views microfinance effect on micro and small enterprises (MSEs) 

performance in Nigeria.  

Due to the objective of the study, the descriptive survey design approach was adopted in 

consideration of a population of 3,748,456 550. The area of coverage was Jos North and 

Jos South of Plateau State where consumers spending are dominant in the state. Ndife 

(2013) adopted same method in determining the impact of microcredit institutions on 

starting up on the survival and growth of Small and Medium Enterprises (SMEs). Jones 

(2014) used the survey design to investigate the effect of loan on the performance of 

micro and small enterprises with small business having considerable challenges on loan, 

which affects performance.  

The study adopted the Yamane formula to arrive at a sample size of 400 from the 

population. The sample size applies to the number of consumers spending responses of 

3,748,456. Therefore, a mathematical formula propounded by Yamane (1967:886) as 

applied to determine the sample size for proportion of the small business. 
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n       =    ___N__________ 

            1 + N (e)2 

 

Where: 

N = is the population of the total number of consumers spending responses 

n = is the sample calculated from total of consumers spending responses population  

e = is the error or confidence level. 

In essence: n = the sample size, N = total population, e = margin of error.   

The conventional confidence level of 95% applies to ensure an accurate result from the 

sample. Based on this, the error term is equal to 0.05.  

Using the consumers spending responses population of 3,748,456 with error margin of 

0.05, the sample size is as:  

    n = 3,748,456 

               1+ (3,748,456x0.0025) 

 

    n = 400 

Therefore, the sample size of 400 considered adequate to represent the population. 

 

The simple random sampling method used for the selection of consumers spending 

responses with a distribution of 680 copies of questionnaire as self-administered. The 

distribution of 680 copies of questionnaire was justified to be able to retrieve a sizable 

number of questionnaires to the sample size of 400. Nevertheless, 570 responded and 

retrieved from consumers that spent in buying various goods. The source of data used for 

this study was primary source. The instrument for the collection of data was a self-

administered questionnaire and validated by three senior lecturers in related 

departments. The questionnaire used for this study was a five-point Likert-scale which 

ranges from “strongly agree” to “strongly disagree” (1 = ‘Strongly Agree’, 2 = ‘Agree’, 3 = 

‘Neutral’, 4 = ‘Disagree’ and 5 = ‘Strongly Disagree’). 

This study adopted the Internal Consistency Testing (ICT) where each of the questions 

(variables) in the questionnaire conducted as the most convenient method for testing for 

the internal consistency. Calculating the reliability coefficient helped to understand such 

errors in testing and the Pearson's correlation coefficient applied. The formula is given as:  

    … 2 

Where:  

N is the total number of pairs of test and retest scores 

 Y is the Independent Variable  



 

TIMBOU-AFRICA ACADEMIC PUBLICATIONS 
MAY, 2022 EDITIONS, INTERNATIONAL JOURNAL OF: 

 

TIJFRMS 
 

FINANCIAL RESEARCH & MGT. SCIENCE VOL.9 

6 
ISSN: 2773-1040 

X is the Dependent Variable 

 

For example, the 570 respondents responded on the questionnaires test and retest, and 

then N is 570. Following the N is the Greek symbol sigma, which means the sum of xy 

means we multiply x by y, where x and y are the test and retest scores. If 570 respondents 

responded the test and retest, then we summed all 570 pairs of the test scores (x) and 

multiplied them by the sum of retest scores (y). 

Decision Criterion: If the test result falls within the acceptable range of 1.0, we accept and 

continue the study else we change the study. 

The method of data analysis was by linear regression for the primary data employed to 

test the hypothesis to see the effect of value added tax on consumer spending. 

Justification for this adoption was that the researcher wants to establish and predict the 

behavior of set of ordinal level dependent variables with an independent variable. Linear 

Regression Analysis applies when predicting a linear Ordinal variable. The authority for 

adopting this method is from McCullagh (1980).  In their study on: Effect of microfinance 

services on performance of business owned by women, Mutisya, Okibo and Olweny 

(2014) did a similar research applying the Model.  

 

The formular of the Linear Regression Analysis is  

 

Consumer Spending - model 

CSi = β1 + β2 VATi +ui        …5 

Where: 

CSi = Consumer Spending 

VATi = Value Added Tax 

β1, = Constant term 

β2, = coefficient of VAT  

ui = error term. 

 

Assumptions of the Regression  

• Linear relationship: The outcome variable Y has a roughly linear relationship with 

the explanatory variable X. 

• Homoscedasticity: For each value of X, the distribution of residuals has the 

same variance. This means that the level of error in the model is roughly the same 

regardless of the value of the explanatory variable (homoscedasticity - another 

disturbingly complicated word for something less confusing than it sounds). 

• Independent errors: This means that residuals (errors) should be uncorrelated. 

https://en.wikipedia.org/wiki/Ordinal_variable
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• Problems with outliers/influential cases: It is important to look out for cases, which 

may unduly influence your regression model by differing substantially to the rest of your 

data. 

• Normally distributed residuals: The residuals (errors in prediction) should be normal 

distributed. 

For pre-data analysis, the data collected through the administration of questionnaires 

coded based on the range of values from the questionnaire options. It expected that the 

data do not exceed the expected range.  Out-of-range value test conducted. The Out of 

Range Value uses excel by identifying the Minimum and Maximum variables according to 

Excel Tips and Tricks (Pryor.com 2014).  

 

Decision rule 

Any Value within 1-5 is within range  

Any Value outside 1-5 is out of range 

Linear regression and normality of dependent variable: Linear Regression analysis 

describes and evaluates the relationships between a specified dependent variable and 

one or more independent variables. We then conclude that regression is an appropriate 

statistical method in order to confirm or disconfirm the chosen hypotheses. An important 

assumption for a valid regression elaborated and tested in order to ensure that the final 

regression model is not flawed.  

One important assumption of the regression analysis is that the dependent variable be 

normal distributed. To describe a symmetrical, bell-shaped curve, the greatest frequency 

of scores around in the middle combined with smaller frequencies towards the extremes 

(Pallant, 2005). The regression in this study has one dependent variable Consumer 

Spending (CS) while Value Added Tax (VAT) is the independent variable. If the dependent 

variables are not normally distributed, there is little point in performing regression 

analysis because a major assumption of the model is broken.  The dependent variable 

calculated by using the mean of their items that measured it.   

The correlation applied to test if there are excessive correlations between the variables in 

the model.  

 

The formula given as:  

    
 

Where:  

N is the total number of pairs of test and retest scores 
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 Y is the Independent Variable  

X is the Dependent Variable 

Decision rule 

Any value between 0-0.4 is weak correlation 

Any value between 0.5-0.7 strong correlations 

Any value between 0.75-1 is very strong correlation  

Table 1: Correlation Matrix  

 CS VAT 

CS Pearson Correlation 1 .323** 

Sig. (2-tailed)  .000 

N 570 530 

VAT Pearson Correlation  .323** 1 

Sig. (2-tailed) .000  

N 530 531 

**. Correlation is significant at the 0.01 level (2-tailed). 

 

Interpretation  

The correlation result for dependent and independent variable in table 1 shows that the 
variable has a relationship to Value Added Tax (VAT). The result revealed that VAT 
correlated to Spending of Consumers 32.3%.  
 
Decision 
The decision here is that the study should forge ahead since there is relationship of the 
variables.   
In this study, the hypothesis tested used the Regression Analysis 
 
Restated as: 
H0: Value Added Tax has no significant effect on Current Consumer Spending. 
H1: Value Added Tax has significant effect on Current Consumer Spending. 
 
Test Statistic: Simple Linear Regression analysis 
Formula:   
CSi = β1 + β2 VATi +ui        …3 
Where: 
CSi = Consumer Spending 
VATi = Value Added Tax 
β1, = Constant term 
β2, = coefficient of Value Added Tax 
ui = error term. 
P-value = Calculated value 
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Decision Rule: Reject Ho if P<0.05 
   Accept Ho if P>0.05 
The decision rule is that if the p-value is less than the level of significance of 0.05, the null 
hypothesis will be rejected while the alternate hypothesis is accepted. However, if the p-
value is greater than the level of 0.05 accept the null hypothesis and reject the alternate. 
 
Data 
The data for estimation is presented in Table 1   
Table 2 
 
Regression result: Value Added Tax 

Model Unstandardized 
Coefficients 

Standardized 
Coefficients 

T Sig. 

B Std. Error Beta 

1 (Constant) 1.696 .253  8.308 .000 

VAT .361 .161 .323 5.825 .000 

a. Dependent Variable: CS 

 
Source: SPSS 25.0 
 
Interpretation  
As shown in Table 2, the standardized regression result for value added tax on consumer 
spending is 0.361. This means that value added tax (VAT) has influence on consumer 
spending (CS). It denotes that increase in value added tax (VAT), will lead to increase in 
consumer spending (CS). A 1% increase in the level of value added tax (VAT) will bring 
about a 36.1% increase in the consumer spending (CS). A position that the consumer will 
pay more for any goods purchased. 
 
Decision  
Since the p-value 0.000 is less than the significance level of 0.05 as shown in Table 2, we 
reject the null hypothesis; Value Added Tax has no significant effect on Current 
Consumer Spending, while the alternate hypothesis is accepted. In concluding, Value 
Added Tax has a significant effect on Consumer Spending. 
 
DISCUSSION OF findings 
We rejected the null hypothesis and did not fail to accept the alternate hypothesis, which 
states that value added tax has significant effect on consumer spending. Meaning that 
value added tax has significant negative effect on current consumers spending on goods 
by negatively affecting the consumer’s purchasing power. Therefore, it holds meaning 
that when there is an increase in value added tax, the consumer spends more, by parting 
with much cash which is not favourable to the consumer. Value Added Tax has significant 
effect on Current Consumer Spending.  
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CONCLUSION 
We conclude that, consumers always look forward to improving their satisfaction on 
purchase of goods. However, there are different factors that lead to increasing consumer 
spending. One of such from this study is the value added tax on consumers spending. The 
higher the value added tax on consumer goods the more the consumers spends. It will be 
very much be out of place to ignore the position value added tax plays in consumer 
spending. All the strategies that the consumer put in place to gain satisfaction on 
purchase of goods has the value added tax in focus.  
 
RECOMMENDATION 
Consumer spending is strictly determined by the total cost of goods purchased hence 
value added tax rate should be reduced to 2.5% by the Federal Government. All that the 
consumer wants is absolute satisfaction on purchase of goods in consideration of the cost 
price. 
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