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Introduction 
axation is an important fiscal instrument at the disposal 

of government to mobilize revenue and promote 

economic growth and development. However, the 

proportion of tax contribution to the growth rate of the 

Nigerian economy falls short of optimal level in terms of 

volume. Nigeria’s tax to GDP ratio in 2018(6.3%) was lower than 

average of the 30 African countries in Revenue Statistics in 

Africa 2020 (16.5) by 10.2% points and also lower than the Latin 

America and Caribbean  of  23.1% (Revenue Statics in Africa 

2020). According to research conducted by the International 

Monetary Fund, countries should have a tax-to-GDP ratio of at 

least 12% in order to experience accelerated economic growth. 

The countries that are part of the Organization for Economic 

Co-operation and Development (OECD) all meet that 

threshold, with an average tax-to-GDP ratio of 33.8% (Ang 

2021). The overall, tax revenue as a proportion of GDP has been 

on a downward trend in the recent past, from a high of 9.6% in 

2011 with the lowest being 5.3% in 2016 (Revenue Statistics in 

Africa, 2020). 
Nigerian tax system is riddled with several challenges which 

limit its optimal performance, these challenges includes but not 

limited to the following; Non availability of tax statistics, 

inability to prioritize tax effort, poor tax administration, 

multiplicity of taxes, regulatory challenges, tax evasion, tax 
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the impact of non-
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economic growth of 
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avoidance and structural problem in the economy. Besides its function of generating 

revenue to the people, taxation is also important in the management of macro economy 

of a nation. Governments use the instrument of taxation in designing their fiscal policy 

which they use to bring about stability in their economies. 

Tax evasion and tax avoidance are problems that face every tax system, the Nigerian 

situation seems unique when viewed against the scale of corrupt practices prevalent in 

Nigeria. Under direct personal taxation as practiced in Nigeria, tax avoidance is a legal 

ways by which a tax payer reduces in tax liabilities (Aronomole & Oluwalayode 2006). Tax 

evasion is a deliberate act on the part of tax payers to reduce their tax liabilities through 

illegal means or an attempt not to pay tax due. The distinction between tax avoidance 

and tax evasion is that; tax avoidance is not considered as a criminal act whereas tax 

evasion is a criminal offence.  

 the major problem lies in the collection of the taxes especially from the self-employed 

Tax evasion and avoidance have adverse effect on the gross domestic product of Nigeria. 

There is no doubt that revenue due any government will be reduced by the unpatriotic 

act of tax evaders which can be attributed to corruption. 

From the topic under study, the independent variable is non-compliance of tax payment 

while the dependent variable is economic growth. Indices to be used to measure non-

compliance of tax payment are ‘tax evasion and tax avoidance’ while Gross Domestic 

Product will be used to measure Economic growth. In conclusion, this study seeks to 

investigate the impact of non-compliance of tax payment (tax evasion and tax avoidance) 

on Nigeria’s economic growth. 

 

negatively non-compliance of tax payment affect economic growth in Nigeria, therefore 

the study recommends  among others that since tax evasion and tax avoidance have 

negative effect on gross domestic product of Nigeria, penalties for tax evasion such as 

monetary fines, jail terms or a combination of both should be adopted by the tax 

authorities on people who purposely try to evade filing and payment of their income 

taxes. For tax avoidance, tax authorities should look for measures to close the loopholes 

with which tax avoiders use to limit their tax liability. It also recommends that the tax 

administration should be effective so that adequate personal income tax would be 

collected and as well proceeds from tax should be used for developmental projects in 

order to encourage tax payers to be paying their taxes as at when due. 

 

Keywords: Tax avoidance, Tax evasion, Economic growth, Gross domestic product, 

Tax rate 
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 Statement of research problem 

Taxation being the major source of government revenue is very important for economic 

growth however, individuals as well as corporate bodies run from remitting their tax dues 

to Government. They do not comply with the Government in terms of payment of tax 

which has drastically affected Government in terms of carrying out their responsibility to 

the citizens. This non-compliance of tax payment includes tax evasion and tax avoidance. 

Tax avoidance generates investment distortion in the form of the purchase of assets 

exempted from tax or under-valued for tax purposes. The taxpayer indulges in evasion by 

resorting to various practices. These practices erode moral values and build up 

inflationary pressures.  

Poor system of tax also affect economic growth in Nigeria due to administrative 

challenges, poor taxation drive by tiers of government, bad governance, compliance 

challenges, corruption, etc. When the system of collection of tax is poor and weak, there 

are leakages and loopholes that lead to non-compliance. For example, Most of the tax 

authorities (especially the state and local government) lack the desired institutional 

capacity to administer effectively like capacity in terms of staffing, skills, salary pay, other 

funding, computer and information technology infrastructure, etc. 

The inability of government to poster measures or punishments or penalties on 
individuals as well as the corporate bodies who evade and avoid tax will continually 
increase the rate of tax evasion and avoidance and also diminish the country’s growth 
because the government of the Federal Republic of Nigeria depends on tax to make their 
budget for the fiscal year. Therefore this study aimed at evaluating the effect of non-
compliance of tax payment to the economic growth of Nigeria 
 
Objectives of the study 
The broad objective of this research is to evaluate the effect of noncompliance of tax 
payment on the economic growth of Nigeria.  
While the specific objectives are: 

I. To investigate and analyse the adverse effect of non-compliance of tax 
payment (tax evasion and tax avoidance) on gross domestic product of 
Nigeria which in turn affects government revenue. 

II. To examine how poor system of tax collection and remittance affect 
economic growth in Nigeria. 

III. To ascertain or know whether the government of Nigeria through the tax 
authorities prosecute or penalize tax evaders and tax avoiders. 

 

Literature Review 

Concept of tax and taxation 

Taxation is seen as the bedrock of economic development of a nation. It is a financial 

charge on income levied by the Government on citizens, corporate entities, businesses or 
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possessions that yield revenue. Similarly, it is the compulsory proportional donations from 

individuals and property possession, imposed by the Government by the virtue of its 

power for the funding of Government administration and general public necessities (FIRS, 

2012). Taxation being the major source of government revenue is very important for 

economic growth however, individuals as well as corporate bodies run from remitting 

their tax dues to Government. 

 

Concept of Gross domestic product. 

According to Osita (2004), Gross Domestic Product is the sum of the market values, or 

prices, of all final goods and services produced in an economy during a period of time. 

 Klabel & Nwokah, (2009) also defined gross domestic product as the combination of the 

prices of goods and services produced during a period of time in a country. Gross domestic 

product of a country determines the growth of a particular country. When the country 

suffers from revenue deficit, its gross domestic product is affected. 

 

Concept of Tax avoidance and tax evasion 

Tax avoidance 

Tax avoidance means legally reducing one’s tax liability and it is another term for tax 

planning. Tax planning describes the techniques which tax payer minimizes or escape tax 

liability. The tax payer seeks to take full advantage of all exemptions, deductions, 

concessions, rebates, allowances and other tax reliefs or benefits permitted by law (Osita, 

2004). 

   

 Tax evasion 

According to Anyafa (1996), tax evasion is an attempt to escape tax (wholly or particular) 

by breaking the law. It is essentially a criminal act since it is achieved principally by making 

false declaration such as under reporting income or over reporting relief and allowances. 

The Red Cliff commission defined tax evasion ‘as a situation which donates all those 

activities which are responsible for a person not paying the tax that are existing change 

on his income. 

 

Causes of tax avoidance and tax evasion 

The causes of tax evasion and tax avoidance are universal as they are applicable in any 

country    that tax is imposed, below are some of the causes: 

Tax rate: tax payers complains of high rate of taxes and its liabilities (Ayodele 2009). 

Loopholes in tax law: These also encourage the practice of tax avoidance. Tax payers take 

the advantage of the loopholes in the tax laws to minimize their tax liabilities in the belief 

that it is a law act. 
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Lack of qualified personnel: According to Rabiu (1984) and (2003), rising of correct 

assessment and prompt collection of tax largely depends on quality and efficiency of the 

staff of the revenue departments. In most revenue departments, qualified and competent 

staff are inadequate, tax payers who do not want to pay their taxes will be happy to see 

a revenue officer who cannot raise correct assessment. 

No punishment for evaders: Though tax evasion is said to be a criminal act, evades are 

supposed to be punished when caught but it has not been the practice in Nigeria. This 

situation does not only make tax evaders to continue in the act but also encourage other 

tax payer to emulate themselves (Adenale 1999). 

 

The Absence of a “Quid Pro Quo”  

The average human being abhors the payment of tax. He sees taxation as a discredited 

imposition and evidently obnoxious. This stems mainly from the absence of a “quid pro 

quo” i.e. something of value given in return by the Government) for the taxes paid. It is 

commonly argued, taxes should not be paid as the authority does not provide amenities 

which are in any way commensurate with the taxes paid. There is no guaranteed 

compensatory benefit (Adebisi & Gbegi 2013). 

 

Inequitable Distribution of Amenities  

In many parts of Nigeria citizens are opposed to the payment of any form of taxes and 

rates on the ground that government had been unfair in the distribution of amenities and 

other good things of life. This thinking is often a root cause of most civil disturbances in 

parts of the country (Adebisi & Gbegi 2013). 

 

Misuse or Mismanagement of Collections Made  

More often than not there are reports in the news media of how government 

functionaries misuse taxpayer’s money. Evidences of wastage of public funds abound in 

the form of inflated contract prices, in unexecuted but paid contracts or in the criminal 

acts of using diverse methods and loopholes to exhaust funds voted for ministries and 

governmental departments before the financial year run out. The cumulative effect 

thereby produced is the resolve of many honest taxpayers never to pay taxes again, or at 

most pay under compulsion. (Adebisi & Gbegi, 2013) 

 

Tax evasion and tax avoidance and its effect on gross domestic product  

Bahadur (2018) investigated the effect of tax evasion on total tax revenue and economic 

growth in Nepal. The result showed that tax evasion had an inverse relationship with 

Nepal’s economic growth and tax revenue. The study further found that tax evasion had 

a negative impact on total tax revenue and Nepal’s GDP 
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Carlos and Lars (2018) assess the relationship between tax evasion and economic 

development. The study found evidence that a higher tax rate increases aggregate tax 

evasion and the number of tax evaders.  

According to Adebisi and Gbegi (2013) one of the greatest problems facing Nigerian Tax 

System as well as Africa is the problem of tax evasion and tax avoidance. While tax evasion 

is the willful and deliberate violation of the law in order to escape payment of tax which 

is unquestionably imposed by law of the tax jurisdiction, tax avoidance is the active means 

by which the taxpayer seeks to reduce or remove altogether his liability to tax without 

actually breaking the law.  

Similarly, taxes build capacity to provide security, meet basic needs or foster economic 

development and they build legitimacy and consent helping to create consensual, 

accountable and representative government. Thus, as revealed by Okafor (2012), tax 

revenue and growth of the economy have positive and significant relationship. This is 

consistent with the findings of this study that tax evasion and avoidance stifle the growth 

of the economy (Nnena & Carol 2016). 

Obafemi (2014), conducted a study on the effects of tax avoidance and tax evasion on 

Nigerian economic development, the study found out that tax evasion and tax avoidance 

adversely affected economic growth and development in Nigeria. 

Onyeka, et al (2016) examined the effect of tax evasion avoidance on Nigeria’s economic 

growth, the study revealed that tax evasion and avoidance had negative significance on 

the growth of Nigerian economy. 

Folayan and Adeniyi (2018) studied the effects of tax evasion on government revenue 

generation in Oyo state, the findings of the study revealed that tax evasion had a negative 

influence on government internally revenue generation in Oyo state. 

Adebisi and Orsaa (2013) examined the effects of tax avoidance and evasion on personal 

income tax administration in Nigeria. The study found a direct and positive relationship 

between tax avoidance, tax evasion, tax rate and personal income tax administration in 

Nigeria. 

Tax evasion is a serious problem in Nigeria which arises from many sources including 

outright ignorance of extent tax laws, lack of faith in the ability of government to utilize 

tax revenue well and high tax rate which make evasion very attractive and economical 

(Nnenna & Carol 2016). 

Omodero (2019) in a study,” Tax evasion and its consequences on an emerging economy: 

Nigeria a focus” the finding of the study revealed that tax evasion has a robust significant 

negative influence on economic growth while underground economy is having a strong 

and positive significant impact on economic growth of Nigeria. 

Expert groups of United Nations (2000) stated that tax revenue contributes to a greater 

extent to economic growth and thus the need to streamline a nation’s tax system so as 
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to ensure the realization of optimal tax revenue through equitable and fair distribution of 

tax burden. 

Ogbonna & Ebimobowei (2012) examined the impact of tax reforms and economic growth 

of Nigeria using relevant descriptive statistics and econometric analysis. Their finding 

revealed that tax reforms are positively and significantly related to economic growth. The 

study also revealed that tax reforms improves on the revenue generating machinery of 

government to undertake socially desirable expenditures that will transform to economic 

growth in real output and per capita basis. 

Jubrin, Ejura & Ifurueze (2012) in their work, they examine the impact of petroleum profit 

tax on the growth of Nigerian economy for the period of 2000 – 2010. They adopted the 

use of ordinary least square method of analysis. Their finding revealed that petroleum 

profit tax impact positively on Gross domestic product of Nigeria and it is statistically 

significant. It was also found that total oil revenue impact positively on Gross domestic 

product of Nigeria and statistically significant. 

Similarly Ogbonna & Appah (2012), in their study, the impact of petroleum revenue and 

the economy of Nigeria. The study used primary and secondary data. Primary data was 

obtained through the use of questionnaires while secondary data was collected from 

central Bank of Nigeria Statistical Bulletin 1970 – 2009. Using ordinary least square 

regression and descriptive statistics, their finding reveals that petroleum revenue effects 

gross domestic product and per capita income of Nigeria positively. 

 

Methodology 

The study being a theoretical analysis of the impact of non-compliance of tax payment on 

the economic growth of Nigeria principally employed the use of existing literatures and 

materials relevant to the study. Through deductive research the researchers were able to 

draw conclusion having critically reviewed vital issues in existing literatures and records. 

This method was adopted because of the availability of literature that can provide 

necessary information needed in writing the paper.  

 

DISCUSSION OF FINDINGS 

This section aims at giving an analytical overview of the findings. The discussion focused 

on the result obtained from the documentary sources of the materials used for the study 

was meant to assess the impact of non-compliance of payment on the economic growth 

of Nigeria. The major findings from the study revealed among others that: 

i. Non-compliance of tax payment has both negative and positive significant impact 

on gross domestic product of Nigeria and non-compliance of tax payment is 

significantly correlated with gross domestic product in Nigeria. 
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ii. Tax evaders are not being punished for evading tax so that it will serve as 

deterrent to others  

iii. Tax payers take the advantage of the loopholes in the tax laws to minimize their 

tax liabilities in the belief that it is a law act. 

iv. The rate charged as tax is high  

v. Non using of tax revenue for developmental projects 

 

 Recommendations 

The study comes up with the following recommendations: 

i. Since tax evasion and tax avoidance has a negative effect on gross domestic 

product of Nigeria, Penalties for tax evasion such as monetary fines, jail terms or 

a combination of both should be adopted by the tax authorities. 

ii.  For tax avoidance, tax authorities should look for measures to close the 

loopholes with which tax avoiders use to limit their tax liability. 

iii. For absence of “quid pro quo” Government should provide infrastructural 

facilities like water, good roads and electricity for tax payers, which might 

minimise the rate of tax evasion and avoidance. 

iv. The government should try as much as possible to review the rate it charged as 

tax to be moderate such that the payer will not feel over charged. 
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