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CHAPTER ONE
BACKGROUND OF THE STUDY 
1.1 Introduction
 Every economy around the globe needs revenue to augment and grow. Government use tax proceeds to exercise their traditional roles, such as the provision of public goods, maintenance of law and order, defense against external aggression, regulation of trade and business to ensure social and economic maintenance (Makanju, 2018 in Otu & Adejumo, 2013). However, it is worthy mentioned that “Nigeria tax system is directed towards achieving some specific objectives which include amongst others revenue generation and upholding economic growth”. Taxation is not new word in Nigeria or the world as a whole. In recent times, Nigeria taxation has been in existence even before the coming of the colonial masters or British and it constitutes the major source of internal revenue to Nigerian government (Ibrahim and Mahmood, 2021). In other for government to satisfy her citizens’ needs such as; the provision of basic amenities, securities among others, Government need revenue from various source such as internal sources which constitutes majorly income from taxation. As a result, taxation is a powerful mechanism that can be used by the government in growth and development of an economy. Ibrahim and Mahmood (2021) mentioned that, the primary goal of any developing country like Nigeria is to ensure or initiate the impact of taxation on the economy growth and development which leads to a higher standard of living, thus taxation can be used as a stimulus to accelerate such growth of the Nigeria economy. Therefore it can be realized that since the advent of democracy in Nigeria, tax revenue and economic growth have been experiencing an upward growth in absolute terms. In the same vein, The Nigerian tax system has undergone significant changes in recent times. Emmanuel (2015) observed that the realization was dawned on Nigeria’s government at a very critical period when its main source of revenue for decades, oil, witnessed an unprecedented crisis and decline due to general fall in the prices of oil at the international market. This affected the overall revenue of the country and the general performance of government at various levels,  especially as it concerns execution of capital projects, which to a large extent, is key to national development (Ehigiamusoe, 2015) Many analysts have argued that the Nigerian tax system is repugnant to economic growth and development and that more reform is needed to reposition the system for utmost efficiency. On the other hand, some analysts have deposited that the Nigerian Tax System is an agent of economic growth due to the reforms and restructuring which took place in the system in recent times. As the arguments on the relationship between the Nigeria Tax system and economic growth continue, it becomes paramount to examine the Nigeria Tax System and Contributions to the Nigeria economic development.

1.2 Statement of the problem
 It is obvious that Nigeria being one of the developing countries of the world is seriously faced with series of problems of economic devastation. Furthermore, major issues being faced by the board of Internal revenue has affected the revenue generation capacity of the government which has led to economic damages. To mention these issues but few are; shortage of working facilities, such as vehicles, strong safe and cabinet etc; manpower problem which has to do with shortage staff; illiteracy among taxpayers which impedes communication with them; tax evasion and tax avoidance; some tax collectors were not fully trained In the field so they are ineffective when carrying out their duties; some employers of labour do not always corporate with the tax authority in respect of payee system of their employment and this also occurred in the limited liabilities companies which makes it very difficult for the board of internal revenue to assess their tax liabilities; fraudulent practice & by some tax collections. Therefore, this research hammers on why precautionary measures are needed to be taken from tax mismanagement while examining the “Contributions of Nigerian Tax System to the Nigeria economic development”.
 
1.3 Research Questions
 i. To what extent does taxation contributes to the Nigeria economic growth and development?
 ii. To what degree does taxation influence the economic growth in Nigeria?  
iii. What are the possible suggestions in improving the performance of Nigeria tax system towards economy growth?

1.4 Objectives of the study
 This study seeks to examine the aim, objectives and contributions of Nigerian Tax System to the Nigeria economic growth. Specifically, this research will look at the following objectives; 
i. To examine the probable contribution of taxation on the Nigeria economic growth and development, 
ii. To know the extent of relationship that exists between taxation and economic growth in Nigeria, 
iii. To make possible suggestions in improving the performance of Nigeria tax system towards economy growth. 

1.5 Research Hypotheses
 This research considered the following null hypotheses for further testing: 
Ho1: Taxation does not contribute to the Nigeria economic growth and development? 
Ho2: Taxation does not influence the economic growth in Nigeria?
 Ho3: There are no possible ways in improving the performance of Nigeria tax system towards economy growth?
 
1.6 Scope of the study
 This research project focuses on the Nigerian Tax System: Its Aim, Objectives and its Contributions to the Nigeria economic growth. Due to financial handicap, this study will be limited to Kwara State Internal Revenue Service, Ilorin. Limitations encountered in the course of this study is primarily the time constraint as the stipulated time for the submission of the project is not sufficient enough for through and deep  research into the subject. Also, there is difficulty of finance, lack of co-operation from the officers in charges as regard disclosure of needed data.

 1.7 Significance of the study
 The findings of this research would help government officials to utilize effective tax system in achieving desired goals and revitalizing economy condition in this country. This research shall also serve as an eye opener to revenue offices of the present time that taxation can be used as economic tool for growth and development of the country in order to avoid inflation, control high cost living and low standard of living. Moreover, this study is relevant in the sense that: the outcome would enhance general students offering course in taxation to understand the subject properly and help the research to obtain the award of National Diploma (ND) in Accounting, 

1.8 Limitation of the Study
The study on Nigeria's tax system faced several limitations, including time and financial constraints, which restricted the depth and scope of the research. Access to relevant data was limited due to bureaucratic hurdles and a lack of cooperation from some respondents. The focus on Kwara State Internal Revenue Service also reduced the generalizability of findings. Additionally, the limited availability of recent and localized literature on Nigeria’s tax reforms posed challenges. Despite these issues, the research offers valuable insights into the contribution of taxation to Nigeria's economic development.

1.9	Definition of Terms
 Taxation: This basically refers to the process of collecting taxes within a particular location, in this regards tax has been defined as “a monetary charge imposed by the government on persons, entities, transactions or properties to yield revenue” Paye (Pay As You Earn): System of taxation whereby people are asked to pay a tax liability proportionate to their earnings are of internal, revenue: This is a statutory body, created by the enactment of edict No. 9 of 1984 saddled with the responsibilities of administrating the tax system of the state. Tax Avoidance: This is the act of reducing tax liability by tax payer, by taking advantage of loopholes in tax laws. Tax Evasion: This refers to illegal act of refusing to pay tax at all Tax collectors: These are the people appointed by the government to collect tax on their behalf. Citizenry: These are people staying in a country which may be by birth, naturalization and honorary. 5 Tax Authority: this is the body vested by the law to make law’ performing to tax collection. Economic growth: This is defined as 'a rise in the total output (goods or services) produced by a country'. It represents an increase in the capacity of an economy to produce goods and services, compared from one period of time to another. 



CHAPTER TWO
 LITERATURE REVIEW 
2.1 Introduction
 This chapter presents the literature review that is review of definition of taxation, economic growth, structure of taxation, Nigeria tax system, and challenges of taxation in Nigeria. It also comprises theoretical and empirical review. 

2.2 Conceptual Framework 
2.2.1 Concept of Taxation 
Taxation is basically the process of collecting taxes within a particular location, in this regards tax has been defined as “a monetary charge imposed by the government on persons, entities, transactions or properties to yield revenue” (Appah, 2016). It has also been defined “the enforced proportional contributions from person and property, levied imposed upon an individual by the state by virtue of its sovereignty for the support of Government and or all public need” (Ibrahim & Mahmood, 2021). Taxation may also be defined as a “pecuniary burden laid upon individuals or property to support government expenditure (Nwezeaku 2015). A tax “is not a voluntary payment or donation, but an enforced/compulsory contribution, exacted pursuant to legislative authority” and is “any contribution imposed by government”, whether under the name of duty, custom exercise, levy or other name. Taxes are therefore defined as a financial charge or levy imposed upon an individual’s, institutions or legal entity by a state or a component of the state (Yaya 2013). There are three basic objectives of taxation which are; raising revenue for the government, regulating the economy and economic activities, and controlling income and employment (Anyanwu, 2013). Nzotta (2017) asserted that taxes generally have allocation, distribution 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 (2014), the distribution function deals with the distribution of income and wealth to ensure conformity with what society consider a fair or just state of distribution. The stabilization of function of taxes seek to attain high level of employment, a reasonable level of price stability, an appropriate rate of economic growth and development, with allowances for effects on trade and on the balance of payment. Nwezeaku (2015) 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 plan and administration as well as the willingness and patriotism of the government. Manukaji (2018), 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. Taxes can be structured into direct and indirect. There are different components of direct taxation. These include the personal income tax, petroleum profit tax, companies’ income tax, educational tax. The different prominent components of indirect taxation in Nigeria include, Value Added Tax and Custom and Excise Duty (Umoru & Anyiwe, 2015). Taxation may also be defined as a “pecuniary burden laid upon individuals or property to support government expenditure (Nwezeaku 2015). A tax “is not a voluntary payment or donation, but an enforced/compulsory contribution, exacted pursuant to legislative authority” and is “any contribution imposed by government”, whether under the name of duty, custom exercise, levy or other name. Taxes are therefore defined as a financial charge or levy imposed upon an individual’s, institutions or legal entity by a state or a component of the state (Yaya 2013). Anyanwu (2012) defined taxation as the compulsory transfer or payment (or occasionally of goods and services) from private individuals, institutions or groups to the governments. The main purpose of tax is to raise revenue to meet government expenditure and to redistribute wealth and management of the economy (Ola, 2001; Thingan, 2004; Bhartia, 2009). There are three basic objectives of taxation which are; raising revenue for the government, regulating the economy and economic activities, and controlling income and employment (Anyanwu, 2013). Nzotta (2017) asserted that taxes generally have allocation, distribution 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 (2014), the distribution function deals with the distribution of income and wealth to ensure conformity with what society consider a fair or just state of distribution. The stabilization of function of taxes seek to attain high level of employment, a reasonable level of price stability, an appropriate rate of economic growth and development, with allowances for effects on trade and on the balance of payment. Nwezeaku (2015) 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 plan and administration as well as the willingness and patriotism of the government.

 2.2.2 Concept of Economic Growth
 Ayres and Warr (2016) define economic growth as 'a rise in the total output (goods or services) produced by a country'. It represents an increase in the capacity of an economy to produce goods and services, compared from one period of time to another. Economic growth refers only to the quantity of goods and services produced. Economic growth can be measured in nominal terms   including inflation, or in real terms, which are adjusted for inflation like by the percent rate of increase in the gross domestic product (GDP). Economic growth is a gradual and steady change in the long-run which comes about by a general increase in the rate of savings and population (Jhingan 2015). It has also been described as a positive change in the level of production of goods and services by a country over a certain period of time. Economic growth is measured by the increase in the amount of goods and services produced in a country. An economy is said to be growing when it increases its productive capacity which later yield more in production of more goods and services. Economic growth measures growth in monetary terms and looks at no other aspects of development (Illyas and Siddiqi, 2010). Economic growth can be either positive or negative. Negative growth can be referred to by saying that the economy is shrinking. Negative growth is associated with economic recession and economic depression (Makanju, 2018 cited Ayres & Warr 2016). Economic growth is a gradual and steady change in the long-run which comes about by a general increase in the rate of savings and population (Jhingan 2015). It has also been described as a positive change in the level of production of goods and services by a country over a certain period of time. Economic growth is measured by the increase in the amount of goods and services produced in a country. An economy is said to be growing when it increases its productive capacity which later yield more in production of more goods and services (Jhingan 2015). Economic growth is usually brought about by technological innovation and positive external forces. It is the yardstick for raising the standard of living of the people. It also implies reduction of inequalities of income distribution. Ali and Ismail (2021) defined Economic growth as an increase in economic activity that leads to an increase in a country's prospective GDP or productivity. It can also be defined as a long-term increase in per capita national output or net national product. It also means that the rate of rise in total productivity must be greater than the rate of rise in the population (Egbunike, Emudainohwo & Gunardi, 2018). When a country's production potential frontier (PPF) shifts outward, economic growth happens. Economic growth is also defined as an increase in output  per capita. It therefore, it is a key government goal because it is linked to rising average real earnings and a living standard of country (Olapade, 2010). According to the neoclassical growth model of Robert Solow, growth is dependent on capital accumulation, which increases the stock of capital goods, hence increasing productive volume. This necessitates adequate savings in order to fund the greater allocation of resources to investment. According to Boitano and Abanto (2019), economic growth will increase if more savings are channeled into high-productivity activities while reducing the risk associated with liquidity demands. This demonstrates that banks gain from ignoring unnecessary liquidations. According to studies, countries with well-developed financial institutions grow quicker. The size of the banking system and the liquidity of the stock market, in particular, have a major beneficial impact on economic growth. These organizations' financial services are essential drivers of innovation and economic progress. The pace of output growth is determined by capital accumulation, resource usage efficiency, and the availability and use of new technologies, according to Worlu and Nkoro (2012). They came to the conclusion that the amount to which the financial system has developed is critical for attracting and supporting capital flows, as well as mobilizing and utilizing savings.
 
2.2.3 Tax Structure in Nigeria 
Makanju, (2018) stressed that, taxes can be structured into direct and indirect. There are different components of direct taxation. These include the personal income tax, petroleum profit tax, companies’ income tax, educational tax. The different prominent components of indirect taxation in Nigeria include, Value Added Tax and Custom and Excise Duty (Umoru & Anyiwe, 2013). Value Added Tax: is “a consumption tax levied at each stage of the consumption chain, and is borne by the final consumer”. It requires a taxable person upon registering amounts of taxable goods and services. Umeora (2013) sees Value Added Tax (VAT) as a tax on estimated market value added to a product or service at each stage of its manufacture or distribution and the additions are ultimately added to and services bear the tax burden or the incidence because they cannot recover the tax paid on consumption of goods and services. VAT was introduced by The Federal Government of Nigeria in January, 1993. The rationale behind replacing the then sales tax with VAT was informed by the narrow tax base of the sales tax while VAT has a broader tax base. Personal Income Tax: Personal income tax is a type of tax charged on the income of individual. The chargeable income of an individual is the aggregate amount from all sources (whether from employment, investment, profit from trade, profession or vocation etc) after deducting all nontaxable incomes and relief granted (Ogbonna & Appah, 2016). Petroleum Profit Tax: Petroleum profit tax involves the charging of tax on the income accruing from petroleum operations (Ogbonna & Appah, 2016). Also, petroleum profit tax is a tax applicable to upstream operations in the oil industry. Petroleum Profit Tax (PPT) is the tax imposed on companies which are engaged in the extraction and transportation of petroleum products. Company Income Tax: Chigbu and Njoku (2015) see that company income tax as a tax on the profit made by companies. It was introduced in Nigeria in1961 and administered by the Federal Internal Revenue Services. Since enactment, the law on CIT has passed through series of amendment. The rate of CIT varies according to operation and size of turnover per annum. Education Tax: This tax was introduced in 1993 to serve as a social obligation placed on all companies to ensure their contribution to developing educational facilities in the country to prevent education system from total collapse due to financial crisis that rocked the sector for years (Kizito, 2014). It is a sectorial tax imposed on the assessable profit of corporate bodies incorporated in Nigeria. The tax was established by Decree No 7 of 1993 as amended. The education tax revenue is to be used exclusively to upgrade educational infrastructures as well as augment the funding problem of education sector in Nigeria. Custom and Excise Duties: The custom and excise duties are regulated by the Custom and Excise Management Act of 1990. The duty is chargeable on all goods and services imported into Nigeria. The tax is administered by the Nigeria Custom Services and is also referred to as import duties. Currently, the duties ranged between 2.5 percent to 100 percent depending on the product (Umoru & Anyiwe, 2015).

2.2.4 Taxation and Economic Growth
 Kizito (2014) states that, one of the most commonly discussed issues in Economics is how tax rates relate to economic growth. Advocates of tax cuts claim that a reduction in the tax rate will lead to increased economic growth and prosperity. Others claim that if we reduce taxes, almost all of the benefits will go to the rich, as those are the ones who pay the most taxes. What does economic theory suggest about the relationship between economic growth and taxation? Economic theory provides an explanation for a negative relationship between taxes and economic growth. Taxes raise the cost or lower the return to the taxed activity. Income taxes create a disincentive to earning taxable income. Individuals and firms have incentives to engage in activities that minimize their tax burden. As they substitute activities that are taxed at a lower rate for activities taxed at a higher rate, individuals and firms will engage in less productive activity, leading to lower rates of economic growth. In addition, government expenditures (how the taxes are spent) will also have impact on economic growth (Poulson and Kaplan, In the case where government can finance spending out of taxation, productivity declines as the tax rate increases, as people choose to work less. The higher the tax rate, the more time people spend evading taxes and the less time they spend on more productive activity. So the lower the tax rate, the higher the value of all the goods and services produced. Secondly, government tax revenue does not necessarily increase as the tax rate increases. The government will earn more tax income at 1% rate than at 0%, but will not earn more at 100% than at 10% due to the disincentives high tax rates cause. Thus there is a peak tax rate where government revenue is highest. The relationship between income tax rates and government revenue can be graphed on what is known as Laffer curveii. The Nigerian tax system has undergone significant changes in recent times. The Tax Laws are being reviewed with the aim of repelling obsolete provisions and simplifying the main ones. Under current Nigerian law, taxation is enforced by the three tiers of government- federal, state, and local governments with each having its sphere clearly spelt out in the Taxes and Levies (approved list for Collection) (Decree, 1998). According to the Decree, not withstanding anything contained in the Constitution of the Federal Republic of Nigeria 1999, as amended, or  in any other enactment or law, the federal, state and local governments shall be responsible for collecting the taxes and levies listed in Part I, II and III of the Schedule, respectively. Emmanuel (2015) observed that the realisation was dawned on Nigeria’s government at a very critical period when its main source of revenue for decades, oil, witnessed an unprecedented crisis and decline due to general fall in the prices of oil at the international market. This affected the overall revenue of the country and the general performance of government at various levels, especially as it concerns execution of capital projects, which to a large extent, is key to national development. Consequently the federal government came up with a National Tax Policy which seeks to provide a set of guidelines, rules and modus operandi that would regulate Nigeria’s tax system and provide a basis for tax legislation and tax administration in the country. The primary objective of revamping, restructuring and reforming the Nigerian tax system is to make it the main source of revenue generation for the government. Many analysts have argued that the Nigerian tax system is repugnant to economic growth and development and that more reform is needed to reposition the system for utmost efficiency. On the other hand, some analysts have deposited that the Nigerian Tax System is an agent of economic growth due to the reforms and restructuring which took place in the system in recent times. As the arguments on the relationship between the Nigerian Tax system and economic growth continue, it becomes pertinent to examine the Nigerian Tax System and its implications on economic growth. The primary objective of this paper is to investigate the role of the Nigerian Tax System in economic growth. Following this introduction, the remaining part of the paper is divided into four parts. Section two presents the theoretical and empirical issues. Section three contains an appraisal of the Nigerian tax system and economic growth, while section four presents the methodology adopted in the study. The fifth section presents the results of the study while the summary of major findings and conclusion are contained in the last section. 

2.2.5 Overview and challenges of the Nigerian Tax System
 The Nigerian Tax System has undergone significant changes in recent times and under the current law, taxation is enforced by the three tiers of Government, namely the Federal, State, and Local, with each having its sphere clearly spelt out in the Taxes and Levies (approved list for Collection) (Decree, 1998). The Decree gives the Federal, State and Local Governments the responsibilities for collecting the taxes and levies listed in Parts I, II and III of the schedule to the Decree, respectively. Part 1 of the schedule contains taxes to be collected by the Federal Government and they include: Companies Income Taxes; Withholding tax on companies, residents of the Federal Capital Territory, Abuja and non-resident individuals; Petroleum profits tax; Value added tax; Education tax; Capital gains tax on residents of the Federal Capital Territory, Abuja, bodies corporate and non-resident individuals; Stamp duties on bodies corporate and residents of the Federal Capital Territory, Abuja; and personal income tax of members of the Armed Forces of the Federation, members of the Nigeria Police Force, residents of the Federal Capital Territory, and staff of the Ministry of Foreign Affairs and non- resident individuals. The Nigerian tax system is faced with several challenges which prevent it from optimal performance. Some of these challenges as highlighted by FRN, 1997, 2002; Ariyo, 1997; Ola, 2001; Odusola, 2002, 2003, and Micahet al., 2012; include the following: a. Non availability of Tax Statistics: Tax statistics are not readily available in adequate quantity in Nigeria. Most of the Federal and State tax agencies such as Inland Revenue Services do not have adequate tax statistics that will enable them carry out their duties effectively. There is no adequate effort at collating, analyzing, storage, accessibility and retrieval of tax information. This, results to a serious problem of data management which does not provide much input to policy process. b. Inability to Prioritize Tax Effort: The political economy of revenue allocation in Nigeria does not prioritize tax efforts instead anchored on such factors as equality of states, population, landmass and terrain, social development needs, and internal revenue efforts (Micahet al., 2012). Of all these factors, internal revenue effort is accorded the least percentage. This scenario act as disincentive for a proactive internal revenue drive by the three tiers of governments, instead, encourages them to continue to rely heavily on volatile oil revenue. c. Poor Tax Administration: The Nigerian Tax System is characterized by poor tax administration because most of the tax agencies suffer from limitation in manpower, money, tools and machinery to meet the ever increasing challenges and difficulties. Micah,et al (2012) submitted that the negative attitude of most tax collectors toward taxpayers can be linked to poor remuneration and motivation. Similarly, Philips (1997) considered the paucity of administrative capacity as a major impediment to the government in its attempts to raise revenue in Nigeria. Most Inland Revenue Services in Nigeria do not have adequate tax professionals/officers. Micahet al. (2012) opined that anecdotal evidence shows that staffs are not provided with regular training to keep them abreast of developments in tax-related matters. This makes the administration of taxes in terms of total coverage and accurate assessment very weak. d. Multiplicity of Tax: The Nigerian tax system is characterized by multiplicity of taxes and as such many individuals and corporate bodies complain of the ripple effects associated with the duplication of taxes by the Federal and state governments. This problem arose from the states’ complaints about the mismatch between their fiscal responsibilities and fiscal powers or jurisdiction. To compensate, some states took the initiative of levying certain taxes, which has led to arbitrariness, harassment and even closure of businesses (Micah et al., 2012). However, the list of Approved Taxes and Levies published by the Joint Tax Board has attempted to solve this multiple taxation. e. Regulatory Challenges: Micah et al. (2012) deposited that political risk and exchange controls pose some of the greatest business and regulatory challenges for companies doing business in Nigeria. Other challenging areas to companies include company law, protection of intellectual property, protection of investment and workforce. Political instability also poses a serious threat to business operations and by extension a serious problem to tax administration in Nigeria. f. Structural Problems in the Economy: The potential for maximizing the benefits of taxation in Nigeria is constrained by structural problems in the economy. More than 50 per cent of the Nigerian economy is predominantly informal sector which circumvent VAT because their operations are rudimentary and lack of adequate record keeping is low. Consequently many tax administrators resort to estimates to calculate taxes to be paid by those in informal sector which are prone to a wide margin of error or open up tax evasion opportunities (Micah et al., 2012). Similarly, Ariyo (1997) points out that the proportion of self-employed relative to the total working population is substantial, yet tax authorities have not devised appropriate means of collection effective personal income tax from this group. In fact, income from the self-employed or informal sector activities is grossly untapped. The same situation applies to income tax and excise tax. g. Underground Economy: According to Micah et al. (2012) the hidden or underground economy is usually taken to mean any undeclared economic activity and the major issue is how Inland Revenue Authorities can tackle hidden economy. These cover business that should be registered to pay tax such as VAT but are not; people who work in the hidden economy such as the rural areas with difficult terrain and pay no tax at all on their earnings; and people who pay tax on some earnings but fail to declare other additional sources of income. The serious policy issues that may results from the growth of the underground economy in Nigeria include tax evasion and inadequate official statistics on economic growth and this faulty information may lead to incorrect economic policy decision. As argued by Micah et al. (2012), the underground economy is just one of many concerns that affects the tax system and whenever there are taxes, there will be tax evasion, and its consequences alters the way in which taxes impact on economic efficiency and income distribution.

 2.3 Theoretical Framework
 2.3.1 Economic Based Theories
 They are also known as deterrence theory and they place emphasis on incentives. The theory suggests that taxpayers are amoral utility maximizers- they are influenced by economic motives such as profit maximization and probability of detection. As such they analyze alternative compliance paths for instance whether or not to evade tax, the likelihood of being detected and the resulting repercussions and then select the alternative that  maximises their expected after tax returns after adjusting for risk. This process is referred to as “playing the audit lottery” by Trivedi and Shehata (2005). Therefore according to the theory, in order to improve compliance, audits and penalties for noncompliance should be increased.

 2.3.2 Contingency Theory 
The goal of an audit is to test the reliability of a company‘s information, policies, practices and procedures. Government regulations require that certain financial institutions undergo independent financial audits, but industry standards can mandate audits in other areas such as safety and technology. Regardless of the audit subject, various factors impact a company‘s final results, and the contingency theory takes these factors into account during the audit process. The contingency theory of leadership and management states that there is no standard method by which organizations can be led, controlled and managed. Organizations and their functions depend on various external and internal factors. The functions of audits are themselves, types of organizations that are affected by various factors in the environment. The presence of such factors is why auditing can be managed by applying the contingency theory, with a recognition that processes and outcomes of audits are dependent on variable and contingent factors. On a broad level, the audit process is straightforward. Auditors require access to documents, systems, policies and procedures to manage an audit. They must remain compliant with industry standards, government regulations and internal requests. Audit teams may begin the audit process with meetings where they gather risk and control awareness, after which the field work begins. During the audit process, auditors perform substantive procedures and test controls. They then draft reports that they submit to management and regulatory authorities. The audit sub processes, particularly in planning and field work, include contingencies such as business type, employee skill level, applicable laws, available audit workforce, available technology and systems, and deadline. Daft (2012) in his book writes: Contingency means: one thing depends on other things and Contingency theory means: it depends.‖ Audit functions are task-oriented and can be loosely structured. The functions also can vary considerably, depending on the area of a company under audit and the type of business model, so auditors must carefully manage their inspections and take variables into account to get the job done. The contingency theory also can be applied to an audit team‘s structure. Typically, audit team managers receive audit projects. They then create ad hoc audit teams for the projects, selecting auditors based on expertise and experience in the subject areas, and on auditor availability, all of which add up to contingencies for any given audit project. Audit teams use a mix of structure and contingency to get the output rolling quickly. The subject of auditing projects can include such diverse areas as evaluation of production processes, inspection of company accounts, and assessment of compliance with industry standards. Selecting auditors with specialized training or those who have a particular skill set in the subject area minimizes the learning curve and reduces opportunities for errors. The quality and output of audits remain assured when audit teams use resources according to expertise and experience, and when auditors are flexible and can adapt to process fluctuations. For example, an auditor experienced in evaluating financial instruments can be effective in an audit exercise of a bank or hedge fund, even when the financial instruments the institution offers do not fit the typical mound (Davoren, 1994). 

2.3.3 Prospect Theory
 Prospect theory is a theory that explains how one takes decisions in uncertain conditions. Prospect theory was first developed by Daniel Kahneman and Amos Tversky in the early 1980s, where this theory is includes two scientific disciplines namely psychology and economics which is an analysis a person's behavior in making decisions between two choices. Related research uses prospect theory as a theoretical basis for examines taxpayer compliance with risk preferences as moderation, which is Mareti and Dwimulyani (2019), Irawati and Sari (2019), Tambun and Witriyanto (2018), Setiawan and Meliana (2017), Ardyanto and Utaminingsih (2014), Adustom (2013), Aryobimo and Cahyonowati (2012), Alabede et al. (2011), and Torgler (2003). 


2.4 Empirical Review 
Ali and Ismail (2021) evaluate the impact of tax revenue on the economic growth of Nigeria. The study's specific objectives are to look into the impact of taxes, domestic investment, and government expenditure on Nigeria's economic growth. To determine the factors that influence tax revenue and economic growth in Nigeria, an exploratory design was used. The Central Bank Statistical Bulletin is one of the secondary data sources used. To examine the relationship between dependent and independent variables, a multiple regression model was used to analyse the data collected for this study. The impact of tax revenue on Nigerian economic growth was evaluated empirically in this study. Using GDP as an index economy, the results revealed a positive relationship between tax revenue and economic growth. The study recommends that, revenue raised from the general public should be properly utilized in order to boost the Nigerian economy's growth. Investment opportunity s should also be open to the citizens by the government to foster the growth of the economy. Ibrahim and Mahmood (2021) investigate the relationship between taxation and economic growth in Nigeria. The research’s major objective is to see how tax is being collected by the tax authority and how it’s being used in the development of the economy. The analysis of data is presented in tabular form using simple parentage and narration response. It consist of statistical calculation perform with raw data to provide answers to the questions including the research. The finding shows that the effective management in the Federal Inland Revenue Service (FIRS) enhances their revenue years. This means there were positive significance relationship between non-oil revenue profit tax and growth of the Nigeria economy. It also shows that the effective management and control in the system assisted the monitoring and appropriate evaluation of the revenue for the purpose of economic growth. Policy lateralization of the Nigeria economy being vigorously pursued by the federal government. The following recommendation are hereby presented by the researchers which he feels will help in the development of Nigeria economy in other to reflect the increase in standard of living and economic development. There is need for the Nigerian government to restructure the tax system in other to meets demand of the 21st century. The Federal Inland Revenue Service (FIRS), the government should ensure that taxation is properly manage in a manner that will accelerate economic growth, reduce inflation rate and generate employment in the country. Manukaji (2018) examines the effect of tax structure on economic growth in Nigeria. The study made use of time series data from 1994 to 2016. Tax was disaggregated into value added tax, petroleum profit tax, personal income tax and company income tax. These tax components were regressed against gross domestic product which is a proxy for economic growth. The data generated were analyzed using descriptive statistics, stationarity test, cointegration test and ordinary least square. The study found that all the tax components studied (Value added tax revenue, personal income tax revenue, petroleum profit tax revenue and company income tax revenue) has significant effect on economic growth in Nigeria. The study contends that tax administrative loopholes should be plugged for tax revenue to contribute immensely to the development of the economy. Kizito, (2014) examined the nexus between the Nigerian Tax System and economic growth using correlation method and Granger Causality to establish the relationship. The paper revealed that the tax system has no significant impact on growth because of the numerous challenges confronting the system. Further analysis of the components of the tax system shows that Custom Duties have more impact on economic growth than Company Income Tax, Value Added Tax and Petroleum Profit Tax. The paper also revealed a negative and insignificant relationship between Petroleum Profit Tax and Company Income Tax on the one hand, and between Petroleum Profit Tax and Value Added Tax on the other hand. Consequently, the paper recommended that the Nigerian tax system should be reformed so that it can have a significant impact on economic growth. Umaru and Anyiwe (2015) investigates the impact of fiscal policy on economic growth in Nigeria. Annual data covering 1977 – 2009 were utilized. Unit roots of the series were examined using the Augmented Dickey-Fuller technique after which the cointegration test was conducted using the Engle-Granger Approach. Error-correction models were estimated to take care of shortrun dynamics. Over all, the results indicate that productive expenditure positively impacted on economic growth during the period of coverage and a long-run relationship exists between them as confirmed by the cointegration test. The paper recommends improvement in government expenditure on health, education and economic services, as components of productive expenditure, to boost economic growth.


2.4.1 Research Gap
While previous studies have examined Nigeria's tax system and its role in economic development, several important gaps remain. Many works overlook regional differences and fail to provide updated, empirical data, especially at the state level. Research often focuses mainly on revenue generation, ignoring taxation’s wider impact on investment, public services, and social welfare. Additionally, there is limited exploration of taxpayer attitudes and compliance behaviors, particularly in the informal sector. This study addresses these gaps by offering current, region-specific, and data-supported insights into the Nigerian tax system's contributions to national development.



CHAPTER THREE
3.1 METHODOLOGY
 This chapter presents the research method which is considered suitable for the purpose of achieving the set objectives of this study. The nature and sources of data use for this work, the research design, population size, sample size, data collection and techniques for data analysis, research instruments, reliability and validity, measurement of variables and model specification. 

3.2 Research Design 
Research design as the structuring of investigation aimed at identifying variables and their relationship to one another. This is used for the purpose of obtaining data to enable researcher test hypotheses and answer research questions (Nnamdi Asika 2006). For the purpose of this study, For the purpose of this study the survey research design which is primary data(use of questionnaire survey technique in collecting data in order to test the hypotheses or answering research questions concerning the current status of the subject of the study (Gujarati, 2004). This is qualitative in nature is use to obtain information to evaluate tax payers’ attitude, characteristics and tax compliance among Small and Medium Enterprises in Lagos State. 

3.3 Population of the study 
This study covers the entire staff of Kwara State Board of Internal Revenue, Ilorin The estimated population for this study is One Hundred and Twenty Five (125) staffs. 3.3 Sample Size The sample size was determined using the Taro Yamane (1956) formula. The reason for choosing the formula is as a result of the population been a finite one and having the alternative of setting the error term which could range from 0.01 to 0.10.
 n = .
  Where: n= sample size
             N=population size
             e= error term. 
 Thus, N=125 
           e= 0.10 
          n = 125 . 
1 + 125 (0.10)2 n = 55 Therefore, the sample size for this study is Fifty Five (55).
	
3.4 Sample Size and Sampling Technique
Sample size
The sample size for this study was derived using the Taro Yamane (1967) formula, which is appropriate for finite populations and allows for the selection of a statistically valid sample size based on a specified margin of error. Given a total population (N) of 125 staff members at the Kwara State Board of Internal Revenue, and a 10% margin of error (e = 0.10), the formula is stated as:
n = N / (1 + N(e²))
Substituting the known values:
n = 125 / (1 + 125(0.10)²)
n = 125 / (1 + 1.25)
n = 125 / 2.25
n ≈ 55.56
Rounded to the nearest whole number, the sample size is 55 respondents.
Sampling Technique
The sampling technique adopted for this study is the simple random sampling method. This technique was chosen to give all staff members within the population an equal and unbiased chance of being selected. It ensures that the selected sample is representative of the entire population, thereby enhancing the generalizability and validity of the research findings.

3.5 Sources and Method of Data Collection 
Data for this research was collected from primary sources. Putting the research objectives into consideration, the survey method was employed using questionnaires administered to respondents. The questionnaire consisted of properly constructed close ended questions in order make it easier to obtain precise answers from the respondents. A total of fifty five copies of questionnaire were administered to the staff of Kwara State Board of Internal Revenue, Ilorin 

3.6 Research instruments 
The data collected was analyzed using the Five Likert scale, a numerical scale of five points such as strongly agreed=5, agreed=4, undecided=3, disagreed=2 and strongly disagreed (1) to obtain the data which was used to analyze the questionnaires administered. The questionnaire consists 23 of two (2) sections. Section A consists of the demographic characteristics of respondents and, section B. 

3.7 Method Data analysis 
The study adopted the use of descriptive and inferential statistics for purpose of analyzing the data. Descriptive statistics such as mean, median, mode, range, standard deviation and the likes and inferential statistics such as regression etc. For this research work, regression analysis will be used to evaluate the effects of the independent variables on dependent variable.

3.8 Model of specification
The model expresses the federal tax revenue (FTR) as a function of gross domestic product (GDP), gross national income (GNI) and per capital income (PCI). This can be mathematically expressed as FTR=(GDP+GNI+PCI). This can be further proxied mathematically as follows;
Economic growth model ;
FTR=F(GDP,GNI,PCI)…………………………….(1)
FTR=+GDP + nGNI+rPCI+Ut…………(2).
Where;FTR=Federal tax revenue
            GDP=Gross domestic product
            GNI=Gross national income
     PCI=Per capital income,
     =Constant
     Ut=error term

CHAPTER FOUR
ANALYSIS AND DISCUSSION
4.1 	Data Analysis
This chapter hammers on the analysis of data collected and as well as the discussion of findings. First part of data that is, respondents demographic and classification were analyzed via descriptive statistics which include the frequency of response and percentage provided in tabular form. Also, Pearson correlation model is used for hypotheses testing. However, out of fifty five (55) total administered questionnaires, fifty were completely filled and collected. 

4.2 	Respondents Characteristics and Classifications 			
TABLE 1: Sex
	
	Frequency
	Percent

	Valid
	Male
	35
	70.0

	
	Female
	15
	30.0

	
	Total
	50
	100.0


Source: Researcher’s Field Survey, 2025
The above table represents the sex of the respondents; 35 respondents representing 70.0% were males while 15 representing 30.0% of the respondents were females. It shows that, male respondents dominate the Kwara State Board of Internal Revenue, Ilorin. 
TABLE 2: Age 
	
	Frequency
	Percent

	Valid
	21-30 years
	12
	24.0

	
	31-40 years
	28
	56.0

	
	41-50 years
	8
	16.0

	
	51-60 years
	2
	4.0

	
	Total
	50
	100.0


Source: Researcher’s Field Survey, 2025
From the table above, 12 (24.0%) respondents are within the age range of 21-30 years, 28 (56.0%) are within the age range of 31-40 years, 8 representing 16.0% are within 41-50 years, while 2 respondents representing 4.0% age is within 51-60years. This implies that majority of the respondents are old and matured enough to give genuine information. 

TABLE 3: Educational Qualification
	
	Frequency
	Percent

	Valid
	ND/NCE
	12
	24.0

	
	HND/B.Sc
	30
	60.0

	
	MSc/PHD
	8
	16.0

	
	Total
	50
	100.0


Source: Researcher’s Field Survey, 2025
12 (24.0%) respondents were ND/NCE holders, 30 (60.0%) respondents were HND/B.Sc holders, while 8 (16.0%) respondents were M.Sc/PHD holders. This implies that majority of the respondents are graduates. 

TABLE 4: Working Experience
	
	Frequency
	Percent

	Valid
	1-5 years
	34
	68.0

	
	6-10 years
	12
	24.0

	
	11-15 years
	4
	8.0

	
	Total
	50
	100.0


Source: Researcher’s Field Survey, 2025
Above table represents the experience of the respondents in the companies, 34 (68.0%) respondents have experience of 1-5years, 12 (24.0%) respondents have experience of 6-10yrs, while 4 (8.0%) have experience of 11-15yers. This shows that most of the respondents are well experienced.
TABLE 5: Position 
	
	Frequency
	Percent

	Valid
	Junior Staff
	17
	34.0

	
	Middle Staff
	25
	50.0

	
	Senior Staff
	8
	16.0

	
	Total
	50
	100.0


Source: Researcher’s Field Survey, 2025
As shown in table above, 17 (34.0%) of the respondents are junior staff, 25 (50.0%) of the respondents are middle staff while 8 (16.0%) of the respondents are senior staff. This shows that at an average most respondent have experience in management implementation.
4.3 	Presentation and Analysis of Data 				
TABLE 6: Have you ever heard of Tax? 
	OPTION 
	REPONSES
	PERCENTAGE (%)

	Yes 
	30
	60

	No
	20
	40

	Total 
	50
	100


Source: Researcher’s Field Survey, 2025
From the above table 30(60%) of the respondents said Yes while 20(40%) said No to the question. It can be concluded that tax really transpired within staff of Kwara State Board of Internal Revenue, Ilorin.

Table 7: Does tax contributes to the economic growth of the country?
	OPTION
	REPONSES
	PERCENTAGE (%)

	Yes
	30
	60

	No
	20
	40

	Total
	50
	100


Source: Researcher’s Field Survey, 2025
It is clearly seen that 30 respondents i.e. 60% said that tax contributes to the economic growth of the country while 20 respondents i.e. 40% said no to the above question  

Table 8: Do tax payers complain about the amount of the tax?
	OPTION
	REPONSES
	PERCENTAGE (%)

	Yes
	30
	60

	No
	20
	40

	Total
	50
	100


Source: Researcher’s Field Survey, 2025
The table above shows 30(60%) of the total respondents agreed that tax payers complain about the price of the tax while 20 representing 40% objected it as they said No.





TABLE 9: Does Tax contributes generally to the Development Of the Economy?     
	OPTION 
	REPONSES
	PERCENTAGE (%)

	Yes 
	50
	100

	No
	0
	0

	Total 
	50
	100


Source: Researcher’s Field Survey, 2025
The table above shows that all the respondents agreed to the question “Does tax contribute generally to the development of the economy”. Therefore, we can simply put it that personal income tax really contributes to the income of the economy.

4.4 	Test of Hypotheses
This section of the chapter is aimed at testing the 3 hypotheses posed to determine whether to accept or reject the null hypothesis of the research work. The research in this study formulated three (3) hypotheses that will be tested using the correlation Analysis method in other to improve the validity of the research question. 
Hypothesis One: 
Ho1: Taxation does not contribute to the Nigeria economic growth and development.
	Response 
	X 
	Y 
	XY 
	X2 
	Y2 

	Yes 
	3 
	38 
	114 
	9 
	1444 

	No 
	2 
	10 
	20 
	4 
	100 

	No Idea 
	1 
	2 
	2 
	1 
	4 

	Total 
	6 
	50 
	136 
	14 
	1548 


Source: Researcher’s field survey, 2025
r = 	.         nΣxy – Σx Σy             . 
nΣx2 – (Σx)2) (nΣy2 – (Σy)2) 
r = 	          3 (136) – (6) (50)        . 
(3(14) – (6)2) (3(1548) – (50)2) 
r = 0.95
Decision: 
Since the coefficient of correlation (0.95) is closer to +1, it shows that it has a strong correlation; we therefore reject the null hypothesis and accept the alternative hypothesis which concludes that taxation contributes to the Nigeria economic growth and development?. 

Hypothesis Two: 
Ho2: Taxation does not influence the economic growth in Nigeria. 
	Response 
	X 
	Y 
	XY 
	X2 
	Y2 

	Yes 
	3 
	45 
	135 
	9 
	2,025 

	No 
	2 
	5 
	10 
	4 
	25 

	No Idea 
	1 
	- 
	0 
	1 
	0 

	Total 
	6 
	50 
	145 
	14 
	2050 


Source: Researcher’s field survey, 2025
r =	.         nΣxy – Σx Σy             . 
nΣx2 – (Σx)2) (nΣy2 – (Σy)2) 

r = 	            3 (145) – (6) (50)        . 
(3 (14) – (6)2) (3(2050) – (50)2)
r = 0.91 
Decision: 
Since the coefficient of correlation (0.91) is closer to +1, it shows that it has a strong correlation; we therefore reject the null hypothesis and accept the alternative hypothesis which concludes that taxation influences the economic growth in Nigeria. 
Hypothesis Three: 
Ho3: There are no possible ways in improving the performance of Nigeria tax system towards economy growth
	Response 
	X 
	Y 
	XY 
	X2 
	Y2 

	Yes 
	3 
	39 
	117 
	9 
	1521 

	No 
	2 
	10 
	20 
	4 
	100 

	No Idea 
	1 
	1 
	1 
	1 
	1 

	Total 
	6 
	50 
	138 
	14 
	1622 


Source: Researcher’s field survey, 2025
r = .         nΣxy – Σx Σy             . 
nΣx2 – (Σx)2) (nΣy2 – (Σy)2) 
r = 	           3 (138) – (6) (50)         . 
(3(14) – (6)2) (3(1622) – (50)2)
r = 0.96 

Decision: 
Since the coefficient of correlation (0.96) is closer to +1, it shows that it has a strong correlation; we therefore reject the null hypothesis and accept the alternative hypothesis which concludes that there are possible ways in improving the performance of Nigeria tax system towards economy growth.

4.5	Summary of findings
This study has shown among other things, a considerable of underestimate of targeted revenue by the board of internal revenue, as evidenced in the three years analyzed above. Also, the board has been able to record increase in their collections. As a result of the setting of low targeted collection the board is not realizing the maximum possible of the revenue generating potential of the state. Because, the staff merely see an excess of collection which far exceed the target they may take it for granted that they have achieved in their best thereby not bothering to improve on their effort. Therefore the board should be setting high standard (targeted revenue) to serve as great challenge for its men in improving the revenue generating capacity of the board.


CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1	Summary 
It is very appropriate at thin junction to attempt a brief presentation of the chapter one up to the proceeding chapter. The introduction of taxation in Nigeria gave birth to the income care management under 1979 constitution of the federal republic of Nigeria. However, it was replaced 1993 and complete uniform personal income tax law was put into place. This gave birth to the personal income tax decree (PITD 104 of 1993)
As a result of flexibility in Nigeria law, the process methods and its administration had to be reviewed to meet current tax situation in chapter three the historical background of state board of internal revenue was put light on. To elucidate the duties and composition of the board , likewise , information regarding to tax itself, its assessment as well as to administration was collected through the interview questionnaire and the secondary sources finally, conclusion were drawn from the analysis of demographic and hypothesis formulated as tested on their spouses from the questionnaire using chi-square.

5.2 	Conclusion  
Based on the collated data facts (information) and the review of available literatures and other relevant to research topic, it is necessary to draw conclusion base on the research findings. Previewing the ideas and collective contribution of knowledgeable people partially hypothesis formulated and tested. It has been poured that personal income collection by the government revenue in developing the Nigerian economy by improving the essential services to the populace.
Likewise, despite the advantages on this personal income tax the attitude of the tax payers used many loopholes to evade and avoid the payment of personal income tax to state government and also tax payers bargain with in the tax collectors in the default.

5.3	Recommendations  
To intensify the collection of tax and to reduce wrong attitude of the tax payers towards the payment of tax, concerted efforts from the federal government tax collector and tax payers are needed. The following should be put into considerations.
1) Federal government in a move to encourage the attitude of tax payers towards the payment from 20% to 17.56% in collaborating with the recommendation submitted by the ministry of finance to the federal executive council and also to limit the opportunity for tax avoidance and evasion
2) Nigeria Labour Congress (NLC) should also embark on aggressive sensitization campaign to enlighten the public to the development of the economy.
3) Considering these enormous comic benefit the civil servant and self-employed people alike should appreciate the pay-as-you-earn tax as the modest contribution to the development of the state
4) State government should introduce electronic means of collect personal income tax holder to minimize the evasion and avoidance.
5) Diversifiable of source revenue to the government should be adopted so that effect of the tax avoidance and evasion will be reduced to the barest minimum.


5.4 	Frontiers for further research 	
The researcher for this study suggesting that future study should be focused on the “Challenges of Tax towards Economy Development in Nigeria”.
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