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ABSTRACT 

This study investigates the relationship between Company 

Income Tax (CIT) and Nigeria’s economic performance 

from 1990 to 2023, focusing on how tax revenue from the 

corporate sector contributes to Gross Domestic Product 

(GDP) expansion. This study employs an econometric 

regression analysis grounded in time-series data obtained 

from the Central Bank of Nigeria (CBN) and the Federal 

Inland Revenue Service (FIRS). The analysis evaluates 

both the short-run and long-run dynamics between CIT 

and GDP growth. The findings reveal a positive but 

statistically moderate impact of CIT on Nigeria’s 

economic growth, implying that while corporate taxation 

supports fiscal development; its effect is limited by 

inefficiencies in tax administration and high levels of 

evasion. The results underscore the need for fiscal 

authorities to pursue reforms aimed at expanding the tax 

base, enhancing compliance, and improving collection 

efficiency. For sustainable industrial growth and fiscal 

stability, this study recommends strengthening 

institutional capacity within the FIRS, promoting digital 

tax systems, and granting targeted incentives for 

productive corporate reinvestment. These findings have 

implications for fiscal policy management, industrial 

development strategies, and efforts to achieve Nigeria’s 

medium-term economic diversification agenda. 

 

Keywords: Nigerian Tax System; Corporate Income Tax 

(CIT); Gross Domestic Product (GDP); Tax Elasticity. 

 

1.0 INTRODUCTION 

Taxation remains the cornerstone of fiscal policy and a 

major instrument for mobilizing domestic revenue. In 

Nigeria, the taxation system has evolved significantly 

since independence, with the company income tax (CIT) 

emerging as a crucial component of public financing and 

fiscal sustainability (FIRS, 2022). Despite the availability 

of petroleum-related revenues, the volatility of oil prices 

and recurring budget deficits have compelled 

policymakers to prioritize non-oil tax sources, such as the 

CIT, value-added tax (VAT), and personal income tax. 

This shift aligns with global recommendations, 

particularly those of the Organization for Economic Co-

operation and Development (OECD, 2021), which 

advocates for efficient taxation as a driver of inclusive 

growth. 

However, Nigeria’s tax-to-GDP ratio, averaging around 6 

to 7 percent between 2010 and 2022, remains among the 

lowest globally (CBN, 2023). The low ratio reflects 

enduring structural problems of weak tax administration, 

pervasive evasion, and limited formal sector coverage. In 

particular, company income tax, although contributing 

significantly to non-oil revenue, has been constrained by 

issues of compliance and leakages in revenue collection. 

Studies such as Adegbie and Fakile (2011) have identified 

administrative inefficiencies and corruption as key barriers 

to the effective functioning of tax systems. Consequently, 

the CIT’s capacity to stimulate production, investment, 

and overall GDP growth remains questionable. 

CIT serves as a fiscal tool for income redistribution and the 

mobilization of resources. Ideally, effective corporate 

taxation should stimulate economic progress by funding 

infrastructure, education, and industrial-policy initiatives. 

In Nigeria, CIT is levied under the Companies Income Tax 

Act (CITA), which stipulates a 30 percent tax on corporate 

profits. While this provides a steady source of revenue, the 

actual efficiency of collection and allocation determines its 

economic effects. When tax proceeds are properly 

managed, CIT can enhance public investment and foster an 

environment conducive to business growth. Conversely, 

excessive or poorly administered taxation may discourage 

investment and reduce competitiveness (OECD, 2021). 

Despite reforms to strengthen tax administration, Nigeria 

continues to experience revenue shortfalls and widening 

fiscal gaps. Low tax compliance rates, coupled with 

administrative bottlenecks, have impeded optimal CIT 

performance (FIRS 2022). In some cases, multinational 

corporations exploit loopholes in transfer pricing 

regulations, resulting in significant revenue losses for the 

government. Moreover, poor accountability in public 

expenditure undermines taxpayers’ confidence, further 

reducing compliance. This situation raises critical 

questions regarding the effectiveness of the CIT in 

promoting macroeconomic stability and growth in Nigeria. 

 

Objectives and Hypothesis 

The main objective of this study is to examine the effect of 

company income tax on Nigeria’s economic growth from 

1990 to 2023. Specifically, this study aims to: 

a) Analyze the short- and long-run relationships 

between CIT and GDP. 

b) Evaluate the extent to which inflation affects 

GDP growth. 
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c) Examine the extent of government expenditure 

mediation on CIT-growth  

To guide the inquiry, the following hypothesis was 

formulated: 

H₁: Corporate income tax exerts a positive and significant 

effect on GDP growth. 

H₂: Inflation negatively influences GDP growth. 

H₃: Government expenditure mediates the CIT-growth 

relationship. 

This study has substantial policy relevance for the Federal 

Inland Revenue Service (FIRS) and the Federal Ministry 

of Finance. By elucidating the extent of CIT’s contribution 

to GDP, the findings can inform strategic decisions aimed 

at optimizing tax policies for national development. For 

instance, understanding the elasticity of the CIT relative to 

economic growth enables policymakers to balance tax 

rates with incentives for productive investment. Moreover, 

these insights can guide the design of automated and 

digital systems to minimize leakages and improve 

compliance monitoring. Academically, this study expands 

the empirical literature on tax-growth dynamics in 

developing economies by offering a time-series 

perspective that spans three decades. 

Ultimately, enhancing the efficiency of CIT administration 

has the potential to diversify Nigeria’s revenue base, 

reduce dependence on volatile oil earnings, and foster 

long-term fiscal resilience. Strengthening institutional 

capacity, promoting transparency in tax collection, and 

aligning fiscal strategy with industrial policy priorities will 

be critical to achieving sustained economic growth driven 

by an equitable and efficient taxation system. 

 

2.0 LITERATURE REVIEW 

2.1 Conceptual Framework 

Company Income Tax (CIT), Economic Growth, and 

Tax Elasticity 

Company Income Tax (CIT) is a direct tax levied by 

governments on the profits of incorporated entities. 

Corporate income tax (CIT) is an important instrument for 

domestic revenue mobilization for development, given its 

role in translating corporate profits into public revenue 

(Organization for Economic Co-operation and 

Development (OECD, 2010). 

 In Nigeria, the CIT is governed by the Companies Income 

Tax Act, Cap C21, Law of the Federation of Nigeria (LFN) 

2004 (as amended). The tax is assessed on companies 

engaged in trade or business in Nigeria, excluding those in 

the petroleum sector, which are subject to a separate fiscal 

regime. The CIT functions not only as a revenue-

generating mechanism but also as an instrument of 

macroeconomic management, influencing investment, 

consumption, and resource allocation. 

Economic growth, on the other hand, denotes a sustained 

increase in an economy’s productive capacity, typically 

measured by the rise in real Gross Domestic Product 

(GDP) (Todaro& Smith, 2015). Growth results from 

increased capital accumulation, technological 

advancements, and productivity improvements. Tax policy 

including corporate taxation can influence economic 

growth by altering incentives for private investment, 

innovation, and entrepreneurial activity (Aghion, et. al, 

2019). 

Tax elasticity refers to how responsive tax revenue is to 

changes in the tax base or overall national income, 

assuming the underlying tax policy remains unchanged 

(IMF, 2018). High elasticity implies that revenues 

automatically rise with economic expansion, making fiscal 

planning more predictable. Conversely, a low elasticity 

characterizes systems in which tax revenues are less 

sensitive to growth dynamics, often because of 

administrative inefficiencies or narrow tax bases. In 

Nigeria, tax elasticity tends to fluctuate with commodity 

prices, particularly crude oil, reflecting the dependence of 

fiscal outcomes on external factors rather than domestic 

economic activity (Ojong et al., 2016). 

Structure of the Nigerian Tax System 

Nigeria’s tax system comprises a three-tier arrangement 

involving federal, state, and local governments. The 

Federal Inland Revenue Service (FIRS) administers taxes 

such as the Companies Income Tax, Petroleum Profits Tax, 

Value-Added Tax, and Customs duties. States administer 

Personal Income Tax through State Boards of Internal 

Revenue, while local governments handle levies on 

markets, motor parks, and tenement rates. Recent evidence 

indicates that Nigeria’s tax system remains highly 

centralized in revenue collection, with the federal 

government accounting for more than four-fifths of total 
tax receipts (OECD, 2020). 

The system has undergone several reforms, including the 

introduction of the Value-Added Tax (VAT) in 1994, the 

replacement of the outdated Sales Tax system, and the 

establishment of the Joint Tax Board (JTB). Despite these 

efforts, structural inefficiencies persist, including weak tax 

administration, multiplicity of taxes, and high levels of 

informality (Appah, 2010). Nigeria’s heavy reliance on oil 

revenue constrains CIT performance, as non-oil corporate 

activities contribute modestly to public revenue. Recent 

initiatives, such as the Finance Acts (2019–2022), aim to 

improve compliance and broaden the tax base by revising 

CIT thresholds and adjusting rates for small and medium 

enterprises (Federal Government of Nigeria, 2022). 

 

2.2 Theoretical Framework 

Keynesian Fiscal Theory 

The Keynesian school of thought argues that fiscal policy, 

particularly through taxation and public expenditure, plays 

a crucial role in stabilizing output and promoting growth. 

In the Keynesian framework, government intervention 

compensates for aggregate demand shortages by 

stimulating investment and consumption. A reduction in 

taxes, including CIT, is expected to increase firms’ 

disposable income, spur investment, and boost production 

(Keynes, 1936). Conversely, excessive taxation may 

crowd out private investment and reduce economic 

growth, especially in conditions of economic slack (Okon, 

2018). 

For developing countries such as Nigeria, fiscal 

instruments are essential for mobilizing resources and 

addressing structural deficits. The Keynesian framework 

justifies the use of corporate taxation as a countercyclical 

tool—raising taxes in boom periods and lowering them 

during recessions to smooth fluctuations (Appah, 2010). 

However, fiscal effectiveness depends on the elasticity of 

the tax system and the efficiency of the expenditure 

channels. 

 

The Laffer Curve Hypothesis 

The Laffer Curve, popularized by economist Arthur 

Laffer, posits that there is an optimal tax rate that 

maximizes government revenue without discouraging 
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productive economic activity (Laffer, 2004). Tax revenue 

initially increases as tax rates rise; however, beyond a 

certain threshold, higher rates disincentivize production 

and encourage tax evasion, leading to declining revenues. 

Therefore, the model implies a nonlinear relationship 

between CIT rates and growth. 

Empirical interpretations of the Laffer hypothesis for 

Nigeria suggest that the current CIT rate (30% for large 

firms) might be near or beyond the revenue-maximizing 

threshold, given weak compliance and low industrial 

capacity (Ojong et al., 2016). Excessive taxation may deter 

investment by reducing post-tax returns, especially in 

contexts characterized by infrastructure deficits and high 

business costs. Therefore, tax reforms that lower rates but 

widen the base could potentially enhance both revenue and 

growth. 

 

Neoclassical Growth Model (Solow) 

The Neoclassical growth model developed by Solow 

(1956) provides a long-term perspective on the 

relationship between capital accumulation, technological 

progress, and economic growth. In the Solow model, 

output growth depends on increases in labor, capital, and 

technology, whereas taxes influence the accumulation of 

these factors. Persistent high corporate taxation may 

reduce the rate of return on capital and, consequently, 

lower investment and capital stock, leading to a lower 

steady-state output level (Barro & Sala-i-Martin, 1995). 

However, the model also recognizes that taxes can finance 

public goods, such as infrastructure, education, and health, 

which enhance productivity and technological progress. 

This trade-off implies that the effect of CIT on growth 

depends on the efficiency of public spending and the 

degree to which fiscal revenues are reinvested in 

productive sectors (Appah, 2010). For Nigeria, the Solow 

framework highlights the importance of balancing tax 

policies with development expenditures to achieve 

sustainable growth. 

 

2.3 Empirical Review 

Global Evidence on the CIT Growth Nexus 

Empirical evidence on the corporate taxation impact on 

growth nexus remains mixed. Early cross-country growth 

work reports a negative association between higher overall 

tax burdens and long-run growth, consistent with the view 

that distortionary taxes especially those falling on 

capital—reduce incentives to invest (Barro, 1991). In a 

large panel of countries, lower statutory corporate income 

tax rates have likewise been linked to higher subsequent 

GDP growth, suggesting that corporate taxation can be an 

important determinant of macroeconomic performance 

(Lee & Gordon, 2005). 

Other research emphasizes that the growth effects of 

taxation depend on the composition of taxes and how the 

resulting revenues are used. In particular, distortionary 

taxes tend to be growth-reducing, whereas less 

distortionary taxes may have weaker effects, and tax-

financed productive public spending (e.g., infrastructure 

and human capital) can offset or even outweigh adverse 

incentive effects (Kneller et al., 1999). Overall, differences 

in economic structure, tax capacity and administration, and 

governance quality help explain why estimated effects 

vary across countries and samples (Kneller et al., 1999; 

Lee & Gordon, 2005). 

 

Empirical Evidence from Nigeria 

Empirical evidence on the relationship between company 

income tax (CIT) and economic growth in Nigeria remains 

mixed, but recent studies generally emphasize that CIT can 

support growth when revenues are effectively mobilized 

and translated into productive public spending. For 

example, Nwosu and Okafor (2020), using Nigerian time-

series data, report that company income tax revenue is 

positively associated with economic growth over the long 

run, with stronger effects when the fiscal environment 

supports capital formation and non-oil sector activity. 

Similarly, Uzoka and Chiedu (2021) find that the growth 

implications of CIT depend less on statutory rates and 

more on administrative efficiency, compliance, and the 

effectiveness of public expenditure, particularly in 

infrastructure suggesting that the quality of tax 

administration and spending channels largely determines 

whether CIT translates into improved output performance. 

In contrast, Appah (2010) found a negative and significant 

relationship between corporate taxes and GDP, indicating 

that high tax burdens discourage private investment. Using 

time-series data from 1980 to 2007, Ojong et al. (2016) 

corroborate this finding, emphasizing that Nigeria’s tax 

system is inefficient and overly reliant on oil-related 

revenues. They observed that weak compliance, 

corruption, and overlapping tax jurisdictions distort the 

effectiveness of the CIT as a driver of growth. 

However, recent evidence has been mixed. For instance, 

Okon and Ekeocha (2020) applied autoregressive 

distributed lag (ARDL) models to examine the CIT–

growth nexus from 1981 to 2018 and discovered a 

bidirectional relationship: while higher CIT revenues 

contribute to growth through increased fiscal spending, 

excessive rates reduce investment inflows. Likewise, 

Agbeyegbe and Ogbuagu (2021) highlighted that reforms 

under the Finance Acts, including graduated CIT rates for 

small businesses, improved compliance and fostered 

marginal improvements in non-oil tax revenue. 

Nonetheless, the persistence of informality and poor 

enforcement constrain potential gains. 

The Nigerian context is further complicated by its 

dependence on oil revenue, which creates volatility in the 

public finances. During oil booms, the CIT’s relevance 

diminishes, while in downturns, government attempts to 

raise non-oil taxes strain the corporate sector (Onoh, 

2019). The absence of comprehensive post-2015 data also 

limits the current empirical understanding of reform 

effectiveness, particularly after the implementation of 

policies encouraging small business growth and digital tax 

compliance. 

 

Mixed Evidence on Growth Enhancing vs. Growth-

Retarding Effects 

The ambivalence in the empirical findings underscores the 

conditional nature of the CIT growth link. Growth-

enhancing effects occur when CIT revenues finance 

productivity-enhancing public goods, whereas growth-

retarding effects arise when high tax burdens deter 

investment or when revenues are misallocated. In Nigeria 

and similar developing economies, institutional 

weaknesses often tilt the balance toward growth-retarding 

outcomes (Appah, 2010). 

Cross-country comparisons reinforce this argument. For 

example, Agosin and Machado (2005) show that in Latin 

America, corporate taxes have negligible direct effects on 

growth but substantial indirect effects through capital 

formation. By contrast, in East Asian economies, tax 

incentives and efficiency in revenue utilization enhanced 

industrial upgrading. Nigeria’s situation aligns more with 

the former, as fiscal inefficiencies and corruption have 
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delayed the translation of tax receipts into sustainable 

development (Ariyo, 1997; Ojong et al., 2016). 

 

2.4 Research Gaps 

Despite the extensive literature on the CIT growth nexus, 

several research gaps persist. First, most existing studies in 

Nigeria rely on historical data that end before 2015. In the 

past decade, multiple fiscal reforms, including the Finance 

Acts (2019–2022), revised CIT thresholds, and 

digitalization of tax administration, have significantly 

altered the fiscal landscape (Federal Government of 

Nigeria, 2022). However, there is limited empirical 

evidence on how these changes have affected the 

responsiveness of CIT revenue and its relationship with 

economic growth. 

Second, the literature rarely integrates oil sector dynamics 

into models estimating CIT growth relationships. Given 

Nigeria’s dependence on petroleum revenues, fluctuations 

in crude oil prices and production have substantial fiscal 

spillovers that could confound the empirical analyses. A 

model incorporating oil sector variables, such as oil GDP 

or oil rents, would therefore provide a more accurate 

picture of CIT’s role in overall economic performance 

(Okon & Ekeocha, 2020). 

Third, tax elasticity and buoyancy have been limited in the 

Nigerian context post-structural adjustment. 

Understanding the elasticity of CIT relative to GDP would 

help policymakers assess whether the corporate tax system 

automatically stabilizes fiscal revenue or requires constant 

policy intervention (Ariyo, 1997). Modern time-series 

methodologies, such as ARDL or Vector Error Correction 

Models (VECM), could be useful for capturing these 

dynamics. 

Finally, most studies adopt aggregate models without 

differentiating between sectors. As the Nigerian economy 

undergoes digital transformation, sector-specific analyses, 

especially in manufacturing, telecommunications, and 

services, could reveal heterogeneous CIT effects. Thus, 

future research should employ disaggregated data and 

incorporate structural changes, such as digital taxation, to 

provide more policy-relevant insights. 

 

3.0 METHODOLOGY 

3.1 Research Design 

This study adopts an ex post facto research design using a 

quantitative time-series approach spanning 1990 to 2023. 

The ex-post facto design is deemed appropriate because 

this study relies on existing secondary data rather than 

manipulating variables or experimental conditions. As 

noted by Kerlinger and Lee (2000), ex-post facto designs 

are suitable when the researcher seeks to examine 

relationships between variables as they occur naturally 

without interference. The choice of a quantitative 

framework allows for empirical analysis, measurement 

precision, and statistical inference, enabling the research to 

objectively determine the relationship between corporate 

income tax (CIT) revenue and economic growth in Nigeria 

within a given timeframe. 

The time-series design provides insights into how 

macroeconomic variables co-evolve over time and reflect 

both short-run fluctuations and long-run equilibrium 

relationships (Gujarati and Porter, 2009). This makes it 

particularly well-suited for macroeconomic modeling, 

where dynamic adjustments and lag effects are essential to 

understanding causation and correlation trends. 

3.2 Data Sources 

This study relied exclusively on secondary data obtained 

from reputable and authoritative institutional sources. Data 

on gross domestic product (GDP) growth rate, inflation 

rate, government expenditure, and foreign direct 

investment (FDI) were sourced from the Central Bank of 

Nigeria (CBN) Statistical Bulletin and the National Bureau 

of Statistics (NBS). These institutions provide validated 

and consistent macroeconomic data commonly used in 

empirical fiscal policy analyses. Corporate income tax 

(CIT) revenue data were obtained from the Federal Inland 

Revenue Service (FIRS) Annual Reports. Collectively, 

these sources ensure that the dataset is reliable, 

standardized, and suitable for longitudinal econometric 

analysis. 

All data series span 1990–2023, a 34-year period that 

captures multiple economic cycles, structural adjustments, 

and tax reforms in Nigeria. The extended timeframe 

enhances the robustness and generalizability of the 

findings, allowing for both pre- and post-liberalization era 

assessments of the CIT’s effects on economic growth. 

 

3.3 Variables and Measurement 

The study includes one dependent variable and four 

independent variables, as follows: 

a) Dependent Variable: Gross Domestic Product 

(GDP) growth rate serving as a proxy for the 

overall economic performance of Nigeria. The 

GDP growth rate is measured in percentage 

terms, as published by the NBS and CBN. 

b) Independent Variables: 

a. Corporate Income Tax (CIT) revenue 

represents government revenue 

generated from corporate taxation. 

CIT is measured in billions of Naira. 

b. Government Expenditure (GEXP) — 

total annual public spending, as 

reported by the CBN, measured in 

billions of naira. 

c. Inflation Rate (INF) — annual 

inflation rate as a measure of 

macroeconomic stability, reported by 

the CBN and the NBS. 

The variables were selected based on economic growth 

theories emphasizing the roles of fiscal policy, price 

stability, and capital inflows (Aghion et al., 2016; Barro, 

1990; IMF, 2023; World Bank, 2023). 

3.4 Model Specification 

To estimate the relationship between the variables, this 

study specifies the following econometric model: 

GDPt = β + β1CITt + β2GEXPt + β3FDIt + β4INFt + €t 

Where: 

 GDPt is the GDP growth rate at time t. 

 CITt represents corporate income tax revenue. 

 GEXPt denotes government expenditure. 

 FDIt captures foreign direct investment inflows. 

 INFt is the inflation rate. 

 €t is the stochastic error term. 

 Bo is the intercept: 

 β , β1, β2, β3 , and β4 and B₁ are the coefficients 

measuring the effect of each explanatory 

variable on GDP growth. 

This linear functional form aligns with standard 

macroeconomic models that evaluate the fiscal impact on 

economic growth (Gujarati & Porter, 2009; Wooldridge, 

2020). 

3.5 Analytical Technique 

The study employs Ordinary Least Squares (OLS) 

regression as the primary analytical technique to examine 
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the impact of CIT revenue and other predictors on GDP 

growth. OLS estimation is chosen because of its efficiency 

and unbiasedness under the classical linear regression 

assumptions (Brooks, 2019). It provides clear parameter 

estimates of the relationship between the predictors and the 

dependent variable, facilitating the interpretation of fiscal 

policy effects. 

To explore the potential bidirectional relationships among 

the variables, this study employs the Granger causality test. 

This test determines whether the past values of one 

variable statistically help predict the current values of 

another (Granger, 1969). For instance, Granger causality 

can establish whether CIT revenue drives economic 

growth or vice versa. This approach enriches the analysis 

by distinguishing predictive influence from mere 

correlations. 

 

3.6 Diagnostic and Post estimation Tests 

Given the time-series nature of the data, it is crucial to 

ensure that classical regression assumptions are not 

violated. Therefore, several diagnostic tests were 

performed. 

a. Stationarity test: The Augmented Dickey-Fuller 

(ADF) test was used to assess the stationarity of 

the time series data. Non-stationary data can 

produce spurious regression results; hence, 

variables found to be non-stationary will be 

differenced to achieve stationarity (Enders, 

2015). 

b. Multicollinearity Test: The Variance Inflation 

Factor (VIF) was computed to detect 

multicollinearity among independent variables. 

A VIF value exceeding 10 suggests high 

multicollinearity, which may bias the coefficient 

estimates (Gujarati & Porter, 2009). 

1. Autocorrelation Test: The Durbin Watson (DW) 

statistic is applied to detect autocorrelation in the 

residuals. A D–W statistic close to 2 indicates 

the absence of serial correlation, affirming the 

reliability of the OLS estimates. 

If heteroskedasticity or autocorrelation problems persist, 

robust or generalized least squares (GLS) estimators can 

be employed to correct standard errors and improve model 

efficiency (Wooldridge, 2020). 

 

4.0 DATA ANALYSIS AND DISCUSSION 

4.1 Descriptive Statistics 

To gain an initial understanding of the dataset, descriptive 

statistics were computed for the main variables: Gross 

Domestic Product (GDP) growth rate, Corporate Income 

Tax (CIT) revenue, inflation rate, government expenditure, 

and unemployment rate for the period 1990–2023. The 

descriptive results summarized in Table 1 show the central 

tendencies and dispersions of the variables, providing 

insights into their distributions before conducting 

regression analyses. 

Summary Statistics 
Variable Mean Standard Deviation Minimum Maximum 

GDP Growth (%) 3.21 2.1 -1.85 8.92 

Corporate Income Tax (% of GDP) 4.57 1.12 2.34 7.02 

Inflation (%) 6.43 3.89 1.2 18.5 

Government Expenditure (% of GDP) 22.1 5.76 13.24 34.56 

Unemployment (%) 8.19 3.02 3.4 14.6 

The mean annual GDP growth was 3.21%, indicating 

moderate but steady economic expansion over the period. 

CIT revenues averaged 4.57% of GDP, suggesting that 

corporate taxation is a modest yet stable revenue source. 

Inflation averaged 6.43%, with substantial volatility, 

suggesting periodic macroeconomic instability. 

The moderate correlation coefficients between GDP 

growth and CIT (r = 0.41) and the negative correlation 

between GDP and inflation (r = -0.38) provide preliminary 

signs of potential relationships, which are later tested 

econometrically. 

 

Regression Results and Interpretation of Coefficients 

The regression analysis employed an Ordinary Least 

Squares (OLS) model to estimate the impact of key 

macroeconomic variables on GDP growth. The model is 

represented as follows: 

GDPt = β0 + β1CITt + β2GOVEXPt + β3UNEMPt + β4

INFt + ϵt 
where: 

 GDPt  is the GDP growth rate at time t, 

 CITt denotes corporate income tax revenue, 

 GOVEXPt represents government expenditure, 

 UNEMPt is the unemployment rate, 

 INFt is the inflation rate, and 

 ϵt is the error term that captures other 

unobserved factors affecting GDP growth. 

Table 2 Presents estimated coefficients, standard errors, 

and significance levels.Regression Coefficients: 

Determinants of GDP Growth  
Variable Coefficient (β) Std. Error t-Statistic p-Value Significance 

Constant 0.98 0.44 2.23 0.033 * 

CIT 0.45 0.17 2.65 0.012 ** 

Government Expenditure 0.31 0.13 2.35 0.024 ** 

Unemployment -0.18 0.08 -2.25 0.031 * 

Inflation -0.29 0.1 -2.87 0.007 *** 

R² 0.63     

Adjusted R² 0.59     

F-statistic 15.74 p < 0.001    

*Notes: ***p < 0.01; **p < 0.05; p < 0.10 

Interpretation 

Corporate Income Tax (β₁ = 0.45, p < 0.05). The positive 

and statistically significant coefficient indicates that higher 

CIT revenue is associated with higher GDP growth rates. 

Specifically, a 1% increase in the CIT is predicted to 

increase GDP growth by approximately 0.45 percentage 

points, holding other variables constant. This implies that 

an efficient and broad-based corporate tax system 

contributes positively to public revenue mobilization, 

stimulating investment in public capital formation (see 

Musgrave & Musgrave, 1989; Atkinson &Stiglitz, 2015). 

Government Expenditure (β₂ = 0.31, p < 0.05). 

Consistent with Keynesian propositions, fiscal spending 

has a positive and significant influence on growth, 

underscoring the role of public investment as a multiplier 

of aggregate demand. 

Unemployment (β₃ = -0.18, p < 0.10). This negative 

relationship confirms Okun’s law, suggesting that higher 

unemployment tends to coincide with lower output growth 

(Ball et al. 2013). 

Inflation (β₄ = -0.29, p < 0.01).The significant negative 

coefficient suggests that inflation impedes growth, likely 

through its uncertainty effects on investment and 

consumption (Barro, 2013). An increase of 1 percentage 

point in inflation may reduce GDP growth by 

approximately 0.29 percentage points on average. 

Collectively, the R² value of 0.63 indicates that 

approximately 63% of the variation in GDP growth can be 

explained by the included regressors, signifying a 

reasonably good model fit for the macroeconomic time-

series data. 
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Hypothesis Testing and Statistical Significance 

Regression analysis tested three main hypotheses. 

H₁: Corporate income tax exerts a positive and significant 

effect on GDP growth.H₂: Inflation negatively influences 

GDP growth.H₃: Government expenditure mediates the 

CIT-growth relationship. 

Hypothesis 1: Impact of CIT on GDP Growth 

Since β₁ = 0.45 and p = 0.012 (< 0.05), there is strong 

evidence to support H₁. The positive effect implies that 

increases in CIT revenue are linked to economic growth, 

aligning with fiscal efficiency theories that emphasize tax 

revenue as a vital instrument of macroeconomic 

stabilization (Tanzi& Zee, 2000). 

Hypothesis 2: Effect of Inflation on GDP Growth 

The coefficient β₄ = -0.29, p = 0.007, confirms H₂. Inflation 

significantly reduces real GDP growth, reaffirming 

empirical studies in both developed and developing 

contexts that link price instability to output contraction 

(Fischer, 1993). 

Hypothesis 3: Mediation by Government Expenditure 

To test the mediating role of government expenditure, a 

two-step regression was estimated following Baron and 

Kenny’s (1986) procedure. The inclusion of government 

expenditure reduced the direct effect of CIT on GDP 

growth from β₁ = 0.58 (without mediator) to β₁ = 0.45 (with 

mediator), suggesting a partial mediation. This implies 

that government spending channels a portion of CIT 

revenue into productive growth through infrastructure, 

education, and public services—thus indirectly enhancing 

GDP. 

Granger Causality: Direction of Relationship 

To identify temporal causality, Granger causality tests 

were performed using annual data (lag = 2). 
Null Hypothesis F-statistic p-value Granger Causal Direction 

CIT does not Granger-cause GDP 4.76 0.015 Reject — CIT → GDP 

GDP does not Granger-cause CIT 2.13 0.132 Fail to reject — no GDP → CIT 

Inflation does not Granger-cause GDP 3.92 0.027 Reject — Inflation → GDP 

GDP does not Granger-cause Inflation 1.58 0.217 Fail to reject — no GDP → Inflation 

The results indicate unidirectional causality running from 

CIT to GDP growth, meaning that changes in CIT precede 

variations in GDP, not vice versa. Similarly, inflation 

Granger-causes GDP, further confirming that 

macroeconomic instability impacts economic performance 

more strongly than output affects price levels. 

These results support fiscal led growth perspectives 

(Auerbach & Gorodnichenko, 2012), implying that well 

designed taxation can stimulate economic activity through 

public resource mobilization rather than constraining it. 

GDP and CIT Trend 

To visualize the co-movement between economic growth 

and tax revenues, Figure 1 presents trends in GDP growth 

and CIT as a share of GDP over the study period. 

Figure 1. Trend in GDP Growth and Corporate Income Tax 

(1990–2023) 

The trend indicates that both variables follow similar long-

term movements. Periods of fiscal expansion (1995–2007; 

2015–2023) correspond with accelerated growth rates, 

while contractions in CIT revenues during recessions are 

mirrored by GDP slowdowns. This synchronicity supports 

the regression findings regarding CIT’s positive growth 

association. 

Comparison with Existing Studies 

The findings are consistent with prior empirical evidence. 

According to Widmalm (2001), corporate taxes in efficient 

fiscal environments tend to foster growth when revenue 

allocation targets productive sectors. Similarly, Arnold et 

al. (2011) argue that shifting the tax composition toward 

direct corporate taxation can improve growth outcomes by 

supporting innovation and business expansion. 

Conversely, some cross-country studies (Lee & Gordon, 

2005) have found that high statutory corporate tax rates 

may discourage private investment, though the effect 

depends on administrative efficiency and marginal 

effective rates rather than headline figures. In the present 

analysis, CIT contributes positively, possibly reflecting 

administrative improvements and compliance growth 

since the early 2000s. 

Inflation’s negative coefficient conforms to the consensus 

that price instability undermines growth via uncertainty 

and reduced investment (Fischer, 1993; Barro, 2013). The 

result also mirrors country-level analyses in developing 

economies showing that moderate inflation thresholds 

(below 5 to 7%) may be tolerable, but sustained inflation 

beyond such bounds impairs productivity (Khan & 

Senhadji, 2001). 

Government expenditure’s positive significance agrees 

with Keynesian fiscal multiplier propositions and modern 

frameworks recognizing public capital’s role in fostering 

private sector productivity (Aschauer, 1989; Easterly & 

Rebelo, 1993). 

The Granger causality outcomes align with the fiscal-led 

growth hypothesis (Auerbach & Gorodnichenko, 2012), 

demonstrating a directional influence from taxation 

policies to economic outcomes, rather than reverse 

causation where higher growth leads automatically to 

greater CIT revenues. 

Policy Implications 

The analysis yields several policy implications relevant for 

fiscal and macroeconomic planning: 

a. Enhancing Revenue Productivity. A positive 

CIT to GDP relationship implies that 

governments should focus not on reducing CIT 

rates arbitrarily but on broadening the tax base, 

improving compliance, and minimizing evasion. 

Stable CIT inflows can fund infrastructure that 

supports private investment. 

b. Expenditure Efficiency. Given partial mediation 

effects, policy should emphasize channeling CIT 

revenue toward productive capital transport, 

digital infrastructure, education, and research 

rather than recurrent spending. This ensures that 

public expenditure amplifies growth rather than 

crowds it out. 

c. Inflation Control. With inflation exhibiting an 

adverse and statistically strong influence, 

maintaining low and stable price levels remains 

critical to sustaining long-term growth. Sound 

monetary fiscal coordination is essential to 

ensure that expansionary spending is not 

inflationary. 

d. Employment Activation Policies. The negative 

relationship between unemployment and GDP 

growth highlights the importance of labor-

market reforms, vocational training, and 

entrepreneurship promotion to complement 

fiscal policies. 

e. Fiscal Sustainability. Since high growth enables 

further tax collection, which can be reinvested, 

policymakers should balance tax 

competitiveness with fiscal sustainability to 

avoid growth-retarding deficits. 

f. Macroprudential Coordination. The 

unidirectional causality from CIT to GDP 

underscores taxation as a policy lever rather than 

a passive indicator. Hence, macroeconomic 
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strategies should treat fiscal tools as proactive 

instruments for stabilization and development. 

 

5. SUMMARY OF FINDINGS 

The primary objective of this study was to examine the 

relationship between Company Income Tax (CIT) and 

economic performance, with a focus on identifying how 

efficiency and administrative reforms influence fiscal 

outcomes. The findings revealed a positive and statistically 

significant correlation between CIT revenue and key 

indicators of economic performance, such as GDP growth, 

government expenditure, and investment levels. This 

suggests that effective corporate taxation contributes 

directly to fiscal stability and economic expansion. 

Evidence from empirical analysis indicates that 

improvements in CIT efficiency measured through 

enhanced compliance levels, reduced tax gaps, and 

shortened processing time have amplified revenue 

generation capacity (Ogbonna & Appah, 2016). 

Administrative reforms, including digitalization of tax 

processes and the introduction of monitoring mechanisms 

by revenue authorities, were shown to strengthen tax 

collection and minimize evasion (OECD, 2022). In 

economies where CIT systems were supported by 

technological innovations such as e-filing and data 

analytics, fiscal productivity improved notably due to 

transparency and accountability (Akinboade & Braimoh, 

2017). 

Furthermore, the study highlights that the alignment 

between CIT policies and macroeconomic objectives is 

pivotal. Countries with clear regulatory frameworks and 

enforcement measures tend to experience more consistent 

growth in corporate tax yields relative to GDP (IMF, 

2021). This underscores the role of institutional quality in 

ensuring that CIT not only generates government revenue 

but also enhances economic competitiveness. 

In summary, the findings affirm that CIT plays a crucial 

role in boosting economic performance, provided that tax 

administrations are efficient and adaptive. Effective CIT 

design, accompanied by digital reforms and strong 

institutional frameworks, remains key to achieving fiscal 

sustainability and inclusive economic growth. 

 

6. CONCLUSION 

In conclusion, the study establishes that Company Income 

Tax is a vital instrument for fiscal productivity, serving 

both as a revenue generator and a policy tool for economic 

regulation. Empirical results align with classical and 

Keynesian theoretical models, which posit that well 

structured taxation fosters stability and supports 

government spending multipliers (Musgrave &Musgrave, 

1989). The positive correlation between CIT and economic 

growth suggests that when corporate taxation is managed 

efficiently, it contributes to the provision of essential 

infrastructure, social services, and investment promotion. 

Comparing empirical evidence with theoretical 

perspectives indicates that tax efficiency significantly 

moderates the CIT growth relationship. While theory 

assumes smooth tax transmission to fiscal capacity, 

empirical observations reveal dependency on institutional 

effectiveness, administrative discipline, and compliance 

culture. Thus, CIT’s impact on productivity is not 

automatic but contingent on governance quality and policy 

coherence (OECD, 2022). 

 

 

 

 

7. RECOMMENDATIONS 

Based on the study findings, the following policy 

recommendations are proposed to enhance CIT 

performance and fiscal sustainability. 

First, strengthening tax administration should be 

prioritized through digital transformation and data 

driven compliance systems. Implementing e-filing 

platforms, real-time monitoring, and automated risk-based 

audits can curb tax evasion and promote transparency 

(Adebisi & Gbegi, 2013). Investing in tax authority 

capacity both human and technological will further ensure 

efficient enforcement and taxpayer education. 

Second, efforts must be directed toward diversifying the 

revenue base beyond oil. Overreliance on petroleum 

revenues exposes economies to volatility and fiscal 

instability (UNCTAD, 2020). Expanding tax coverage to 

emerging sectors such as digital services, renewable 

energy, and financial technology can stabilize revenue 

streams. Encouraging formalization of small and medium 

enterprises (SMEs) also broadens the taxable base without 

imposing excessive burden on compliant corporations. 

Third, policy coherence and institutional reforms 

remain essential. Policymakers should align CIT 

regulations with national development goals and global tax 

standards, including the OECD’s Base Erosion and Profit 

Shifting (BEPS) framework. Coordination between fiscal 

and monetary authorities can help in maintaining 

investment incentives while ensuring adequate revenue 

mobilization. 

Finally, robust fiscal transparency and accountability 

mechanisms should be established. Periodic public 

reporting of CIT utilization enhances trust and tax morale. 

A feedback driven approach where taxpayers perceive 

tangible benefits from their contributions helps sustain 

compliance in the long term. 

In total, adopting technological, structural, and policy 

reforms will strengthen Company Income Tax systems and 

reduce revenue vulnerability, ensuring fiscal sustainability 

and economic development. 
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