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Abstract: The 2025 Nigerian Tax Reform Bill, recently passed by the National Assembly and
awaiting executive assent, seeks to modernize Nigeria's tax system by harmonizing tax laws,
improving compliance mechanisms, and enhancing revenue generation. The bill comprises four
key legislative initiatives: the Nigeria Tax Administration Bill (2024), the Nigeria Revenue
Service Establishment Bill (2024), and the Joint Revenue Board Establishment Bill (2024).
These legislative measures are designed to expand the tax base, streamline tax administration,
and create sustainable revenue streams for national development while promoting economic
efficiency and fairness.

This study critically examines the structure, scope, and implications of the tax reform
bills, focusing on their impact on individuals, corporate entities, and both national and sub-
national governments. Key concerns include the timing of implementation amid economic
challenges, the regressivity of Value-Added Tax (VAT) increases, potential regional disparities,
limited redistributive provisions, and the disproportionate impact on Small and Medium-sized
Enterprises (SMEs). Employing a qualitative research approach, the study draws on secondary
data sources, including government reports, academic literature, and international case studies,
to evaluate the reforms' effectiveness and their alignment with global best practices.

Findings indicate that while the tax reforms have the potential to enhance revenue
mobilization, strengthen institutional efficiency, and support economic diversification, they also
present significant risks such as higher costs of living, reduced business profitability,
compliance burdens—particularly for informal sector participants—and the risk of exacerbating
economic inequality. To address these challenges and optimize the benefits of the reforms, this
study recommends a Harmonizing Federal, State, and Local Taxation, Strategic Tax Incentives,
Digitalization of Tax Administration, Improved Public Service Delivery and Equitable Revenue
Allocation. These strategies are essential for ensuring that the tax reforms contribute to
sustainable economic growth, fiscal stability, and a more inclusive tax system in Nigeria.

Keywords: Nigerian Tax Reform Bill 2025, Multiple taxation, tax administration,
revenue generation, VAT, SMEs, economic growth, fiscal policy, compliance, digital
taxation.
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Introduction

Taxation is a fundamental pillar of any economy, serving as
a primary mechanism for revenue generation, wealth redistribution,
and economic regulation. In Nigeria, tax policy has historically
been characterized by structural inefficiencies, complex
administrative processes, and multiple taxation burdens that have
hindered economic growth and business sustainability. In response
to these longstanding challenges, the Nigerian government has
introduced the Nigeria Tax Reform Bill 2024, a legislative
framework designed to modernize the tax system, streamline
revenue collection, and address the economic implications of
multiple taxation.
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The new tax reforms, set to take effect in 2025, introduced
significant policy changes under the principle of "you earn, spend,
buy, sell, and pay tax on goods and services," reflecting a
comprehensive approach to revenue mobilization. These reforms
aim to expand the tax base, reduce reliance on oil revenue, and
promote fiscal discipline. However, they have also sparked debates
over their potential economic impact, particularly concerning the
cumulative burden on businesses and consumers. Critics argue that
the simultaneous taxation of income, expenditure, and transactions
could exacerbate financial strain on individuals and enterprises,
potentially stifling economic activity.
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This research paper provides a critical analysis of the new
tax reforms in Nigeria, examining their objectives, implementation
strategies, and economic implications. It evaluates the potential
benefits and challenges associated with the reforms, focusing on
their effects on business sustainability, consumer purchasing
power, and overall economic growth. Furthermore, the study
explores the broader fiscal policy implications, assessing whether
these reforms align with global best practices in taxation and
economic governance.

By analyzing stakeholder perspectives, legislative
developments, and economic projections, this research aims to
offer a comprehensive understanding of the Nigeria Tax Reform
Bill 2024. The study seeks to contribute to policy discussions by
identifying key areas for improvement and providing
recommendations that balance revenue generation with economic
sustainability. Ultimately, this paper endeavors to assess whether
the new tax regime will serve as a catalyst for fiscal stability and
development or if it will impose unintended constraints on
Nigeria's economic landscape.

Background and Objectives of Tax Reform

Tax reform in Nigeria has been driven by the government's
commitment to addressing structural economic challenges,
enhancing revenue mobilization, and reducing the country's
reliance on oil earnings. Historically, Nigeria's tax-to-GDP ratio
has remained among the lowest in sub-Saharan Africa, limiting the
government's capacity to finance public infrastructure, social
services, and economic development initiatives. The need to
diversify revenue sources has necessitated a shift towards
broadening the tax base, improving compliance, and modernizing
tax administration.

Nigeria's tax system has long been characterized by
inefficiencies, complex administrative procedures, and overlapping
tax structures at federal, state, and local levels. These issues have
contributed to widespread tax evasion, a lack of transparency, and
an undue tax burden on the formal sector, particularly small and
medium enterprises (SMEs). Additionally, the multiplicity of taxes
has created an environment where businesses and individuals often
encounter excessive taxation on income, consumption, and
already-taxed transactions.

The Nigeria Tax Reform Bill 2024 seeks to address these
structural deficiencies by simplifying the tax system, eliminating
redundancies, and establishing a more transparent and equitable
framework for revenue collection. The proposed reforms include
adjustments to tax rates, the introduction of new taxes aligned with
evolving economic realities, and enhanced efficiency measures in
tax administration. By streamlining tax processes and promoting
voluntary compliance, these reforms aim to create a more
predictable fiscal environment conducive to investment, economic
growth, and sustainable government revenue generation.

Legislative Framework and Reform Initiatives

In October 2024, President Bola Tinubu submitted a series
of tax reform bills to the National Assembly, marking a significant
step toward overhauling Nigeria's tax system. The key legislative
proposals include:

Nigeria Tax Bill — Seeks to consolidate existing tax laws
into a unified framework, reducing redundancy and ensuring
consistency across different statutes.
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Tax Administration Bill — Focuses on improving efficiency,
transparency, and accountability in tax collection by simplifying
compliance, reducing bureaucratic hurdles, and enhancing
enforcement mechanisms through digital integration.

Joint Revenue Board Establishment Bill — Proposes the
creation of a central coordinating body to facilitate cooperation
between federal and state tax authorities, minimizing conflicts
arising from multiple taxation.

Nigeria Revenue Service Bill — Aims to restructure the
Federal Inland Revenue Service (FIRS) into the Nigeria Revenue
Service (NRS) to strengthen institutional capacity and leverage
technology for improved tax compliance.

By March 2025, the House of Representatives had
reviewed and passed these bills with key amendments to address
economic impact concerns. Notable adjustments include the
deferral of a proposed increase in Value Added Tax (VAT) from
75% to 12.5% to mitigate inflationary pressures and the
introduction of exemptions for minimum wage earners to promote
social equity. Additionally, provisions for digital taxation were
incorporated to ensure fair contributions from multinational tech
companies and e-commerce platforms operating in Nigeria.

Stakeholder Reactions and Controversies

The Nigeria Tax Reform Bill 2024 has elicited widespread
debate among stakeholders, with opinions divided along economic,
regional, and sectoral lines. One of the most contentious aspects is
the revision of the VAT allocation formula, which allocates 60% of
VAT revenue based on state contributions. Critics argue that this
disproportionately benefits southern states with higher economic
activity, exacerbating regional economic disparities and reigniting
debates on fiscal federalism.

Business associations, including the Manufacturers
Association of Nigeria (MAN) and the Nigeria Employers'
Consultative Association (NECA), have expressed concerns about
the increased tax burden on enterprises. Key issues raised include
rising operational costs, adverse impacts on SMEs, and potential
reductions in consumer spending. Economists have cautioned that
while the reforms could enhance government revenue, aggressive
taxation strategies must be carefully balanced to prevent
unintended economic contraction.

Public sentiment remains mixed, with civil society
organizations advocating for greater transparency and
accountability in tax revenue utilization. Many citizens have
expressed dissatisfaction with the lack of corresponding
improvements in public services, while labor unions have warned
that tax hikes without wage adjustments could exacerbate
economic hardship.

Implementation Strategy and Future Outlook

To mitigate disruptions, the government has adopted a
phased implementation strategy, allowing businesses and
individuals time to adjust to new tax regulations. Key measures
such as restructuring the FIRS into the NRS and improving digital
tax compliance are prioritized for immediate enforcement, while
VAT restructuring and sector-specific tax adjustments are subject
to further review and gradual implementation.

The success of the reform's hinges on several critical factors:
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1. Efficient Administrative Capacity -
institutional  frameworks and leveraging
infrastructure for effective enforcement.

2. Public Awareness and Compliance — Extensive taxpayer
education and engagement to improve voluntary
compliance.

3. Ongoing Stakeholder Dialogue -  Continuous
consultation with businesses, labor unions, and regional
governments to refine policies.

4. Revenue Utilization and Public Trust — Ensuring that
increased revenue translates into tangible public sector
improvements.

5. Economic Adaptability — Regular assessments to align
tax policies with inflation trends, currency fluctuations,
and global economic dynamics.

Strengthening
digital

If successfully implemented, the Nigeria Tax Reform Bill
2024 could enhance revenue generation, reduce reliance on oil
earnings, and foster economic growth by improving the business
environment. However, failure to address concerns regarding
taxation fairness and economic implications could result in reduced
consumer spending, business closures, and heightened regional
disparities. The coming years will be crucial in determining the
long-term efficacy of these reforms in achieving fiscal
sustainability and economic resilience.

Clarification of Terms

A clear understanding of key tax-related terms is essential
for analyzing the implications of Nigeria's 2025 tax reforms. These
definitions provide a foundation for assessing how the new policies
will impact individuals, businesses, and the broader economy.

Taxation

Taxation is the process by which governments impose
financial charges on individuals and businesses to generate revenue
for public services and infrastructure. It is a fundamental economic
tool used to finance governance, redistribute wealth, and regulate
economic activity. In Nigeria, taxation is governed by multiple
laws, including the Companies Income Tax Act (CITA), Personal
Income Tax Act (PITA), and Value Added Tax Act (VATA),
which outline tax obligations for individuals and corporate entities
(Federal Inland Revenue Service, 2024).

Multiple Taxation

Multiple taxation occurs when a single income or
transaction is taxed by more than one level of government or under
different tax regulations. This has been a longstanding issue in
Nigeria, where businesses and individuals often pay taxes at the
federal, state, and local levels for the same economic activity. The
2025 tax reforms aim to address this problem by streamlining the
tax system, eliminating redundant levies, and clarifying
jurisdictional tax authority (OECD, 2024).

Value Added Tax (VAT)

VAT is a consumption tax levied on goods and services at
every stage of production and distribution. In Nigeria, the standard
VAT rate was 7.5% prior to the 2025 tax reforms, which initially
proposed an increase to 12.5%. However, due to concerns over
inflation and economic hardship, the proposed hike was deferred
(Reuters, 2025).
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Personal Income Tax (PIT)

PIT is imposed on the earnings of individuals, including
salaries, wages, and business profits. The Personal Income Tax Act
(PITA) regulates PIT in Nigeria, with tax rates varying based on
income levels. The 2025 reforms introduced exemptions for
minimum wage earners, ensuring that low-income workers are
relieved from personal income tax obligations to reduce financial
strain (Naija News, 2025).

Companies Income Tax (CIT)

CIT is a tax levied on the profits of corporate entities
operating in Nigeria. Under the Companies Income Tax Act
(CITA), the standard CIT rate was 30% for large companies, while
small businesses benefited from reduced rates. The 2025 tax
reforms introduced sector-specific incentives, particularly for
businesses investing in agriculture, renewable energy, and digital
services, to stimulate growth in priority areas (Federal Ministry of
Finance, 2025).

Excise Duty

Excise duty is a selective tax imposed on specific goods
and services, such as alcohol, tobacco, fuel, and luxury items. It is
used both as a revenue-generation tool and as a regulatory
mechanism to control consumption patterns. The 2025 tax reforms
expanded excise duty coverage to include digital services and e-
commerce transactions, raising concerns among tech companies
and online service providers about increased operational costs
(Financial Times, 2025).

Tax-to-GDP Ratio

The tax-to-GDP ratio measures a country's total tax revenue
as a percentage of its Gross Domestic Product (GDP). A higher
ratio indicates better revenue mobilization relative to economic
size. Nigeria's tax-to-GDP ratio has historically been low, around
6%—7%, compared to the African average of 17% (OECD, 2024).
The 2025 reforms aim to increase this ratio through improved tax
compliance, expansion of the tax base, and modernization of tax
collection mechanisms.

Fiscal Federalism

Fiscal federalism refers to the financial relationship
between different levels of government, particularly in terms of tax
collection, revenue allocation, and fiscal responsibilities. Nigeria's
federal structure allows tax collection to be shared between the
federal, state, and local governments, often leading to disputes over
resource distribution. The 2025 reforms introduced a new revenue-
sharing formula, prioritizing state contributions to VAT over the
previous model that factored in population size and equity
considerations. This shift has fueled debates over regional
economic disparities and fiscal autonomy (Reuters, 2025).

Digital Taxation

With the rapid growth of the digital economy, governments
worldwide have sought to introduce tax regulations for online
businesses and digital services. The 2025 tax reforms established
new guidelines for taxing multinational tech companies, digital
platforms, and e-commerce businesses operating in Nigeria. While
proponents argue that this ensures fairness in taxation, critics fear
that it may discourage investment in Nigeria's tech sector and
increase operational costs for online businesses.



IRASS Journal of Economics and Business Management. Vol-2, Iss-5(May-2025), 10-24

Tax Compliance and Evasion

Tax compliance refers to the willingness and ability of
taxpayers to fulfill their tax obligations in accordance with the law.
Non-compliance, whether intentional or due to administrative
inefficiencies, can lead to tax evasion—the illegal avoidance of tax
payments. The 2025 reforms emphasize enhanced enforcement,
digital tracking, and stricter penalties to curb tax evasion and
improve compliance rates.

Progressive vs. Regressive Taxation

Progressive taxation ensures that individuals or businesses
with higher incomes pay a greater percentage of their earnings in
taxes. The 2025 tax reforms incorporate progressive elements, such
as the PIT exemption for minimum wage earners, to reduce the tax
burden on low-income groups.

Regressive taxation, on the other hand, applies a uniform
rate regardless of income levels, disproportionately affecting low-
income earners. Concerns over VAT increases stem from its
inherently regressive nature, as it imposes the same tax rate on all
consumers, regardless of income.

Harmonization of Tax Laws

Harmonization refers to the process of aligning multiple tax
laws, regulations, and enforcement mechanisms to ensure
consistency and efficiency. A key goal of the 2025 tax reforms is
to simplify and unify Nigeria's tax structure, eliminating
contradictions and redundancies in federal and state tax laws. This
is expected to improve ease of doing business and reduce
compliance costs for taxpayers.

Clarifying these tax-related terms is essential for
understanding the broader implications of Nigeria's 2025 tax
reforms. As the government moves toward implementation,
individuals, businesses, and policymakers must remain informed to
navigate the evolving tax landscape effectively. The success of
these reforms will depend on efficient enforcement, public
awareness, and continuous stakeholder engagement to ensure that
the tax system is both equitable and growth-oriented.

Scope of the Study

This paper provides a comprehensive examination of
Nigeria's 2025 tax reforms, analyzing their legal, economic, and
social implications. By assessing the structural changes introduced
by the reforms, this study aims to provide insight into their
potential effects on individuals, businesses, and the broader
economy. The research covers the key components of the new tax
laws, the motivations behind the reforms, stakeholder reactions,
and the anticipated challenges in implementation.

Legal Framework for the 2025 Tax Reforms

A critical aspect of this study is the examination of the
legal foundation supporting the 2025 tax reforms. The research
focuses on four major legislative proposals that collectively aim to
modernize tax administration, enhance compliance, and optimize
revenue collection:

Nigeria Revenue Service Bill — This bill seeks to
restructure the Federal Inland Revenue Service (FIRS) into the
Nigeria Revenue Service (NRS), introducing measures to improve
tax enforcement, enhance technological integration, and streamline
tax administration at the federal level. It also includes provisions
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for digital tax compliance to capture revenue from Nigeria's
growing online economy (Federal Ministry of Finance, 2025).

Tax Administration Bill — Focused on improving tax
collection efficiency and transparency, this bill introduces reforms
such as simplified filing procedures, enhanced data-sharing
mechanisms, and stricter penalties for tax evasion. It also mandates
greater collaboration between government agencies to reduce tax
fraud and leakage (National Assembly Reports, 2025).

Nigeria Tax Bill — This legislation consolidates various tax
laws into a single, more coherent legal framework, reducing
administrative complexity and ensuring consistency across tax
policies. It also seeks to harmonize federal, state, and local tax
laws, addressing multiple taxation issues that have historically
burdened businesses and individuals (OECD, 2025).

Joint Revenue Board Establishment Bill — This bill
proposes the creation of a coordinating body to oversee tax
administration across different levels of government. The Joint
Revenue Board will aim to enhance cooperation between federal
and state tax authorities, minimize tax disputes, and create a more
transparent revenue-sharing system (Fiscal Policy Review, 2025).

Constitutional and Fiscal Federalism Implications

A key legal consideration in this study is the constitutional
impact of the tax reforms, particularly regarding fiscal federalism
and intergovernmental revenue allocation. The Nigerian
Constitution outlines the tax collection responsibilities of federal,
state, and local governments, and the 2025 reforms introduce
significant changes to how revenue is distributed.

Revised VAT Allocation Formula — The proposed shift
from an equitable and population-based VAT revenue distribution
model to one that prioritizes state contributions has sparked
regional economic debates. Critics argue that this could
disproportionately benefit wealthier, industrialized states while
reducing fiscal resources for economically disadvantaged states
(Reuters, 2025).

Autonomy of State Tax Authorities — The reforms aim to
provide state governments with greater control over their tax
revenues, reducing dependence on federal allocations. However,
this has led to tensions over tax jurisdiction conflicts, particularly
in states that rely heavily on federal transfers for public services
(Naija Economy Report, 2025).

Economic and Social Dimensions of the Legal Framework

Beyond the legal aspects, the study also examines the
economic and social ramifications of these legislative changes:

Business Environment and Investment Climate — The study
evaluates how the restructuring of corporate taxation and the
introduction of digital taxes impact businesses, particularly
startups, SMEs, and foreign investors.

Taxpayer Burden and Consumer Impact — By analyzing
VAT adjustments, personal income tax exemptions, and excise
duty expansions, the research assesses how the reforms affect
household income, purchasing power, and cost of living.

Social Equity and Tax Fairness — The study considers
whether the reforms promote progressive taxation or risk
exacerbating economic inequalities, particularly in terms of
minimum wage tax exemptions and VAT burden on lower-income
groups (World Bank Nigeria Report, 2025).
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By exploring the legal, economic, and social dimensions of
Nigeria's 2025 tax reforms, this study provides a comprehensive
assessment of their implications. As the country navigates this
significant shift in fiscal policy, ongoing dialogue and legal review
will be critical to ensuring that the reforms achieve their intended
goals of revenue optimization, economic growth, and equitable
taxation.

Impact on Individuals and Businesses

The 2025 tax reforms have widespread implications for
various economic actors, affecting income distribution, business
operations, and overall economic activity. This study assesses the
differentiated impact on low-income earners, small and medium
enterprises (SMEs), and large corporations, highlighting both
potential benefits and challenges.

Low-Income Earners

The exemption of minimum wage earners from personal
income tax (PIT) is a crucial policy change aimed at alleviating
financial pressure on low-income individuals. Key considerations
include:

Increased Disposable Income: By eliminating PIT for low-
income workers, the reform is expected to enhance purchasing
power, potentially boosting consumer spending and economic
activity (Naija News, 2025).

Limited Tax Base Expansion: While this policy benefits
lower-income individuals, it may narrow the tax base, requiring
alternative revenue sources to compensate for lost income (Federal
Ministry of Finance, 2025).

Potential Inflationary Pressure: If increased disposable
income leads to higher consumer demand, it may contribute to
inflation, particularly in essential goods and services.

Small and Medium Enterprises (SMESs)

SMEs are a cornerstone of Nigeria's economy, contributing
significantly to employment and GDP. The reforms introduce tax
incentives and compliance measures, with potential advantages and
drawbacks:

Tax Incentives: The reforms propose reduced tax rates for
small businesses and tax holidays for startups in sectors such as
agriculture and renewable energy. These incentives aim to
encourage entrepreneurship and sectoral investment (OECD,
2024).

Simplified Compliance Processes: The digitalization of tax
filing is expected to reduce administrative burdens for SMEs,
streamlining tax payment and record-keeping.

Concerns  Over Multiple Taxation: Despite the
harmonization efforts, SMEs often face levies from federal, state,
and local governments, leading to concerns over double taxation
and compliance costs (Nigerian Economic Review, 2025).

Large Corporations

Large firms, particularly in manufacturing, technology, and
finance, will experience both increased taxation and investment
incentives under the 2025 tax reforms:

Revised Corporate Taxation: While the standard
Companies Income Tax (CIT) remains at 30%, certain sectors
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receive tax deductions for reinvestment, particularly in
infrastructure and digital services (Financial Times, 2025).

VAT and Excise Duties: The expansion of excise duties to
digital services and luxury goods has raised concerns about its
impact on profitability and foreign direct investment (FDI).

Attractiveness for Investors: While tax reforms seek to
create a more predictable tax regime, some investors remain wary
of potential tax hikes in future amendments (Reuters, 2025).

Revenue Generation and Economic Growth

A core objective of the 2025 tax reforms is to increase
Nigeria's tax-to-GDP ratio, which has historically been below the
African average of 17%, posing challenges for public finance
sustainability. The study evaluates:

o [Effectiveness of Revenue

Mobilization

New Tax Strategies in

Broadening the Tax Base: The integration of digital
services, e-commerce platforms, and informal sector taxation is
expected to enhance government revenues

Corporate and SME Tax Compliance: Stricter enforcement
mechanisms could improve compliance rates, reducing tax evasion
and revenue leakages (OECD, 2024).

e Tax Increases and Their Effects on Inflation and Consumer
Spending

Proposed VAT Hike (7.5% to 12.5%): Initially part of the
reforms, the VAT increase was deferred due to concerns over
inflationary pressures and consumer affordability.

Impact on Cost of Living: Increased taxes on imported
goods, digital services, and excise duties may reduce disposable
income and raise production costs.

e Balancing Taxation and Economic Growth

Targeted Tax Incentives: Encouraging investments in
priority sectors (agriculture, technology, and manufacturing) could
drive economic diversification and employment generation.

Avoiding Over-Taxation: Policymakers must ensure tax
rates do not stifle business expansion or discourage foreign
investment

e Fiscal Federalism and Revenue Allocation

A major point of contention in the tax reforms is the
adjusted VAT revenue allocation system, which prioritizes state
contributions over equitable sharing. This has sparked debates on
regional economic balance and fiscal autonomy.

e VAT Revenue Allocation and Regional Disparities

Previous Model: VAT revenues were distributed based on a
mix of derivation (state contributions), equal share, and population
size.

New Model: The proposed formula allocates 60% of VAT
based on state contributions, benefiting wealthier, industrialized
states while reducing allocations for less-developed regions
(Reuters, 2025).

Governors' Reactions:
Northern states argue that this shift worsens economic
inequality, disproportionately benefiting southern states.
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Southern states contend that VAT revenues should reflect
economic contributions rather than redistribution mechanisms
(National Fiscal Policy Report, 2025).

e Increased State Autonomy in Taxation

States may seek alternative revenue measures, such as local
business levies and consumption taxes, to compensate for lost VAT
allocations.

Risk of Overlapping Tax Structures: Without clear federal-
state coordination, multiple taxation concerns may persist,
affecting businesses and investors.

e Compliance, Enforcement, and Tax Administration

Effective implementation of the tax reforms relies on
strengthening compliance mechanisms and modernizing tax
administration. The study examines key initiatives:

e Restructuring of the Federal Inland Revenue Service
(FIRS) into the Nigeria Revenue Service (NRS)

Enhanced Efficiency: The transition to NRS aims to
modernize tax collection, reduce bureaucracy, and improve
taxpayer engagement.

Data-Driven Tax Audits: The use of Al and digital tracking
will help identify tax evaders and improve revenue forecasting.

e Digital Tax Compliance and Enforcement

Expansion of e-tax filing systems to enhance taxpayer
convenience and reduce corruption risks

Integration of blockchain technology to ensure transparent
revenue collection and real-time transaction monitoring (Nigerian
Tax Authority Report, 2025).

¢ Role of the Joint Revenue Board in Coordinating Federal
and State Tax Policies

Intergovernmental Coordination: The board will harmonize
tax policies, reducing conflicts between federal and state
authorities.

Dispute Resolution Mechanisms: A structured framework
for resolving tax disputes could improve compliance rates and
taxpayer confidence.

Methodology

This study employs a secondary data analysis approach to
critically evaluate the Nigeria Tax Reform Bill 2024 and its
broader implications for taxation, economic activity, and fiscal
policy. Secondary data is derived from official government reports,
legislative documents, policy papers, academic journals, economic
reviews, and reputable news sources. The methodology is
structured to provide a comprehensive, evidence-based assessment
of the reforms, focusing on their legal, economic, and social
dimensions.

Data Collection and Sources

» To ensure robust and objective analysis, the study
utilizes multiple secondary sources, including:

» Government Publications: Nigeria Tax Reform Bill
2024, Federal Ministry of Finance reports, and Federal
Inland Revenue Service (FIRS) data.
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» Legislative Records: Debates, proceedings, and
amendments from the National Assembly regarding tax
laws and fiscal policies.

» Economic and Financial Reports: Publications from the
Central Bank of Nigeria (CBN), National Bureau of
Statistics (NBS), and OECD evaluating tax-to-GDP
ratios, revenue mobilization, and inflation trends.

» Academic Research and Policy Papers: Studies from
universities, think tanks, and tax policy research
institutions analyzing tax compliance, fiscal federalism,
and business taxation.

» Media Reports and Expert Analyses: Insights from
reputable financial news outlets such as the Financial
Times, Reuters, Naija News, and Business Day Nigeria
on stakeholder reactions and economic impacts.

By synthesizing diverse data sources, the study ensures a
balanced and well-rounded assessment of Nigeria's 2025 tax
reforms.

Research Design

This study adopts a qualitative research design, utilizing
descriptive and analytical methods to investigate the legal,
economic, and social implications of Nigeria's 2025 tax reforms.
By employing a documentary research approach, the study
systematically analyzes legislative records, policy reports,
economic reviews, and media analyses to provide a comprehensive
assessment of the tax reforms' potential impact.

Research Methodology
Document Analysis

» A systematic review of official government documents,
legal statutes, and tax policies is conducted to evaluate
the key provisions of the Nigeria Tax Reform Bill 2024
and its implementation framework. Sources include:

» Tax laws and amendments (Nigeria Tax Bill, Tax
Administration Bill, Nigeria Revenue Service Bill, and
Joint Revenue Board Establishment Bill).

» Policy reports from the Federal Ministry of Finance,
Federal Inland Revenue Service (FIRS), and the National
Assembly detailing the objectives and implementation
strategies of the reforms.

Comparative Analysis

This study compares Nigeria's tax policies with international best
practices to assess the effectiveness of the reforms. Key
comparative indicators include:

» Tax-to-GDP ratio (Nigeria's 6-7% vs. Africa's 17%
average).

» Tax burden distribution across income groups, SMEs,
and large corporations.

»  Fiscal federalism models in comparable economies.

Thematic Analysis

The study employs thematic content analysis to identify recurring
patterns and key issues within tax policy discourse. Core themes
include:

»  Tax compliance and enforcement mechanisms.

» Revenue generation and economic impact.

» Multiple taxation and its implications for businesses.
» Regional tax disparities and fiscal federalism.
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Data Collection Sources

The study relies on secondary data from a diverse range of
authoritative and credible sources, categorized as follows:

Government Reports and Legal Documents

» Federal Ministry of Finance Reports — Official policy
statements and fiscal projections (Federal Ministry of
Finance, 2025).

» Federal Inland Revenue Service (FIRS) Publications —
Data on tax compliance rates, collection efficiency, and
enforcement strategies (FIRS, 2024)

» National Assembly Proceedings — Legislative debates,
proposed amendments, and enacted laws governing
taxation.

International Organizations

» Organisation for Economic  Co-operation  and
Development (OECD) — Global tax policy frameworks
and Nigeria's tax-to-GDP performance (OECD, 2024).

» World Bank & International Monetary Fund (IMF) —
Assessments of Nigeria's fiscal sustainability, revenue
mobilization, and tax policy effectiveness.

Academic Journals and Research Studies

»  Peer-reviewed scholarly articles discussing taxation,
multiple taxation, and economic development.

»  University research papers analyzing the legal and
economic dimensions of Nigeria's fiscal policy and tax
administration.

Media Reports and Independent Analyses

» Reuters & Financial Times - Global economic
perspectives on Nigeria's tax reforms and investor
reactions (Reuters, 2025).

» Naija News & BusinessDay Nigeria — Local business
community insights and public sentiment on tax policy
changes (Naija News, 2025).

Data Analysis Approach

The study employs a multifaceted analytical framework to
ensure a rigorous and objective evaluation of Nigeria's 2025 tax
reforms:

Content Analysis

» Extraction and synthesis of key provisions, policy
justifications, and stakeholder reactions from official
reports and legislative documents.

» ldentification of trends and inconsistencies in
government taxation policies over time.

Comparative Tax Policy Analysis

» Evaluation of Nigeria's tax structure, compliance rates,
and fiscal policies against global standards to determine
competitiveness and efficiency.

» Analysis of how similar tax policies have impacted
economic growth, revenue generation, and business
sustainability in comparable economies.

Impact Assessment
» Revenue Performance: Evaluates the extent to which
new tax policies are likely to improve government
revenue mobilization.
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» Tax Burden Distribution: Assesses how tax adjustments
impact different economic actors, including low-income
earners, SMEs, and multinational corporations.

» Economic Growth Indicators: Examines potential
inflationary effects, investment trends, and consumer
spending behaviors resulting from tax policy changes.

Limitations of the Study

Despite the strengths of secondary data analysis, the study
acknowledges the following limitations:

Reliability of Sources

» The research relies on publicly available government
reports and media analyses, which may not always
provide real-time or comprehensive data.

»  Government documents may emphasize policy benefits,
while business and industry reports might highlight
adverse impacts.

Absence of Primary Data

»  Due to the reliance on secondary sources, the study lacks
direct stakeholder input (e.g., tax officials, business
owners, economists).

» No survey or interview data is included, limiting real-
time stakeholder perspectives.

Potential Bias in Media and Policy Reports

» Certain reports from government agencies, media, and
international  organizations may present biased
interpretations of the tax reforms.

» To mitigate this, the study employs cross-source
verification to ensure balanced reporting.

Ethical Considerations

»  Transparency and Citation: All sources are properly cited
to ensure academic integrity.

» Balanced Representation: The study presents a neutral,
objective assessment, incorporating both government and
stakeholder perspectives.

» Compliance with Research Standards: No confidential,
proprietary, or misleading information is used, adhering
to academic and ethical research guidelines.

Literature Review

This section provides a comprehensive assessment of
existing literature on Nigeria's tax reforms, with a focus on their
historical evolution, theoretical frameworks, and the expected
impact of the 2025 tax reforms. The review draws from empirical
studies, theoretical models, policy documents, and comparative
international experiences to analyze the implications of tax policy
changes on revenue generation, economic growth, and fiscal
equity.

Evolution of Tax Reforms in Nigeria

Nigeria's tax system has undergone several reforms aimed
at enhancing revenue mobilization, improving compliance, and
reducing economic distortions. Historically, the country has relied
heavily on oil revenues, leading to weak tax structures and low tax-
to-GDP ratios compared to global benchmarks (OECD, 2024).
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The National Tax Policy (NTP) and Structural Adjustments

» The National Tax Policy (NTP) was first introduced in
2010 to address:

» Multi-taxation — The imposition of multiple taxes by
federal, state, and local governments.

» Low compliance rates — Due to inefficient enforcement
mechanisms and a lack of taxpayer trust.

»  Administrative inefficiencies — Resulting from manual
processes and fragmented tax collection.

The 2017 revision of the NTP sought to:

» Encourage voluntary tax compliance through incentives
and simplified processes.

» Leverage technology for efficient tax administration
(e.g., digital tax filing and e-payment systems).

»  Enhance the tax-to-GDP ratio by broadening the tax base
beyond oil revenue.

» Despite these efforts, Nigeria's tax revenue performance
has remained below the African average of 17% tax-to-
GDP, necessitating further reforms (World Bank, 2023).

Voluntary Assets and Income Declaration Scheme (VAIDS)

The Voluntary Assets and Income Declaration Scheme
(VAIDS), introduced in 2017, aimed at increasing tax compliance
through voluntary disclosure of undisclosed income and assets.
The scheme:

»  Allowed taxpayers to declare previously hidden income
without penalties.

» Was supported by taxpayer education programs to
encourage compliance.

» This resulted in a short-term increase in revenue
collection, though long-term sustainability remained a
challenge.

Finance Act Reforms (2019-2022)

Successive Finance Acts (2019, 2020, 2021, 2022) introduced
various tax policy adjustments, including:

» VAT increase from 5% to 7.5% in 2020.

» Reduced corporate income tax rates for small businesses
(from 30% to 20% for medium enterprises and 0% for
small firms).

» Expansion of excise duties to cover luxury goods and
digital services.

» These reforms laid the groundwork for the 2025 tax
reform agenda, which seeks to further modernize
Nigeria's tax system.

Theoretical Frameworks for Tax Reform

Various economic theories provide insight into the design,
implementation, and impact of tax policies:

The Laffer Curve Theory

» The Laffer Curve, developed by economist Arthur
Laffer, suggests that:

» There exists an optimal tax rate that maximizes
government revenue.

» Excessively high taxes discourage investment and
economic activity, reducing taxable income.

»  Excessively low taxes result in revenue shortfalls, failing
to fund public services.
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» The Nigerian government has attempted to balance tax
rates to optimize revenue generation without
discouraging business activities (IMF, 2024).

Behavioral Economics Theory

» This framework explains how psychological and social
factors influence taxpayer behavior. Key insights
include:

»  Perceptions of fairness and trust affect compliance (i.e.,
citizens are more likely to pay taxes if they believe they
receive public benefits).

»  Simplified tax systems and digital platforms improve
voluntary compliance.

» Incentives and amnesty programs (like VAIDS) can
increase taxpayer participation (OECD, 2023).

Optimal Taxation Theory

This theory argues for minimizing economic distortions while
ensuring sufficient revenue. Key principles include:

» Broadening the tax base to include all sectors of the
economy.

» Reducing multiple taxation to prevent excessive burdens
on businesses.

» Encouraging progressive taxation to achieve income
redistribution (World Bank, 2024).

Impact of Tax Reforms on Revenue Generation and Economic
Growth

Empirical Evidence on Tax Revenue Performance

Several studies indicate that tax reforms contribute to higher
revenue generation, but challenges remain:

» The VAIDS initiative led to an increase in registered
taxpayers, though enforcement gaps limited long-term
gains (FIRS, 2024).

» The introduction of digital tax payment systems has
improved efficiency but faces obstacles such as low
internet penetration and weak enforcement (IMF, 2024).

» Countries with strong tax administration (e.g., South
Africa and Kenya) have successfully increased tax
revenue without excessive burdens on businesses
(OECD, 2023).

International Comparisons and Best Practices

The IMF and World Bank suggest that effective tax systems
combine:

Simplified tax structures to enhance compliance.
Automation and digital filing to reduce corruption.
Progressive taxation to ensure equitable burden-sharing.
Lessons from Rwanda and Ghana show that VAT and
excise tax increases can generate significant revenue if
compliance measures are strengthened (IMF, 2023).

YV VYV V

The 2025 Tax Reforms:
Controversies

Objectives and Stakeholder

Key Policy Proposals
The 2025 tax reforms aim to:

» Increase VAT from 7.5% to 12.5% by 2026 to hoost
government revenue.
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» Exempt minimum-wage earners from Personal Income
Tax (PIT) to support low-income households.

» Introduce new revenue-sharing formulas favoring states
that contribute more VAT revenue.

Controversies and Economic Implications

» Regional Imbalances: The revised VAT distribution
mechanism (60% based on contributions, 20% on
population) has raised concerns, particularly in northern
states, where economic activities are lower.

» Inflationary Risks: Critics argue that increasing VAT to
12.5% could lead to higher prices, reducing household
consumption and slowing economic growth.

» Business Competitiveness: Large corporations and SMEs
face higher compliance costs, raising concerns about
reduced foreign direct investment (FDI) (Financial
Times, 2025).

Legislative Developments and Stakeholder Responses
Legislative Adjustments
In March 2025, the National Assembly passed revised tax bills:

» The VAT rate remained at 7.5% after opposition from
labor unions and consumer groups.

»  The exemption of minimum-wage earners from PIT was
upheld.

» Excise duties on luxury goods and digital services were
expanded.

Public and Business Reactions

» Consumer Advocacy Groups: Support PIT exemptions
but oppose VAT hikes.

» SMEs: Concerned about increased compliance costs.

» Multinational Corporations: Raise concerns about FDI
attractiveness amid tax increases.

The literature suggests that Nigeria's tax reforms have the
potential to enhance revenue generation, improve tax compliance,
and support economic stability. However, key challenges remain,
including regional disparities, inflationary risks, and enforcement
limitations.

Lessons from past reforms and international experiences
emphasize the need for:

»  Transparent tax policies to build trust.

» Balanced taxation that does not overburden businesses or
low-income earners.

» Strong digital infrastructure to facilitate efficient tax
collection.

Issues for Discussion

The implementation of Nigeria's 2025 tax reforms raises
several critical issues that require further analysis from economic,
social, administrative, and political perspectives. These issues
influence the overall effectiveness of the reforms in revenue
generation, business growth, tax compliance, and public trust.

Impact of the Reforms on Economic Growth and Business
Competitiveness

Consumer Spending, Inflation, and Tax Burden

» Theoretical Perspective: Keynesian economic theory
suggests that higher taxes reduce disposable income,
leading to lower consumer demand and slower economic
growth.

» Potential Impact: The planned VAT increase from 7.5%
to 12.5% by 2026 could lead to higher inflation, affecting
consumer purchasing power, especially among low-
income earners.

» International Comparison: South Africa, which has a
15% VAT rate, mitigates inflationary effects by zero-
rating basic goods such as food and healthcare (IMF,
2024).

Foreign Direct Investment (FDI) and Business Expansion

» Theoretical Insight: The Laffer Curve suggests that
higher tax rates can discourage business investment,
potentially reducing tax revenue in the long run.

»  Potential Impact: Increased corporate taxation and excise
duties may reduce Nigeria's attractiveness to foreign
investors, leading to capital flight.

Policy Considerations:

» Tax incentives for businesses, particularly in
manufacturing and technology.

»  Predictable tax policies to boost investor confidence.

» Regional tax exemptions to encourage industrialization
in economically disadvantaged states.

Multiple Taxation and Its Effects on Businesses and
Individuals

Overlapping Tax Structures and Regulatory Burden

» Problem: Nigeria's tax system involves taxation at
federal, state, and local levels, leading to multiple levies
on businesses.

» Impact on SMEs: Studies indicate that high tax burdens
reduce the profitability and survival rate of SMEs, which
contribute over 50% to Nigeria's GDP (World Bank,
2024).

Possible Solutions:

» Harmonization of taxes at different government levels.

» Consolidation of informal sector taxation into a single,
predictable levy.

» Digitization of tax processes to prevent multiple
assessments.

Low-Income Earners and Tax Burden Distribution

» Social Equity Concern: Nigeria's regressive tax system,
with a strong reliance on indirect taxes (VAT, excise
duties), disproportionately  affects low-income
households.

» Policy Alternative: Implementing a progressive tax
model where wealthier individuals and large corporations
bear a higher tax burden.

Fiscal Federalism and Revenue Allocation Controversies
Regional Economic Disparities and the VAT Formula Debate

» lIssue: The proposed VAT revenue-sharing formula (60%
based on contributions, 20% on population) has sparked
regional tensions.
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»  Economic Theory: Fiscal federalism theory suggests that
revenue allocation should balance efficiency and equity,
ensuring redistributive justice.

Regional Considerations:

»  Economically weaker states (mostly in the North) argue
that they will receive lower allocations, worsening
existing development gaps.

»  Stronger economies (mostly in the South) support the
new formula, arguing that states should reap the benefits
of their contributions.

Strategies for Equitable Revenue Distribution
Proposal:

> Revenue equalization grants for disadvantaged states.

» Investment incentives for lagging regions to boost
productivity.

> Regional tax autonomy while maintaining national
coordination.

Compliance, Tax

Administration

Enforcement, and Digitalization of

The Efficiency of the New Nigeria Revenue Service (NRS)

»  Structural Reform: The transition from Federal Inland
Revenue Service (FIRS) to Nigeria Revenue Service
(NRS) aims to:

» Reduce bureaucratic inefficiencies.

»  Increase compliance through automation.

» Enhance coordination between federal and state tax
agencies.

Key Questions:

»  Will the NRS improve voluntary compliance, or will it
lead to a more aggressive enforcement approach?

» How will the formalization of informal sector businesses
impact compliance rates?

Digital Tax Systems and Their Effectiveness

»  Global Lessons: Countries like Estonia and Rwanda have
successfully digitized tax administration, leading to
higher compliance rates.

Challenges in Nigeria:

» Low digital literacy and limited internet access in rural
areas.

»  Corruption in tax collection processes.

> Need for taxpayer education programs.

Social and Public Perception of the New Tax Reforms
Public Trust and Perceived Tax Fairness

Empirical Studies: Research indicates that tax morale (willingness
to pay taxes) is influenced by:

»  Perceived fairness of tax policies.
»  Transparency in public spending.
»  Government accountability in service delivery.

Public Concerns:

» Will the additional tax revenue translate into better
services (e.g., roads, education, healthcare)?

» How will the government address corruption in tax
administration?

Civic Engagement and Taxpayer Awareness
Recommendations:

»  Taxpayer engagement forums to increase participation in
policy discussions.

» Social impact assessments of tax
implementation.

»  Transparent reporting on revenue utilization.

reforms before

International Comparisons and Lessons from Other Countries
Tax Policy Comparisons with South Africa, Kenya, and Ghana

» South Africa: Progressive corporate tax policies and
VAT exemptions on essential goods have ensured higher
tax compliance.

» Kenya: Introduction of digital tax systems led to a 20%
increase in tax revenue in five years (IMF, 2023).

» Ghana: Focused on broadening the tax base, rather than
increasing rates, to prevent tax fatigue.

Key Lessons for Nigeria

»  Strengthening tax administration rather than relying
solely on tax hikes.

» Ensuring equity in tax burden distribution to prevent
over-taxation of certain groups.

» Introducing incentives to encourage businesses to
formalize and pay taxes.

Challenges and Risks Associated with the Reforms
Political Resistance and Public Opposition
Stakeholder Conflicts:

»  Businesses oppose higher tax burdens.

»  States with low economic activity challenge the VAT
allocation formula.

»  Labor unions resist VAT increases due to potential wage
erosion.

» Case Study: Ghana's E-Levy tax reform (2022) faced
massive public protests and was eventually modified.

The Risk of Expanding the Informal Economy

»  Empirical Evidence: Studies show that higher tax rates
can push businesses underground, leading to lower actual
tax collection.

Mitigation Strategies:

» Reducing tax complexity for informal businesses.

»  Providing tax incentives for transitioning into the formal
sector.

» Enhancing enforcement through digital tracking of
business transactions.

Addressing these challenges requires a balanced approach
that promotes revenue generation without stifling economic growth
or worsening inequality. A successful tax reform strategy must:

» Ensure fairness through progressive taxation and
equitable revenue allocation.

» Encourage voluntary compliance through digitization
and public trust.
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»  Learn from international best practices to refine Nigeria's
tax policies.

»  Stakeholder engagement—including businesses,
policymakers, and civil society—is critical to ensure that
the tax system remains efficient, fair, and growth-
oriented

Scientific Research Analysis of Nigeria's 2025
Tax Reforms

A scientific research analysis provides an evidence-based
approach to evaluating Nigeria's 2025 tax reforms, integrating
quantitative and qualitative research methodologies such as
economic modeling, empirical data analysis, and comparative tax
studies. This section applies macroeconomic theories, behavioral
finance models, and international case studies to assess the
expected impact of tax reforms on revenue generation, compliance,
inflation, and economic growth.

Economic Modeling of Tax Revenue and GDP Growth
Tax-to-GDP Ratio and Economic Growth

» Empirical Context: Nigeria's tax-to-GDP ratio (6-7%)
remains significantly lower than the 17% African
average (OECD, 2024), indicating inefficiencies in tax
mobilization.

Macroeconomic Theories:

»  Endogenous Growth Theory (Romer, 1990) suggests that
increased tax revenue, if properly invested in
infrastructure and human capital, can spur long-term
economic growth.

» The Laffer Curve Theory warns that excessive taxation
may reduce investment incentives, leading to capital
flight and GDP contraction (IMF, 2024).

Quantitative Analysis:

» A computable general equilibrium (CGE) model could
be applied to simulate the impact of tax policy changes
on Nigeria's GDP, employment, and private investment.

»  Regression models analyzing past tax reforms in Sub-
Saharan Africa suggest that raising tax-to-GDP by 5
percentage points could increase GDP growth by 1.5%
annually if corruption is minimized (World Bank, 2023).

VAT Increase and Inflationary Pressures

» Policy Change: The proposed VAT increase from 7.5%
to 12.5% by 2026 aims to boost government revenue but
poses risks of cost-push inflation.

Theoretical Framework:

Phillips Curve Theory (Samuelson & Nordhaus, 2023)
suggests that higher indirect taxes (VAT) can cause short-term
inflationary pressures by raising consumer prices and reducing
purchasing power.

Tax Incidence Theory (Atkinson & Stiglitz, 2015) predicts
that businesses may pass the VAT burden onto consumers,
disproportionately affecting low-income households.

Empirical Data:

Ghana's VAT hike from 12.5% to 15% in 2023 led to a
6.2% rise in inflation within 6 months (IMF, 2024).
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Nigeria's informal sector (65% of employment) may shift
further into cash transactions to avoid VAT, reducing expected
revenue gains (National Bureau of Statistics, 2024).

Empirical Data on Tax Compliance and Evasion
Behavioral Economics and Taxpayer Compliance
Prospect Theory (Kahneman & Tversky, 1979):

» Taxpayers are more likely to evade taxes when the
perceived cost of compliance outweighs the risk of

detection.
»  Studies show that simplified tax structures and digital
reporting systems increase voluntary compliance

(OECD, 2023).
International Evidence:

» South Africa's digital tax enforcement system reduced
tax evasion by 18% within three years (Deloitte, 2023).

» Rwanda's real-time tax tracking technology improved
compliance by 40% among SMEs (World Bank, 2023).

Nigeria's Informal Economy and Enforcement Challenges

» Data Gap: Over 65% of Nigeria's workforce operates in
the informal sector, making tax enforcement difficult
(National Bureau of Statistics, 2024).

Policy Recommendations:

»  Progressive taxation models with lower SME tax rates to
encourage registration.

»  Incentivizing digital payments to improve tax tracking.

» Reducing compliance costs to increase voluntary
participation (International Journal of  Tax
Administration, 2023).

Fiscal Federalism and Revenue Allocation: A Quantitative
Perspective

Regional Tax Disparities and Redistribution Mechanisms

Issue: The new VAT-sharing formula (60% based on
contributions, 20% on population) will favor wealthier states (e.g.,
Lagos, Rivers, Ogun) while reducing allocations to less
industrialized states.

Theoretical Perspective:

» Fiscal Federalism Theory (Oates, 1972) argues that
decentralization can lead to regional disparities unless
compensatory measures are introduced.

» Horizontal Equity Principle suggests that tax revenue
should be redistributed to reduce inter-state economic
imbalances.

Quantitative Findings:

» States with lower economic activity may face budget
deficits, leading to reduced public spending in poorer
regions (Financial Times, 2025).

»  Fiscal equalization grants could help mitigate disparities.

Digitalization of Tax Administration: A Technological Analysis
Big Data, Al, and Automated Tax Systems

Research Findings:
» Countries that implemented Al-driven tax monitoring
saw a 15%-30% increase in compliance (Deloitte, 2023).
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» Nigeria's Integrated Tax Administration System (ITAS)
aims to use Al for fraud detection and predictive
analytics (FIRS, 2024).

Implementation Challenges:

»  Cybersecurity risks in tax databases.

» Low internet penetration (40%) could slow adoption
(National  Information  Technology  Development
Agency, 2024).

Mobile Tax Payment Solutions and E-Tax Adoption
Empirical Case Studies:

» Kenya's mobile tax payment system (M-Pesa) increased
compliance by 40% among SMEs (African Tax Research
Network, 2024).

> Nigeria's e-Tax platforms aim to improve transparency
and reduce corruption, but face challenges due to low
digital literacy (National Information Technology
Development Agency, 2024).

Comparative Analysis with Other African Countries
Lessons from South Africa, Ghana, and Rwanda
South Africa:

» SARS (South African Revenue Service) improved tax
collection by 25% through automated audits (OECD,
2023).

Ghana:

» Introduced simplified tax regimes for SMEs, leading to
higher voluntary compliance (Ghana Revenue Authority,
2024).

Rwanda:

» Implemented electronic invoicing, reducing VAT fraud
by 60% within five years (IMF, 2024).

»  Policy Implications for Nigeria

Digital tax systems must be expanded to cover SMEs.

» Incentives for voluntary compliance should be prioritized
over punitive enforcement.

»  Progressive tax rates to balance revenue mobilization and
economic growth.

»  Scientific research indicates that well-structured tax
reforms can improve revenue collection, economic
stability, and compliance rates. However, Nigeria's 2025
tax reforms must address several risks:

» Inflationary pressures from VAT hikes may erode
purchasing power unless mitigated by targeted subsidies.

» Regional disparities in tax revenue distribution require
fiscal equalization measures.

»  Al-driven tax administration can enhance compliance but
must overcome cybersecurity and digital access
challenges.

» Lessons from South Africa, Kenya, and Rwanda suggest
that a balance between tax incentives, enforcement, and
digital transformation is key to sustained revenue growth.

»  Future research should focus on real-time data analysis
and impact assessments post-implementation to ensure
evidence-based policy adjustments.
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Recommendations

The following recommendations are derived from a
scientific review of Nigeria's 2025 tax reforms. They aim to
enhance tax efficiency, increase compliance, reduce economic
distortions, and promote equitable development.

Harmonizing Federal, State, and Local Taxation

Issue: Nigeria's tax system suffers from multiple taxation,
where businesses and individuals pay overlapping taxes at different
levels of government, leading to higher compliance costs and
discouraging formal sector participation.

Academic Basis:

» Optimal Taxation Theory (Diamond & Mirrlees, 1971)
suggests that a well-coordinated tax system should
minimize distortions while maximizing efficiency.

» Studies from South Africa and Kenya show that tax
harmonization reduces administrative inefficiencies and
increases compliance (OECD, 2023).

Policy Recommendation:

»  Establish a unified tax framework that defines clear tax
jurisdictions for federal, state, and local governments.

» Implement a single-tax payment portal to prevent firms
from paying the same tax multiple times at different
levels of government.

Maintaining a Moderate VAT Rate While Enhancing Public
Services

» lIssue: The planned VAT increase from 7.5% to 12.5%
may boost short-term revenue but risks triggering
inflationary  pressures, especially for low-income
consumers.

Theoretical Framework:

» Tax Incidence Theory (Atkinson & Stiglitz, 2015)
suggests that VAT hikes often shift the burden to
consumers, disproportionately affecting low-income
households.

Empirical Evidence:

» Ghana's VAT hike (12.5% to 15%) resulted in a 6.2%
rise in inflation within six months (IMF, 2024).

» Rwanda's VAT increase improved revenue collection but
required social safety nets to cushion wvulnerable
populations (World Bank, 2023).

Policy Recommendation:

» Phase VAT adjustments gradually to reduce inflationary
shocks.

» Exempt essential goods (food, medicine, education
services) to protect low-income households.

» Ensure VAT revenues are earmarked for infrastructure
and social welfare to increase taxpayer trust and
compliance.

Strengthening Tax Administration Through Digitalization

» lIssue: Nigeria's tax system faces administrative
inefficiencies, revenue leakages, and corruption, leading
to low tax compliance (6-7% tax-to-GDP ratio).
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International Best Practices:

» South Africa's SARS e-filing system increased tax
compliance by 25% (OECD, 2023).

» Rwanda's electronic invoicing system reduced VAT
fraud by 60% within five years (IMF, 2024).

Policy Recommendation:

» Expand Nigeria's Integrated Tax Administration System
(ITAS) to include Al-powered fraud detection.

» Introduce mobile-based tax payment solutions, similar to
Kenya's M-Pesa tax system, which improved SME tax
compliance by 40% (African Tax Research Network,
2024).

» Increase funding for cybersecurity and digital literacy
programs to ensure widespread adoption.

Enhancing Compliance and Reducing Tax Evasion

> Issue: Tax evasion remains a critical problem, especially
within Nigeria's 65% informal economy, reducing the
effectiveness of tax reforms.

Theoretical Insight:

»  Prospect Theory (Kahneman & Tversky, 1979) suggests
that high penalties alone are insufficient to deter tax
evasion unless enforcement mechanisms are credible and
consistent.

» Empirical studies show that simplified tax regimes lead
to higher voluntary compliance (World Bank, 2023).

Policy Recommendation:

»  Strengthen tax enforcement through Al-driven audits and
automated detection systems to improve compliance.

» Offer tax amnesty programs (e.g., VAIDS 2.0) to
encourage informal sector businesses to voluntarily
disclose income.

» Implement a progressive penalty system, combining high
penalties for deliberate evasion and incentives for
voluntary compliance.

Addressing Fiscal Federalism and Revenue Allocation

Disparities

» lIssue: The new VAT-sharing formula (60% based on
state contributions, 20% on population)
disproportionately benefits economically developed
states (e.g., Lagos, Rivers, Ogun) while limiting funds
for less industrialized regions.

Theoretical Basis:

»  Fiscal Federalism Theory (Oates, 1972) suggests that tax
devolution can increase efficiency but also widen
regional inequalities unless redistribution mechanisms
are in place.

»  Empirical Data: In South Africa, fiscal decentralization
initially widened regional economic disparities until a
redistribution equalization formula was introduced (IMF,
2024).

»  Policy Recommendation:

» Introduce a compensatory redistribution fund, ensuring
states with lower tax revenues receive federal grants to
address developmental needs.
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» Incentivize internally generated revenue (IGR) growth
strategies in less-developed states through special
economic zones (SEZs) and tax incentives.

Long-Term Strategies for Sustainable Tax Reforms
Strengthening Governance and Transparency

» lIssue: Corruption and mismanagement of tax revenue
reduce public trust, leading to lower tax compliance.

» Empirical Data: Only 42% of Nigerians believe that tax
revenues are used efficiently (Afrobarometer, 2024).

Policy Recommendation:

» Establish independent tax monitoring bodies to oversee
tax revenue allocation.

» Mandate public reporting on tax revenue utilization to
improve transparency.

Expanding the Tax Base Without Overburdening Existing
Taxpayers

» lIssue: Nigeria's tax burden is concentrated on formal
businesses, while a large portion of the informal
economy remains untaxed.

» Empirical Data: Countries that broadened their tax base
through SME tax incentives experienced higher
voluntary compliance (Ghana Revenue Authority, 2024).

Policy Recommendation:

» Introduce flat-rate taxation for SMEs to encourage
formalization.

» Establish taxpayer education programs to
awareness and compliance

increase

To be successful, Nigeria's 2025 tax reforms must adopt a
balanced and evidence-based approach, ensuring adequate revenue
mobilization while minimizing economic distortions. Lessons from
global tax reforms emphasize the need for:

» Tax harmonization to eliminate multiple taxation
burdens.

» A moderate and well-structured VAT policy to prevent
inflationary shocks.

» Digitization of tax administration to improve efficiency
and reduce fraud.

» A mix of enforcement and
voluntary tax compliance.

» A fair revenue-sharing model to address regional
disparities.

»  Transparent governance to improve taxpayer trust and
compliance.

incentives to increase

By integrating technology, behavioral insights, and
international best practices, Nigeria can develop a sustainable and
growth-oriented tax system that ensures fiscal stability, economic
expansion, and social equity.

Future Research Areas

» Real-time data analysis of tax reform implementation.

» Impact assessments of VAT increases on household
consumption patterns.

»  Comparative studies of African tax systems and Nigeria's
fiscal policies.
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Conclusion

Nigeria's 2025 tax reforms mark a significant fiscal shift, aimed at
enhancing revenue mobilization, improving tax compliance, and
fostering economic development. While these reforms present
opportunities for strengthening public finance and promoting long-
term growth, they also introduce challenges related to multiple
taxation, economic inequality, inflationary risks, and
administrative efficiency. A scientific and evidence-based
assessment highlights the complex interplay between taxation,
economic productivity, and social welfare, emphasizing the need
for a balanced and inclusive fiscal strategy.

Key Findings
Revenue Generation and Economic Growth

»  Expanding the tax base and increasing VAT are expected
to boost government revenue, yet excessive taxation risks
reducing investment incentives, lowering consumer
spending, and stifling economic growth (IMF, 2024).

» Empirical evidence from South Africa and Ghana
underscores the importance of a tax system that balances
revenue mobilization with economic competitiveness
(OECD, 2023).

Tax Compliance and Administrative Challenges

» Low voluntary compliance remains a critical issue in
Nigeria, particularly given the dominance of the informal
economy (65% of total employment) (National Bureau of
Statistics, 2024).

» Studies show that digitalizing tax administration,
reducing corruption, and improving transparency can
significantly enhance taxpayer trust and compliance
(World Bank, 2023).

Harmonization of Federal, State, and Local Taxes

» The fragmentation of Nigeria's tax system results in
multiple  taxation, inefficiencies, and  business
constraints.

» Research suggests that a unified tax structure and
streamlined compliance mechanisms improve the ease of
doing business and economic stability (Journal of Fiscal
Studies, 2024).

Digital Transformation and Global Best Practices

» Lessons from South Africa, Rwanda, and Kenya
highlight the effectiveness of Al-driven tax monitoring,
mobile tax payment solutions, and automated audits in
increasing compliance and reducing revenue leakages
(IMF, 2024).

» Nigeria must accelerate the adoption of digital tax
systems to optimize revenue collection and enforcement.

Equity and Regional Economic Disparities

»  The new VAT revenue-sharing model, which prioritizes
state contributions, may widen regional economic
inequalities unless redistributive mechanisms are
established (Financial Times, 2025).

»  Fiscal federalism literature underscores the importance of
compensatory  grants and  development-focused
allocations to promote equitable growth (Oates, 1972).
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Policy Recommendations for Effective Implementation

» To ensure the sustainability and success of Nigeria's
2025 tax reforms, policymakers should adopt a strategic,
technology-driven, and inclusive approach that
incorporates the following:

»  Harmonization of Tax Policies: Streamline federal, state,
and local taxation frameworks to eliminate multiple
taxation, enhance business competitiveness, and improve
compliance efficiency.

» Strategic Tax Incentives: Implement progressive tax
structures and sector-specific incentives to stimulate
investment, entrepreneurship, and job creation.

» Digitalization of Tax Administration: Expand Al-
powered fraud detection, mobile tax payment solutions,
and real-time reporting systems to increase compliance,
reduce leakages, and enhance enforcement efficiency.

» Improved Public Service Delivery:  Strengthen
governance and fiscal accountability to ensure that tax
revenues translate into tangible social benefits, thereby
fostering greater taxpayer trust and voluntary
compliance.

» Equitable Revenue Allocation: Introduce redistribution
mechanisms within the VAT revenue-sharing model to
prevent regional disparities and promote balanced
national development.

Final Thoughts

Nigeria's 2025 tax reforms represent an essential policy
initiative to increase fiscal sustainability, enhance governance, and
drive economic resilience. However, the success of these reforms
hinges on their effective implementation, transparency, and
adaptability. Empirical research underscores that a well-structured
tax system should not only enhance revenue generation but also
foster economic inclusivity, competitiveness, and public trust
(World Bank, 2024).

By leveraging technology, global best practices, and
equitable taxation principles, Nigeria can establish a resilient and
efficient tax framework that balances fiscal stability with economic
justice. Future research should focus on real-time impact
assessments, policy adaptation, and long-term economic modeling
to ensure that the tax system remains responsive to national
development needs and global economic trends.
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