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Introduction

Economists generally agree that there is a need for minimal direct government intervention in resource allocation and development process. The government intervenes through fiscal policies and instruments such as taxation, public expenditure and regulation. Jhingan (1995) argue that the most potent fiscal instrument is taxation, which facilitates reduction of private consumption, increasing investment and transferring resources to the government for economic development. Therefore, taxation is the compulsory levy imposed by government to defray the cost of governance and communal services. It facilitates resource re-allocation, promotion of social equity through wealth distribution, enhances economic growth and development and ensures economic stability by correcting and controlling macroeconomic (both policy induced or exogenous) shocks.
There has been a renewed attention by the policy makers and academia on the need   for   repositioning the nation’s tax system. Nigeria is a monolithic economy with strong dependence on the oil sector; this dependence makes the economy to be vulnerable to external manipulation and adversely affects the planning horizons in the Country. The recent global crisis in the world has brought to the fore the need to note that this overdependence on the oil creates unnecessary shocks and thus, the need for diversification of the nation’s resource base and long term growth path.  The oil is an exhaustible resource, while taxation is the only   non exhaustible veritable source of resource generation to government.
Oil alone accounts for 40 percent of the country’s GDP, 70 percent of budget revenues, and 95 percent of foreign exchange earnings. Nigeria’s dependence on petroleum is much greater than that of many other major producing countries.  Table 1 gives the contribution of oil to total revenue collected by the different countries. In 1970, the non-oil revenue was higher than the oil revenue, however from the mid-1970s; the share of the oil sector in total revenue became high and substantial. This trend has continued to date.
Table 1: Relative Importance of Petroleum as at 2005

	Country
	Oil as a % of GDP
	Oil as a % of Government Revenue
	Oil as a % of Exports

	NIGERIA
	40
	70
	95

	NORWAY
	10
	25
	15

	ALGERIA
	30
	65
	80

	VENEZUELA
	28
	65
	70

	MEXICO
	2
	30
	6

	INDONESIA
	10
	25
	15


Source: Adapted from IFS, OECD Reports
However, despite this dominant position of the oil sector, its impact on the economy is grossly negligible and sometimes counterproductive, confirming the Dutch disease syndrome where net beneficiaries of explorative resources do not benefit much from the net transfer of wealth. There is an urgent need for reversal of this trend if Nigeria wishes to actualise her dream of becoming one of the best twenty economies in the world. One source that can make the nation actualise the Vision 2020 is to have a strong tax system that conveniently generates revenue with minimal welfare cost.
While some economists argue that tax enhances economic development and growth, through revenue generation, infrastructural development, facilitating enabling and conducive environments. Others suggest it retards growth through discouraging new investment and imposes welfare cost. This paper therefore seeks to address the need for repositioning the nation’s tax system and offers some policy measures.
Role of Taxation in Economic Development

Taxation is a veritable source of government revenue, it is as certain as death. However, it is still debatable in the literature the optimal taxation to be imposed to enhance development without unjustly inflicting welfare cost. Economic theories of taxation approach the question of how to minimise the loss of economic welfare through taxation and also discuss how a nation can perform redistribution of wealth in the most efficient manner. Unpopular taxes have caused public protests, riots, and even revolutions. Occasionally, extreme unpopular tax system may lead to a regime change
. In political campaigns, candidates' views on taxation often determine their popularity with voters. 
Tax policy influences economic behaviour both at the micro and macro level, hence an important stabilization tool for economic policymakers. The level of taxation in any nation will affect people's economic behaviour, including their choices in working, saving, and investing. A high tax regime not only imposes high welfare cost but also drastically affects consumer spending, through reduction of the disposable income.. The level of spending in any economy is affected by the level of taxation. A high tax burden can have a drastic adverse effect on the overall economy. It also contributes or worsens tax evasion and avoidance.  While tax rate in the developed countries is high, there is also an adequate social security system that mitigates the welfare cost in form of Job seekers’ allowance, Child allowance and various students’ scholarships and loan facilities. 

For example, consideration of a nation’s tax policy influences   multinational firms’ decisions on setting-up of their businesses/firms in a particular country, thus most countries attract multinational firms through generous tax incentives and holidays. Investment decisions by companies are also affected by taxation, investment includes such items as machines, factories, computers, trucks, and office furniture. Most economists believe that business taxes decrease the amount of physical investment by businesses. Taxes also influence the types of physical investments that businesses make. This is because the government taxes return on some types of investments at higher rates than others. By distorting physical investment decisions, the tax system may sometimes lead to an inefficient pattern of investment.
Tax Administration across the Globe
Taxation is the most important source of revenue for modern governments, typically accounting for about 70-90% or more of their income, while the remainder of government revenue comes from borrowing, both domestic and external.  Countries differ considerably in the amount of taxes they collect.   As at 2005, in the United States, about 30 percent of the gross domestic product (GDP) is spent on tax payment. In Canada about 35 percent of the country's gross domestic product goes for taxes. In France the figure is 45 percent, and in Sweden it is 51 percent.

Governments impose many types of taxes. In most developed countries, individuals pay income taxes when they earn money, consumption taxes when they spend it, property taxes when they own a home or land, and in some cases estate taxes when they die. In the United States, federal, state, and local governments all collect taxes. Taxes on people's incomes play critical roles in the revenue systems of all developed countries. In the United States, personal income taxation is the single largest source of revenue for the government. In 2006 it accounted for nearly 50% of all federal revenues.

From the foregoing, non-oil revenue especially tax has been mainstay of most developed countries, in contrast to  developing countries  that still depend on primary products. Also, indirect taxes appears to be in vogue in developed countries, due to higher return, lower administration  cost and higher compliance rate, however, most developing countries still rely on direct taxes with low compliance rate.
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Tax System in Nigeria: Issues and Challenges

The Nigerian tax system has undergone several reforms geared at enhancing tax collection and administration with minimal enforcement cost. The recent reforms include the introduction of TIN, (unique Taxpayer’s Identification Number  which became effective  since February 2008), Automated Tax system that facilities tracking of tax positions and issues by individual tax payer, E-payment system which enhances smooth payment procedure and reduces  the incidence of tax touts, Enforcement scheme (Special Purpose Tax officers), this is a special tax officers scheme in collaboration with other security agencies to ensure strict compliance in payment of taxes. The integrated tax offices and authority now have autonomy to assess, collect and record tax. This enabling Environment which came into being on the basis of (Section 8(q) of FIR Establishment Act 2007) has led to an improvement in the tax administration in the country. 

The Nigerian Tax System has undergone significant changes in recent times. The Tax Laws are consistently being reviewed with the aim of repealing obsolete provisions and simplifying the main ones. Under current Nigerian law, taxation is enforced by the 3 tiers of Government, i.e. Federal, State, and Local Government with each having its sphere clearly spelt out in the Taxes and Levies (approved list for Collection) Decree, 1998. 
Despite this improvement, there are still a number of contentious issues that require urgent attention and among them is the issue of appropriate tax authority to administer several taxes. The recent crisis between Lagos state and Federal Government on the tax jurisdiction of VAT in the state is still a contentious issue in the court. Other states like Ogun, Oyo and Benue have joined Lagos state, while states like Abia, have gone against this.  Also, the issue of multiple taxes severally administered by all the three tiers of government, this sometimes imposes welfare cost.  Furthermore, the issue of the paucity of data base, which contributes to tax avoidance in the country. The issue of corruption is still a perennial issue in the country; this reduces the confidence and trust of the tax payers in discharging his civic duty. The issue of infrastructural development is also a crucial issue, in Nigeria, the level of infrastructural facilities  is in a deplorable state, most of the facilities (electricity, water, etc) are often privately sourced, thus a number of people wonder what  the tax collected are  used for,  hence tendency to evade tax payment. Furthermore, the problem of the tax language that is legally codified makes it difficult for an average Nigerian to be conversant with these laws. 

Need for Repositioning: The Macro-economy in Nigeria

 The external condition is vastly deteriorating, output in major nations of the world is shrinking and commodity prices especially oil are falling. The world output growth was 5.2% in 2007 but fell to 3.4% in 2008 (IMF, 2009). This falling oil prices with rising domestic costs, calls for urgent revenue of our revenue generation sources. This is further worsened by the external sector performance which shows that both the current account surplus and foreign exchange reserves are declining relatively compared to 2007 before the shock.

Despite this dismal performance and tight revenue collection, the anticipated spending of the government is expected to be 8.3% higher than the proposed expenditure for 2008; with higher inflation this represents a decline in real value of the expenditure. Due to this harsh macroeconomic environment, the revenue collection to government may further fall by 22% (FIRS, 2009).
As a result of the recent restructuring in the Inland Revenue, we expect greater enforcement of taxes, greater likelihood of delays in rendition of returns and payment and higher borrowing resulting in further crowding out effect on the private sector.

Table 2: World Output Growth (2007-2008)
	
	2007
	2008

	World
	5.2
	3.4

	OECD
	2.7
	1.0

	USA
	2.0
	1.1

	JAPAN
	2.4
	-0.3

	EURO-Zone
	2.6
	1.0

	CHINA
	13.0
	9.0

	INDIA
	9.3
	7.3


          

Source: IMF World Economic Outlook, 2009
Table 3: Nigeria Macro Economic situation in Brief
	
	External Conditions
	2007
	2008
	Direction

	External Conditions
	Oil Price-  Bonny light (US$/b, yr end
	93.4
	44.5
	Falling

	
	Oil Price-  Bonny light (US$/b, yr  average
	75.1
	100.6
	Rising

	Output level
	Nominal GDP($bn)
	187.2
	233
	Rising

	
	Real GDP Growth (%)
	6.2
	5.86
	Falling

	
	Oil Production (mbd, Yr, Av)
	2.15
	1.95
	Falling

	Costs
	Inflation- CPI (%, yr end)
	6.5
	15.5
	Rising

	
	Inflation- CPI (%, yr Av)
	5.3
	11.6
	Rising

	
	Exchange Rate (#/US $, yr End)
	116.3
	130.75
	Rising

	
	Maximum Lending Rates (%, yr end)
	18.29
	18.97
	Rising

	External Sector
	Oil Export ($bn)
	34.14
	35.21
	R

	
	Total Export ($bn)
	35.84
	34.73
	F

	
	Current  Account Balance (% of GDP)
	10.3
	5.6
	F

	
	Foreign Exchange Reserves ($bn)
	51.3
	52.8
	R

	Financial Markets
	Growth in Credit to Private sector (%)
	82.8
	69.2
	F

	
	Growth in Net Credit to Economy (%)
	169.5
	172.4
	R

	
	Equity Market  Capitalisation (#bn)
	13,294
	9,563
	F

	
	Interbank Market call Rate (%)
	8.99
	15.77
	R

	
	Interbank Market call Rate (% Yr Av)
	7.84
	11.93
	R


 Source: CBN, NIBS, Adapted from FIRS June, 2009
Table 4: GOVERNMENT REVENUE: OIL AND NON- OIL REVENUE

	Year
	1970
	1980
	1990
	2000
	2006

	Oil Rev as a ratio of total Revenue
	26.3%
	81.1%
	73.3
	83.5
	88.6

	Non-Oil Rev as a ratio of total Revenue
	73.7%
	18.9%
	26.7
	16.5
	11.4


Source: CBN, 2006
Lesson from Islamic Taxation System
Perhaps, it could be recalled, that the notion of ethical values led to the emergence of the welfare economics in the 1930s, which led economists considering the well-being in their analysis and policy recommendations. However, the field soon got trapped in self- interest models of the conventional economics and thus leading to the new call for ethically-based studies. 

Sen (1987) argues that “the distancing of economics from ethics has impoverished welfare economics and also weakened the basis of a good descriptive and predictive economics". Also, Inglehart et al (2004) argue that "Human beliefs and values” are valuable tools for understanding how social, political, economic and cultural attitudes differ from one society to another, and how they are changing with economic and technological development

Tax compliance cost is likely to be higher and less effective, in ethically- neutral economies than ethically-sensitive economies like the Islamic economic system, since compliance is exogenously enforced in the former and endogenously embraced in the latter.  This suggests that the role of religious teachings and ethics is important to elicit voluntary compliance and generating substantial revenue from tax.  

Unlike in the conventional system, the object of taxation in Islam is wealth and not income.

This suggests that taxable person will be left with more disposable income and will be liable for tax on left-over income when necessarily incurred expenses have been deducted. This system thus allows more expenditure to be undertaken by taxable person, with an attendant accelerator/multiplier effect on the economy. As more, expenditure occur, more income are generated in the society. Secondly, the tax system in Islam is based on a unity or single uniform rate of 2.5% i.e. the Zakah system, this forecloses the problem of double/multiple taxation and has the potentials of reducing the incidence of tax evasion and avoidance. Faridi (1976) argues that: 
Zakah occupies a central place in Islamic fiscal policy and operations. Since its rate is given it lends an element of stability to public revenues, which is particularly useful in maintaining budget stability. A set of Zakah rate, however does not involve a fixed collection since a rise or fall in individual incomes would be automatically reflected in corresponding changes in the total Zakah collections. The revenue collection from Zakah would however, provide the stable minimum quantum of revenues required for the promotion of the above objectives of fiscal policy. But Zakah also has lay down certain imperatives of the tax system of an Islamic economy.
The expenditure categorization of Zakah takes care of eight categories of people mentioned in the Qur’an (Q9:60), thus the tax is a wealth distribution tax which are distributed to the Poor, Needy, Debtors etc.  Therefore, the Zakah system is considered as the principal tax of the Islamic economic system and it sets the trend for other taxation. This is because its rates are low, it enjoys wide coverage and its incidence is in proportion to the individual’s wealth. Thus, people with greater means pay more than people with smaller source. As a matter of fact, the principles of taxation like justice, economy, certainty, administration and convenience are well observed under the Zakah system. 

According to Al-Qardawi (1999) who argues that since the expenditure of the state are many and Zakah proceeds cannot be used for any other purpose except those categories, then the proceeds from Kharaj (land tax), Ghanimah (booty revenue) and Jizyah (security levy) etc. should be used, but if insufficient, additional taxes could be imposed. He gave the following as the conditions for imposing taxes: 

i. real need

ii. just distribution

iii. lawful use of funds; and

iv. due consultation

As a matter of fact, payment of taxes in Islam are considered as religiously sacred duty and thus elicit voluntary compliance, evoking minimal enforcement cost and generating maximum revenue, but the conventional system can only be enforced with high cost, yet there are several cases of tax evasion or avoidance with the least cooperation from the taxpayers.
The distribution mechanism of the taxes collected in Islamic framework suggests more development oriented and people focussed, especially to the eight categories of beneficiaries mentioned in the Qur’an. However, the tax system in Nigeria does not enjoy voluntary compliance due to non-visible impact of the taxes so collected.
In western capitalist countries their taxation penalises the poor and vulnerable in society. Clever accounting and offshore Swiss bank accounts ensure the rich in western societies can avoid paying the majority of taxes altogether. In the UK for example, the Queen is one of the richest people in Britain yet she pays no income tax, whereas a poor single mother or an old age pensioner must pay income tax. With regressive taxes like the sales taxes on goods and services, which hurt the poor more than the rich since the tax rates are the same for both. This is not to mention the endemic corruption where tax revenues are diverted from the State Treasury into the personal bank accounts of the rulers and other government officials. These happenings fundamentally negate the principles of justice and economy on taxation.
 
If any taxes are taken over and above the obligatory expenditure then this is considered a mazlama (injustice). The Court of Unjust Acts (mahkamat ul-mazalim) has the power to investigate any excessive taxation. If after the court's investigation the tax or tax-rate is deemed to indeed be a mazlama then the court can oblige the State to abolish or lower the tax and return any excess money to the Muslims.
 
Policy Recommendations
· Disclosure  and sharing of information
There is a need for mutual cooperation among different government agencies and parastatals, this collaboration should enhance exchange of information, and reduce the incidence of tax evasion as well as fraudulent tax practices.
· Beneficial /welfare schemes. 

To elicit voluntary compliance, the government should be more responsive to the welfare needs of the citizens. Nigerian tax system can effectively generate more revenue, when the citizens have the trust and confidence in the authority. Lagos state in the recent time, is generating huge revenue due to the fact that many corporate bodies and individuals feel that they can visibly feel the development impact of their contributions
· Patriotism  and positive tax culture 
There is a need to enhance positive tax culture this can be done through the re-branding efforts of the ministry of information.  In most developed countries, tax payment is considered as a moral and civic responsibility, thus tax avoidance is frowned at. This implies that our leaders should demonstrate high level of patriotism through leading an exemplary worthy of emulation and one such area that illuminates this point is by timely and patriotic payment of their taxes and other civic duties. 
· Religious and Civic education /responsibility: 

In Nigeria, most of the citizens are religious and faithful people. Thus, with religious provisions that explicitly support fulfilling religious obligations, tax payment could be enhanced. Therefore, tax education can be encouraged to be part of religious education among the adherents.  Evoking religious injunctions could elicit more voluntary compliance and reduce tax evasion and avoidance. For instance, the Biblical saying of “Give unto Caesar, what is for Caesar and to God what is for God” is apt and relevant to the Christians while the Qur’an calls on the Muslims thus: “O you who believe, Fulfil all obligations” (Q5:1).
· Civic education
Civic education has often been part of educational curriculum in the early 1960s and 1970s; however this was stopped in the mid-1980s and 90s. A re-introduction of this, into the school curriculum would not only improve civic responsibility but also sense of patriotism and commitment to national ideals and interest. There should be vigorous enlightenment and public awareness about tax payment and its importance in the economy.
· Hot lines 
There can be dedicated lines or emails, where issues, observations and tax informants can conveniently reach the authority; this has potential of reducing tax fraud and avoidance.
· Harmonization of taxes to reduce double/ multiple taxation on a single taxpayer
There is a need to harmonize the different taxes that are being levied by the different tiers of government, so as to reduce the negative impact on the final tax payer. A situation where an individual pays rates and licenses to local government pays sales tax and personal income to the state government and at the same time pays value added tax (VAT).
· Improving  our record or data base, to be able to track all potential taxpayers
In Nigeria, a potential improvement in our tax revenue can be enhanced through a regularly updated, comprehensive data base. This would enable the country to be able to track all potential taxpayers as well as reducing the incidence of tax avoidance.
· Elongated Tax operation (Twilight Shift)
In order to maximize the revenue accruing from tax collection and especially to fulfil the principles of convenience and economy on the part of tax payers, collectors of tax should be made to operate on shift throughout the day.
· Tax laws should be codified in simple , non technical languages, if possible in the three major languages 

· Need for effective judicial process to adjudicate on tax issue

Against this background, it should be noted that reform is endogenously determined, and the people are the real owner of reform (Rose-Ackerman, 1999). Sen (1987) argues that “the distancing of economics from ethics has impoverished welfare economics and also weakened the basis of a good descriptive and predictive economics". Also, Inglehart et al (2004) argue that "Human beliefs and values” are valuable tools for understanding how social, political, economic and cultural attitudes differ from one society to another, and how they are changing with economic and technological development.
Conclusion

Taxation is veritable revenue generating tool, an important stabilization policy tool and a unique instrument for enhancing economic development. Nigeria tax sector can perform better, with better education and awareness about tax culture, through moral, civic and religious education. 

Appendix 1 
LIST OF APPROVED TAXES AND LEVIES FOR THE THREE TIERS OF GOVERNMENT 

A list of taxes and levies for collection by the three tiers of government has been approved by government and published by the Joint Tax Board (J.T.B.) as follows:

(A) Taxes collectible by the Federal Government 
(1) Companies income tax; 

(2) Withholding tax on companies; 

(3) Petroleum Profit Tax; 

(4) Value-added tax (VAT); 

(5) Education tax; 

(6) Capital gains tax - Abuja residents and corporate bodies; 

(7) Stamp duties involving a corporate entity; 

(8) Personal income tax in respect of: 

· Armed forces personnel;

· Police personnel; 

· Residents of Abuja FCT; 

· External Affairs officers; and 

· Non-residents.   

(B) Taxes/Levies Collectible by State Governments 
(1) Personal income tax: 

· Pay-As-You-Earn (PAYE); 

· Direct (self and government) assessment; 

· Withholding tax (individuals only); 

(2) Capital gains tax; 

(3) Stamp duties (instruments executed by individuals); 

(4) Pools betting, lotteries, gaming and casino taxes; 

(5) Road taxes; 

(6) Business premises registration and renewal levy; 

· urban areas (as defined by each state): 

· maximum of N 10,000 for registration and N5 ,000 for the renewal per annum   

· rural areas 

· registration N2,000 per annum 

· renewal N 1,000 per annum 

(7) Development levy (individuals only) not more than N100 per annum on all taxable individuals; 

(8) Naming of street registration fee in state capitals 

(9) Right of occupancy fees in state capitals; 

(10) Rates in markets where state finances are involved.  

(C) Taxes/Levies Collectible by Local Governments 
(1) Shops and kiosks rates; 

(2) Tenement rates; 

(3) On and off liquor licence; 

(4) Slaughter slab fees; 

(5) Marriage, birth and death registration fees; 

(6) Naming of street registration fee (excluding state capitals): 

(7) Right of occupancy fees (excluding state capitals); 

(8) Market/motor park fees (excluding market where state finance  are involved); 

(9) Domestic animal licence; 

(10) Bicycle, truck, canoe, wheelbarrow and cart fees; 

(11) Cattle tax; 

(12) Merriment and road closure fees; 

(13) Radio/television (other than radio/tv transmitter) licences and vehicle radio licence (to be imposed by the local government in which the car is registered); 

(14) Wrong parking charges; 

(15) Public convenience, sewage and refuse disposal fees; 

(16) Customary, burial ground and religious places permits; and 

(17) Signboard/advertisement permit. 
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� Extreme unpopularity of the tax contributed to the downfall of Prime Minister Margaret Thatcher. Her successor, John Major, repealed the tax in 1991.
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