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ABSTRACT 

Given the enormous potential manufacturing sector has in Nigeria and its 

role as a catalyst for economic growth, the tax environment has not been 

favourable because the various tax incentives that have been used by the 

government have failed to yield the expected results. This calls to question the 

relevance of such tax incentives. This study evaluates the impact tax incentives 

has on the manufacturing sector ability to contribute to economic growth 

simultaneously with other variables that might impact on the sector with a view 

to determine the order of importance of such factors. Secondary data were 

employed over a period of nineteen (19) years covering (1991 -2009) and the 

variables were modelled into a multiple regression tool which was interpreted 

through the use of adjusted R2, Dubin Watson Statistics and F Statistics. The 

study reveals that although tax incentive has a negative impact on 

manufacturing sector contribution to GDP, a number of factors combined to 

influence the performance of the manufacturing sector, the order of importance 

of the identified ones is exchange rates, credit facilities, tax incentive and 

interest rate. Proper planning, articulation and implementation of these variables 

are recommended alongside a virile political environment. 

 

INTRODUCTION 

The use of tax incentives in developing countries has been very popular 

and very controversial for decades. Although such incentives undoubtedly affect 
investment decisions but it is unclear whether the overall benefits outweigh the cost.  

 Some schools of thought believe that tax incentive encourage economic 

growth and development while others believe it reduces revenue to the 

government and thus does not enhance economic growth. A number of tax 

incentives extended by Nigerian government to the manufacturing sector with a 

view to enhance their performance, reduce poverty and encourage economic 

growth are yet to receive adequate returns. This is reflected in the lack of 
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appreciable growth on Nigeria economy expected from the sector contribution to GDP. 

Thus, the effectiveness of using tax incentives to boost investment in 

inconclusive; as it has resulted in little new investment in some cases and with 

substantial cost in others Despite these controversies, most developing countries 

offer tax incentives of one form or the other although with different objectives 

but summarily to boost economic growth.  

 The recognition of manufacturing sector as a springboard for sustainable 

economic growth has been responsible for the various tax incentive reforms 

received by this sector 

Kaldor and Hume, (2004) defined tax as Compulsory payment made by 

individual and firms in a society to the government while Ishola, (2002) saw it a 

compulsory levy imposed by a public authority on incomes, consumption and 

production of goods and services with the view of redistributing income, protect 

infant industries, promote export and stimulate growth and development in the 

economy. 

On the other hand, tax incentives are special exclusions, exception or 

reduction that provides special credit, preferential tax rate or differ of tax 

liability. It is an aspect of tax code designed to incentivize or encourage a 

certain type of behavior. It can take the form of tax holiday for a limited 

duration, current deductibility for certain type of reduced import tariffs or 

custom duties.  

Tax incentives have been used in different economies to promote Foreign 

Direct Investment (FDI) and satisfy various employment levels, locations, export 

requirements, and performance requirements for businesses as pointed out by (Hadari, 

1990; Davies and Ellis, 2007; Sethi, 2009) 

 It has been used over the years by both the federal and state 

governments to stimulate economic activity in economically distressed urban 

and rural locations. However, since inception their effectiveness have been 

questioned in the literature. The conventional wisdom is that tax incentives 

particularly for foreign investments are bad in theory as they distort investments 

and bad in practice because they are often ineffective, inefficient and prone to 

abuse and corruption (Easson, 2001). 

In Nigeria, various tax incentives have been used in the past such as tax 

holidays, tax investment allowance, pioneer legislation, tax incentives for 
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foreign investments, rural allowance, roll over reliefs and others to promote 

investment, employment, product growth and other economic variables. These 

encompass fiscal measures on taxation, effective protection of local industries 

with import tariffs, export promotion of made in Nigeria products as well as 

foreign currency facility for international trade. 

It is worrisome to note that despite these incentives, the Nigerian 

economy has stagnated and remain relatively small in terms of manufacturing 

sector contribution to gross domestic products. Thus, the expected objectives of 

the government on the sector in terms of expansion, working capital 

rehabilitation and creation of new investments could not be justified in terms of 

the sectors returns to GDP.  

Previous studies including Harris and Skuras (2004), Greenbaum (2007, and 

Lent (2004) centered on the use of investment subsidies and application of tax 

incentives on productivity and employment mostly with the use of non-fiscal 

variables while Ohaka and Agundu (2012) evaluated the relationship between tax 

incentives on the performance of selected manufacturing industries. 

If Li-Hua Huang, Hsing-Chin Hsiao and Jui-Chih Wang (2012) concludes that 

tax incentive is not the imperative consideration for performance magnitude of any 

organization and they were unable to capture other correlated omitted variables in 

their study, then it’s considered apt and timely to fill that gap so that the exact impact 

of tax incentives admits other variables that influence ability of the manufacturing 

sector to contribute to economic growth /GDP is filtered out. 

The above scenarios present the following research questions: 

i. What is the relationship between tax incentives and growth of 

manufacturing sector? 

ii. Does tax incentive enhance manufacturing sector ability to 

contribute to GDP? 

iii. What other factors influence the performance of the 

manufacturing sector and in what order of importance? 

1.2. Objectives of the study 

This study evaluate the exact impact tax incentives have on the growth of 

manufacturing sector and hence the ability of the sector to contribute 

meaningfully to GDP. Other specific objectives are: 

i. To determine the relationship between tax incentive and 
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manufacturing sector growth; 

ii. To determine if tax incentive enhance the propensity at which  the 

sector to contribute to GDP and; 

iii. To determine other factors in order of importance that influence 

ability of the sector to contribute meaningfully to GDP 

The realization of the above objectives led to the formulation and test of 

the following hypotheses: 

i. Tax incentives do no account for the growth of the manufacturing 

sector contribution to GDP. 

ii. Tax incentive does not enhance the ability of the sector to 

contribute to GDP. 

2.0 Review of Literature 

2.1 Nature of Tax Incentives 

The term incentive is both generic and contentious as it encompasses all 

measures adopted by government to motivate taxpayers to respond favorably to 

their tax obligations. Adedotun, (2001) defined tax incentive as a deliberate 

reduction in (or total elimination of) tax liability granted by government in 

order to encourage particular economic unit or corporate bodies, to act in some 

desirable ways. These desirable ways towards which incentive may be targeted 

according to Luo, Xue and Han (2010) is to: invest more, produce more, consume 

less, import less and so on. 

While Zee et al (2001) saw it in terms of their effect on reducing the 

effective tax burden for a specific project, Easson (2001) said that tax incentives 

are special exclusions, exceptions or reduction that provides special credit, 

preferential tax rate or differ of tax liability. He went further to say that it can 

take the form of tax holiday for a limited duration, current deductibility for 

certain type of reduce import tariffs or custom duties.   

While Kwemuni (1996) saw tax incentive as revenue cost to the 

government and thus a drain on its revenue. Folorunsho, (2002) viewed it as a 

means of ameliorating tax burden of tax payers in order to stimulate 

industrialization and encourage investment. 

Objectives of tax incentives are always embedded in fiscal policy 

measures that are largely driven by the need to promote macroeconomic 

objectives such as promoting rapid economic growth, employment generation 
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and improving standard of payment condition of the country (Ola, 2002). These 

objectives according to Ogunleye, (2000) remain in constant in Nigeria up till 

mid - 1980’s to include: 

(i) Ensuring effective protection for local industries; 

(ii) Encouraging greater use of local raw materials; 

(iii) Enhancing the valued added of local manufacturing 

industries/local products; and 

(iv) Promoting greater geographical dispersion of domestic 

manufacturing activities. 

This study aims at determining the validity of the third objective 

If the tax price concept suggests a negative relationship between high tax rate and 

economic growth (Barry and Jules, 2008) and Holcombe and Lacombe (2004) 

postulates that such relationship may not be significant, then; tax incentive ceteris 

paribus should have a positive impact on economic growth.    

Nigeria is a mixed economy with an expanding market which ranked 30 th 

in the world in terms of gross domestic products as of 2011, its underperforming 

manufacturing sector is the third largest in African continent (Wikipedia, 2013). 

The country’s GDP per capital doubled between 2005 (s 1200) and 2011 (s2600) 

excluding the informal sector. This figure falls around s3500 per person in 

2012. This represents the largest economy in West Africa and second largest in 

Africa after South Africa. 

The pertinent question awaiting answers is what proportion of these 

growth can be attributed to the manufacturing sector?. Indeed, what is the 

relationship between tax incentives granted to enhance the ability of this sector 

in contributing more to GDP vis as vis other factors which might auto-correlate 

to influence GDP. 

The oil wealth of the 1970’s led to a concurrent decline of its agricultural 

base and light manufacturing, massive migration to the urban centers with 

attendant overpopulation. Manufacturing contributes less than 5% to the GDP 

and industrial capacity is operating at between 35% to 40% and is growing at 

close to 10% per annum which forms a larger part of the national and regional 

government economic recovery plans((Wikipedia, 2013))  the hope is that 

manufacturing concerns will drive growth, create jobs and reverse the 

dependence on oil. 
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However, in order to jumpstart the manufacturing sector, a number of 

fiscal reforms and incentive schemes were introduced by Nigerian government 

which according to Trade Invest Nigeria (2010) includes: 

i.  high import tariffs/total import bans to protect domestic 

manufacturing 

ii. No tariff for importation of raw materials for conversion to 

finished goods 

iii. A claim of 140% by companies that research into the use of local 

raw materials 

iv. Free trade zone to industrialize the local regions 

v. Long tax holidays  

 The extent to which these incentives have energized the manufacturing 

sector is subject to academic debate and that is the focus of this study. 

 

3.0 Methodology   

3.1. Model Specification 

The specification of model used here for the purpose of estimation permits the 

definition of the variable concerned as well as ascertains the various relationships in 

the contribution of manufacturing industries to the Gross Domestic Product (GDP). 

The models used are two in number: 

Model 1 

GR. GDP = F (CIT) -- ---- ---- -------------   (1)  

Where: 

GDP  =  Gross domestic product  

CIT  =  Company Income Tax 

GR  =  Growth 

This model is estimated with the correlation equation written as;  

r  =   ----------- (2)   

Where GR.GDP is growth of manufacturing industry contribution to gross domestic 

product = GR.GDP = Y =  Dependent Variables 

CIT  is the various tax relief policies adopted during the period under 

consideration = X =  Independent Variables 

2 2 2 2 
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This model was used to test the study hypothesis, which states that there is 

no significant relationship between the growth of manufacturing sector and the various 

tax incentives. 

Model 2 

The second model became necessary since the performance and by inference ability of 

the manufacturing sector to add value to the economy through GDP is anchored on many 

factors including company income tax, interest rate, exchange rate and credit available to 

the sector. The model is therefore re-stated as: 

PVA (MAN)  =  F(CIT, CMS, ER, INT)  

The estimated multiple regression equation is written as:  

PVA (MAN) = β0  +  β1  CIT  +  β2  CMS  +  β3  ER  +  β4  INT  + Ut 

Where PVA (MAN): manufacturing sector contribution to value added = Dependent 

variables (Y) 

CIT, CMS, ER, INT = Independent variables.  

β0   - β4 = Regression Coefficient 

CIT = Company Income Tax.  

CMS = Bank credit facilities to the manufacturing sector.  

ER  = Exchange rate. 

INT  = Interest rate. 

Ut  =   the stochastic error term representing other variable not specified in the model. 

The reason behind the choice of correlation and regression analytical 

technique is based on its desirable properties of unbiasedness, minimum variance, 

efficiency and sufficiency as specified in Oyeniyi (2002). 

This model was used to test the second hypothesis, which states that tax 

incentive does not account for the growth of the manufacturing sector in Nigeria. 

3.2Types and Sources of Data 

The data used for this study are majorly secondary data, which were 

considered as the most suitable for this research work because of its nature. The 

secondary data include gross domestic product of the manufacturing industry, 

exchange rate, interest rate, company income tax, credit facilities to manufacturing 

sectors and other, related indices from 1991 - 2009. The rationale behind the choice of 

these years is because it was during these years that considerable tax relief policies took 

place. 

These data were collected from Central Bank of Nigeria (CBN) statistic bulleting of 
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various issues and Annual Reports and Statement of Account of various issues as 
well as Federal Office of Statistic (FOS) Annual Abstract of Statistics of various issues. 

3.3 Evaluation and Validation of Criteria 

To determine whether or not the estimates are meaningful and statistically 

satisfactory for the investigation, the evolution and validation criteria estimates used 

were adjusted co-efficient of determination and F-test. The adjusted co-efficient of 

determination (Adj.R2) shows the percentage of the total variation of the dependent 

variable being explained by the changes of the explanatory variable (Koutsoyiannis 

2001). The greater the (Adj.R2), the better the estimate while the lower the value or 

the closer it is to Zero, the less the percentage of variable explained (Oyeniyi 2002).  

 The F-test was used to test the overall significance of the model as well as the 

stability of the co-efficient. 

 4.0. Data Presentation, Analysis and Discussion of Findings  
The data relating to the variables in the model were presented as follows: 
Table 4.1.Manufacturing industry contribution to Gross Domestic Product and 
company Tax 
s/n Year gr.gdp (%) Cit  (N Billion) 

1 1991 24.74 3827.70 

2 1992 28.35 5417.20 

3 1993 27.57 9554.10 

4 1994 37.47 12274.80 

5 1995 42.83 218698.30 

6 1996 33.37 22000.00 

7 1997 11.85 26000.00 

8 1998 2.00 33300.00 

9 1999 5.03 46200.00 

10 2000 6.53 51100.00 

11 2001 8.83 68700.00 

12 2002 2.03 89100.00 

13 2003 3.92 114800.0 

14 2004 5.71 130100.0 

15 2005 1.55 152000.0 

16 2006 2.78 174300.0 

17 2007 4.92 190200.0 

18 2008 1.83 213400.0 

19 2009 8.24 291700.0 

Source: Extracted from CBN Annual Reports and Accounts and FOS Records. 



JIARM VOLUME 1           ISSUE 6             (JULY 2013)       ISSN : 2320 – 5083 
 

144 
www.jiarm.com 

 Table 4.2Proportion of manufacturing sector contribution to total value added to the economy. 
s/n Year Pva man (N Billion) Cit (N Billion) Cms    (N   Billion) Er (%) Int. (%) 

1 1991 22412.02 3827.90 43787.80 9.91 20.80 

2 1992 31281.86 5417.20 52998.80 17.29 31.20 

3 1993 43189.51 9554.10 73254.80 22.02 18.32 

4 1994 69069.42 122740.8 122809.1 21.89 21.00 

5 1995 120811.3 218998.3 171758.2 21.89 20.79 

6 1996 191818.9 22000.00 210881.5 21.89 20.86 

7 1997 204536.6 26000.00 295273.5 21.89 23.32 

8 1998 208691.1 33300.00 333186.1 21.89 21.34 

9 1999 219753.0 46200.00 422338.8 92.69 27.19 

10 2000 235110.5 51100.00 1074174 102.10 21.55 

11 2001 357880.8 68700.00 796164.8 111.94 21.34 

12 2002 363232.1 89100.00 954628.8 120.97 22.47 

13 2003 273964.0 114800.0 1210033 129.36 22.94 

14 2004 290550.8 130100.0 1519243 133.50 20.62 

15 2005 295112.9 152000.0 1481032 131.66 19.50 

16 2006 298712.8 174300.0 1533293 132.77 20.44 

17 2007 312411.1 190200.0 1712719 134.70 17.22 

18 2008 315723.0 213400.0 1806164 137.50 22.49 

19 2009 348550.3 291700.0 2381443 142.11 27.33 

Source: Extracted from CBN Annual Reports and Accounts and FOS Records. 

4.2 Results Table 4.3 Model 1 Results  
Var.  Par Estimate Standard 

Deviation 

Correlation 

coefficient(R) 

Coefficient  of 

determination R2 

F-Calculated 

Gr.gdp Y 16.0853 14.58967 0.698 0.487 -2.373 

Cit X  52418.140 48131.25908 

Source: Researcher’ Computation (2013) 

Table 4.4 Model 2 Results  

Source: Researcher’ Computation (2013) 

 

EXPLANATOR PAR ESTIMATE STAD ERROR t- Values Corr. Coeff.   R Coeff. Of Det R2 

Constant βom 147610.06 153530.85 0.961 1.000 R2  =0.697      

Adj.R2 =0.576          

F Statistics = 5.749 

Dubin.Watson 

Statistics    = 0.890  

CIT β1 -9.890E- 02 0.338 -0.293 0.319 

CMS β2 4.003E - 02 0.110 0.364 0.806 

ER β3 1353.658 1111.376 1.218 0.826 

INT β4 -2872.086 6605.376 -0.435 -0.162 
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4.3. Discussion of Result 

Table 4.3 shows the positive relationship that exists between company income 

tax and the growth of manufacturing industry contribution to GDP this relationship 

may be due to increase in government revenue that resulted from tax increase. Tax 

incentive therefore has a negative correlation with the growth of the sector because 

tax and tax incentives are directly opposite. The significance of this correlation is 

reflected in the negative F- Statistics (-2.373) which implies that, despite the 

associated increase in government revenue; if there is an increase in the company 

income tax associated with little or no tax incentive to the sector, the growth rate of 

the sector will be negatively affected because of their inverse relationship a priori 

expectation. Thus, a period of high taxation and low tax reliefs will slow down the 

economic growth of the nation in terms of decelerated development and minor 

contribution of the manufacturing sector to the gross domestic products.   

Moreover, the multiple regression results in table 4.4  explains connection 

more critically as evidenced by the coefficient of correlation of β1= 0.319, β2 = 

0.806, β3 = 0.826 and β4 = -0.162 for income tax, bank credit, exchange rate and 

interest rate in the model respectively, which are all positive except β4 that is 

negative. This mixed results means that tax payment only enhance the revenue 

generation drive of the economy but will slow down the growth of manufacturing 

sector and summarily the proportion of value added of the sector to gross domestic 

products. Conversely, high tax reliefs (low tax payment) will reduce revenue base of 

government but lead to manufacturing sector growth and thus more of value added by 

the sector to the growth of gross domestic product.     

More so that the t calculated (-2.373) is less than t tabulated (2.228) the null hypothesis 

(hypothesis one) is accepted for the rejection of alternative hypothesis. This translates 

to mean that there is significant positive relationship between growth of manufacturing 

sector and tax incentives. 

 Bank credit facilities also present a positive relationship of 0.806.  Thus, the 

more accessible these facilities are the more will be the growth of the manufacturing 

sector and its value added to the GDP.     

However, despite the ever increasing rate of exchange in the country over the 

period, it does not exert a negative influence on the sector to contribute meaningfully to 

the GDP as evidenced by beta of 0.826. 
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 The coefficient of interest rate shows a weak negative relationship with the 

ability of manufacturing sector to contribute meaningfully to GDP (β4 = -0.162). This 

behavior is in line with economic theory and a priori expectation that “the more the 

interest rate the less the accessibility to bank credits and the low the performance rates 

in terms of contribution to GDP”     

 The Dubin Watson statistics which test for the presence of serial correlation 

gave 0.890 which signifies no auto correlation in the model while the F statistics of 

5.749 confirms the significance of the tests carried out in this study. 

5.0 Conclusion and recommendation  

The findings from this study show that company income tax has a positive relationship 

with the growth of the economy in terms of its impact on accelerated revenue base in 

Nigeria when considered in isolation. However, when considered alongside other 

factors,   tax payment also has a positive but insignificant impact on the manufacturing 

sector performance. Tax incentive that is directly opposite to tax liability has a negative 

reinforcement on the growth of manufacturing sector. Although, these results are at 

variance with a priori expectation but comply with those of Li-Hua et al (2012) and 

opposed to that of (Easson, 2001).  This may be due to faulty implementation of both 

the tax system and the incentive system. However, no individual variable (tax incentive, 

bank credit, interest rate or exchange rate can single handily determine the growth of 

manufacturing sector; but rather, the combination of these factors. More so, the order of 

importance of these factors is Exchange rates, Bank Credits and Tax Incentives while 

interest rates have insignificant influence. 

Based on these, it is recommended that while tax incentive should be entrenched 

to the manufacturing sector it is encouraged that interest rate should be made more 

bearable for increased accessibility to bank loans in order  improve the liquidity 

position and productive capacity of the sector. 

 Exchange rate policies should also be made friendlier to facilitate technology 

importation but not too porous to encourage consumption of foreign goods at the 

expense of locally manufactured goods. 

 Meanwhile, macroeconomic and political stability (safety of lives and 

properties) should be enhanced to attract foreign investors to the manufacturing sector. 

All these variables if well formulated, articulated and implemented will enhance the 

realization of the expected maximal objectives tax incentives will have on the growth of 

the manufacturing sector and economic growth of Nigeria.    
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