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Abstract 

The paper examined the impact digital businesses has on tax revenue generation in Nigeria, as well as the 

challenges faced by tax authorities in tracking and bringing these on-line businesses to tax net. The paper 

adopted survey research method. Primary data were collected using structured questionnaire. The questionnaire 

was administered on the staffs of Federal Inland Revenue Service in Nigeria, the state board of Inland Revenue 

and the joint tax board. They are the bodies responsible for tax policies, tax legislation and tax administration in 

Nigeria. The data were analyzed using ordinary least square (OLS). The result showed that there is little or no 

effect of digital businesses on the tax revenue generation in Nigeria. This has contributed in no measure to tax 

frauds and loss of tax revenues to the government in a digitalized economy. The paper concluded that Nigeria 

should continue to collaborate with other jurisdictions especially the organization of economic cooperation and 

development (OECD) and UN to work together on base erosion and profit shifting (BEPS) measures and 

designing new rules for taxation of the digitalized economy. 
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Introduction  

The dimension business activities has taken in the application of information and communication technology to 

business transactions around the world is an indication that physical contacts between sellers of goods or 

services has taken a new development and may not be necessary again. It is just possible and comfortable to 

transact business from any part of the world and complete the transaction without moving out of one’s comfort 

zone. The current pandemic covid 19 is a catalyst to the rapid development of online transactions in Nigeria. 

Hence, companies are now going digital in their business dealings such as marketing, sales and purchase 

agreement, contracts, negotiations as well as settlements. Digitalization of business does not really constitute 

creation of a new business, but remodeling the existing ones to take advantage of doing business in a new way 

{Mohammed, Babagana &Naveen 2020).  

Digital Business is part of economic output derived solely or primarily from digital technologies (ICT) with a 

business model based on digital goods or services. The digital economy is made up of various components, 

including a platform economy, a gig economy, an industry, a digital economy, data analytics, robotics and 

Artificial Intelligence (AI), machine learning, 3-D printing, and e-commerce among others. Why technological 

determinism is clearly useful in viewing the state of digital marketing in Nigeria, social construction of 

technology complements it by bridging the gap between the general and the particular {Nelson Obinna 2018). It 

is the result of transformative process brought by information and communication technology which has made 

technologies cheaper, more powerful, and widely standardized, improving business processes and bolstering 

innovation across all sectors of the economy (OECD BEPS Report, Action 1, 2015). 

 It is an on-line transactions between two or more persons conducted over a network and often done through 

electronic channels. Currently in Nigeria, rapid digital transformation is reshaping our global economy; 

permeating virtually every sector and aspect of daily life; and changing the way we learn, work, trade, socialize, 

and access public and private services and information. In 2016, the global digital economy was worth some 

USD 11.5 trillion, equivalent to 15.5% of the world’s overall GDP. It is expected to reach 25% in less than a 

decade, quickly outpacing the growth of the overall economy. However, countries like Nigeria are currently 

capturing only a fraction of this growth and need to strategically invest in the foundational elements of their 

digital economy to keep pace.  

The world’s largest taxi firm, Uber, owns no cars. The world’s most popular media company, Facebook, creates 

no content. The world’s most valuable retailer, Alibaba, carries no stock. And the world’s largest 

accommodation provider, Airbnb, owns no property. Something big is going on. The important question to 
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answer is how best to tax the digital economy. The question was whether to tweak the existing rules or to create 

a new set of rules. 

In Nigeria, companies like JiJi, Jumia, Amazon, and Konga you have to give your money to or do business with 

where you don’t have to go to their office and perhaps, you don’t have to meet their sales people or 

representative before transactions is completed. You can sit back in your comfort zone and carry out whatever 

business you want to do without the physical presence of parties.  This is one of the major reasons tax 

authorities worry about the digital economy. Because taxes are statutory charges imposed by government on 

consumption, income and gains of individuals and corporate entities. Taxes are used to finance development 

projects and it is the duty of every tax resident to fulfil his/her tax obligation to the state considering that this is 

not voluntary. It is a sovereign right exercised by relevant authority over persons or activities within its domain. 

However, the existing international tax rules assume that you need a certain level of physical presence (an 

office, a factory, a workshop etc.) in a foreign country before you can make any significant or stable revenues. 

Once you have this physical presence (otherwise known as a Permanent Establishment or PE for short), you are 

required to pay tax in the foreign country. In the digital economy, companies can make money without a 

significant physical presence, and; no significant physical presence usually means no, or very little, tax for the 

governments.  

A country’s tax system is a major determinant of other macroeconomic indexes. There exist a relationship 

between tax structure and the level of economic growth and development {Asaolu, Olabisi,& Akinbode & 

Alebiosu 2018). According to FIRS report at the 2019 Abuja Tax Week, on-line business have grown 

tremendously in the recent years and are projected to continue to increase. Global e-commerce sales is expected 

to hit $4.2 trillion by 2020. This is changing the traditional ways of doing business and taxation of business 

transactions or profits.  

It was also reported that about 18b people bought goods on-line in 2018 and estimated 2.05b people will use on-

line platforms for their purchases by 2020, 55% of Nigerians now has internet access. 13% of internet users in 

Africa buy things on-line (UNCTAD). And given a population of about 200million, 13million Nigerians are 

patronizing on-line platforms. Estimated e-platform spend in Nigeria is $12b and could reach $75b by 2025. 

It is against this background that this study seeks to examine the effect of digital businesses in Nigeria on tax 

revenue generation to Government of Nigeria.  

Digital business refers to on-line transactions of commercial activities between two or more persons conducted 

over a network and often done through electronic channels such as internet-based platforms while tax revenue is 

a statutory and compulsory payment generated by government of any nation with no exception to Nigeria. But 

the revenue collection processes require an extent of physical presence of the tax payer. This on-line business 

transactions have in no measure eroded the revenue accruable to Government through various tax frauds. 

The concept of digitalization is a new phenomenon that is believed to have changed the way things are done 

currently, such as in trade, commerce, agriculture, manufacturing and even government services. It is however 

adopted in business as a way of responding to the dynamics of the world.  It is e-commerce, app stores, online 

advertising, online payment services, cloud computing, participative networked platforms and the likes. Unlike 

businesses in the traditional economy, companies that are part of the digital economy are able to generate 

significant revenues without the need to put up big offices or have many employees there.  

Digital economy encompasses digital infrastructure which provides the way for people, businesses, and 

governments to get online and link with local and global digital services, thus connecting them to the global 

digital economy. For a digital economy, good and affordable Internet connectivity is a critical foundation. It also 

provides platforms to offer products and services, accessible through digital channels, such as mobile devices, 

computers, and Internet, for all aspects of life. Digital platforms enable producers and users to create value by 

interacting with each other. Governments operate digital platforms to offer citizen-facing government services 

and share information. Commercial firms also operate digital platforms to offer a growing array of products and 

services. Digital financial services also enable individuals and businesses to conduct transactions electronically 

or online and open a pathway to a range of digital financial services in addition to digital payments, including 

credit, savings, and insurance. Access to affordable and appropriate digital financial services is critical for the 

participation of individuals and businesses in the digital economy. Digital entrepreneurship and innovation 

create an ecosystem to bring the digital economy to life with new, growth-oriented ventures and the 

transformation of existing businesses, which contribute to net employment growth and help enhance 

competitiveness and productivity of the economy. 
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And lastly, digital skills of the economy which require a digitally savvy workforce in order to build robust 

digital economies and competitive markets. Digital skills constitute technology skills, together with business 

skills for building or running a start-up or enterprise. Greater digital literacy further enhances adoption and use 

of digital products and services among the larger population. 

According to Oladejo and Adereti (2010) the period of the 1990s witnessed the proliferation and hyper growth 

of internet and internet technologies, which together created a global and cost-effective platform for business to 

communicate and conduct commerce. Oladejo and Yinus (2013) were of the opinion that business firms taking 

advantage of the spread of Information Technology and adoption of ICT can provide them with valuable 

information, improved performance, improve relationships with customers and suppliers, increase efficiency 

and reduce cost of production among others. According to Bansal and Sharma (2006), digitalization is rapidly 

transforming the way businesses activities are performed, thus posing new challenges to the Entrepreneurial 

profession. Like in Nigeria, the cashless policy introduced has always been the advocacy of most countries of 

the world where carriage of cash at effecting business transactions are totally discouraged. (Popoola, 2010; 

Odior and Banuso, 2012; AlGhamdi et. al 2012)), also reiterated the point that in doing business today, 

technology has made the movement of heavy physical cash an outdated practice, inconvenient and of no use at 

all. Manyika and Roxburg (2011) asserted that the recent increase in technological advancement has made a 

strong impact on business in other parts of the world including China and Brazil. (Niebel, 2018; Rahayu and 

Day, 2017) affirmed that digitalization of the business in developed countries had played a significant role to 

their present status, but that of developing countries has not really impacted on the economies. Rahayu and Day 

(2017) were of the opinion that a review of digitalization process in both the developed and developing 

economies can help to improve the understanding of the challenges of ICT adoption particularly those faced by 

entrepreneurs. The adoption and use of ICT represent an enabling mechanism by which organizational leaders 

improve the efficiency and effectiveness of their business processes, as well as transform existing business 
models. Jones et al., (2014) were of the opinion that executive management of organizations must adopt and 

make full use ICT in order to survive in the new business economy.  (Jones et al., 2014; Rahayu and Day, 2015, 

2017; Tarutė and Gatautis, 2014), also buttressed the point that the adoption and use of ICT has helped 

organizations achieve growth and this has made them to become more efficient, effective, innovative and 

globally competitive.  

Taxation is the concept and science of imposing tax on taxable income of tax payers within a particular 

jurisdiction. The tax collected is used for common good of every citizen within the state for the production of 

certain services, this description of taxation underlines the main purpose of taxation which is to raise revenue to 

defray the cost of services provided by the government. It also includes reduction of inequalities arising from 

the distribution of wealth, to restrain certain types of consumption, to protect home industries and to control 

certain areas of the country‘s economy. Examples of this include balance of payment, employment, savings, 

investment and productivity.  

Tax revenue is the total amount received by the tax authorities on behalf of government from all taxable persons 

and businesses. Four key issues must be understood for tax revenue to play its functions in the society. Firstly, a 

tax is a compulsory contribution made by the citizens to the government and this contribution is for common 

use. Secondly, tax imposes a general obligation on the tax payers. Thirdly, there is a presumption that the 

contribution to the public revenue made by the tax payer may not be equivalent to the benefits received. Finally, 

a tax is not imposed on citizens by the government because it has rendered specific services to the citizens. 

Thus, it is evident that a good tax structure plays a multiple role in the process of economic development of any 

nation. 

Tax is assessed in accordance with some reasonable rules of apportionment on persons or property within tax 

jurisdiction. Anyanwu (1997) defined tax revenue as a compulsory transfer or payment from private individuals, 

institutions or groups to the government. Jarkir (2011) asserted that tax is a contribution exacted by the state; it 

is a compulsory and unrequited transfer of resources from the private to the public sector, levied on the basis of 

predetermined criteria. The classical economists were of the view that the only objective of tax revenue was to 

generate revenue for the government. But with the change in circumstances and ideologies, the aim of taxes has 

changed. These days apart from raising revenue, tax is levied to affect consumption, production and distribution 

with a view to achieving social welfare through economic development. According to Nzotta (2007), four key 

issues must be understood for tax revenue to play its functions in the society. Firstly, a tax is a compulsory 

contribution made by the citizens to the government and this contribution is for common use. Secondly, tax 

imposes a general obligation on the tax payers. Thirdly, there is a presumption that the contribution to the public 

revenue made by the tax payer may not be equivalent to the benefits received. Finally, a tax is not imposed on 

citizens by the government because it has rendered specific services to the citizens. Thus, it is evident that a 

good tax structure plays a multiple role in the process of economic development of any nation.  
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Various studies have been carried out by different researchers using different variables access digitalization of 

economy and its effect on business activities. 

Asaolu, Olabisi and Alebiosu (2018) in their study on Tax Revenue and Economic Growth in Nigeria adopted 

historical research design and Auto Regressive Distributed Lag in their methodology as well as expediency 

theory which stressed the economy effectiveness and efficiency of tax collection instruments, concluded that 

value added tax, company income tax, personal income tax and customs and excise duty have significant impact 

on the on the economic growth in Nigeria. 

Similarly, in Mohammed, Babagana and Naveen (2020) carried out their study on the Impact of Digitalization 

on Small and Medium Enterprises in Nigeria adopted survey research and chi square model in their 

methodology with digitalization theory, concluded that digitalization of business in Nigeria is predominantly 

driven by the rapid rate at which digitalization of consumer is done. And SME need to improve on the strategies 

made in the process of ICT inclusion in their business operations. 

Also, Newman. U and Eghosa .O (2019) in their study, Electronic Taxation in Nigeria and challenges and 

prospects conducted peer review and concluded that experiences from countries with well entrenched electronic 

tax systems and the increasing wave of cyber tax crimes globally suggest that deliberate efforts must be put in 

place to develop laws and establish institutions to protect electronic tax systems. 

Nelson Obinna (2018) conducted study on the utilization of digital platforms for marketing in the Nigeria 

entertainment and media industry adopted trend analysis and concluded that E-Marketing activities in Nigeria 

industry present opportunities and potential for profound valuable content development. 

In all these studies, none is focused on the tax revenue potentials of these businesses to Government which this 

study seeks to accessed. 

This study is premised on the following theories: 

Technological Determinism Theory:  The theory of technological determinism affirms that our way of life is 

determined by the technologies available at our own time. In other words, we are without choice and freewill as 

far as technology is concerned. An assumption that since digital technologies have become available and proven 

efficient, every economic sector in the world would, as a matter of spontaneous response, embrace them. This is 

the business direction in the whole world now and Nigeria must begin to take business activities to this 

direction.  

Ability Theory of Taxation:  The basic tenet of ability theory of taxation  is that the burden of taxation should 

be shared by the members of society on the principles of justice and equity and that these principles necessitates 

that the burden is apportioned according to their relative ability to pay. The most popular and commonly 

accepted principle of equity or justice in taxation is that citizens of a country should pay taxes to the government 

in accordance with their ability to pay. It therefore appear very reasonable and just that taxes should be levied on 

the basis of the taxable capacity of an individual. 

The Benefits-Received Theory of Taxation:  This theory is on the assumption that there is basically an 

exchange or contractual relationship between tax-payers and the state. The state provides certain infrastructures 

and enabling environment to the members of the society and they contribute to the cost of these supplies in 

proportion to the benefits received. This theory overlooks the possible use of the tax policy for bringing about 

economic growth or economic stabilization in the country  

These theories are considered relevant to the current study because they help to corroborate the view that many 

on-line transactions are going on electronically with enormous revenue accruing to such businesses transactions 

without paying tax due to government.  

Methodology 

The survey research design through the use of primary data source by distribution of a Likert-scale structured 

questionnaire to respondents was used in this study. The population of the study comprise of selected tax boards 

in the country. The questionnaire was administered on the staffs of selected boards in Nigeria namely; Federal 

Inland Revenue Board, State Board of Inland Revenue and the Joint Tax Board, who are the bodies responsible 

for tax policies, tax legislation and tax administration in Nigeria. The sampling was done by using simple 

random sampling. The study employed ordinary least square (OLS), using SPSS as statistical technique or tool.  
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The reliability of the research instrument was determined by using the Cronbach Alpha method. This method 

was found more appropriate in that it takes care of the internal consistency of the instrument. The instrument 

was administered on 15 respondents within the population who formed part of the sample used for the study. 

Model specification  

The following model was specified for this study, first is the model in its functional form:  

TR= f (DB+TXP+TXL)  

The model stated above will be stated in its econometric form below:  

COR=β0+ β1DBi + β2TXPi + β3TXLi + μi  

Where:  

TR= Tax Revenue 

DB= Digital Business  

TXP= Tax Policies 

TXL= Tax Legislation  

β0 = constant  

Parameters: β1, β2, β3, represent the co-efficient.  

Apriori sign: β1˂0, β2 ˂ 0, β3 ˂ 0 

4.0 RESULTS AND DISCUSSIONS 

 TR DB TXP TXL 

Mean 15.12000 16.33333 14.14667 15.57333 

Median 15.00000 16.00000 14.00000 15.00000 

Maximum 20.00000 20.00000  

 

20.00000  

 

20.00000  

 

Minimum  

 

10.00000  

 

14.00000  

 

10.00000  

 

11.00000 

Std. Dev. 2.336317 1.500751  

 

2.587357  

 

2.047895  

 

Skewness 0.257591  

 

0.650249  

 

0.374493  

 

0.093567  

 

Kurtosis 2.681951  3.120000 2.298614  2.942955  

     

Jarque-Bera 1.145527  

 

5.330290  

 

3.290387  

 

0.119603  

 

Probability 0.563965  0.069589  0.192975  0.941951  

     

Sum  1134.000  1225.000  1061.000  1168.000  

Sum Sq. Dev. 403.9200  166.6667  495.3867  310.3467  

     

Observation 75 75 75 75 

Source: SPSS 

The above table 4.2.1 presents the engaging insights of the whole reactions from the respondents. A basic 

survey of the table shows that Tax Revenue (TR) which is the dependent variable has a mean estimation of 

(15.12) and greatest estimation of (20.00); the standard deviation estimation of (2.336317) can be viewed as low 

contrast and the mean esteem which could propose a huge deviation from the mean. Considering the inquiries 

tending with the impact of TR on DB, the study discovered a most extreme and least estimations of (20.00000) 

and (14.00000) individually with a mean estimation of (16.33333). The standard deviation of (1.500751) shows 

no slight deviation from the mean. The TXP reactions uncovered greatest and least estimations of (20.00000) 

and (10.00000) separately with a standard deviation (2.587357). In conclusion, TXL sway on TR reactions 

delivered a most extreme and least estimations of (20.00000) and (11.00000) separately with a standard 

deviation (2.047895). The Jarque-Bera insights is moderately reasonable all through the factors which show that 

the information fulfill typicality. 
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Table 2: Regression Result 

Dependent Variable: TR 

Method: Least Square 

Date: 27/09/20  Time: 14:15 

Sample (Adjusted): 2 75 

Included Observations: 74 after adjustments 

Convergence achieved after 12 iterations 

Variable Coefficient Std. Error t-Statistic Prob. 

DB 0.201053 0.173617 1.158026 0.2509 

TXP -0.031210 0.106641 -0.292667 0.7707 

TXL 0.007498 0.125713 0.059646 0.9526 

C 4.422345 4.349320 1.016790 0.3129 

AR (1) 0.242653 0.123356 1.967088 0.0533 

     

R-squared 

 

0.234599 

 

Mean dependent variable  15.10811 

Adjusted R-squared 0.178319 S.D. dependent var  2.349979 

S.E. of regression 2.130176 Akaike info criterion  4.427891 

Log likelihood -157.8320 Hannan-Quinn criter  4.502414 

F-statistic 4.168460 Durbin-Watson stat  2.013602 

Prob (F-statistics) 0.002312    

Inverted AR Roots .24    

Source: SPSS  

While trying to test the degree of noteworthiness of the relationship communicated by the covariance test over, a 

regression analysis was led. The above table exhibits the consequence of the regression analysis. From the 

analysis, it tends to be seen that all the independent factors of DB and TXP, had a positive association with TR 

aside from TXL. After alteration the R-squared esteem remained at 0.234599 which demonstrates that 24 

percent of the efficient variety in TR which is the dependent variable is clarified by the model and the 

independent variable. As to singular essentialness DB, TXP and TXL had no critical association with TR at 5 

percent noteworthiness. The prob (F detail) is 0.002312, consequently we could contend that a more prominent 

degree of critical relationship exists among TR and all the independent factors joined. 

Conclusion and Recommendations 

It has been found from the study and result analysis above that Tax Policies (TXP) if effectively implemented 

can reduce tax frauds which in the long run will also reduce corruption. Other variables such as Digital Business 

(DB), and Tax Legislation (TXL) result revealed opposite. Therefore, the government of the day is advised to 

implement Tax Legislation (TXL) to its fullest maximum to maximize its potential of reducing all forms of tax 

frauds like tax planning, tax evasion and tax avoidance. And at the same time boost government revenue 

through the compliant of tax payers. 

The government also, in its bid to showcase transparency, accountability and integrity which are required 

hallmark of every society and establishment must be sincere in instituting proper tax systems which will bring 

about accountability. 

Government should also empower officials of various tax administrative process with the appropriate resources 

for efficiency.   Government should also be policy – disciplined. 

Government should pay attention to building trust in tax accountability, ensuring that promises made to the 

citizens are maximally delivered. Provision of facilities that provide comfort and improve well-being of citizens 

must be given attention by the government. The study recommended that the culture of good governance should 

be embraced by the government so as to secure the loyalty of the tax payers. 

Nigeria should continue to collaborate with other jurisdictions especially the organization of economic 

cooperation and development (OECD) and UN to work together on base erosion and profit shifting (BEPS) 

measures and designing new rules for taxation of the digitalized economy. 

Engage online payment gateways on system design and implementation approach.  Engage with online 

Merchants. Organize stakeholder consultative meeting with critical stakeholders-payment gateways, online 

Merchants and others. 
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