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Abstract  
In Nigeria, tax evasion is not only found in the non-formal sector but even multinationals do 
engage in tax evasions which caused Nigeria to lose trillions of naira over some time, with 
over 90 billion($550 Million) from automobile firms in Nigeria. This has created a greater 
vaccum on revenue generations.This has lead to rationale behind the study on effect of 
personal income tax evasion and performance of informal sector of the Northwestern states 
of Nigeria. The study adopts the survey research design approach. Through purposive 
sampling procedures, data were collected using a questionnaire and analysed using Pearson 
Product Moment Correlation and Simple Regression techniques. Findings revealed a strong 
relationship between fine rate, corruption and level of tax payer education witha coefficient 
(.745, .802, and .724with prob. 0.000, 0.000 and 0.004) at 10% level of significance 
respectively. The study concluded that corruption, education level of tax payers and fine rate 
are the main determinants of tax evasion in the northwestern of Nigeria. It therefore, 
recommends that the government should put more efforts to register all informal business to 
improve revenue generation. 
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1. INTRODUCTION 
Taxation may be viewed as a system of 
compulsory payment where individuals, 
firms and other forms of organisations are 
required to pay due to the government. It is 
an obligatory transfer of funds from 
individuals, groups of individuals or 
institutions to the government (Amaah, 
2012; Kiabel, 2011). 
 
According to Almand Martinez-
Vasquez(2007),a higher number of the 
individual or organisations in the state, tend 
not paying taxes to the country. This could 
make tax authorities to have difficulty 
collecting tax.  For example, collections of 
taxes of the informal sectors have mainly 
become a major challenge faced by tax 
administrators in not only developing 
countries but also in developed nations as 
well. Therefore, these challenges affect the 
total revenue that the government could 
generate, particularly in developing 
countries such as Nigeria (Alm and 
Martinez-Vasquez, 2007; Okafor, 2012; 
Slemrod, 2016). 
 
Tax evasion refers to the deliberate refusal 
of tax payers to fulfill their tax obligation 
(Olatunde, 2007;Kleven, Martin, Clau, 
Soren & Emmanuel, 2011). It is a 
thoughtful refusal to unveil one’s source of 
income to the tax authority with the 
intention of not paying the appropriate tax 
liabilities. In other words, tax evasion refers 
to the under-reporting of assessable earnings 
with the purpose of not paying such taxes. 
Tax evasion is a common thing that is 
happening in most of societies today.  
 
According to Soyode and Kajola (2006) and 
Zucman (2013), a numerous possibilities are 
available to the government for the blockage 
of tax evasion for behest resources away 
from the other sectors and claimants of the 
economy to meet their needs as well as 
assume their day to day activities of running 
the government. These options are includes, 
non-tax and taxes revenue such as fees, 
levies, property and investment income, cost 

of recovery, borrowing including loans from 
multilateral institutions, foreign and 
domestic and grants. However, the primary 
sources of fund for most of the government 
today are the funds through tax revenue 
(Zucman, 2016; Soyode and Kajola, 2006). 
 
The Nigerian State Minister of State of 
Finance in 2017 stated that the hardest 
sector to handle tax is the non-formal sector 
because it has the highest number of tax 
evasion(Emmanuel, 2017). This the country 
is working had with the data available to 
correct the problem. The issue of tax 
evasion from the informal sector has made 
Nigerian tax to GDP ratio to about six 
percent as one of the lowest internationaly. 
The ratio of the Nigerian tax to GDP ration 
is groossly inadequate when compared to 
countries like Ghana with 15.9%, India has 
16% and South Africa is 27%. Majority of 
the developed nation GDP ratios to tax 
ranges within 32% to 35% higher than the 
emerging economies. The Nigerian informal 
sector is reported to consist of people that 
are at the bottom of the pyramid with the 
biggest tax evaders in the 
country(Emmanuel, 2017).  
 
The informal sector in Nigeria often trading 
with and providing goods and services for 
the formal sector. According to the United 
Nations Developement Programme(UNDP) 
in 2016, the informal sector economy in 
Nigeria is estimated to account for 57.9% of 
Nigeria’s rebased GDP. The informal sector 
contributes greatly to employement 
generation than the formal sector. Although, 
the contribution of the sector is enormous 
but the revenue generation is low.  
 
Statement of the Problem 
In Nigeria, tax evasion is not only found in 
the non-formal sector but even 
multinationals do engage in tax evasions 
which caused Nigeria to lose over $1 trillion 
over some time (Mohammed, 2016), with 
over 90 billion($550 Million) from 
automobile firms in Nigeria. This has 
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created a greater vaccum on revenue 
generations(Rewane, 2016). 
 
Evasion of taxes has been a serious concern 
in Nigeria with several litigations from 
different government organisation for both 
informal and formal sector. For instance, 
Federal Inland Revenue Services (FIRS) of 
Nigeria in 2015 reported that it had taken a 
client to court for tax evasion of a period of 
five years to the tune of N4.86 billion naira 
(Sadoke, 2012). The study of Orock and 
Mbuagbo (2012) stated that Nigerian 
Economic and Financial Crime Commision 
(EFCC) report, mentioned that, an estimated 
figure of 129 billion dollars (N21 trillion) 
has been siphoned out of the country as a 
result of tax evasion. 
 
The loss in revennue from tax evasion in 
Nigeria has been in the alarming rate from 
both informal and formal sector of the 
economy. The Nigerian government lost 
over N90 billion ($550million) in revenue 
as a result of tax evasion in the automobile 
industry from 2013 to 2016. The Minister of 
Information of Information in 2017 reported 
that Nigeria also lost over $1 trillion from 
tax evasion by international or multinational 
firms over many years. The issue of tax 
evasion in Nigeria has directly affected 
economic growth as its lowers the revenue 
and the investments in public infrastructure 
as well as their general welfare. 
Consequently, tax evasion is unwelcoming 
to the nation economic growth (Schneider, 
2005;Parkin, 2007; Onwumere, 2005). 
 
In Nigeria,  several laws have been provided 
on the tax evasion among the formal sector 
and employed persons ignoring the informal 
sector revenue. For instance, personal 
income tax criminal offences and penalties 
under the Personal Income Tax Act, 
Companies Income Tax criminal offences 
and Sanctions under part XII of the 
Companies Income Tax Act (CITA). The 
provision of the law range from fine to 
imprisoment or both in some instances. For 
instance, the Osun state governement in 

2017 sealed off a quary of Dangote Group 
over alleged tax evasion of over NGN1.5 
billion tax.   
 
The occurrence of the tax evasion is huge in 
such a way it will be difficult to be 
estimated (Soos, 1991). The tax evasion has 
been a significant revenue related 
malpractice in most countries irrespective of 
the historical era. This is evident in the fact 
that in the third century, a numerous 
Romans people suppressed their jewelry and 
gold coin in the ground for them to evaded 
tax. In the 18th century, home owners in 
England temporarily, fire their places not to 
pay for hearthtax (Larudee, 2015, Parkin, 
2005). 
 
According to Sikka and Hampton (2005), 
and Olatunde (2007)and Johns and Slemrod 
(2010) tax evasion view as the major social 
issue hindering development in developing 
nations and destroying the current welfare 
state in developed countries. This problem 
has attracted the attention of not only policy 
makers but also researchers and scholars as 
well. Quite a number of factors are 
responsible for the relative ease with which 
individuals and organisations evade tax. 
These factors include ignorance and non-
compliance on the part of tax payers, 
deprived record keeping standard and 
making of inappropriate returns by small 
scale businesses. 
 
It is necessary that these lapses, where they 
occur, are identified so that drastic measures 
are set and implemented to be able to 
overcome such problems and improve 
revenue collection. This is in view of the 
fact that taxation and tax evasion affect not 
only public expenditure but also capital 
accumulation in the state. Which in turn 
affect the output of the economy as well as 
its growth. 
 
It is given the problems mentioned above 
that necessitated the need for this study. 
Thus, the central point of this study is to 
investigate personal income tax evasion and 



Accounting & Taxation Review, Vol. 3, No. 4, December 2019 

 102

the informal sector of the Northwestern 
states of Nigeria. 
 
Efforts have been made by researchers 
across the globe on tax evasion and its effect 
to the economy of a nation in the last few 
decades. Dominated this studies are 
conducted by Mansor & Guram (2016), 
Aloy (2010), Lufti (2009), Toye & Moore 
(2009), Adebisi & Gbegi (2013), Akintayo 
(2013), Alm& Martinez-Vasquez (2001), 
Gjokutaj (2014), Danjuma, Mohammed & 
Alkali (2013), Agbi (2014), Akintoye 
(2015), Okafor (2012), Saidu & Daude 
(2014) and Eze (2009) to mention a few. 
Very few studies that looked at the 
determinants of tax evasion in Nigeria 
concentrated on the formal sector of the 
economy. For instance, Agbi (2014) look at 
tax evasion problem in formal sector, 
Adebisi (2013) study is on the state 
government taxations while Akintoye 
(2015) look at the tax rate and enforcement 
and Okafor (2012) used tax evasion and 
economic development in an informal 
sector. 
 
The study considered the informal sector in 
Northwestern Nigeria using Kano and 
Sokoto that are being domininated by the 
muslims that consider tax as against their 
believe. This is study, therefore, a modest 
effort to fill that gap. The following research 
questions become pertinent: is there any 
relationship between fine rate and tax 
evasion inthe Northwestern States of 
Nigeria? Does the level of tax payers 
education has a significant effect on tax 
evasionin the Northwestern States of 
Nigeria? In what way does corruption 
influence tax evasion in the Northwestern 
States of Nigeria? 
 
2. Literature Review 
The informal sector is unlike the formal 
sector that is recognised by the government 
and included in the gross domestic product 
(GDP) and gross national product (Dean, 
2011). Therefore, the informal sector can 
best be described as a grey market in labour. 

Although the informal sector contributes to 
many economies but it has been described 
as troublesome and hard to manage. 
However, the sector provides critical 
opportunities in developing economies for 
the poor International Labour Organisation 
(ILO, 2006). The informal sector is an 
unregulated sector that is as old as the 
formal sector of the economy. If not much 
older than the formal sector. 
 
Concept of Personal Income Tax (PIT) 
The idea of personal income tax has been in 
existence for many decades. Personal 
income tax is one of the significant and 
major sources of revenue by both states and 
the federal government. The concept of 
income that majority of economist adopts is 
the Haig-Simons of 1960 Carter Royal 
Commission Tax Reform in Canada 
adopted. This definition has components of 
income that has a salary, wages, profits, 
commissions of business that are privately 
owned, interest income from a bank 
account, tips, rental income, gifts as well as 
inheritances received. According to 
Andrews (1974), the excellent personal 
income taxable ought to be equivalent to 
total accretion that can be the sum of 
consumption that is personal in addition to 
accumulation. 
 
The Personal Income Tax Act, 2004 is now 
amended by the personal income tax 
(Amendment) Act, 2011. This follows many 
years of agitation for the personal income 
tax law in Nigeria to be brought in line with 
present day economic realities; and also to 
assist in increasing the compliance and the 
amount of tax voluntarily paid and or 
collected by the Nigerian government.  
 
The South Africa Revenue Board defines 
PIT as a tax that is paid on taxable income 
on individuals arising from remunerations, 
profit or losses from business or trust, 
director’s fees, rental income, royalties’ 
income, investment income, annuities, 
certain capital gain and pension income 
(Brain, 1996). The Socialist Republic of 
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Vietnam Law on income tax considered PIT 
payer as any individual residing with an 
income that is taxable as provided in article 
three of the Law of Tax 2007 either outside 
or within the territory of Vietnam, and also 
non-resident person that has a taxable 
income as reported in article three within 
the territory of Vietnam law. According to 
Brain (2000), personal income tax is a 
system of tax paid by individuals on the 
earnedincome, as opposed to other forms of 
taxes like company on its profits. 
 
The general definitions of the PIT are 
geared towards income arising from 
employment, an estate, trust, and other 
sources of income. The personal income is a 
form of direct taxes imposed on the person, 
estate, trustees’ income and other legal 
income arising from a particular community 
or country. 
 
Concept of tax evasion 
In any country whether developed or 
developing economy, evasion of tax is 
illegal, which attracted appropriate penalty. 
Although tax evasion is found in the formal 
sector but is more frequent in the informal 
economic sector. Several scholars consider 
tax evasion as non-compliance with tax 
payment. For instance, Wenzel (2002)  
viewed tax evasion as a form of 
noncompliance of tax payment because it 
describes various activities that propose to 
undermine the state’s tax system.  
 
According to Adebisi and Gbegi (2013), tax 
evasion is the deliberate violation of the law 
by the taxpayer to escape payment of the tax 
imposed by law. Other researchers such as 
Salami (2011), consider tax evasion to have 
resulted from a high level of mobility 
because evasion of tax is mostly pronounced 
on the part of self-employed taxpayers.   
 
The idea of tax evasion has been looked at 
in term of cash transaction in a given 
economy. For instance, Slemrod and Weber 
(2012) write that tax evasion is notoriously 
hard to uncover, mainly when economic 

exchange occurs in cash transactions. Other 
researchers consider tax evasion estimation 
to be consumption inference or tax audit 
(see Gordon and Nielsen, 1997; Feldman 
and Slemrod, 2007). Also, other researchers 
defined tax evasion from the government 
side for lack of capacity to recover or trail 
taxes. According to Artavanis, Morse and 
Tsoutsoura (2012), tax evasion is the lack of 
the will power by the tax authority to collect 
revenues that are evaded, assumed as a 
result of not having capacity because of 
weakness and prove of violation from paper 
trail.  
 
Empirical Review 
The study by Modugu and Omoye (2014), 
indicate that, mainly because of the 
difficulties in measuring tax evasion given 
the individual incentives to conceal 
cheating. The assumption was that, at least 
qualitatively, the determinants of tax morale 
could produce relevant results for tax 
evasion; and what could explain tax morale 
could, in fact, explain the levels of tax 
evasion. The estimations with tax morale as 
the dependent variable had both traditional 
and non-traditional determinants as 
independent variables; quite similarly as for 
tax evasion modeling applied. 
Mansor, Ghani and Zaidi (2012) examine 
the factors affecting tax evasion in Malaysia 
utilising annual time series data from 1963-
2010. The study uses Artificial Neural 
Network methodology data techniques. The 
results of the study show that the size of 
governments, inflation rate and tax burdens, 
have an influence on the tax evasion, but 
there is negative effect on the relationship 
between tax payers income and the tax 
evasion.    
 
Agbi (2014) studies the impacts of tax 
evasion on the Canadian economy using 
primary data collected from 333 
respondents used as the sample for this 
study. The respondents include tax 
accountants, financial advisors, financial 
analysts, financial accountants, business 
owners, lawyers, public, and private 
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corporate employees.  The author employs 
an experimental method using descriptive, 
inferential techniques in his data analysis. 
The major findings of the study show that 
people that earn a more considerable income 
that is not easy to detect, exhibit lower rates 
of tax compliance in the country.  In 
addition, results indicate that there are 
compliance growths whenever the income is 
not detectable carries higher rates of 
detection. Finally, this experiment suggests 
that people that prepare their own tax 
returns tend to evade significantly more. 
 
Bekoe, (2012) examine the impact of tax 
evasion on economic development and also 
the direction of causality among the seven 
African countries using the annual time 
series data for the period 1985 - 2010. The 
study used panel data estimation techniques 
and conducted causality tests. The result 
indicates that tax evasion is the main factor 
that slows the growth of the economy. Any 
10.0% rise in tax evasion reduced the 
economic growth at 7.1%. The results from 
causality tests indicated that four countries 
exhibited bi directional causality, 
demonstrated unidirectional relationship, 
from tax evasion to economic growth while 
some shows unidirectional causality from 
economic growth to the tax evasion. 
 
Theoretical Framework 
Crime Theory: The deterrence doctrine of 
the crime theory can be drawn back to the 
works of (Murphy, 2008). Their theory of 
crime stated that people are rational players 
that behave in a way that will take full 
advantage of their predictable value. Becker 
(1968) also argues that, the authorities 
required to aptly balances between detection 
of non-compliers and the sanctions to the 
point where non compliance suits to the 
irrational.  
 
In the early 1970s, Alligham and Sandmo 
(1972) extended Becker’s work on the 
economics of crime to the context of tax. 
They found that relationship exists between 
probability of detection and higher penalty 

rate. In another study related to crime theory 
by Murphy and Harris (2007) indicated that 
the use of legal coercion and threat, mostly 
when perceived as illegitimate, can yield a 
negative behaviour. 
 
3. METHODOLOGY  
Arising from the established theoretical 
framework. The model or this study is 
specified as follows: 
 
Model Specification 
RI = β0 + β1FR + β2CURR + β3EDU +µ 
 
Where: 
RI = Revenue of Informal Sector 
FR = Fine rate 
CURR = Corruption 
EDU = Level of tax payer education 
µ = Error term 
β0 = Constant parameter 
 
Research Design 
The objective of this research is to 
determine the effect of the determinants of 
tax evasion on the revenue of the informal 
sector of the Northwestern States of Nigeria. 
The study adopts survey research design 
being an efficient means of gathering 
information with regards to the respondents’ 
perception. A structured questionnaire was 
administered on three categories of 
respondents- tax payers, tax officials and tax 
consultants. The research plan was to survey 
businessmen and women in two selected 
states in the North-Western of Nigeria. 
 
The population of the study 
The population of this study comprises of 
business men and women who operated 
within the informal sector in the two 
selected states, Kano and Sokoto state in the 
North-Western geo-political zone of 
Nigeria, the choice of the two states was 
purposive being them the major commercial 
states in the zone.  
 
The exact population of informal sector 
participants in the two selected states has 
neither been documented in any government 
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record nor in any previous research. The 
study was not able to determine the number 
of the informal sector in the region because 
there is no formal data available. However, 
given the potential population to be counted 
and the limited time and resources available 
for the study, the population of informal 
sector participants covered by this study was 
generated using purposive sampling. 
 
4. ESTIMATION RESULTSAND 

DISCUSSION OF FINDINGS 
Multi-collinearity Test using Variance 
Inflation Factor 
Table 1: Tolerance and Variance 
Inflation Factors (VIF) 
Variables Tolerance VIF 
FR 0.396 2.523 
CURR 0.837 2.162 
EDU 0.401 4.987 

 
Authors computation 2019 
To detect multicollinearity, the correlation 
matrix, as well as the correlation matrix 
examination of the exogenous latent 
constructswas, perform. The result of the 
correlation matrix shows 0.70 which 
indicates there was no multicollinearity 
among the exogenous latent constructs (Hair 
et al., 2010).  
 
After the examination of the matrix, the 
variance inflated factor (VIF), as well as 
tolerance value, were investigated. Table 1 
shows the result of all the VIF are less 5 and 
the tolerance values greater than 0.20. This 
indicates that no multicollinearity exists 
within the latent constructs exogenous 
variables in this study  (Hair, Ringle and 
Sarstedt, 2011). 

 
Table 2: Common Method variance test 

Component 
Initial Eigenvalues 

Extraction Sums of Squared 
Loadings 

Rotation Sums of Squared 
Loadings 

Total Var % CM  % Total Var % CM % Total Var % CM % 
1 22.04 26.18 26.185 22.04 25.185 25.185 14.62 18.259 18.259 
2 12.64 14.36 40.548 12.64 14.363 40.548 10.23 11.626 29.885 
3 6.821 7.751 48.300 6.821 7.751 48.300 8.291 9.421 39.306 
4 5.030 5.716 54.015 5.030 5.716 54.015 7.579 8.613 47.917 
 
Extraction Method: Principal 
Component Analysis. 
As shown in Table 2 above, the result of the 
factor analysis indicates the first factor 
variance which is the highest factor variance 

is 18.26%, which is less than 50%. The 
result shows that no single factor accounted 
for the majority of covariance in the 
predictor and criterion variables (Podsakoff, 
MacKenzie, & Podsakoff, 2012).  

 
The Correlation Matrix of the Research Variables 
Table 3: Pearson Correlations Results 
 FR CURR EDU 
FR 1 .150 

.001 
-.038 
.380 

CURR .150* 
.001 

1 .085 
.052 

EDU -.038 
.380 

.085 

.052 
1 

Source: Author’s Computation 
 
Table 3 shows the correlation matrix of the 
entire research variables. The variables are 

FR, CURR and EDU.The result of the 
correlation matrix indicates that there are 
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correlations among the most critical focal variable in this study.  
 
Model Summary result 
 
Model summary is provided in this section for all the hypotheses. 
 
Table 4:      Model Summaryfor hypotheses 

Model R R Squared Adjusted R Square 
Std. Error of the 
Estimate 

1 0.7820a .6246 .6012 5.333 
a fine rate, corruption, level of tax payer education 

 
Table 5:         ANOVAfor hypotheses 
Model Sum of Squares Df Mean Square F Sig. 
1 Regressio

n 214.563 1 62.234 173.354 .000b 

Residual 33.666 142 0.432   
Total 248.229 143    
a.Dependent variable: tax evasions  
b. Predictors(fine rate, corruption, level of tax payer education} 
 
 

 Table 6 Coefficientsa for hypotheses 
         Unstandardised      
coefficients     
Model                 B        Std 

Error 
Standardised 
coefficients beta 

         t            Sig  
 

Constant     .157 .102  1.539 .134  
Fine rate .745 .066 .742 11.288 .000  
Corruption .802 .072 .800 11.139 .000  
Tax payer edu. .724 .074 .722 9.784 .004  
a. Dependent variable: tax evasion significant level at 0.05 

 
Table 4 showed an R squared value of 
0.6246 indicating that the predictor 
variables (fine rate, corruption, level of tax 
payer education) depict a 62.46% of 
variables on tax evasions. The value of R 
0.7820 indicates a strong positive 
correlation between fine rate, corruption, 
level of tax payer education and tax 
evasions. This implies that the predictors of 
tax evasion are strongly related.  
 
Table 5 shows the findings of the ANOVA 
regression model. At α=0.05, at P=0.000 
indicating statistically significant predictors 
for the tax evasions. Additionally, P=0.05 
suggest a good fit model. As a result of the 
findings, there is enough evidence against 
the null hypotheses for the model to support 

the relationship between the independent 
and dependent variable. 
 
Table 6is the result of the regression 
between fine rate, corruption, level of tax 
payer education and tax evasion. The 
findings provided a beta coefficient of .745, 
.802, and .724 at a signifcant level of 0.000, 
which is lower than α=0.05, respectively. 
The table reported a strong relationship 
between fine rate, corruption, level of tax 
payer education and tax evasion.This 
resultprovided evidence that a change in the 
unit of .745 for fine rate will provide a 
change in a unit tax evasion. Also, a change 
in unit of .802 for corruption will provide a 
change in unit in tax evasion. Finally, a 
change in the unit of .724 for the level of 
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taxpayer’ education will provide a unit 
change in tax evasion. This is in line with 
the findings of the study conducted by Oko 
& Omini (2014)  
 
Conclusion and Recommendations 
Based on the findings of this study, the 
study concluded that corruption, education 
level of tax payers and fine rate are the main 
determinants of tax evasion in the 
northwestern of Nigeria. The study found 
out that tax evasion leads to inadequate 
provision of social amenities and 
inequitable distribution of income in the 
society. 
 
Based on the conclusion of this study, the 
following recommendations were made: 
i. The government should look at the tax 

payers’ income and compliance with the 
payment of tax serious. The National 
Tax Policy of 2011 has provided that the 
informal sector has been a problem in 
term of tax collections. Therefore, the 
government should put more efforts to 
register all informal business to improve 
revenue generation.  

ii. Government should create an enabling 
environment that will provide jobs 
opportunity for the people. The need for 
transparency and accountability should 
be paramount important to Nigerian tax 
authorities in the collection, payments, 
and utilisation of tax proceeds.  

iii. Tax evasion is inevitable where the 
Government does not boost the 
economy and decrease the level of 
poverty among its citizenry particularly 
where the majority of the citizens are 
poor. There should be a systematical 
way of development by the government 
in term of the development of the social 
and infrastructural sector, as that will 
enable the citizens, especially the 
informal sector to have a capacity 
increase in the area of production. 
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