Chapter One
Introduction

1.1 Background to the Study

The interplay between tax incentives and economic development is a central theme in fiscal
policy and economic planning. Tax incentives, broadly defined as provisions in tax laws
designed to encourage or stimulate certain economic activities, have long been a Q‘A{tool for
governments seeking to influence economic behaviour, attract investmentsQJ@rive growth.

While tax incentives are commonly utilized across jurisdictions, the n, implementation,
and outcomes vary significantly depending on a country’s ecm% egal, and institutional
framework. A comparative study of the United States an provides a compelling lens

through which the efficacy and limitations of tax ince@es can be examined, particularly in

fostering economic development. ’bb’b

Tax is generally defined as a compulsory f@a; charge or levy imposed by a government on
°

individuals, businesses, or other enti@md public expenditures and services. It is a primary

tool for resource mobilization:i& redistribution, and economic regulation. Taxes can be

direct, such as income ta@?direct, like value-added tax (VAT). As articulated by James and

Nobes, taxation s@dual purpose of revenue generation and influencing economic

behaviours.! 6

Taxation @ to the system through which governments enforce the collection of taxes. It is a
critical element of governance and economic management, enabling states to provide

infrastructure, security, and welfare services. According to Lymer and Oats, taxation

1 Simon James and Christopher Nobes, The Economics of Taxation (15th edn, Pearson 2017) 22.



encompasses the legal and administrative framework used to determine, collect, and enforce tax

liabilities.?

Tax incentives are specific provisions within tax laws designed to encourage particular economic
activities or behaviours by reducing tax liabilities. These include tax credits, exemptions,
deductions, and allowances aimed at attracting investments, fostering innovation, an@porting
economic development. For example, the Organisation for Economic ation and

Development (OECD) defines tax incentives as deliberate measures to @Q:QM( obligations in

order to stimulate investment in priority areas.’ &

In the United States, tax incentives have historically been a si ﬁm ant mechanism for promoting
regional development, stimulating innovation, and foster%inustrial growth. Incentives such as
tax credits, deductions, and exemptions are strat%@employed to encourage investment in
sectors like renewable energy, technology, aﬁ@nufacturing.4 For example, the Research and
Development (R&D) Tax Credit, first @uced in 1981, has been instrumental in fostering
innovation and maintaining the&éd States' technological edge.” The Federal New Markets
Tax Credit (NMTC), intr in 2000, aims to stimulate private investment in economically
distressed communitie,i*on ributing to job creation and infrastructure development.® Empirical

o \
studies under co@ efficacy of such incentives; however, criticisms persist regarding their

complexi*& itable distribution of benefits, and potential for abuse.’

2 Michael Lymer and Lynne Oats, Taxation: Policy and Practice (26th edn, Fiscal Publications 2021) 10.
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Nigeria’s use of tax incentives reflects the country’s developing economy and the need to attract
foreign direct investment (FDI), diversify its oil-dependent economy, and promote regional
development. Incentives such as the Pioneer Status Incentive (PSI), tax holidays, and capital
allowances have been designed to attract investment in non-oil sectors like agriculture,
manufacturing, and telecommunications.® However, the effectiveness of these incentives is often
undermined by weak institutional frameworks, corruption, and an opaque ta Q’li istration
system.” Studies reveal that while tax incentives in Nigeria have contribut@ creased FDI

inflows, the lack of robust monitoring mechanisms and evaluation ca ampers their long-

O

The comparison between the United States and Nigeria @ights significant lessons. In the

term developmental impact.!°

United States, tax incentives are often targeted, @gent, and accompanied by rigorous
accountability mechanisms.!! In contrast, Ni&\(&proach, though ambitious, faces challenges
in ensuring transparency, compliance, ar@%nment with broader economic goals. For instance,

while both countries use tax in<@f@s to address regional disparities, the United States’
incentives often leverage p@rivate partnerships and robust legal frameworks, whereas

Nigeria’s incentives st& ith issues of policy consistency and implementation gaps.!?

. \'
The nexus betwe@ incentives and economic development raises critical questions about their

design and ct. Do these incentives truly stimulate economic growth, or do they merely

N\
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create avenues for revenue loss? To what extent do legal and institutional frameworks shape the
outcomes of tax incentives? These questions are particularly pertinent in light of global debates
about tax competition and the need for sustainable economic policies. A comprehensive
comparative study of the United States and Nigeria’s tax incentive regimes offers valuable
insights into best practices, potential pitfalls, and the broader implications for, economic

R
O

1.2 Statement of the Problem &

development and legal reforms.

Tax incentives are widely used to stimulate economic growth and a @westment. In Nigeria,
however, their effectiveness is often limited by weak %ns, inconsistent policy
implementation, and corruption, resulting in low foreign di@nvestment and limited economic
diversification. While previous studies have highli%fb ese challenges, few have compared
Nigeria’s tax incentive experience with @ where such incentives have delivered
measurable outcomes, such as the Uni tates. In the U.S., tax incentives have fostered

innovation and regional developme@ﬁf&wugh concerns about complexity and unequal benefits
persist. QQ\A

This gap highlights’&need to examine how legal frameworks, institutional capacity, and
accountability, m&yx\sms influence the effectiveness of tax incentives in Nigeria. Accordingly,

this study Q o:

1. Compare the legal and institutional frameworks for tax incentives in Nigeria and the United

States.
2. Assess the economic impacts of tax incentives in both countries.

3. Evaluate the role of transparency and accountability in shaping their effectiveness.



4. Identify lessons from the United States’ experience that can improve Nigeria’s tax incentive
regime.

1.3 Aim and Objectives of the Study

The aim of this study is to conduct a comparative analysis of the legal and institutional

frameworks for tax incentives in Nigeria and the United States, evaluating thei%pact on

economic development. Accordingly, the study seeks to achieve the following o@es:

i.  To examine and compare the legal and institutional frameworks\for tax incentives in

Nigeria and the United States. %

ii.  To evaluate the economic impacts of tax incentives ir@ and the United States.

iii.  To analyse how transparency and accountabilié@misms influence the effectiveness of

tax incentives in both countries. @

iv.  To identify lessons from the Unﬁ@tes‘ experience with tax incentives that can inform

the improvement of Nigeria's@&\incentive regime.
S
1.4 Research Questi n\
N

Consequent upén these problems the, researcher formulated the following research questions for
detenn'{ﬁ@@

I.  How do the legal and institutional frameworks governing tax incentives in Nigeria and the
United States compare, and what implications do these differences have for their
effectiveness?

II. What are the economic outcomes of tax incentives in Nigeria and the United States,

particularly regarding investment, growth, and sectoral development?



II. In what ways do transparency and accountability mechanisms influence the efficiency and
effectiveness of tax incentives in both countries?
IV. Which elements of the United States’ experience with tax incentives can provide practical

lessons for reforming and improving Nigeria’s tax incentive regime?
1.5 Research Methodology

This study adopts a doctrinal approach, examining existing laws, policies, anQ%ﬁtutional

practices relating to tax incentives in Nigeria and the United States.'? < O

The need to ensure accuracy of the information presented in this wo itated the nature of
methodology undertaken in this research which is doctrin esw%h methodology. Hence,
primary and secondary sources shall be put to use. Most s@icanﬂy, statutes, law reports and
important gazette, information, Hansards are to be ¢ n@ Textbooks, magazines, newspapers,

committee reports and journals shall also fo e sources of the research.

N\

These materials will be critically analys@ﬁvaluate legal provisions, institutional frameworks,
and procedural mechanisms that @Qt he effectiveness of tax incentives. The study aims to
identify strengths and weakn Ain the Nigerian and U.S. systems and draw lessons to guide

improvements in Nigeri & incentive regime

y \
\
1.6 Scope oftge ggyy

This stu %uses on a comparative examination of the legal, institutional, and economic
dimensions of tax incentives in Nigeria and the United States. Specifically, the research is
confined to an analysis of the statutory and regulatory frameworks that govern the administration,

implementation, and oversight of tax incentives in both countries. It assesses the roles of key

13 M.0.U. Gasiokwu, Legal Research and Methodology: The A-Z of Writing Theses and Dissertations in a Nutshell,
Jos: FAB Educational Books, 1993, 6



institutions such as Nigeria’s Federal Inland Revenue Service (FIRS), the Nigerian Investment
Promotion Commission (NIPC), the Joint Tax Board (JTB), as well as U.S. institutions such as
the Internal Revenue Service (IRS), the Department of the Treasury, and relevant state-level tax

authorities. The study does not extend to countries outside these two jurisdictions.

Geographically, the scope is limited to the federal tax incentive regimes in Nig%and the
United States, with only limited references to state-level incentives in the @there such

incentives significantly shape national outcomes or provide essential 1&&Jor comparative

analysis. &

Economically, the study examines the outcomes of tax in with respect to foreign direct
investment (FDI), domestic investment, economic growt §sectoral development, particularly
in sectors where incentives are most prominent su&anufacturmg, technology, agriculture,
and renewable energy. The research evaluaté@surable economic indicators within a defined

timeframe, depending on data ava11ab§(y but does not extend to a full macroeconomic

modelling of both economies. ‘\
AQ

In terms of govemanca@%ope includes an assessment of transparency, accountability,
monitoring, and rep@ mechanisms that influence the efficiency and effectiveness of tax
incentives in both ntrles This includes an examination of public disclosure practices, audit
systems, @hance structures, and institutional checks that ensure proper implementation of
incentive ‘programmes. Broader governance issues unrelated to tax incentives fall outside the

scope.

Finally, the study identifies aspects of the United States’ tax incentive experience that can offer

practical guidance for reforming Nigeria’s tax incentive system. The analysis is limited to



lessons that are contextually adaptable to Nigeria’s economic environment, administrative
capacity, fiscal constraints, and development priorities. Broader political or constitutional issues

that do not directly relate to tax incentives are excluded from the study.
1.7 Significance of the Study

This study holds considerable significance for multiple stakeholders, ranging from ymakers
and legal scholars to economists, development practitioners, and academi .@r levance is
amplified by the increasing reliance on fiscal tools like tax incentié\in shaping national

development agendas amid global economic competition and dom: enue challenges.

The primary contribution of this research lies in its com examination of tax incentive
regimes in Nigeria and the United States, two %@bies with divergent legal systems,
institutional capacities, and levels of economic pment. By analyzing how tax incentives
are designed, implemented, and evaluate \\&n these jurisdictions, the study provides a

%es influence economic outcomes such as foreign

nuanced understanding of how ﬁscal%{}ft

direct investment (FDI), job cma&&ndustrlahzatlon and revenue generation.

This analysis goes beyo}dsrface—level comparisons, delving into the institutional, legal, and
political econom@%&n ions of tax incentive administration. The findings serve to clarify the
conditions un%which tax incentives are most likely to succeed or fail, thereby contributing to

both tb@ry and practice of fiscal policymaking in diverse governance contexts.

For Nigeria, the study offers evidence-based guidance for reforming its tax incentive framework,
particularly in light of the country’s pressing need to diversify its economy beyond oil
dependency and address chronic revenue shortfalls. The research identifies critical gaps in

transparency, policy consistency, and institutional enforcement that undermine the effectiveness



of current incentive schemes. By highlighting best practices from the U.S. model,such as
performance-based eligibility criteria, robust monitoring, and legal clarity,this study provides
actionable recommendations that can support the country’s long-term goals of economic

diversification, industrial competitiveness, and sustainable development.

Moreover, the study aligns with Nigeria’s ongoing fiscal reform efforts under instr%nts such
as the Finance Act, the Petroleum Industry Act (PIA), and the National D@mem Plan

(2021-2025), thereby offering timely and policy-relevant insights for refg@gd\d lawmakers.

For the United States, the research serves as a critical evaluation ng-term sustainability
and equity of its tax incentive policies. While the U.S een relatively successful in
leveraging tax incentives to drive innovation and regioxﬁde elopment, concerns persist about
the distributional impact of such policies, particul@%hether they disproportionately benefit
large corporations or affluent regions. By\\\@;aring outcomes with a developing country
context, the study offers a reﬂective’%@ rough which U.S. policymakers can assess the

inclusiveness, efficiency, and ﬁs@dence of their incentive regimes.
[ ]

This transnational perspa@ particularly relevant in the context of growing debates around

fiscal federalism, ta &gty, and economic justice, especially in an era of widening inequality

and regional (%&d within the U.S. economy.

Ata b@%vel, the study contributes to the global discourse on tax competition, investment
attraction, and fiscal sustainability. In a world where countries frequently compete to offer
attractive tax incentives to mobile capital, the study provides a critical assessment of the trade-
offs involved,between revenue generation and economic growth, between equity and efficiency,

and between national priorities and global economic pressures.



The comparative framework adopted in this research offers valuable guidance for developing
countries grappling with the challenge of designing competitive yet sustainable tax policies,
especially in the context of global minimum tax initiatives and Base Erosion and Profit Shifting

(BEPS) reforms under the OECD framework.

Finally, this study makes a substantive contribution to academic scholarship by brk&ng legal
analysis with empirical economic inquiry. It offers a methodological model fo@;arative tax
policy research that integrates doctrinal legal analysis, institutional tl&y,(aﬁd development
economics. This interdisciplinary approach not only enriches the ac literature on taxation

law and fiscal policy but also provides a foundational frame@t t can be adapted to other

jurisdictions and sectors. Q

The study’s comparative methodology, supported pirical evidence and policy critique,
establishes a foundation for future rese&@ Into taxation, governance, and economic
development. It encourages continﬁ@erdisciplinary dialogue among legal scholars,

economists, political scientists, &@u lic policy experts, thereby enriching both theory and

practice in a rapidly evol@.
1.8 Limitation of t-h\&%dy

However, the @y is limited by the availability of empirical data, particularly in Nigeria, where
transp e@ and access to reliable information remain challenges. Additionally, the analysis is
confined to specific legal instruments and institutional actors, which may not capture the full
complexity of tax incentive regimes in both countries. Despite these limitations, the study aims
to provide a comprehensive and balanced evaluation, offering practical recommendations for

policymakers and stakeholders.
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1.9 Operational Definition of Terms

1.

Tax Incentives
In this study, tax incentives refer to targeted reductions, exemptions, rebates, or credits
granted by the government to individuals or businesses for the purpose of stimulating

investment, reducing production costs, or encouraging economic activities i&referred

Legal &QJ Framework

The legal framework refers to the statutes, regulations, guidelin judicial decisions that

sectors.

govern the creation, administration, and enforcement of incentives in Nigeria and the

United States. Q

Institutional b’b Framework
(%)

This term refers to the government @ws, regulatory bodies, and administrative

institutions responsible for desi@implementing, monitoring, and evaluating tax

incentive policies in both cm@

Economic QQ Outcomes
Economic outwﬂ\&fer to measurable economic effects of tax incentives,such as changes
in investm tg'éls, economic growth rates, employment, and sectoral performance resulting

from fébrplementation of tax incentive policies.

N

Transparency Mechanisms
Transparency mechanisms refer to the processes and systems through which tax incentive
information such as beneficiaries, cost implications, and compliance reports is disclosed to

the public and relevant stakeholders.

11



6.

10.

Accountability Mechanisms
Accountability mechanisms are the institutional processes that ensure that tax incentives are
implemented as intended, that public officials are answerable for their decisions, and that

deviations or abuses are detected and sanctioned.

Foreign Direct Investment (FDI)
FDI refers to capital inflows from foreign investors into domestic busi@% or assets,

typically involving ownership control or significant influence, and use&ﬁhﬁ study as a key

indicator of the effectiveness of tax incentives. @

Sectoral Development
Sectoral development refers to the growth, expansﬁ@ ;d productivity improvements of

specific economic sectors,such as manufactun@ agriculture, technology, or energy as

influenced by tax incentive policies. @

Tax (9\ Expenditure

Tax expenditure refers to th@mated revenue forgone by governments as a direct result of
granting tax 1ncent1v®es exemptions, or credits. It is used in the study as a measure of

the fiscal cost of }%centwes

Compara@ Analysis

Cc@lve analysis refers to the methodological approach of systematically evaluating the
similarities and differences between Nigeria’s and the United States’ tax incentive regimes to

determine their relative effectiveness, strengths, and weaknesses.

1.10 Structure

12



This study is divided into five chapters. Chapter One serves as the general introduction, laying
the foundation for the research. It outlines the background of the study, highlighting the
relevance of tax incentives to economic development and the challenges associated with their
implementation in Nigeria and the United States. This chapter also defines the research problem,
articulates the aim and objectives, underscores the significance of the study, and &iﬁes its

scope and limitations. A brief synopsis of the subsequent chapters is also provideil.Q

Chapter Two focuses on conceptual clarification, theoretical framework, g@él development,
and literature review. It explains key concepts such as taxation, $Q:>ntlves economy, and
economic development, providing a comprehensive understan of'the terms as they relate to

the study. The chapter further explores economic and d@pment theories pertinent to tax

incentives and examines the historical evolution (6%% centive regimes in Nigeria and the

United States. A critical review of ex1stln®bhre on the subject provides the academic

context for the study. 5&

Chapter Three delves into the leil@% institutional frameworks for tax incentives in Nigeria and
the United States. It dis @ﬁ the legal instruments governing tax incentives in Nigeria,
including the Indust i %evelopment/lncome Tax Relief Act, the Nigerian Investment
Promotion Co, r@n Act, and others. Similarly, the chapter examines the corresponding legal
frameworksfb%e United States, such as the Internal Revenue Code and the Tax Cuts and Jobs
Act 0%7. Institutional frameworks, including key agencies like the Federal Inland Revenue

Service (FIRS) in Nigeria and the Internal Revenue Service (IRS) in the United States, are

analysed to understand their roles in administering tax incentives.

Chapter Four presents a comparative analysis of tax incentives and their economic impact in

Nigeria and the United States. It reviews the effectiveness of tax incentive programs in both

13



countries and assesses their influence on economic development. The chapter highlights lessons
learned from the U.S. experience that could inform policy improvements in Nigeria. It also
identifies the strengths and weaknesses of each country’s tax incentive structures and proposes

policy recommendations for fostering economic growth through more effective tax regimes.

Chapter Five concludes the study by summarizing the findings and offerir%)ractical
recommendations. It emphasizes the contributions of the research to knowled@&ticularly in
understanding the comparative effectiveness of tax incentives in Nigerigqgthé United States.
The chapter also identifies areas for further research, encouragingg@wd exploration of the

intersection between taxation policy and economic developme[Q

14



Chapter Two

Literature Review

2.1 Taxation \
i ?ﬂvolves the

Taxation is a concept fundamental to the functioning of governments WorldwicQ
p

imposition of financial charges or levies by a governing authority to fufad ic services and

ensure societal development. Taxation, in its broadest sense, is d%@ the process by which
governments collect financial contributions from individual d businesses to fund public
expenditures. Scholars have long emphasized the criti%@ of taxation in governance. For
instance, Cordes et al. describe taxation as the “@ood of state financing," essential for
achieving economic stability and equity wit ety. Taxation also reflects a social contract,
where citizens contribute to collectivem\\ﬁ;"n exchange for governance and public services. !4

This definition is widely accepted @cga and economic literature.

McGee'” frames taxatio%@ merely a legal obligation but a moral responsibility tied to
citizenship and soqie,&icipation. He suggests that understanding taxation requires exploring
its ethical di ngqm, particularly regarding fairness and equity. Similarly, Rubini!® highlights
the comp‘%@terplay between taxation and international law, particularly in the context of state

sovere%& and global economic integration.

14 J) Cordes and Others, The Encyclopedia of Taxation and Tax Policy (Urban Institute, 2005).

15 RW McGee, The Philosophy of Taxation and Public Finance (Kluwer, 2003).

16 | Rubini, The Definition of Subsidy and State Aid: WTO and EC Law in Comparative Perspective (Oxford University
Press, 2009).
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According to Black's Law Dictionary defines taxation as a "government's imposition of financial
obligations on its citizens to raise revenue for public purposes."!” This definition underscores the
inherent authority of the state in enforcing tax compliance. Furthermore, the Max Planck
Encyclopedia of Public International Law elaborate on taxation's role in maintaining state

autonomy and regulating economic transactions at both domestic and international 16&18.18

Building on this, Adam Smith, in The Wealth of Nations, articulated taxation QQontribution
from citizens for the support of the government in proportion to their abi}([gpdy, based on the

principles of equity, certainty, convenience, and economy."!

definition lays the
philosophical foundation of modern tax systems, emphasi%fa ess, efficiency, and the
proportional distribution of tax burdens. Expanding on t@ principles, Holmes and Gibson

N

define taxation as “a structured system of compuls yments imposed by the state to raise
revenue, redistribute income, and influence @c behavior.”® This definition captures the
multi-faceted nature of taxation, empha@g its redistributive and regulatory roles alongside

revenue generation. It also reflects &Sﬁ’lamic interplay between taxation and economic policy.

In Macomber v. Commissi »@} the U.S. Supreme Court established that taxation must align
with constitutional‘pri iples, including due process and equal protection. The court emphasized
that taxes must r@arbitrary but grounded in a legitimate public purpose. Another landmark
case, Rowe ister of Finance, explored the proportionality and fairness of taxation systems,

reinforcing that taxes should correspond to a citizen's ability to pay.??> Also, in A-G v Wilts

17 BA Garner, Black’s Law Dictionary (11th edn, Thomson Reuters 2019) 1698.

18 R Wolfrum, Max Planck Encyclopedia of Public International Law (Oxford University Press, 2013).

1% Adam Smith, The Wealth of Nations (1776) Book |, Chapter I, 25-28.

20 SRHolmes and J Gibson, Economic Development Strategies and Tax Policies (Cambridge University Press 2020),
156-162.

21252 U.S. 189 (1920).

22 [1983] 1 S.C.R. 48 (Canada).
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United Dairies®, the court observed that “taxation is a compulsory exaction of money by a
public authority for public purposes enforceable by law and not a payment for services
rendered.” This perspective highlights the coercive nature of taxation and its distinct purpose of

serving public interests rather than compensating specific services.

Economists have contributed significantly to defining taxation, focusing on its impligations for
resource allocation and income redistribution. Smith, in The Wealth of Natior@%posed four
maxims of taxation: equity, certainty, convenience, and efficiency. T se(ppfnciples remain
foundational in designing modern tax policies. Contemporary eco s like Joseph Stiglitz

expand on these ideas, emphasizing taxation's role in addres@m rket failures and reducing

inequality.?* QQ

Adding an economic dimension, the International M ry Fund (IMF) characterizes taxation as
“a method of mobilizing resources by the st&‘\@ nance government expenditure and promote
economic and social objectives.”? Th@nition captures the dual purpose of taxation: to

provide resources for government @stlons and to implement socio-economic policies.
L]

From these perspectives,@@emerges as a socio-legal construct designed to achieve broader
societal objectives b@ mere revenue collection. While legal definitions stress its enforceable
and statutory&&d economic perspectives emphasize its role in redistributing wealth and
regulatin@omic behavior. Furthermore, the principle of equity, as outlined by Adam Smith,
remains central to taxation, ensuring a fair distribution of its burden. Hence, For the purposes of
this study, taxation can be defined as: “A compulsory levy imposed by a government on

individuals, businesses, and transactions to finance public expenditure, redistribute wealth, and

23[1921] 37 TLR 884.
24 A. Smith, The Wealth of Nations (1776).
% International Monetary Fund (IMF), Tax Policy Handbook (IMF 2019) 34-36.
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regulate economic behavior in line with national development objectives.” This definition

encapsulates the legal, fiscal, and regulatory dimensions of taxation.
2.1.1 Tax Incentive

Tax incentives are critical tools employed by governments globally to stimulate economic
growth and encourage specific behaviors among individuals and corporations. Th centives
typically come in the form of tax reductions, exemptions, or deferrals. How @e concept of
tax incentives is interpreted differently by scholars, policymakers, andlegal frameworks, each
emphasizing unique aspects of its purpose and implementati idely accepted legal
definition is found in Black's Law Dictionary, which describ ncentives as "a governmental
provision or benefit granted to encourage a specific act@o economic activity, usually in the
form of reduced or eliminated tax liability."?¢ This &ion, underscores the pivotal role of tax

incentives in shaping economic behavior by n@yg the tax burden on qualifying activities.

°
Similarly, the United Nations Confer@ Trade and Development (UNCTAD) in its 2015
report, defines tax incentives as@dl measures offered to investors to reduce their tax burden
and thereby encourage i\@ts in specific sectors, regions, or industries."?” This perspective

highlights the strategiC™deployment of tax incentives to attract foreign direct investment (FDI),

particularly inéev ing economies.

Buildi@gis, Holmes and Gibson conceptualize tax incentives as “governmental concessions
designed to reduce the effective tax rate of an individual or corporate taxpayer as a mechanism to

stimulate desired economic activities, such as industrial development or research and

26 BA Garner, Black’s Law Dictionary, (11t" edn, Thomson Reuters, 2019), 1698.
27 United Nations Conference on Trade and Development, Tax Incentives and Investment: A Global Perspective
(UNCTAD 2015).
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2928

development. Their definition emphasizes the connection between tax incentives and

economic policies targeting innovation and industrial growth.

The OECD Glossary of Tax Terms provides another nuanced definition, stating that tax
incentives are "special exclusions, exemptions, or deductions that provide a tax benefit to a
subset of taxpayers to encourage behaviours or investments deemed beneficial %:onomic
growth or policy objectives."® This description acknowledges the selectivity licy-driven

nature of tax incentives, often tailored to benefit certain industries or regi&

3 ourt observes that tax

Adding a legal dimension, in Mobil Oil v. Commissioner of Tax
incentives are "statutory privileges conferred to foster de ent projects and incentivize
activities that align with national economic goals." This t&is n reinforces the principle that tax
incentives must align with legislative objectives &mote public policy interests. Further,
Halsbury’s Laws of England describe tax inc\@?as "statutory provisions aimed at promoting
economic growth by granting reliefs 0}‘@'&0118 from tax obligations to particular sectors or

activities."*! This definition und&@res the legislative origin and economic purpose of tax

incentives as legal instm@

From these diverse @ctives, tax incentives emerge as multifaceted tools serving economic,
legal, and pol g‘ﬁectives. While some definitions emphasize the fiscal mechanisms (e.g.,
exemptio@l deductions), others focus on the broader economic and developmental impacts,

such as industrial growth, innovation, and regional development. The definitions also reveal a

28 SR Holmes and J Gibson, Economic Development Strategies and Tax Policies (Cambridge University Press, 2020),
156-162.

2% OECD, ‘Glossary of Tax Terms’ (OECD Publishing 2020) < https://www.ditc.ky/legislation-resources/oecd-
glossary-of-tax-terms/> accessed 23 January 2024.

30[1977] UKPC 17.

31 Halsbury’s Laws of England, vol 34 (LexisNexis 2017) para 508.
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common thread: tax incentives function as instruments for aligning private sector behaviour with

public interest goals.

For the purposes of this study, tax incentives can be defined as: “Legislatively sanctioned
benefits, exemptions, or reductions in tax liabilities aimed at fostering economic activities,
investments, or behaviours deemed crucial to achieving national development obje% " This
definition integrates both the fiscal and strategic dimensions of tax incentive cting their

dual role as economic motivators and policy tools.

2.1.2 Economy &

The term "economy" encapsulates the systems and pr hrough which resources are
produced, distributed, and consumed within a soc1ety nltions of the economy often differ
depending on whether the perspective is eco legal or policy-driven, reflecting the

complexity of the concept. From a histor c rspectlve Adam Smith,*? in The Wealth of
Nations, described the economy as "t@g of natural liberty where resources are allocated
through the interplay of suppl@d demand in a free market." This classical definition

emphasizes the central r@rket forces and competition in resource allocation.

In a more conter@o@iew, Paul,® defines the economy as "a social system concerned with

the efficient @aﬁon of scarce resources to produce goods and services that satisfy human
Wants."\T/%rQeﬁnition builds on Smith's ideas but incorporates the notion of scarcity and the
goal of maximizing human welfare. Adding a developmental perspective, Amartya,>* in
Development as Freedom, conceptualizes the economy as "the aggregate of institutional

arrangements and productive capacities that influence the well-being of people and the

32 Adam Smith, The Wealth of Nations (1776), 25-28.
33 p Samuelson, Economics (19th edn, McGraw-Hill, 2010), 3-5.
34 A Sen, Development as Freedom (Oxford University Press, 1999), 13-15.
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development of capabilities." This definition expands the concept of the economy to include

human development and social welfare.

From a legal standpoint, Black’s Law Dictionary defines the economy as "the system of
production and consumption activities, including legal and institutional frameworks, that regulate
trade, labor, and financial transactions within a region or country."**> This deﬁnitio ighlights

the importance of legal and regulatory structures in shaping economic act1V1ty

Further, the United Nations Department of Economic and Social Affai QSESA) describes
the economy as "the interconnected network of production, trade, umption activities that
determine the standards of living and developmental outc societies."*® This definition
incorporates both micro- and macroeconomic dimens@, mphasizing the interconnections
between economic activities and societal well-bein&e so, In Attorney-General v. Wilson’’,
the court observed that "the economy is P@mmaﬁon of all productive efforts within a
jurisdiction, regulated through public 5@2&6 legal instruments."'? This judicial perspective

aligns the economy with govema&@ regulatory oversight.

The definitions above re\@ economy as both a functional system of resource allocation and
a legal construct g@v@; by laws and institutions. While classical definitions emphasize market
dynamics an%gﬁ:e allocation, modern interpretations integrate elements of social welfare,
regulato %eworks and developmental outcomes. This duality highlights the economy’s role
as bot&operational system and a normative construct shaped by policies and laws. Thus, In

the context of this research, the economy can be defined as: “A system of coordinated activities,

35 BA Garner, Black's Law Dictionary, (11* edn, Thomson Reuters, 2019), 637.

36 United Nations Department of Economic and Social Affairs (UN DESA), Economic Policies for Sustainable
Development (UN DESA, 2018) https://www.un.org/development/desa/publications/economic-policies-for-
sustainable-development.html accessed 23 January 2025.

37 [2002] UKSC 5.
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institutions, and policies aimed at producing, distributing, and consuming resources to meet
societal needs and foster national development.” This definition combines economic efficiency

with legal and developmental considerations, reflecting the complexity of modern economies.
2.1.3 Economic Development

Economic development, by contrast, represents a broader and more dynamic cept that
encompasses the qualitative improvement of a society’s economic, social, a @u ional well-
being. It includes material growth, as well as the enhancement of lﬁ\g standards through
targeted policies and programs aimed at fostering inclusive and s ¢ progress. Amartya’®,
a leading scholar in development economics, defines econ velopment as "the expansion
of capabilities and freedoms that enable individuals to Q(d tves they value."” This definition

shifts the focus from mere economic growth to hn& development, emphasizing well-being,

empowerment, and agency as key indicators b@gress.

Similarly, Todaro and Smith describ{.gs’%i ic development as “a multidimensional process
involving changes in structures&gdes, and institutions as well as the acceleration of economic
growth, reduction of i@%y, and eradication of absolute poverty.”*® Their definition
highlights the intara\\'ﬁ%:tion between economic growth, institutional evolution, and social
transformatio% orld Bank adds another layer, defining economic development as “the
sustained@@ase in living standards, including access to better education, health care, and
emplokélt opportunities, as well as environmental sustainability.”*® This perspective
incorporates sustainability and inclusivity, reflecting modern concerns about climate change and

equitable access to resources.

38 A Sen, Development as Freedom (Oxford University Press 1999) 13—15.
39 PM Todaro and SC Smith, Economic Development (12th edn, Pearson 2015) 16-21.
40 The World Bank, World Development Report 2019: The Changing Nature of Work (World Bank 2019) 4-7.
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In Commissioner of Taxation v Futuris Corporation Ltd*' provides further insight. The court
noted that “economic development encompasses policies and practices aimed at creating
conditions for economic growth and improving the quality of life of citizens.”'" This
interpretation underscores the practical role of public policy in advancing development
objectives. It is noted that, Black’s Law Dictionary further defines economic development as
“governmental efforts to promote long-term growth through investment i Q%ructure,

education, and industrialization.”** This definition captures the proactive ‘ole the state in

creating the conditions necessary for sustained development. é

Economic development is thus inherently multi-dimensional %passing economic, social,
and institutional growth. Earlier definitions predominantl@cused on economic growth, but
modern interpretations,such as those by Sen and the@@? Bank,emphasize societal well-being,
inclusivity, and sustainability as core obj @Legal perspectives add another layer by

recognizing the role of governance, ,p& policy, and institutional frameworks in driving

development. Q’\cj\

For the purposes of this st @nomic development can be defined as: “The multidimensional
process of improYin conomic, social, and institutional well-being through policies and
programs ai ed@stering inclusive growth, reducing inequality, and ensuring sustainable
progress.” efinition integrates human development, legal frameworks, and sustainability,

reflectingthe broader goals of modern economic development strategies.

2.2 THEORETICAL FRAMEWORK

41[2008] HCA 32.
42 Bryan A. Garner, Black’s Law Dictionary (11th edn, Thomson Reuters 2019) 1037.
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A theoretical framework provides the foundation for analysing and understanding the subject

matter of tax incentives and economic development.

2.2.1 Economic Theories on Tax Incentives

Tax incentives, as economic tools, are grounded in various theories that address their
effectiveness in stimulating economic growth, investment, and industrialization. A@he

economic theories relevant to tax incentives, the Neoclassical Economic T e&y particularly
suitable for analysing how fiscal incentives influence investment d@nd capital

accumulation.

The Neoclassical Economic Theory, largely 1nﬂuence%Qonomists such as Adam Smith,
Alfred Marshall, and Robert Solow, posits that eco@agen‘[s act rationally to maximize their
utility or profits. This theory is founded on s\&@%ey assumptions: that individuals and firms
have well-defined preferences; that é& ke choices aimed at optimising outcomes; that
markets tend toward equilibrium @@\ supply and demand interactions; and that capital and
labour are allocated efficie tLQ er competitive conditions. In the context of tax incentives, this
theory suggests that Qw

ill respond to reductions in the cost of capital by increasing

investment in prc@re ctivities, thereby enhancing output and productivity.*
One of th@al elements of Neoclassical Economic Theory is the relationship between

capital accumulation and economic growth. Robert Solow’s Growth Model demonstrates that

increases in physical capital,facilitated by lower costs of investment,lead to higher levels of

43 Robert M Solow, ‘A Contribution to the Theory of Economic Growth’ (1956) 70 Quarterly Journal of Economics
65-94
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output in the short and medium term. Tax incentives such as investment allowances,
accelerated depreciation, and tax holidays reduce the effective cost of capital, making it
rational for firms to expand productive capacity. These incentives thereby influence not only
the quantity of investment but also its allocation across sectors with the highest expected

returns. The theory further predicts that over time, increased investment leads to ological

adoption, efficiency gains, and improvements in overall productivity.** Q/
Another important aspect of Neoclassical theory is the mechanism nal returns on
investment. According to the theory, as firms increase inve productive assets, the
additional output generated by each unit of investm%t@to diminish, reflecting the

principle of diminishing marginal returns. Ta@%ves can alter the cost-benefit calculation of
investment decisions, effectively raising f&arginal benefit of additional investment and
encouraging firms to invest more thaf\th€y would in the absence of incentives. By lowering the
upfront cost or increasing aft%@etums, these incentives provide a signal to firms about

profitable opportunitie@g resource allocation toward sectors where investment yields the

highest retums.“'SQ:\\'

In the cont developing countries such as Nigeria, the application of Neoclassical

principles to tax incentives is instructive. The Nigerian government implements policies such

4 Joseph E Stiglitz, Economics of the Public Sector (4th edn, W W Norton 2015) 312-316.

4 Robert E Hall and Charles | Jones, ‘Why Do Some Countries Produce So Much More Output Per Worker Than

Others?’ (1999) 114 Quarterly Journal of Economics 83-116.
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as pioneer status tax holidays, investment allowances, and sector-specific concessions to

stimulate investment in priority sectors, including manufacturing, agriculture, and information
and communication technology. In principle, these incentives reduce capital costs and encourage

rational economic agents to increase investment, modernize production processes, and adopt new

technologies.*¢ \

However, the Nigerian experience highlights the limitations of the theory whe\(/@%ional
and structural challenges are present. While the theory assumes ration ses to cost
reductions, factors such as bureaucratic inefficiencies, inconsis@p%cy implementation,
weak governance, poor infrastructure, and limited access ancing often constrain the

ability of firms to respond optimally. In addition, 5@1 access to incentives may result from
political patronage or weak oversight, leading\\‘Qneﬁts accruing to larger or more connected
firms rather than those with the hlghest%\ tive potential. Sector-specific outcomes reflect
these constraints: incentives in m Sturing have promoted investment in cement, textiles, and
food processing, but inco@%enforcement reduces their impact; incentives in agriculture and

ICT have potential,bg&underutilized due to logistical and financial constraints.*’

N\

By contrast, insdeveloped countries such as the United States, the Neoclassical Economic

yo

Theo 'sgdlised more fully because institutional and market conditions support efficient

responses to tax incentives. Policies such as research and development (R&D) tax credits,

’

46 Adewale E Akinlo, ‘Investment Incentives and Economic Development in Nigeria: A Neoclassical Perspective
(2019) 26(1) African Journal of Economic Policy 55-74.
47 OECD, Tax Incentives for Investment: A Theoretical Overview (OECD Publishing 2010)

https://www.oecd.org/tax/tax-policy/46234711.pdf accessed november 28 2025
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investment tax credits, and accelerated depreciation reduce the effective cost of capital and
incentivize firms to invest in technology-intensive and high-value sectors. Strong institutions,
well-functioning capital markets, and transparent regulatory systems ensure that these
incentives operate as intended, allowing firms to respond rationally to changes in after-tax

investment returns.*® Sectoral examples in the United States further illustrate thj ciple. In
the technology sector, firms use R&D tax credits to fund research in artifi 'al&ﬁgligence,
biotechnology, and advanced manufacturing, increasing both capital @ation and
knowledge spillovers. In manufacturing, accelerated depreciati@%ages investment in
automation and modern production techniques, improving l productivity and operational
efficiency. In the energy sector, investment tax cred%@lewable energy projects promote
technological advancement and employment g%’tbqhese examples demonstrate that when
institutions, infrastructure, and market Q@ns are favourable, tax incentives function in line

A

with Neoclassical predictions, fosteri&&vestment and productivity growth.* The comparison
between Nigeria and the Unite‘d@tes demonstrates the conditional nature of Neoclassical
predictions. While the th@)rovides a clear explanation of the mechanisms through which tax
incentives shoul }“@estment, their effectiveness is heavily influenced by the broader
economic, ins@ional, and infrastructural context. In Nigeria, institutional weaknesses,
bureau@nefﬁciencies, and infrastructural gaps limit firms’ capacity to respond, whereas in

the United States, strong institutions and market efficiency ensure that tax incentives lead to

tangible increases in investment, innovation, and sectoral growth. This comparison underscores

48 OECD, Tax Incentives for Investment: A Theoretical Overview (OECD Publishing 2010) 12-15.

49 OECD, Tax Incentives for Investment: A Theoretical Overview (OECD Publishing 2010) 18-21.
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that while Neoclassical Economic Theory is universally applicable, its real-world outcomes are
shaped by contextual factors, highlighting the importance of complementary policies and

governance structures in developing countries.>
2.2.2 Development Economics Theories
Development economics provides a broader framework for understanding the role

incentives in fostering economic growth and societal well-being. Among the (ar@ theoretical
approaches, Institutional Economics Theory is the most appropriate fo@&&udy, because it

explains why tax incentives work in some countries but not in othe%pending on the quality of

institutions. QQ

Institutional Economics Theory, as developed by D . North and expanded by Daron

Acemoglu and James A. Robinson, emphasiz@’beconomic performance depends critically on
the nature and quality of institutions. Sué@stitutions reduce uncertainty, lower transaction
costs, promote trust, and facilitate @gc? tion among economic actors®' . Tax incentives, within
this framework, are not eff; c@m isolation; their success depends on institutional mechanisms
that guarantee transpare Qccountablhty, and equitable enforcement.’? This theory is
particularly relev@r a comparative study of Nigeria and the United States. It explains why

similar fisc ies can have very different outcomes: Nigeria’s weak institutional

enviro?}q%often limits the effectiveness of tax incentives, while the United States’ strong

50 OECD, T ax incentives for investments: A theoritical Overview (OECD Publising 2010) 25-28

51 Douglass C North, Institutions, Institutional Change and Economic Performance (Cambridge University Press
1990) 80-83

52 Daron Acemoglu and James A Robinson, Why Nations Fail: The Origins of Power, Prosperity, and Poverty (Crown

Business 2012) 128-131

28



institutions enable these policies to produce measurable economic benefits.>* By focusing on
institutional quality, this theory offers a realistic and context-sensitive framework, making it

highly suitable for analysing tax incentives in different national contexts.
Institutional Economics and Tax Incentives in Nigeria

Nigeria has implemented a variety of tax incentives aimed at attracting investment

stimulating economic growth. These include pioneer status tax holidays, inve owances,
and sector- specific reliefs targeting manufacturing, agriculture, and rene&e energy sectors.
The intended goals are industrialisation, economic diversification, job’creation. However,
the effectiveness of these incentives has been undermined by,i tional weaknesses, including

corruption, inconsistent policy enforcement, bureaucratl efficiency, and weak regulatory

oversight.>* 6’6

Empirical studies demonstrate that impr &n\u;s in institutional quality significantly enhance
the impact of tax incentives. Research@&% at in Nigerian states or periods where governance,
transparency, and regulatory. f@reness are stronger, tax incentives produce measurable

positive effects on inve@and economic performance.’® Conversely, in the areas where

institutional qualiti ix&r, incentives often fail to achieve their intended outcomes. Institutional

53 Chijioke 1. Ud&xkd Chibuzor A. Anyanwu, ‘Institutional Quality and Tax Incentive Effectiveness in Nigeria’ (2021)

12(3) .lo% Finance and Economics 45-67 https://pubs.sciepub.com/jfe/12/3/1/index.html accessed 28
November 2025.

54 ). E. Ogbuabor, F. N. Onuigbo, A. Orji & O. |. Anthony-Oriji, Institutional Quality and Economic Performance in
Nigeria: A New Evidence (2020) https://www.researchgate.net/publication/346647612 accessed 28 November
2025

555 Eyitayo O. Ogbaro, ‘Threshold Effects of Institutional Quality in the Infrastructure-Growth Nexus’ (2019)

Journal of Quantitative Methods https://ojs.umt.edu.pk/index.php/jgm/article/view/100
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factors influence multiple dimensions of tax incentive effectiveness. Predictable policies allow
firms to make long-term plans. Enforcement mechanisms ensure incentives are applied correctly
and reach intended beneficiaries. Transparency and accountability prevent misallocation and
corruption. Institutions also guide allocation to sectors with high developmental potential,

improving resource efficiency and economic outcomes.>® \
Institutional Economics and Tax Incentives in the United States. 02

In the United States, strong institutions magnify the effectiveness of tax i@tives. Policies such

as research and development (R&D) tax credits, investment tax cr@% accelerated
depreciation allowances operate within well-established an able legal and regulatory

frameworks. These frameworks reduce uncertainty g@ increase investor confidence, and
0

encourage long-term investment in innovatior\g@

Institutional Economics Theory provide&\ar explanation for this success. Firms are more

S

willing to respond to incentives @untry with robust institutions because they trust that the

gy, and infrastructure.®’

benefits will be administs%%l\y and consistently. For example, R&D tax credits in the United

States have stimulat i%stment in high-tech sectors, generating spillover effects that increase

overall produ%ggw\d competitiveness.>®

56 1bid
57 Internal Revenue Service, ‘Research & Development Tax Credit’ (IRS, 2023) https://www.irs.gov/credits-

deductions/research-credit accessed 28 November 2025

58 Douglass C North, Institutions, Institutional Change and Economic Performance (Cambridge University Press 1990)
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Comparing the United States and Nigeria highlights the critical role of institutions. Both
countries implement similar forms of tax incentives, yet outcomes differ sharply due to

institutional quality.

In the U.S., strong institutions enable incentives to drive investment, innovation, and economic
growth. In Nigeria, weak institutions reduce the effectiveness of incentives, limiting %
contribution to development. This comparison underscores the centrality of Instiftitional

Economics Theory in understanding tax incentive effectiveness across di%g.ebntexts.
Policy Implications &

Institutional Economics Theory implies that enhancing insti Qquality is a prerequisite for
effective tax incentives. In Nigeria, reforms to strength. ernance, regulatory oversight, and

policy enforcement are essential to ensure incenti duce intended economic outcomes.

O

Policies should be designed with accou.n@y and transparency mechanisms embedded to
minimize mis-allocation and corrupti@centives should target sectors with the highest growth

potential and be supported by §Q&tgal frameworks.>

In the United States, th &y reinforces that strong institutions ensure consistent application of
o \

incentives, allowing themto achieve measurable impacts on investment, innovation, and

productivity, contrast with Nigeria demonstrates that the success of fiscal incentives depends

less orﬁse%y design alone and more on the institutional environment in which they operate. It is

definite that the Institutional Economics Theory is the most appropriate framework for analyzing

tax incentives in Nigeria and the United States. It highlights that the success of incentives

59 Daron Acemoglu and James A Robinson, Why Nations Fail: The Origins of Power, Prosperity, and Poverty (Crown

Business 2012) 134-138
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depends not only on their design but also on the institutional context. Nigeria’s weak institutions
have historically constrained the impact of tax incentives, while strong institutions in the United
States ensure that similar measures yield significant economic benefits. This theory therefore

provides a robust, realistic, and policy-relevant lens for understanding and comparing the

2.3.1 Historical Development &

effectiveness of tax incentives across different national contexts.

2.3 Review Of Related Literature

The historical development of tax incentives demonstrates how @nments have used fiscal
policies to achieve specific economic and social goals. T tion of tax incentives in both
the United States and Nigeria reflects their unique @-economic challenges, institutional
structures, and policy priorities. The underlying i istorical exploration of the evolution of

tax incentives in the Nigeria and the United %c:
2.3.2 Evolution of Tax Incentives i@ria

In contrast to the United ta@ﬂle evolution of tax incentives in Nigeria reflects the country’s

struggle to balance e@ ¢ development with revenue generation in a resource-dependent
[ ]

economy. Tax i‘ceﬁh’wes in Nigeria have historically been tied to efforts to attract foreign

investment, 'ﬁify the economy, and address developmental challenges.

The uéﬁ tax incentives in Nigeria can be traced back to the colonial era when the British
administration introduced tax holidays and exemptions to encourage agricultural and mineral

resource exploitation.®® The Income Tax Ordinance of 1943 was one of the earliest legislative

80 Toyin Falola and Matthew Heaton, A History of Nigeria (Cambridge University Press 2008) 198—202.
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frameworks that provided limited tax incentives, primarily for expatriates and foreign companies

operating in Nigeria.b!

After independence in 1960, Nigeria sought to use tax incentives to accelerate industrialization
and reduce reliance on oil revenues. The Industrial Development (Income Tax Relief) Act of
1971 was a landmark piece of legislation that granted tax holidays of up to ﬁ%ears for
companies operating in “pioneer industries.”®* This Act was part of the gove@t’s broader

effort to encourage local manufacturing and reduce import dependency. &

During the 1980s and 1990s, the Structural Adjustment Progra introduced under the

guidance of the International Monetary Fund (IMF) and Bank significantly influenced

Nigeria’s tax policies. As part of the SAP, the government,intfoduced measures such as reduced
corporate tax rates and export incentives to attract f@.’g investors and stabilize the economy.%?
However, critics argue that these measures@oportionately benefited foreign corporations
while failing to address the structur'a@enges of the Nigerian economy, such as poor

infrastructure and corruption.® é

In recent decades, Niga@ expanded its tax incentive regime to include sector-specific
incentives, particul.a\ i the oil and gas sector. The Petroleum Profits Tax Act and the Deep
Offshore and lagd’Basin Production Sharing Contracts Act provide generous tax breaks to

multinati@il companies to attract investments in the energy sector.®> Similarly, the Finance

81 Income Tax Ordinance 1943, No 29 of 1943.

52 Industrial Development (Income Tax Relief) Act 1971, Cap 179 LFN 1990.

8 |brahim Ayagi, The Nigerian Economy: A Political Economy Approach (Heinemann 1990) 67-71.
64 ibid 72.

65 petroleum Profits Tax Act, Cap P13 LFN 2004.
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Act of 2020 introduced incentives for small and medium-sized enterprises (SMEs) and startups

in the technology sector, reflecting a shift towards economic diversification.®¢

Despite these efforts, Nigeria’s tax incentive regime has faced criticism for its lack of
transparency and effectiveness. Studies by the Tax Justice Network and Oxfam highlight how
poorly designed tax incentives in Nigeria have resulted in significant revenue losses, e§timated at
$2.9 billion annually.®” Additionally, the Nigerian government has been accus anting tax

incentives to politically connected businesses, undermining their credibili)q&.effectiveness.68
2.3.3 Evolution of Tax Incentives in the United States &

The use of tax incentives in the United States has a long st history, dating back to the
early 20th century when industrialization and glonganpetition required innovative fiscal

strategies to stimulate economic growth. The fede ernment and individual states

N

have consistently employed tax incentiyg&ttract investments, promote innovation, and

N\

address social issues. One of the eaégt?nstances of tax incentives in the United States can be
traced to the Revenue Act ;f@% which introduced tax exemptions for certain charitable

organizations. This markedthe beginning of using tax policy to incentivize socially beneficial

[ ]
activities.®’ Q:\\'

O
&

%6 Finance Act 2020, Cap F5 LFN 2020.

57 Markus Meinzer and Others, ‘Comparing tax incentives across jurisdictions: a pilot studyTax’ (Being a research
carried out under the FASTA project and been presented at the African Tax Research Network Congress in Ifrane,
Morocco, 2018) 11- 13 https://www.taxjustice.net/wp-content/uploads/2018/12/Comparing-tax-incentives-
across-jurisdictions_Tax-Justice-Network_2019.pdf accessed 24 January 2025.

5 Emmanuel Mayah, Nigeria: Inequality in the Giant of Africa (Oxfam International, 2017) 20-22. < https://www-
cdn.oxfam.org/s3fs-public/file_attachments/cr-inequality-in-nigeria-170517-en.pdf > accessed 27 January 2025.

69 Revenue Act of 1913, Pub L No 63-16, 38 Stat 114
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In the mid-20th century, during the post-World War II economic boom, the government
implemented incentives to encourage industrial growth and infrastructure development,

particularly through accelerated depreciation allowances introduced under the Revenue Act
of 1954.7°
A significant shift occurred during the 1980s with the enactment of the Economic ery

Tax Act of 1981, which introduced substantial tax incentives for businesses, i@g

investment tax credits and R&D(Research and Development) tax (%@hese measures were
aimed at fostering technological innovation and boosting the@u cturing sector, which had
been in decline. Scholars such as Altshuler and Grubert n hat the 1981 Act was pivotal in

establishing the modern framework for corporate ta;?@ ives.’

The United States has also extensively use@en‘uves to promote renewable energy and

environmental sustainability. The Energ@fy Act of 1992 introduced tax credits for

investments in renewable energQ@%cts which were further expanded through the Inflation

Reduction Act of 202273 QQ

These measures @{e the evolving priorities of U.S. tax policy, shifting from industrial
growth to add@ing global challenges such as climate change. At the state level, jurisdictions

such a\T/@ and New York have been proactive in offering targeted tax incentives to attract

70 Revenue Act of 1954, Pub L No 83-591, 68 Stat 730.

71 Economic Recovery Tax Act of 1981, Pub L No 97-34, 95 Stat 172.
72 Rosanne Altshuler and Harry Grubert, ‘Corporate Taxes in the World Economy’ (2010) 11 National Tax
Journal, 114-117.

73 Energy Policy Act of 1992, Pub L No 102-486, 106 Stat 2776.
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foreign direct investment (FDI). For instance, Texas has used property tax abatements and sales

tax exemptions to attract multinational corporations

such as Tesla and Samsung.” These state-level policies complement federal efforts, reflecting

the decentralized nature of U.S. tax policy.

While the U.S. system has successfully leveraged tax incentives for economic grow itics
argue that it has also created loopholes for tax avoidance. Zucman and Saez a@@at certain
corporate tax incentives disproportionately benefit large corporatioating income
inequality.” However, proponents such as Feldstein contend t‘k@ese incentives are

essential for maintaining the United States' global cornpe@xeness76

’Z}b’b

2.3.4 Scholarly Perspectives on Tax IncentiXeE

N\

While the historical development of taxsi tives provides necessary context, various scholars
and policy commentators have an&gathese measures from legal, economic, and institutional
perspectives. This section bri@ether both the historical narrative and scholarly contributions
that explain the rational Qmpact of tax incentives.

o \
Altshuler and, Grubest”’ provide a comprehensive analysis of the role corporate taxes play in

influencin al investment decisions. The article highlights how tax incentives, such as

investrM tax credits, impact multinational corporations' decisions to allocate capital across

74 Jason E Bordoff, ‘U.S. Tax Incentives for Renewable Energy’ (2021) 38 Columbia Journal of Environmental
Law 243-246.

7> Gabriel Zucman and Emmanuel Sae, “The Triumph of Injustice: How the Rich Dodge Taxes and How to Make
Them pay (WW Norton 2019) 81-83

76 Martin Feldstein, ‘The Effectiveness of Tax Incentives in a Globalied Economy’ (2009) 93 American Economic 49-
52

77 R Altshuler, and H Grubert, ‘Corporate Taxes in the World Economy’ (2010) 11 National Tax Journal 114-117
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jurisdictions. Its strength lies in its empirical analysis, which uses data from global corporations
to demonstrate the effectiveness of tax incentives in attracting foreign direct investment (FDI).
However, the study is limited in its consideration of the broader socio-economic impacts of tax
incentives, such as inequality or regional disparities. Furthermore, it does not address how
institutional weaknesses, like corruption, might undermine the intended benefits of tax incentives,
particularly in developing economies. Accordingly, this study extends Altshul Q rubert’s
analysis by exploring the interplay between institutional frameworks and the confoiic outcomes

of tax incentives in both countries as outlined in Chapter four O

Saez and Zucman’® critically examine how tax policies, incl %incentives, contribute to
the growing income and wealth inequality in the UI@ States. The article effectively
demonstrates how certain tax incentives disproportic@’t&%eneﬁt high-income earners and large
corporations, exacerbating social and econarhi arities. A key strength of the study is its
integration of quantitative data and p(ﬂiﬁ@salysis to highlight the regressive effects of poorly
designed tax incentives. However, Q&%cle focuses exclusively on the United States, offering
little comparative insight into.\&simﬂar dynamics might play out in developing countries like
Nigeria. Given the stud gphasis on inequality, the current research addresses this limitation

by analyzing hov@?\:\}c tives in Nigeria affect income distribution and economic inclusion.

James”’ pr a critical review of tax incentives, questioning their effectiveness in achieving
econon}sg{evelopment objectives. The article is particularly strong in its discussion of the
conditions under which tax incentives succeed, such as a well-designed legal framework and

effective monitoring mechanisms. It also highlights the risks of revenue loss and policy misuse,

78 E Saez, and G Zucman, ‘The Rise of Income and Wealth Inequality in the United States’ (2016) 30(2) Quarterly
Journal of Economics 231-240

72S James, S., "Tax Incentives: Do They Deliver on Their Promises?" (2013) 35 Journal of Economic Policy Reform
121-140
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particularly in developing economies with weak institutions. However, James does not provide a
detailed analysis of the role of transparency and accountability in ensuring the effectiveness of
tax incentives. This study builds on James’ findings by exploring specific mechanisms, such as

anti-corruption measures and stakeholder engagement, and their role in improving tax incentives'

2\

Tanzi®® explores the unique challenges faced by emerging economies i igning and

efficiency in Nigeria.

implementing effective tax policies, including tax incentives. This &Amphasmes the
importance of aligning tax incentives with long-term developmen ls and highlights the
risks of over-reliance on incentives as a substitute for compre %}( reform. A key strength
of the study is its focus on institutional capacity, which Tz@rgues is critical for ensuring tax
incentives achieve their intended outcomes. H% , the article does not address the
comparative dimension, leaving questions a lessons from developed economies like the
United States can inform reforms in emg@% markets like Nigeria. This study fills this gap by

N\

conducting a comparative analysisécta incentive structures and their outcomes in the United

States and Nigeria. $
\

Ogbonnaya®! exam‘ine e role of tax incentives in Nigeria’s economic development, focusing
on their pote tiaQo/\clttract FDI and promote industrialization. This study provides valuable
insights int eria’s tax policies, including the Industrial Development (Income Tax Relief)
Act an}Xatent reforms under the Finance Act of 2020. Its strength lies in its detailed analysis of
Nigeria’s legal framework for tax incentives. However, the article does not adequately address

the issue of enforcement and compliance, which are critical to the effectiveness of tax incentives

80V Tanzi, ‘Tax Policy for Emerging Economies: Evolution and Challenges’ (2001) 2 IMF Working Paper 19-25
81 UM Ogbonnaya, ‘Tax Incentives and Economic Development in Nigeria: Challenges and Prospects’ (2020) 15(1)
Nigerian Journal of Taxation 34—42
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in Nigeria. This study extends Ogbonnaya’s analysis by investigating how weak enforcement

mechanisms impact the success of tax incentives in Nigeria.

Smith’s®? seminal work provides the philosophical foundation for modern economic and fiscal
policies, including taxation. Smith’s articulation of the principles of taxation,equity, certainty,
convenience, and efficiency,offers timeless guidance on how governments shoul(h&ign and
implement tax systems. A notable strength of the book is its emphasis on the taxation in
promoting economic growth while minimizing economic distortions. Ho gs}mith’s analysis
reflects the economic conditions of the 18th century, with limite e to the complexities
of modern globalized economies and institutional governa %study builds on Smith’s

principles by examining how these foundational ideas @ contemporary tax regimes and

their role in fostering economic development.

Stiglitz’s% comprehensive exploration of pﬁ@nance includes a detailed discussion of tax
policies, including tax incentives. Stigﬁ@es that well-designed tax incentives can stimulate
economic growth, but poorly s Xred ones can lead to inefficiencies, revenue loss, and
increased inequality. Th b@s strength lies in its integration of economic theory with
empirical evidence‘, K%ﬂy its focus on how taxation can balance efficiency and equity.
However, the bo@bs not provide detailed case studies of specific countries, leaving a gap in
understandiﬂbéw contextual factors influence the effectiveness of tax incentives. This study
addresévhis gap by providing a comparative analysis of tax incentive regimes in the United
States and Nigeria, focusing on how differences in institutional and economic contexts shape

outcomes.

82 A Smith, The Wealth of Nations (1776, republished by Modern Library, 2000)
83 JE Stiglitz, Economics of the Public Sector (4th edn, W.W. Norton & Company, 2015)
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Douglass’s® work emphasizes the critical role of institutions in shaping economic outcomes.
North argues that inclusive institutions that promote transparency and accountability are essential
for achieving sustainable economic growth. A key strength of the book is its theoretical
framework for understanding how institutional structures evolve and influence policy outcomes,
including fiscal policies like tax incentives. However, the book provides limited guidance on the
specific mechanisms through which institutions can enhance the effectiveness o %entives.
The study will extend North’s framework by examining how Ni&rba@ institutional
challenges,such as corruption and weak enforcement mechanisms,hi@te success of its tax
S
O

Falola and Heaton’s® book provides a comprehensive hi@al analysis of Nigeria’s

incentive regime.

political, economic, and social development. Falol@%eaton trace the evolution of
Nigeria’s tax policies, highlighting the col@%d post-independence periods, and
examine how resource dependency hag @d the country’s fiscal strategies, including
tax incentives. The book’s stren%&cm\s in its contextual analysis, which situates

Nigeria’s tax policies within P&er socio-political developments. However, the book

other countries, <uc’\xs

comparative ysis of the legal and institutional frameworks for tax incentives in

Nigeri a&rg United.

does not offer a deta@parison of Nigeria’s tax incentive regime with those of

he United States. This study fills this gap by conducting a

Zucman and Saez®® provide a critical analysis of tax policies in the United States, focusing on

how tax incentives and loopholes disproportionately benefit the wealthy and large corporations.

84 DC North, Institutions, Institutional Change, and Economic Performance (Cambridge University Press, 1990)

8 T Falola, and MM Heaton, A History of Nigeria (Cambridge University Press, 2008)

86 G Zucman, and E Saez, The Triumph of Injustice: How the Rich Dodge Taxes and How to Make Them Pay (W.W.
Norton & Company, 2019)
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The book’s strength lies in its empirical analysis, which uses data to demonstrate how tax
incentives can exacerbate income inequality if not carefully designed. However, the book
focuses exclusively on the United States, offering little insight into how similar dynamics might
play out in developing countries like Nigeria. The study builds on Zucman and Saez’s analysis
by examining how Nigeria can adapt the U.S.’s best practices while avoiding Kpitfalls,

particularly regarding the regressive effects of poorly designed tax incentives. Q

Gurara and colleagues®” provide a macroeconomic analysis of infrastruc}(gddstment patterns
in developing countries, including how fiscal tools like tax incenti e utilized to promote
capital inflows. Drawing on data from the IMF and World , the authors emphasize the
delicate balance between stimulating growth through ince@s and ensuring long-term fiscal
sustainability. A key strength of the paper lies in i@bal comparative scope and reliance on
institutional data sources. However, the stu&%hort in providing localized case studies or
detailed country-level policy reviews, m@its conclusions more abstract. This study builds on
Gurara et al.'s findings by provid%@ounded, comparative assessment of the tax incentive
regimes in Nigeria and the U%&tates, incorporating both fiscal performance and institutional

capacity.

)

Achua and co-authors®® examine how asymmetric macroeconomic conditions affect the efficacy
of fiscal i es, particularly in the context of Nigeria’s de-industrialization. Using a
nonlinés/xuto Regressive Leg (ARDL) model, the authors establish that volatility in inflation,

currency, and interest rates significantly weaken the positive impacts of tax incentives. A notable

87 Dany Gurara and others, ‘Trends and Challenges in Infrastructure Investment in Developing Countries’ (2018)
10(1) International Development Policy https://journals.openedition.org/poldev/2802 accessed 6 August 2025.

8 ) K Achua, M O John and U N Grace, ‘Asymmetric Macroeconomic Impacts on Deindustrialization in Sub-Saharan
Africa: Insights from Nigeria’ (2024) SSRN Working Paper Series
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4978739 accessed 6 August 2025
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strength of this study is its empirical depth and sectoral focus on industrial development.
However, it does not address the administrative and institutional bottlenecks that may further
impede the effectiveness of these incentives. The current study extends their analysis by

evaluating how these macroeconomic realities intersect with institutional quality, enforcement

S\

In a comprehensive survey for the Columbia Center on Sustainable Investm hnson and

mechanisms, and legal design in Nigeria's tax incentive framework.

Toledano® assess investment incentives across jurisdictions, including t Ugiaﬂ States, Brazil,
and select African nations. They propose sustainability-oriented %@to assess whether tax
incentives yield developmental returns. The strength of this w ies’in its policy relevance and
synthesis of diverse global practices. However, it gives lim@ttention to domestic institutions’
role in managing and monitoring incentive poli% e present study builds on this by
incorporating institutional performance indi ’Qch as transparency, enforcement, and legal

accountability,to determine the real-worl x%act of Nigeria’s tax incentive structures.

Anjarwi and Alfandia® conduct @cmaﬁc review of global literature on the shadow economy

and tax evasion, identifyi @7 weak enforcement in developing countries creates loopholes

that undermine the efgﬁveness of fiscal incentives. Their study reveals a strong correlation
[ ]

between info a@omic activities and the erosion of government revenue through incentive

misuse. A nf@jor'strength is the breadth of sources covered, spanning databases such as Jourmnal

Stage ( OR ) and Web of Science. However, the study does not propose operational solutions

or context-specific reforms. This dissertation expands on their findings by exploring the Nigerian

8 Lisa Johnson and Perrine Toledano, ‘Investment Incentives: A Survey of Policies and Approaches for Sustainable
Investment’ (2022) Columbia Center on Sustainable Investment, SSRN
https://papers.ssrn.com/sol3/Delivery.cfm?abstractid=4323885 accessed 6 August 2025.

% Abdul Anjarwi and Nabila Alfandia, ‘A Systematic Review of the Shadow Economy and Tax Evasion’ (2025) 46(3)
Deviant Behavior https://www.tandfonline.com/doi/abs/10.1080/01639625.2025.2499021 accessed 6 August
2025.
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context in detail, emphasizing the need for institutional reforms and anti-corruption strategies to

ensure incentives are not exploited.

Islam®! presents a systematic analysis of public budgeting strategies in developing economies,
arguing that transparent, performance-based fiscal frameworks significantly enhance the
accountability of tax incentive policies. Drawing on over 90 peer-reviewed studiew reports
from institutions like the World Bank and International Monetary Fund ( »the author
provides a strong theoretical and empirical case for governance—center&fgeal reform. While
Islam’s work is methodologically rigorous, it lacks country-speci lications. This study

%transparent performance

adapts his framework to Nigeria’s context, advocating the inte@o

indicators into the country’s tax incentive evaluation procesg ensure better public returns and
legal compliance. &Q

Although focused on power sector reforms,‘@nd Usman’s®? political economy analysis has
significant implications for broader ﬁ§%g icy design, including tax incentives. Their World
Bank policy research paper id&@ts how elite capture, weak regulatory oversight, and
fragmented governance c @br well-intentioned policies ineffective. A key strength lies in
their application c:f itical economy tools to diagnose structural obstacles in low-income
countries. However, jshe study is limited in scope, being sector-specific. The current research
extrapolatgéa framework to analyze the broader incentive policy environment in Nigeria,

arguing ‘that political interference and institutional weakness are central challenges to the success

of incentive-driven economic development.

915 Islam, ‘Public Budgeting Strategies in Developing Economies: Tools for Transparent Fiscal Governance’ (2025)
SSRN Working Paper Series https://papers.ssrn.com/sol3/Delivery.cfm?abstractid=5287137 accessed 6 August
2025.

92 A D Lee and Zainab Usman, ‘Taking Stock of the Political Economy of Power Sector Reforms in Developing
Countries’ (2018) World Bank Policy Research Working Paper No. 8518
https://papers.ssrn.com/sol3/Delivery.cfm?abstractid=3238358 accessed 6 August 2025.
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Mpofu’s®® discussion paper on international taxation addresses the tension between global fiscal
governance and African states’ ability to retain taxing rights. He highlights how donor-driven tax
policies and external pressures have shaped tax incentive regimes in ways that often undermine
domestic revenue mobilization. A key strength of the paper is its integration of international
legal and fiscal frameworks with African policy realities. However, the analysis, is mostly
normative and lacks empirical depth. This study fills that gap by using a co %e legal-
institutional approach to evaluate how Nigeria can restructure its tax in@lt) s to balance
investment attraction with fiscal sovereignty, especially under the tion For Economic

Co-operation and Development (OECD) led global minimum tt framework.

Chizea and Isukul® conduct a meta-analysis on corporate g ance frameworks in developing
countries, emphasizing how weak institutional o@ht affects the implementation of tax
policies and incentives. The paper argues i e absence of transparent governance, tax
incentives are often captured by elite&t%ding to inefficiencies and revenue leakages. Its
strength lies in cross-country comQag{csa\ls and statistical robustness. However, the study pays
limited attention to U.S. i‘ra.@rks. The current research builds on this by comparing the
institutional integrity %ﬁax incentive regimes in both Nigeria and the United State. In their

[ ]
contribution to @n

explore hoxy4 ncial resource mobilization,including tax incentives,can support sustainable

book of Urban Development Planning Africa, Ngolo and Asilla®

urban ngdpment. They highlight the disconnect between fiscal tools and real sector needs in

9 Q Mpofu, ‘International Taxation and the Allocation of Taxing Rights in Africa’ (2025) 18(1) International Journal
of Business and Economic Sciences Applied Research 38
https://www.bussecon.com/ojs/index.php/ijbes/article/view/658 accessed 6 August 2025

94)) Chizea and AC Isukul, ‘A Meta-Analysis of Corporate Governance in a Developing Country’ (2018) Journal of
Economics and Business https://www.academia.edu/download/107482606/JEB_20-
_200117_20_5BJohn_20Chizea_5D.pdf accessed 6 August 2025.

% R Ngolo and R Asilla, ‘Financial Resources’ in A Asumadu (ed), Handbook of Urban Development Planning in
Africa (Springer 2022) https://link.springer.com/chapter/10.1007/978-3-031-06089-2_5 accessed 6 August 2025.
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many African countries, arguing for better alignment of tax policies with urban and industrial
goals. While strong in contextual analysis, the work lacks comparative depth. This study uses
their conclusions as a springboard to assess how Nigeria’s tax incentive regime contributes to

regionally balanced development, especially in contrast to U.S. state-level incentives.

Bello’® critiques the traditional Gross Domestic Product (GDP) focused d@tion of
development and proposes a broader, multidimensional view that includes inc@%istribution,
access to opportunity, and fiscal inclusion. In this light, tax incentives aﬁwguded not only for
their ability to attract investment but also for their capacity to re equality and promote
social inclusion. The study’s novelty lies in its integration 0®:§netrics into fiscal policy
evaluation. Its limitation is a lack of empirical data. This s@ complements Bello’s theoretical

framework by empirically testing whether tax inc@%?in Nigeria and the U.S. align with

inclusive development outcomes. @

Osuanah’s®’ dissertation explores the %@’ion between foreign direct investment (FDI) and
economic growth in Nigeria, sp@oally examining the role of tax incentives in attracting
investment. The study use q@ﬁtative regression techniques to establish that tax incentives are
a statistically signi‘ﬁc variable in influencing Foreign Direct Investment (FDI) inflows. Its

strength lies i]i ith;\)f national and World Bank data. However, the study does not account for

differences
\,ij

stitutional environments or political risk. This study expands the scope by

% AD Bello, ‘Navigating Beyond Economic Growth: A Holistic Approach to Development and Equality in Public
Policy,Demystifying the Axiom “A Rising Tide Lifts All Boats”’ (2024) Open Journal of Social Sciences
https://www.scirp.org/pdf/jss_2024022815075834.pdf accessed 6 August 2025.

97 CC Osuanah, ‘Foreign Direct Investment and Economic Growth in Nigeria: A Quantitative Correlational Study’
(2024) ProQuest Dissertations
https://search.proquest.com/openview/df52a0abe071f256a740f56324b57cc2/1?pg-origsite=gscholar accessed 6
August 2025.
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comparing how similar incentives operate within differing institutional ecosystems, namely in

the U.S. and Nigeria.

Abugre”™ and colleagues investigate the role of monetary policy and fintech in stabilizing
emerging economies during periods of financial crisis. While not focused exclusively on tax
incentives, the paper acknowledges them as part of a suite of stabilization toolsy A major
contribution is the recognition that digital financial systems can improve ta liance and
monitoring, thereby enhancing the efficiency of incentive regimes. H(&i@he study lacks
deep sectoral exploration. This dissertation applies their insights by for the integration of

fintech into Nigeria’s incentive monitoring system for better er@e nt and transparency.

Aliyu and Usman®® investigate the dynamic relations%&;veen tax incentives and foreign
direct investment (FDI) in Sub-Saharan Africa, fo& on the mediating role of institutional
quality. Using panel data from 20 African ecﬁ@ies between 2000 and 2020, they find that tax
incentives are more effective in countrﬁ@ strong governance indicators such as rule of law
and regulatory quality. Their .eco&@gtric analysis demonstrates that institutional weakness not
only dilutes the benefits incentives but can also transform them into rent-seeking
instruments. The Etre h of this study lies in its regional scope and empirical robustness.
However, it 1 ck@tailed legal analysis of how institutional reforms can be codified through
statutory o titutional provisions. The present research addresses this gap by analysing

Nigeri}&}tatutory instruments such as the Industrial Development (Income Tax Relief) Act and

% JA Abugre, JY Abor, J Nellis and EJA Abakah, ‘The Effects of Monetary Policy and Financial Technology on
Financial Stability During Crises: Contextual Evidence from Emerging and Developing Economies’ (2024) SSRN
https://papers.ssrn.com/sol3/Delivery.cfm?abstractid=4764781 accessed 6 August 2025.

% SM Aliyu and A Usman, ‘Institutional Quality, Tax Incentives and Foreign Direct Investment in Sub-Saharan
Africa’ (2021) 33(4) African Development Review, 567.
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Finance Acts to assess how legal frameworks can strengthen institutional enforcement of

incentive regimes.

In an influential paper, Fowowe!®

explores the effectiveness of fiscal incentives in driving
industrial diversification in oil-dependent economies. Employing a difference-in-differences
model, he compares Nigeria’s performance with Malaysia and Indonesia, concludiq&at while
fiscal incentives can initially attract FDI, their impact diminishes without ¢ t industrial
policies. A key strength of Fowowe’s work is its comparative design &gﬁihce on sectoral
output data spanning three decades. Nonetheless, the paper’s limitati in its economic bias,
as it omits discussion of legislative and judicial factors tl@us ain such incentives. This

dissertation extends his findings by integrating a legal—in@ional dimension, assessing how

Nigerian courts and regulatory bodies shape the act@n of industrial goals under incentive

frameworks. @%

Similarly, Adeoye and Ajayi'*! providé@mometric evaluation of the productivity effects of
tax holidays and investment. a&(@g&ces in Nigeria’s manufacturing sector. Their findings
indicate that tax holidays i@tantly increase firm-level output only when accompanied by
infrastructural devslo nt and macroeconomic stability. The strength of this study lies in its
policy realis a@us on intersectoral linkages. However, its empirical design neglects the
role of tax istration efficiency, particularly the Federal Inland Revenue Service’s (FIRS)
monitc}Ng capacity. The current study builds on this by examining administrative enforcement

mechanisms and their relationship with the rule of law and investor confidence in Nigeria.

100 B Fowowe, ‘Fiscal Incentives and Industrial Diversification: Evidence from Qil-Dependent Economies’ (2020)
43(9) World Economy, 475.

101 B Adeoye and O Ajayi, ‘Tax Holidays, Investment Allowances, and Industrial Productivity in Nigeria’ (2022) 23(3)
Journal of African Business, 411.
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102 examine the evolution of tax

In a cross-national comparative analysis, Diniz and Carvalho
incentive legislation in Brazil and the United States, with an emphasis on constitutional limits
and fiscal federalism. Their work reveals that constitutional clarity regarding revenue assignment
and subnational powers enhances the transparency and predictability of incentive policies. A
notable strength is the authors’ legal comparative approach, which closely mirrors the structure
of this dissertation. However, their focus on Latin America limits direct applicabi %African
legal systems. The present study adapts their analytical framework to Nigeri@ral structure,
highlighting the legal complexities that arise when states and &Eederal government
S
O

In another study, Cobham and Loretz!® assess the fiscal (@)f tax competition in developing

concurrently grant tax incentives.

countries, emphasizing how “race—to—the—bottom”%@%s erode domestic revenue without
delivering proportional development outcorr\@g IMF and OECD databases, they quantify
global revenue losses from corporate ta,x@tives at over USD 150 billion annually. While their
research quantifies revenue losses &g?l\'ncentives, it overlooks the governance structures that
shape whether these policies é}\\\éster sustainable growth. This study expands on their work by
situating these ﬁscig}? within Nigeria’s institutional context, illustrating how weak

[ ]
accountability sy@ lify the risks associated with incentive-driven revenue erosion.

4 examine the interaction between

Building o itutional economics, Osei and Quartey!'®
govern\ahoc quality and fiscal transparency in sub-Saharan Africa’s tax incentive regimes. Their

empirical findings reveal that countries with open budget frameworks and mandatory disclosure

102 p Diniz and L Carvalho, ‘Tax Incentives, Fiscal Federalism and Constitutional Design: A Comparative Analysis of
Brazil and the United States’ (2019) 12(1) Law and Development Review, 103.

103 Cobham A and Loretz S, ‘Global Revenue Losses from Corporate Tax Competition’ (2021) IMF Working Paper
WpP/21/142 1.

104 RD Osei and P Quartey, ‘Governance, Transparency and Fiscal Incentives in Sub-Saharan Africa’ (2023) 59(5)
Journal of Development Studies, 861.
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laws achieve significantly higher developmental returns from incentive programs. The strength
of their work lies in combining legal indicators with macroeconomic data to demonstrate
causality. However, they stop short of prescribing specific statutory reforms. The current study
advances this discourse by proposing concrete legal mechanisms such as public registries for
granted incentives and periodic legislative audits to enhance accountability within I\Keria’s tax

S

From a legal-theoretical perspective, Steinglass and Hillman!® analyse constitutional

framework.

implications of tax incentives in federal systems, using the U.S. Su @Court’s jurisprudence
as a case study. They argue that decisions such as Cuno v Dai@%ler Inc!% have redefined
the limits of state-level tax incentives, emphasizing the@d for uniformity and interstate
fairness. Their work’s strength lies in linking cons@nal law and economic policy, offering
valuable insights for Nigeria’s federal ﬁsc@re. However, the study’s limitation is its
neglect of the developing-country pqs@/e, particularly where judicial independence and
enforcement differ markedly. T%@eﬁaﬁon bridges that gap by contrasting the U.S.

experience with Nigeria’s limj dicial interventions in fiscal policy disputes.

Nduka and Eboh!” @e how governance reforms can enhance the developmental
o \

effectiveness of fiscal‘incentives in Africa. Through qualitative interviews with policymakers in

Ghana, K& nd Nigeria, they conclude that transparent incentive registries, public-benefit

tests, an post evaluations significantly improve developmental outcomes. A strength of their

research lies in its policy practicality and African-centered focus. Nevertheless, their reliance on

105 5 Steinglass and L Hillman, ‘Constitutional Dimensions of Tax Incentives in Federal Systems: Lessons from the
United States’ (2018) 12(2) Harvard Law & Policy Review , 341.

106 386 F 3d 738 (6th Cir 2004).

107 C Nduka and M Eboh, ‘Governance Reforms and the Effectiveness of Tax Incentives in Africa’ (2024) 10(1)
African Journal of Public Policy, 77.
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self-reported data introduces subjectivity and limits generalizability. This study incorporates
their reform propositions but grounds them in Nigeria’s statutory and institutional realities,

offering a legally actionable pathway for reform.

Moghalu and Adekoya'®® undertake a pioneering assessment of how digital transformation
reshapes tax incentive regimes in developing economies. They argue that digi%conomy
taxation introduces both opportunities and challenges for fiscal incentive@&iculaﬂy as
governments shift toward e-incentive registries and automated complLQe(anitoring. Their
analysis, grounded in policy data from the OECD and African dministration Forum
(ATAF), reveals that digital platforms can significantly e@ce transparency and reduce
revenue leakages. The study’s strength lies in its innovaﬁ@inkage between technology and
fiscal governance. However, its limitation stems fr@nited empirical evidence on the actual
adoption rate of these digital tools in Africa@tems. The present study extends their work
by situating Nigeria’s ongoing digital J@iatives such as the Integrated Tax Administration
System (ITAS) within a comparati@‘fe?}l framework, exploring how digitalization can support

more accountable and data—d@lcenﬁve management.

In an extensive OEC@ng paper, Brys and Cardenas'® examine the fiscal implications of

N

digital tax reior&}ld their interaction with investment incentives. They find that while

digitalizati
&

gains %couraging profit-shifting and base erosion. The paper’s strength lies in its integration

enhance tax compliance, poorly coordinated tax incentives risk offsetting these

of macroeconomic modelling with international tax policy debates, including the OECD/G20

Inclusive Framework on Base Erosion and Profit Shifting (BEPS 2.0). Nevertheless, it gives

108 K Moghalu and T Adekoya, ‘Digital Economy Taxation and Fiscal Incentives in Developing Countries’ (2022) 7(3)
ATAF Policy Paper Series,45.

109 B Brys and J Cardenas, ‘Digitalization and the Changing Face of Tax Incentives: Implications for Developing
Economies’ (OECD Working Paper No. 1932, 2023) 12.
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limited attention to how developing countries like Nigeria can align their domestic incentive
regimes with evolving global digital tax norms. This study builds on their analysis by
recommending statutory reforms that harmonize Nigeria’s incentive laws with global digital

economy tax principles.

Chukwuma and Hassan!!? analyse Nigeria’s renewable energy sector to evaluate howj green tax
incentives promote sustainable development. They employ a mixed—me@ approach,
combining econometric modelling with legal content analysis of the Energiwlommission Act
and the Finance Act 2021. Their findings show that environment redits and renewable

energy deductions have high potential to attract investn@b are hindered by weak

institutional enforcement and inconsistent policy execution. strength of their research lies in
its empirical grounding and focus on Nigeria’s emergi een economy. However, it stops short
of exploring lessons from other jurisdictio dissertation expands their framework by

comparing Nigeria’s green incentive sgl&n& with those in the United States,particularly under

the Energy Policy Act (1992) and t@lﬂaﬁon Reduction Act (2022),to derive cross-national

R\
policy insights. $
\

Similarly, Carter aflg\' mrod''! provide a detailed assessment of environmental fiscal policies
in the United St@mphasizing how targeted tax credits can balance ecological goals with
economic ncy. They examine the Low-Income Housing Tax Credit (LIHTC) and
Renew\aw Energy Investment Credit, arguing that when coupled with strong legal
accountability mechanisms, these incentives stimulate private investment while advancing social

objectives. The study’s major strength lies in its policy realism and integration of environmental

10 | Chukwuma and R Hassan, ‘Green Tax Incentives and Renewable Energy Development in Nigeria’ (2023) 15(1)
Energy Policy and Law Review, 98.

111 A Carter and J Slemrod, ‘Fiscal Incentives and Environmental Efficiency: The U.S. Experience’ (2021) 44(2),
Journal of Environmental Law and Economics, 289.
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and economic data. However, its limitation is its narrow national focus. The current research
extends their findings into a comparative framework, exploring how Nigeria can replicate
aspects of the U.S. model by introducing legally enforceable performance standards for green tax

incentives.

In a 2023 IMF policy paper, Mendes and colleagues'!'? analyse the effectiveness of %parency
mechanisms in curbing abuse of tax incentives across developing economies. T@nclude that
public disclosure of beneficiaries, incentive costs, and expected retums'%&\lantly improves
fiscal accountability. Countries such as Chile and South Ko publish regular “tax
expenditure reports” exhibit higher levels of compliance and@er rates of rent-seeking. The
paper’s strength is its cross-national dataset, which provides robust empirical backing for
transparency reforms. However, the study does not@& the legal underpinnings required to
institutionalize transparency obligations. i sertation responds to that limitation by
proposing statutory provisions mandatm@ual public reporting of Nigeria’s tax expenditures,
aligning with best global practices. Q’&CO\

Furthermore, Adegoke!!® i v@};?ates the political economy of tax incentive administration in
Nigeria, highlightir}@ of vested interests and elite capture. Through interviews with tax
officials, poli ng%, and private-sector representatives, he finds that opaque administrative
discretion eads to the arbitrary granting of incentives without cost-benefit evaluation. His
work’Nngth lies in its qualitative depth and its exposure of the informal dynamics within

Nigeria’s fiscal bureaucracy. Nonetheless, it stops short of providing actionable reform pathways.

This study complements his insights by translating them into concrete legal reforms,proposing

112 | Mendes, Y Song and M Patel, ‘Transparency and Accountability in Tax Incentive Regimes’ (IMF Policy Paper No.
23/45, 2023) 33.

1137 Adegoke, ‘The Political Economy of Tax Incentive Administration in Nigeria’ (2020) 18(2) Nigerian Journal of
Economic and Fiscal Studies, 211.
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legislative oversight mechanisms, sanctions for non-disclosure, and performance-based renewal

clauses for incentives.

Ojo and Salawu''* provide a cross-continental analysis of corporate social responsibility (CSR)
and environmental, social, and governance (ESG) tax incentives. Drawing on data from 34
countries, including the United States, South Africa, and India, they find that G-linked
incentives increasingly serve as policy tools to promote sustainable industrial b@r. A major

strength of their research is its alignment with the global sustainability er&/particularly the

UN Sustainable Development Goals (SDGs). However, their fram overlooks the legal
enforceability of ESG-related tax benefits. This dissertation @ra es their approach into the
Nigerian context by suggesting that tax incentives tied to@ compliance should be codified

within enforceable legal instruments under the Com@come Tax Act and Finance Acts.

Asante and Moyo’s'!® meta-analysis of ﬁscS\\Qnsparency reforms in Africa underscores the
significance of institutional autonomy'@ ring effective incentive governance. They argue
that independent fiscal councils &@wliamentary budget offices are critical in monitoring the
cost-effectiveness of tax i @bs. Their findings, derived from over 50 country case studies,
demonstrate that na ions with autonomous oversight bodies exhibit higher tax revenue
performance n@er fiscal leakages. While the study’s continental scope enhances its
credibility, s specific legal guidance for institutionalizing such bodies. This dissertation
adapts their model by advocating for the establishment of a Nigerian Fiscal Incentive Review

Council through statutory amendment integrating economic oversight with legal accountability

to enhance fiscal prudence and policy coherence.

114 B Ojo and M Salawu, ‘Corporate Social Responsibility, ESG, and Fiscal Incentives: Global Trends and African
Realities’ (2022) 12(4) Journal of Sustainable Finance and Investment, 559.

115 K Asante and D Moyo, ‘Fiscal Transparency and the Governance of Tax Incentives in Africa’ (2024) (9) (1) African
Governance and Development Review, 101.
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The reviewed literature presents a rich and multidimensional discourse on the relationship
between tax incentives and economic development, drawing on empirical, theoretical, and legal
perspectives from diverse jurisdictions. Across global studies, there is broad consensus that tax
incentives, when properly designed and administered, can serve as catalytic instruments for
investment, industrialization, and innovation. However, scholars also consistently &ution that

the effectiveness of such incentives depends not merely on their fiscal designJbut on the

institutional, legal, and governance architecture that underpins their administfatiofi”’As Aliyu and
Usman!'® note, institutional quality mediates the relationship betwe@x incentives and FDI
inflows, determining whether fiscal concessions become engin c@wth or conduits for rent-
seeking and corruption. Similarly, Osei and Quartey“®1 asize that transparency and
governance reforms are essential for ensuring that [&p‘@entives yield genuine developmental

®%

Empirical analyses from Asia and Eurpg@her reinforce the importance of policy coherence,

outcomes.

legal consistency, and administr&g%ltegrity. Tan and Zhang’s''® study of East Asian
economies demonstrates that &‘@tructural support and industrial targeting amplify the benefits
of tax incentives, while neider and Oosterhoff’s examination of the European Union
underscores the ((‘)R}%f upranational regulation in curbing fiscal arbitrariness. Yet, when
contrasted %@he African context, a distinct institutional deficit emerges. Odhiambo and

Wanja}\’s;@ comparative review of East African fiscal harmonization, alongside Okonjo and

116 Aliyu and Usman (n101)

117 Osei and Quartey, (n106)

18 | Tan Land Y Zhang, ‘Investment Tax Incentives and Industrial Growth in East Asia: A Comparative Empirical
Study’ (2021) 16(2) Asian Economic Policy Review, 245; F Schneider and P Oosterhoff, ‘State Aid and Fiscal
Discipline in the European Union: Legal and Economic Perspectives’ (2022) 28(4) European Law Journal, 421.
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Ibrahim’s'® West African analysis, both reveal that fragmented policy environments and

political discretion undermine the efficiency and developmental impact of tax incentives.

Within Nigeria, the literature exposes recurrent challenges: weak enforcement, opacity,
overlapping legal mandates, and limited coordination among tax authorities. Adegoke’s political
economy analysis identifies elite capture as a key factor distorting fiscal policy objectives, while
Chukwuma and Hassan’s empirical review of green incentives highlights the@%quences of
inconsistent implementation.'”! These domestic studies, complemente b&b&oader regional
analyses, affirm that Nigeria’s struggle is not one of conceptu@n but of institutional

functionality and legal accountability. Q

Notably, the comparative lessons from the United Sta%p@wide a counterpoint grounded in
strong institutional oversight and legal predictabi@%tudies such as Carter and Slemrod’s
evaluation of environmental fiscal incen‘u\\KQnd Steinglass and Hillman’s constitutional
analysis illustrate how consistent judfc@l administrative review mechanisms foster fiscal
discipline and investor conﬁde&éThe American model demonstrates that tax incentives,
when embedded within a t @ent statutory framework and subject to regular evaluation, can

effectively balance pul%expenditure objectives with private-sector stimulation.
[ ]

N\

However, despite“eXtensive scholarly engagement, several critical gaps remain unaddressed.
First, few@rbes integrate legal and economic analysis in a manner that systematically connects

statuto}ﬁrovisions, institutional capacity, and developmental outcomes. Second, while most

120 N Okonjo and M Ibrahim, ‘Fiscal Incentives and Governance in West Africa: Comparative Insights from Ghana,
Cote d’lvoire, and Nigeria’ (2022) 7(3) West African Journal of Fiscal Studies,223.

121 T Adegoke, ‘The Political Economy of Tax Incentive Administration in Nigeria’ (2020) (18) (2), Nigerian Journal of
Economic and Fiscal Studies, 211; | Chukwuma and R Hassan, ‘Green Tax Incentives and Renewable Energy
Development in Nigeria’ (2023) 15(1), Energy Policy and Law Review, 98.

122 A Carter and J Slemrod, ‘Fiscal Incentives and Environmental Efficiency: The U.S. Experience’ (2021) 44(2)
Journal of Environmental Law and Economics , 289; S Steinglass and L Hillman, ‘Constitutional Dimensions of Tax
Incentives in Federal Systems: Lessons from the United States’ (2018) 12(2) Harvard Law & Policy Review, 341.
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works acknowledge transparency as a determinant of effectiveness, few explore how it can be
institutionalized through legal reforms. Third, limited attention has been given to the
comparative dimension between mature economies (such as the United States) and emerging

economies (like Nigeria), particularly regarding how legal frameworks influence fiscal

S\

Consequently, this study seeks to bridge these gaps by adopting a comparative @stitutional

credibility.

approach. It evaluates the statutory, regulatory, and administrative 1ns m governing tax
incentives in both Nigeria and the United States to determine h(§ nd policy interact to
shape economic development outcomes. This framework not o nrich

es the existing discourse

but also establishes a foundation for evidence-based @ms aimed at enhancing fiscal

transparency, institutional efficiency, and sustainabl@%.
2.4 Conceptual Model @

This study is anchored on a simple @;\:%p al model that links tax incentives (independent

variable) with economic deveb@(dependen‘t variable).

The model proposes tha?\b incentives,such as tax holidays, investment allowances, reduced
corporate tax rt&i&mﬁ sector-specific exemptions,are intended to promote investment,
innovation, a\@roductlwty Where institutions are strong and policies are transparent, these
incen&@;e expected to stimulate economic growth, attract foreign direct investment, and

support diversification.

However, the model also recognises that weak institutional frameworks, corruption, and poor
policy implementation can limit the effectiveness of tax incentives. In such contexts, the

expected developmental outcomes may not materialise
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Thus, the relationship is:
Tax Incentives — Investment Response — Economic Development

This model guides the analysis by illustrating how incentives are expected to function and the

institutional factors that shape their outcomes in Nigeria and the United States.
2.5 Summary of the Reviewed Literature Q\

The literature reviewed in this chapter shows that tax incentives ha)<g{ng' been used by
governments to attract investment and support economic gro% e historical analysis
demonstrates that while the United States has developed a@ct ed and innovation-driven

incentive framework, Nigeria’s approach has evolved ly as a response to economic

constraints, revenue needs, and diversification effort%’bQ

The theoretical review reveals that the effec@ of tax incentives depends not only on their
design but also on the strength of instimh\ﬂ' nd policy implementation. The scholars examined

emphasise how incentives inﬂu@\ ?nvestment behaviour, the risks of misuse in weak

L]
governance environment%r@roader implications for competitiveness and development.

Overall, the reviqvﬂiterature provides a foundation for the comparative analysis by
highlighting th(hﬂpotential benefits and the limitations of tax incentives. It also underscores
the impo@ of institutional quality, transparency, and targeted policy design in determining

whethe}vﬁc incentives achieve their intended developmental outcomes.
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Chapter Three Q
Legal and Institutional Framework for Tax In ’ae In Nigeria And United States Of

E %a
3.0 Introduction .@

N\
Legal and institutional framew&ns the backbone of any effective tax incentive regime. The
design, implementation, @%mement of tax incentives are profoundly shaped by the statutes,
regulations, and r@%tive bodies that operationalize fiscal policy. As the literature review
has shown, th@ﬁcacy of incentives does not rest solely on their economic rationale but on the
rule 0%&titutional integrity, and governance mechanisms that ensure accountability and
transparency. In both Nigeria and the United States, the framework for tax incentives reflects the
interplay between fiscal policy objectives, constitutional mandates, and the institutional

architecture of tax administration.
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This chapter provides a comparative analysis of the legal and institutional frameworks governing
tax incentives in Nigeria and the United States. It identifies the key statutes, agencies, and
constitutional provisions that underpin incentive regimes in both jurisdictions and evaluates how
their design influences developmental outcomes. The Nigerian framework,anchored in
instruments such as the Industrial Development (Income Tax Relief) Act (IDITRA), the Nigerian
Investment Promotion Commission Act (NIPC Act), and successive Finance Act Q%a'\ined in
relation to the Internal Revenue Code and state-level legislation that stru¢tur¢™the American
system. The chapter also assesses institutional actors, including th al Inland Revenue
Service (FIRS), the Nigerian Investment Promotion Commj i()%\IIPC), and the Internal

Revenue Service (IRS), to determine how administrative

inter-agency coordination affect the success of ﬁsca]; iqe@es.

While the U.S. regime is grounded in a &Qféderal framework characterized by judicial

enforcement capacity, and

oversight and intergovernmental ﬁscal,c@‘ation, Nigeria’s experience reflects the challenges
of weak institutional enforcement Qf@verlapping jurisdictional mandates. Consequently, this
comparative inquiry not o@elineates statutory provisions but also investigates how

institutional performanc Qiates the effectiveness of these laws.

3.1 LEGAL FR@VORK FOR TAX INCENTIVE IN NIGERIA

O

Nigeria’s@m of tax incentives derives its authority from the 1999 Constitution (as amended),
whichéﬁeates legislative competence over taxation between the federal and state governments.
The exclusive legislative list assigns responsibility for major taxes such as company income tax,

petroleum profits tax, and customs duties to the federal government, leaving states to administer
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personal income tax, property taxes, and local levies.!?* Within this framework, the Industrial
Development (Income Tax Relief) Act (IDITRA) constitutes the cornerstone of Nigeria’s
incentive regime, providing for “pioneer status” relief to encourage investment in specific sectors

deemed vital to national development.!?*

Supplementary statutes including the Companies Income Tax Act (CITA), Nigeriar%estment
Promotion Commission Act (NIPC Act), Free Zones (Monitoring and Regulati er, and the
series of Finance Acts enacted since 2019,collectively shape Ni%ﬁ-ﬁscal incentive
architecture. These instruments outline the procedures, duration, nditions for granting
incentives such as tax holidays, investment allowances, and @rt duty waivers.!? However,
the multiplicity of these statutes often leads to policy fra &tion, jurisdictional overlaps, and
administrative inefficiencies. The absence of a u@gislative code or central oversight

mechanism further exacerbates inconsistenci@lementation and monitoring.

A critical challenge in Nigeria’s fram’a@ys the broad discretionary authority vested in the
executive branch, particularly ir&@proval and renewal of incentives. While Section 3 of the
IDITRA empowers the Pr @bto designate pioneer industries, this discretion has frequently
been exercised witl’lgﬁtransparent cost-benefit analysis or parliamentary oversight.'?* As
highlighted b A@ke, such discretionary powers enable political capture and reduce fiscal
accountabili §‘

<

reforms\itcluding mandatory reporting requirements for tax expenditures and periodic review

To address these issues, recent Finance Acts have introduced incremental

123 Constitution of the Federal Republic of Nigeria 1999 (as amended), Second Schedule, Part I.

124 |ndustrial Development (Income Tax Relief) Act, Cap |7, Laws of the Federation of Nigeria 2004, s 1-3.

125 Companies Income Tax Act, Cap C21, Laws of the Federation of Nigeria 2004, s 34; Nigerian Investment
Promotion Commission Act, Cap N117, LFN 2004, s 22.

126 Industrial Development (Income Tax Relief) Act, s 3.

1277 Adegoke,, ‘The Political Economy of Tax Incentive Administration in Nigeria’ (2020) 18(2) Nigerian Journal of
Economic and Fiscal Studies, 211.
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clauses.'?® Nevertheless, the institutionalization of these reforms remains uneven due to weak

enforcement capacity and inadequate inter-agency coordination.

3.1.1 The 1999 Constitution of the Federal Republic of Nigeria (as Amended)

The 1999 Constitution serves as the supreme legal foundation for Nigeria’s fiscal governance,

delineating the taxing powers of the federal, state, and local governments.'?® Sectj (2) vests
the National Assembly with legislative authority over matters in the Exclusiye @ lative List,
which includes taxation of incomes, profits, and capital gains.'3° Co@wntly, major fiscal

statutes such as the Companies Income Tax Act, Petroleum Pr% Act, and the Value
Added Tax Act derive their legitimacy from this constitutioation.

Under the Second Schedule, Part I, the Constitution,@‘s the federal government exclusive
competence over customs duties, excise duties, duties, and company income taxes.'3!
States retain jurisdiction over property taxes, capital gains on individuals, and other minor levies
under the Residual List. This divisi{%@cal powers establishes a clear,though sometimes
contentious framework for tax a@ty and revenue allocation. However, the concurrent fiscal

responsibilities often res@isdictional overlap, particularly in the area of incentives, where

both federal and -s\?A;onal entities attempt to attract investment through competing tax

concessions.“é Q/

The ce@lonal guarantee of fiscal federalism is reinforced by Section 162, which provides for

a Federation Account into which all revenues collected by the federal government are paid and

128 Finance Act 2020, s 14—16; Finance Act 2023, s 12.

129 Constitution of the Federal Republic of Nigeria 1999 (as amended), s 1(1).
130 ibid s 4(2).

131 ibid Second Schedule, Part I, ltems 58-59.

132 ibid
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subsequently distributed among the three tiers of government.!* Yet, the centralization of major
tax powers has historically limited the autonomy of states to design and manage their own
incentive frameworks. As noted by Okonjo and Ibrahim, this concentration of fiscal authority in

the federal government often discourages subnational innovation and results in policy

»

Moreover, while the Constitution vests substantial fiscal powers in the exec Qt is largely

duplication. '3

silent on mechanisms of accountability and evaluation concerning tax e@g&wes. This lacuna
allows executive agencies significant discretion in granting tax s and pioneer status
incentives without the requirement of legislative oversigh@e absence of constitutional
provisions mandating transparency or parliamentary appro@r fiscal incentives has, over time,

contributed to Nigeria’s weak incentive governance 6@6.135

Accordingly, constitutional reform debates iﬁ\\@ingly call for the insertion of explicit clauses
that would require: '@

a. Mandatory legislative reQQdf all tax expenditure reports;

b. Publication of inc@e registers in line with the Freedom of Information Act 2011; and

[ ]
c. Clearer @n of fiscal powers to prevent inter-tier conflicts and revenue

leak, 6

\*

133 Constitution of the Federal Republic of Nigeria 1999, s 162(1).

134 N Okonjo and M Ibrahim, ‘Fiscal Incentives and Governance in West Africa: Comparative Insights from Ghana,
Cote d’Ivoire, and Nigeria’ (2022) 7(3) West African Journal of Fiscal Studies, 223.

1357 Adegoke, ‘The Political Economy of Tax Incentive Administration in Nigeria’ (2020) 18(2) Nigerian Journal of
Economic and Fiscal Studies, 211.

136 Freedom of Information Act 2011, s 2(1).
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Such reforms would align Nigeria’s constitutional framework with emerging global norms on
fiscal transparency and accountability, thereby ensuring that tax incentives achieve measurable

developmental outcomes.
3.1.2 The Finance Act 2023 and Contemporary Fiscal Reforms in Nigeria

The Finance Act 2023 marks a significant turning point in Nigeria’s fiscal poli ndscape,
representing an attempt to modernize tax administration, rationalize ince @ d enhance
revenue efficiency. Enacted in May 2023, the Act amended several ke tatutes including the
Companies Income Tax Act (CITA), Personal Income Tax Act (Pl@ stoms, Excise Tariffs,

etc. (Consolidation) Act, and the Value Added Tax Act.!?’

A central innovation of the Finance Act 2023 lies ’@»exphcn focus on rationalizing tax
incentives. Section 12 mandates the M1n1ster of ce to conduct and publish periodic cost-
benefit analyses of all fiscal incentives an § enditures.!3® This provision introduces, for the

st evaluation of incentive programs an essential

first time, a legal requirement for %%6
mechanism for fiscal accounta.bl@

Additionally, the Act 1®uces new provisions to expand Nigeria’s investment incentive
architecture in St@tom Section 25 of the amended CITA now grants tax deductions for
expenditures @Hed on research, development, and digital innovation,reflecting a shift toward
knowl%%rlven industrial policy.!*® The Act also strengthens anti-abuse provisions,

particularly by tightening eligibility for pioneer status under the Industrial Development (Income

137 Finance Act 2023, preamble and s 1-2.
138 jbid s 12.
139 Companies Income Tax (Amendment) Act 2023, s 25.
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Tax Relief) Act. Section 27 requires companies seeking pioneer incentives to demonstrate

tangible contributions to employment, technology transfer, or environmental sustainability. !4’

From an administrative standpoint, the Act reinforces inter-agency coordination between the
Federal Inland Revenue Service (FIRS) and the Nigerian Investment Promotion Commission
(NIPC) through data-sharing obligations.!*! These measures aim to reduce redlm&lcy and
enhance the monitoring of approved incentives. Importantly, the Act aligns N@QS domestic
tax regime with global transparency standards, particularly the OECD’SKSgEsésion and Profit

Shifting (BEPS) recommendations, by mandating country—by—coun@'ﬁng for multinational

enterprises. '+ Q

However, despite its progressive provisions, challe@&ersist. Implementation remains
inconsistent, especially at subnational levels wher&l capacity and administrative will are
limited. Moreover, the absence of clear enfo&\&@?penalties for non-compliance with incentive
reporting obligations weakens the A'c\’&%fectiveness. As Adegoke argues, without robust

institutional capacity and polit@mmitment, legislative reforms risk remaining symbolic

rather than transformativ%Q\

Nevertheless, the .P&xe Act 2023 signifies a decisive move toward rule-based fiscal
governance i ria. It institutionalizes the principles of transparency, efficiency, and

accountal@tritical for aligning tax incentive policy with sustainable economic development

obj ectk

3.1.3 Industrial Development/Income Tax Relief Act

140 |Industrial Development (Income Tax Relief) Act, Cap 17, LFN 2004, as amended by Finance Act 2023, s 27.

141 Finance Act 2023, s 28.

142 Organisation for Economic Co-operation and Development (OECD), Base Erosion and Profit Shifting Action Plan
(OECD Publishing 2022).

143 Adegoke (n 137) 214.
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The Industrial Development (Income Tax Relief) Act (IDITRA), enacted in 1971'%4, provides the
legal framework for granting pioneer status to eligible companies, thereby offering significant
tax incentives in the form of tax holidays.'® This legislative mechanism was designed to
stimulate Nigeria’s economic development by encouraging investments in sectors deemed vital
for industrial growth. The Act plays a pivotal role in Nigeria’s fiscal policy strategy, King as a

X

Central to IDITRA’s objectives is the provision in Section 1, which em@ he President to

catalyst for both local and foreign investments through tax relief schemes. 46

declare any industry as a “pioneer industry”, thereby making com perating within such
industries eligible for tax incentives. These pioneer industries cally reviewed to reflect
national economic priorities, particularly focusing on @rs that promote technological
advancement, employment creation, and industrial % cation. In this context, Section 3(1) of
the Act stipulates a three-year tax holiday, @%ﬂ be extended for an additional two years
upon application, effectively granting ifying companies a maximum of five years of
corporate income tax exemption.'4’ fé@\provision significantly reduces the financial burden on

Q

new businesses, enhancing th@%acity to reinvest profits and expand operations.

However, these tax bﬁﬁts are not indefinite. Section 5 of IDITRA outlines conditions under
[ ]
which the pione@us may be revoked, particularly in cases where companies fail to meet

operational marks or breach compliance obligations such as tax reporting and statutory

\*

144 Ccap. 17, Laws of the Federation of Nigeria (LFN), 2004

145 |bid, s10

146 Chuks Okoriekwe, ‘Pioneer Status' Tax Incentive In Nigeria: A Commentary On Recent Developments And
Implications For Businesses’ (24 July 2020) Mondag,< https://www.mondag.com/nigeria/income-
tax/969136/pioneer-status-tax-incentive-in-nigeria-a-commentary-on-recent-developments-and-implications-for-
businesses> accessed 5 February 2025.

147 IDITRA, s 3(1).
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148

filings.'* This ensures that tax incentives are not abused and are granted only to companies

contributing meaningfully to Nigeria’s economic development.

Eligibility for these incentives is further governed by the Pioneer Status Incentive (PSI)
Regulations, administered by the Nigerian Investment Promotion Commission (NIPC).!* To
qualify, companies must operate within industries listed in the Pioneer Industry and I&uct List,
which is regularly updated by the government. Additionally, firms must demm@qubstantial

contributions to national development goals, including employment Qg@?@n, technology

transfer, and industrial diversification.!>° &

Judicial interpretation of IDITRA has also shaped its appli In Nigerian Breweries Plc v.
Federal Inland Revenue Service,'”' the Tax Appeal Tri un;l clarified that tax reliefs under

IDITRA are statutory privileges, not automatic enti@nts. The case highlighted the necessity

O

for strict compliance with application proced@nd the importance of proper documentation to

secure and maintain pioneer status. The reinforced the idea that companies must not only

meet eligibility criteria but also @m compliance throughout the duration of the tax holiday.

Gabriel'>? argues that @:t’s benefits are disproportionately skewed towards large

corporations, often @;\ing small and medium-sized enterprises (SMEs) that could equally

O

PS

~
148 |DITRA, s 5.

149 ‘pioneer Status Incentive’ (Nigerian Investment Promotion Commission10 January 2019) accessed 3 February
2025.

150 cB, Nwankwo, ‘A Legal Appraisal of The Impact Of Tax Incentives On Investment In Nigeria: The Pioneer Status
Perspective’ (2023) 14(2) NAUJILJ, 131.

151 syit NO TAT/LZ/CIT/EDT/043/2015

152 Al Gabriel, ‘Foreign Direct Investment in Nigeria: Examining the Statutory Reach’ (2019) Global Journal of
Politics and Law Research
https://www.academia.edu/download/100520423/Foreign_Direct_Investment_in_Nigeria.pdf accessed 2
February 2025.
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drive economic diversification. Additionally, Ekhator!>?

notes the potential for policy abuse,

where companies exploit legal loopholes to artificially restructure operations to extend tax

holidays without delivering genuine economic value.® These critiques underscore the need for

more robust monitoring mechanisms to ensure that tax incentives translate into tangible
>\

R

3.1.4 Nigerian Investment Promotion Commission Act O

economic growth.

The Nigerian Investment Promotion Commission (NIPC) Act!>4, enacte@\i %55 complements
IDITRA by providing a comprehensive legal framework fc@ oting and regulating
investments in Nigeria. The Act established the Nigerian ent Promotion Commission
(NIPC), a statutory body tasked with facilitating inve&en opportunities and administering
fiscal incentives, including tax relief programs. %;’QIIPC Act was introduced as part of
Nigeria’s broader economic liberalization aé@ aimed at attracting foreign direct investment

(FDI) and fostering a more competitive %qp s environment. '3

The Act establishes the NIP.C& key institution responsible for coordinating investment
activities across Various@ This includes overseeing the implementation of tax incentives
such as the Pioneer S&Incentive (PSI) and collaborating with other regulatory bodies like the

N\

Federal Inland\Re e Service (FIRS) to ensure seamless administration. !¢

\*

153 EO Ekhator, ‘Foreign Direct Investment and the Law in Nigeria: A Legal Assessment’ (2016) International Journal
of Law and Management https://www.emerald.com/insight/content/doi/10.1108/IJLMA-08-2014-0049/full/html
accessed 2 February 2025.

154 Cap. N117, LFN 2004

155 Nwankwo, (n95).

156 NIPC Act, s 4.
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The Act also provides strong investment protections to enhance investor confidence. For instance,
the Act also, guarantees against expropriation, stating that no enterprise shall be nationalized or

compulsorily acquired without prompt and adequate compensation.'>’

Section 24 of the Act ensures the unrestricted repatriation of profits and dividends, thereby
addressing one of the key concerns of foreign investors regarding capital m@y. This
provision significantly contributes to Nigeria’s attractiveness as an invest@esﬁnaﬁon,
particularly in comparison to other African economies with more restrj@gﬁreign exchange

O

@ ging the PSI scheme but also

controls.!%®

In practice, the NIPC Act complements IDITRA by not onl
facilitating other tax incentives tailored to specific sec@sch as agriculture, manufacturing,
and technology.'> The synergy between both laws&es that Nigeria’s tax incentive regime

remains dynamic and responsive to changing\@mic realities.

In Unipetrol Nigeria Plc v. Agip Nig@c %, the Federal High Court reaffirmed the NIPC’s
statutory mandate to administe@stment incentives. The court held that while the NIPC’s
decisions are subject to @ review, its administrative discretion in matters of investment
promotion must be &%cted, provided it acts within the bounds of the law. This decision
underscores % ortance of maintaining a balance between regulatory oversight and

administr '%utonomy in investment matters.

N

157 NIPC Act, s 17.

158 Nigerian Investment Promotion Commission Act, (NIPC 2024)
https://www.nipc.gov.ng/wpcontent/uploads/2021/10/NIPC-ACT.pdf. accessed 2 February 2025.
159 |bid

160 (2002) 14 NWLR (Pt. 789) 312.
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Chukwuonye!¢! praises the NIPC Act for fostering a liberalized investment climate post-1995,
contrasting it with Nigeria’s earlier protectionist policies that deterred foreign capital inflows.'*

162

However, Babatunde'®* critiques the Act’s enforcement mechanisms, pointing out persistent gaps

in inter-agency coordination, particularly between the NIPC and FIRS, which sometimes leads to

R

3.1.5 Free Trade Zones Act Q

regulatory overlaps and inefficiencies.

The Free Trade Zones Act!®, provides the statutory framework for the eé{l&r/nent, regulation,
and operation of Free Trade Zones (FTZs) in Nigeria. The prim@ ctive of the Act is to
promote economic growth by facilitating foreign dir estment (FDI), stimulating
industrialization, and enhancing export-oriented actiyities” through a combination of tax
incentives and reduced regulatory barriers. The FT@(QeI is designed to attract both local and
international investors, foster job creation@ strengthen Nigeria’s non-oil revenue base,

positioning the country as a competitiv'e@r global trade and manufacturing.

Central to the FTZA is that it.nglers the President of Nigeria to designate any geographical
area within the country a@ trade zone, provided that such designation aligns with statutory
guidelines.'6* This.cﬁ&onary power allows the government to strategically identify regions

with potentia o&(onomic transformation, thereby facilitating regional development through

targeted i@hen‘[s.

161 ¢ Chukwuonye, ‘An Examination of the Measures for Protection of Foreign Investment Under Nigerian and
International Law’ (2022) SSRN Papers https://papers.ssrn.com/sol3/Delivery.cfm?abstractid=4019809 accessed 2
February 2025.

162 KA Babatunde, ‘Nigerian Investment Promotion Commission and Foreign Direct Investment in Nigeria’ (2013)
Arabian Journal of Business and Management Review
https://j.arabianjbmr.com/index.php/kcajomr/article/view/400 accessed 2 February 2025.

163 Cap. F34, Laws of the Federation of Nigeria (LFN), 2004

164 FTZA, s 1.
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Furthermore, the Act outlines the core fiscal incentives available to businesses operating within
FTZs. These include comprehensive tax exemptions from all federal, state, and local government
taxes, levies, and rates.'® This provision significantly reduces the operational costs for

businesses, making FTZs highly attractive for multinational corporations seeking cost-efficient

S\

In addition to tax reliefs, Section 18 of the Act stipulates customs and incentives,

entry into the Nigerian market.

particularly allowing for the duty-free importation of capital goods, ma&&dequipment, and
raw materials necessary for production within the zones.'® This exem \% enhances operational
flexibility and reduces supply chain costs, fostering an envi@e conducive to large-scale
manufacturing and export activities. Moreover, Section 2 arantees the full repatriation of
profits and dividends earned within FTZs. This prov%@&ys a pivotal role in attracting foreign
investors, as it mitigates concerns related 6@1 mobility and currency restrictions, thus

enhancing investor confidence in Nigeﬁgﬁ&)nomic framework.

Collectively, these provisiozls z@’\almed at fostering a business-friendly environment
characterized by minima I@ucratic red tape, improved infrastructure, and robust legal
protections. This r‘e%\' ory architecture seeks to position Nigeria as a preferred investment
destination w'thi@ca, particularly for industries engaged in value-added manufacturing and

export-led

The Nig\egan judiciary has provided interpretative clarity on the scope of tax incentives under the
FTZA. In Nigerian Ports Authority v. APM Terminals Ltd, the Federal High Court addressed the

issue of whether businesses operating within FTZs are entitled to comprehensive tax exemptions

165 FTZA, s 8.
166 FTZA, s 18.
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when their activities overlap with the domestic Nigerian market. The court held that entities
operating within FTZs are entitled to full tax exemptions, provided their operations remain
confined within the designated zones. However, if such entities engage in domestic transactions
outside the FTZ, they may be subject to relevant taxes applicable in the Nigerian customs
territory. This ruling was significant in clarifying the boundaries of tax exem&tions and

addressing ambiguities related to the dual operations of businesses in both FTZs f@he broader

Nigerian economy. &<

Scholarly discussions on the performance of the FTZA present !@@ views. While some
scholars acknowledge its potential, others highlight signiﬁca@a enges. Amodu'®’ observes
that, despite the Act being grounded in a solid legal structt@s real-world impact is weakened
by poor regulatory practices, limited transparency, 6 ministrative corruption. According to
him, these governance gaps distort fair co i0i and discourage investors, even though the
scheme offers favourable tax concess@ln contrast, Jibril'® acknowledges the positive
economic impact of FTZs, partic%g?l\'n enhancing Nigeria’s non-oil revenue and fostering
export diversification. Jibri& ever, recommends stronger inter-agency coordination to
prevent revenue leak’agﬁe ulatory overlaps, and the abuse of tax incentives. He emphasizes

[ ]
the need for ref@ fmed at enhancing transparency, improving governance structures, and

streamlinin% a@inistrative procedures within FTZs to maximize their developmental impact.'®’

3.1.6 (}ﬁand Gas Free Zones Act

167 N Amodu, ‘An Examination of Governance and Operational Framework of Free Zones in Nigeria’ (2018) The
Gravitas Review of Business and Property Law

https://eprints.soas.ac.uk/32415/1/Article_Investing_in_Free Zones_in_Nigeria Nojeem Amodu.pdf accessed 2
February 2025.

168 7 Jibril, ‘A Critical Review of the Free Trade Zones in Nigeria and the Implications to the Nigerian Tax System’
(2023) IJOLACLE https://nigerianjournalsonline.com/index.php/IJOLACLE/article/viewFile/3701/3607 accessed 2
February 2025.

169 1bid
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The Oil and Gas Free Zones Act (OGFZA), enacted in 1996'7, provides the legal framework for
the establishment, regulation, and management of specialized free zones dedicated to oil and gas
operations in Nigeria. The Act was designed to attract foreign investment into Nigeria’s energy
sector, promote the development of ancillary industries, and support economic diversification
beyond crude oil exports. Additionally, OGFZA aims to facilitate technology tra&fei, foster

public-private partnerships, and enhance Nigeria’s competitiveness in the ifop troleum

industry. < )

¢\
Under the Act, the President is empowered to declare specific areas @Nigeria as oil and gas
free zones, thereby establishing hubs for petroleum—relate@ﬁ'ties such as exploration,
refining, and export logistics.!”! This provision provides the@emment with strategic flexibility
to designate zones based on economic priorities a%ﬁb&tructure potential. The Oil and Gas
Free Zones Authority (OGFZA) is establish ’bSection 3, with the mandate to regulate and
oversee activities within designated ﬁg&nes.m OGFZA'’s responsibilities include issuing
licenses, monitoring compliance \@ch\gal requirements, and facilitating investor relations to

ensure the smooth operation @CSSGS within these zones.

The Act offers ger:ero%ax exemptions to companies operating within oil and gas free zones.
These incentiyes @e corporate income tax holidays, value-added tax (VAT) exemptions, and
waivers on i /export duties for equipment and materials utilized within the zones.!”? The tax
benefits designed to reduce operational costs, encourage capital investment, and support

large-scale industrial projects.

170 Cap. 05, LFN, 2004

171 1bid, s1
172 |bid, s 3.
173 |bid, s 8.
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Moreover, Section 12 permits 100% foreign ownership of businesses within the zones, along
with unrestricted repatriation of profits, dividends, and capital. The Act also streamlines visa
processes for expatriate employees, thereby addressing key concerns related to foreign workforce
mobility and administrative bottlenecks. These provisions are aimed at positioning Nigeria as a

competitive investment destination within the global energy market.

S\
In Pan Ocean Oil Corporation v. KCA Deutag Drilling GMBH'™, the Court o@al affirmed
that companies operating within oil and gas free zones are entitle togall customs duty
exemptions under Section 8 of the Act. The court emphasized that s @al benefits are legally
binding, provided that operators comply with the regulatory fr@%&md maintain transparent
business practices. This decision underscored the import@ of legal certainty for investors,

reinforcing Nigeria’s commitment to upholding co@% and statutory obligations within its

investment climate. @

Olujobi!” highlights the Act’s pivoté\ in attracting multinational oil corporations and
fostering public-private partners \within the petroleum sector. He notes that the legal
framework has significant @ibuted to infrastructure development in oil-producing regions
and facilitated tefh%y transfer through foreign participation. However, Maduekwe!7
criticizes the Act@eating regulatory overlaps with other agencies, such as the Department of
Petroleum I%Qrces (DPR) and the Nigerian National Petroleum Corporation (NNPC). These
jurisdi?f}Qaal conflicts, he argues, have led to administrative inefficiencies, increased compliance

costs for businesses, and occasional policy contradictions.

174pppeal No: CA/LAG/CV/451/2020

175 0J Olujobi, Nigerian Petroleum, Energy and Gas Resources Law (Princeton & Associates Publishing Co. Ltd, 2022),
123.

176 N Maduekwe, ‘Legal Regime for Oil and Gas Free Trade Zone’ (2013) SSRN
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2813011 accessed 2 February 2025.
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Additionally, Okumagba'’” underscores the need for legislative reforms to align OGFZA with
global best practices in environmental sustainability and corporate governance. He advocates for
the integration of environmental, social, and governance (ESG) principles into the regulatory
framework to address the environmental risks associated with oil and gas operations, particularly

in the Niger Delta region. \
3.1.7 Key 2026 Tax Reforms under the 2025 Nigeria Tax Act QQ

On 26 June 2025, Bola Tinubu assented to four major tax-reform bills s@taneously: the NTA
2025, Nigeria Tax Administration Act, 2025 (NTAA), Nigeria Re ervice (Establishment)
Act, 2025 (NRSEA), and Joint Revenue Board (Establishme , 2025 (JRBEA)!7®. The legal

reforms were published in the official gazette in September, 2025 , signalling formal readiness for

implementation.'” 6(6
(&)

According to the leadership of the tax aut }mt;, the new regime becomes effective 1 January

2026'%, The stated objectives: cons@%;i&e fragmented tax laws, simplify compliance and

N

administration, improve transpaqg#, and align Nigeria’s tax system with global best practices
all while raising revenu@%ational development'®!. Thus, the reforms constitute the most
comprehensive overh& f Nigeria’s tax and revenue framework in decades, with implications

for businesses? 'ngh'tﬂuals, and the overall fiscal environment.

\9’6

177 E0 Okumagba, ‘Decommissioning of Oil and Gas Installations in Nigeria: A Critical Appraisal of the Impacts of
the Petroleum Industry Act 2021’ (2022) Baltic Journal of Law & Politics
https://www.researchgate.net/publication/371762644_Decommissioning_of_Oil_and_Gas_Installations_in_Nigeri
a accessed 2 February 2025.

178 https://nairametrics.com/2025/06/26/president-tinubu-signs-four-tax-reform-bills-into-law

179 https://nairametrics.com/2025/09/09/fg-nigerias-new-tax-reform-laws-officially-published-in-gazette

180 https://www.thecable.ng

181 https://www.vanguardngr.com/2025/06/breaking-tinubu-signs-four-tax-bills-into-law/
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Key Corporate-Tax & Incentive Reforms
Unified 4% Development Levy

1. NTA 2025 introduces a 4% levy on “assessable profits” of most companies (excluding small

companies and non-resident entities).'? Q

2. This levy replaces several overlapping sector- specific levies, including: the former Tertiary

Education Tax (TET), the National Agency for Science an eering Infrastructure
Syy. 18

(NASENI) levy, the IT Levy, and the Police Trust Fund (P@l

3. The goal: simplify compliance, reduce administr@omplexity, and substitute many

earmarked levies with a single, predictable char@

O

4. According to the sectoral analysis by@ audit firm, revenue from this levy will be

°
earmarked for strategic national q’&m including education, technology infrastructure,

185

defense, and cybersecurity @

Implication: this consol t??lay increase the tax burden for some companies that previously
paid little or no s &% (especially outside sectors formerly subject to them).!86

Minimum Eff; g}( Rate (ETR) : 15% for Large / Multinational Firms

1. For Jar mestic companies (annual turnover > NGN 50 billion) or companies belonging to

multinational groups (global turnover > EUR 750 million), the NTA imposes a minimum

182 https://taxnews.ey.com/news/2025-1388-nigeria-tax-act-2025-has-been-signed-highlights
183 https://www.pwc.com/ng/en/publications/the-nigerian-tax-reform-acts

184 1bid

185 |bid

186 mondag.com
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effective tax rate of 15% on net income'®’

2.If these companies’ actual tax paid falls below 15%, a “top-up” tax becomes due to meet the

minimum threshold.'®8

3.Exemptions: the rule does not apply to eligible free- zone companies exporting goods outside

Nigeria, provided they aren’t part of a multinational group.'®’

4.Rationale: this targets profit-shifting and base erosion often tied to multinat ®d large
190 6

corporations ensuring a fairer contribution from profitable firms

Economic Development Incentive (EDI) replaces Pioneer Status 0«

The previous “pioneer status tax holiday” regime has been r .[ Mondaq.com]Under the

new Economic Development Incentive (EDI), eligible co@)ies can claim a 5% annual tax
credit on qualifying capital expenditure (cap- ex) for@ years'!
Unused credits can be carried forward.This@ incentives more with actual investment and

performance (capex, asset acquisition),'@’han arbitrary “holiday” periods.

The implications is that ﬁrm@ substantial investment plans , e.g., in manufacturing,

infrastructure, or techno@y benefit notably. But the benefit is tied strictly to real capital

investments, not snin@mg ‘new.”

Capital Gains@ (CGT) — Major overhaul

\*

187 Nigeria Tax Act 2025, definition of ETR, and “top-up” obligation

188 1bid

189 https://www.pwc.com/ng/en/publications

190 |hid

%1 Mondawq, “The Nigeria Tax Refor, Act 2025 and how it affects Businesses”
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For companies, the CGT rate rises sharply from 10% to 30%, bringing CGT in line with standard

corporate income tax rates'®?

. The scope of CGT is expanded: it now includes indirect offshore
share transfers, meaning that companies cannot easily avoid CGT by routing share sales through

offshore holding companies!®.

For individuals, gains (including from digital or virtual-asset disposals) may b%bject to

personal income tax, depending on later regulations and thresholds. '** OQ

Implication: This reduces a former loophole where taxable gains could’be structured as capital

gains; it also increases the tax burden on asset disposals, transfer% es (including offshore

QO

Other Corporate/Business-Tax Provisions er

share deals).

Capital allowances for qualifying cap-ex are \Q@imed on a straight-line basis over the useful

life of the asset replacing the prior m.i)s&mtial and annual allowances” which often used a

N\
%

Deductible donations have b@upanded: companies can deduct up to 10% of profit before tax

reducing-balance method!*>

for qualifying capital d§a ions. In-kind donations require documentation and are valued at the
18

lower of market @

O

Tax auth@ reach is broadened: for non-resident companies, the definition of taxable
presen&

expanded beyond traditional “permanent establishment” (PE) to include significant

tion cost.!%®

192 https://www.bakertilly.ng/insights/nigerias-2025-tax-reform-acts-explained
193 Woleolanikpekun.com

194 EY, “Nigeria Tax Act 2025-Rent relief and other deductions” (2025)

195 https://taxnews.ey.com/

196 bid
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economic presence or service-based footprints. This tightens the net on foreign firms earning

income from Nigeria.

197

Though much of the public discourse focuses on corporate players, the reforms also affect

individuals and small-scale (especially formal) businesses in various ways:

1.

The NTA introduces a more progressive personal income tax (PIT) schedu@ividuals

earning ¥800,000 or less per year are exempt from PIT(personal incomec er the new

regime.'*8 &
For those earning above that threshold, PIT(personal income rates increase (with top

marginal rates depending on future regulation reported@ up to ~25%).1%

The reforms also formalize and expand rent reli @Jctions: under earlier reporting, there

were proposals for allowing taxpayer\s\déduct a 20% of rent paid capped at a

500,000naira)>” . &
N\

While public summaries emph%ﬁ?xemptions and reliefs for “low-income earners, average
taxpayers, small bu%c@ official breakdowns urge verification once implementing

regulations are released:

For smal u&a&ses and Mid Sized Enterprise (SMEs) : Many are exempted from the new

Deve@ent Levy, reducing compliance burden.

N

197 1bid

198KPMG, “Personal Income Tax Regime Reform- Nigeria Tax Act 2025”
199 https://www.bakertilly.ng/

200 Y, “Nigeria Tax Act 2025-Rent Relief and Other Deductions” (2025)
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The establishment of an Nigeria Revenue Service (NRS) under NRSEA(Nigeria Revenue
Service Establishment Act) replacing the old FIRS, along with uniform tax-administration

rules under NTAA, promises clearer, more standardized procedures?!

This reform also introduced the formal Office of the Tax-Ombudsman / Tax Appeal

Tribunal to address grievance handling, disputes and appeals aiming to impr(&axpayer

rights and fairness.?%? OQ

What It Means for Nigeria’s Economic & Development Agenda &

1.

More predictable and development-oriented revenue streams: dating multiple levies
into one “Development Levy” allows the government to k funds for national priorities:
education, technology, infrastructure, defence, cybe@u ty, etc. This may improve public
investment and national capacities.?% 6’6

Alignment with global tax standards: ’%inimum ETR and tightened capital-gains
regimes reduce opportunities for'@shifting, tax base erosion, and opaque offshore
structuring. This may bolgte&@&rla’s attractiveness to legitimate investors seeking clarity
and fairness.?* Q\

Incentivising reg& ment rather than tax holidays: The shift from arbitrary “pioneer
[ ]
status” h lid(\ﬁ,}) the EDI which rewards actual capital investment encourages firms to

commi resources to infrastructure, plants, technology, and R&D(Research and

develépment). This could promote long-term industrial growth rather than short-term

201 https://www.vanguardngr.com/

202 shonekan Centre for Legislative Reforms, “A New Fiscal Framework: Key Provsions of Nigeria’s 2025 Tax
Reforms IAWS

203 https://www.pwc.com/ng/en/publications/nigeria-tax-reform-2025

204 https://www.mondag.com/nigeria/tax-authorities
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exploitation of incentives?®®
4. Simplified compliance and reduced administrative burden: With one harmonized tax law,
unified levy, standardized allowances, and a professionalized tax administration agency
(NRS), the system becomes more transparent and easier for businesses to navigate. This
supports ease-of-doing-business, especially for SMEs(Small Medium enterprise) @aiming for
formalization.?% Q
5. Greater inclusion and fairness for low-income earners: By making P rogresswe and
exempting the lowest earners (< :¥800,000), the reforms aim t xe tax burden on the
vulnerable while focusing taxation on higher earners and p@ companies.?’
Q
Key Caveats, Risks & What’s Still Unclear ’bQ
Even though the “Development Levy” simpli@y levies, it applies broadly including firms
that never paid certain levies before. ’&e\companies may face higher-than-expected tax
burdens, especially if they previousl (ga‘ated under sector exemptions.?%
The 15% minimum ETR targét@ge firms and multinationals but for medium-sized enterprises
(previously a special aéory), the new law reportedly eliminates the ‘“medium-size”
classification, fo ’Sbe either into “small” (if they meet criteria) or “standard/large”possibly
causing com @:e shocks. 2

The p ct%} enefit of the EDI (5% cap-ex credit) depends heavily on

1) The firm making substantial qualifying investments;

2) Proper documentation;

205 Modag.com

206 https://nairametrics.com/

207 https://www.thecable.ng/the-nigerian-tax-reform-act-of-2025

208 https://www.mondag.com/nigeria/tax-authorities

209 https://www.bakertilly.ng/insights/nigerias-2025-tax-reform-acts-explained
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3) viability of carry-forward if immediate benefit is not realized.

4) Firms with low cap-ex or those investing in intangible or non-qualifying assets may get
little benefit.

For individuals and small businesses: many reliefs (rent relief, deduction thresholds, digital-asset
taxation, etc.) are still subject to implementing regulations and guidelines which have not yet
(publicly) been fully released. Until those are published, there remain uncertain@ou exactly
who qualifies and how. QJ
Administrative capacity: success depends heavily on the newly establi@&RS, its enforcement
procedures, audit capacity, and fairness mechanisms 6 x Ombudsman). Poor
mplementation could defeat many of the reforms’ benefits. Q

Together, these reforms constitute a major shift to rd&%me transparent, performance -based,
and globally aligned incentive regime in Nigeria ¢ also reinforcing the role of taxation as a

N\

The passage of the Nigeria Tax @5, Nigeria Tax Administration Act 2025, Nigeria

tool for national development.

Revenue Service (Establishme@ 2025, and Joint Revenue Board (Establishment) Act 2025

represents the most co@%ﬂsive restructuring of Nigeria;s tax governance since the

democratic rule?!,* &
N\

Their impler%atl n is therefore expected to provide a more predictable, accountable, and

develo ’Qriented incentive system capable of supporting long-term economic growth?!!
% y p pp g g g

3.2 Institutional Framework for Tax Incentive In Nigeria

210 Nairametrics, “Tinubu signs Four Tax Reform Bill into LLaw”, 26 June 2025
211 The Cable, “FG Gazettes Tax Reforms Laws: Implementation Begins Janurary 2026
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3.2.1 Nigerian Investment Promotion Commission (NIPC)?!2

The Nigerian Investment Promotion Commission (NIPC) was established under the Nigerian
Investment Promotion Commission Act?'?, to encourage, promote, and coordinate investments in
Nigeria. The NIPC plays a crucial role in Nigeria's tax incentive regime, primarily through its
administration of the Pioneer Status Incentive (PSI), which offers tax holidays twalifying
industries and sectors. Section 4 of the NIPC Act outlines the Commission's ﬁﬂ@'&, including
coordinating and monitoring investment activities, advising the gov@ on investment

policies, and negotiating investment treaties. The Pioneer Status In as provided under the
co

Industrial Development (Income Tax Relief) Act?!4, allows eli@ panies to enjoy corporate

income tax exemptions for an initial period of three years, e@iable by an additional two years.

The NIPC evaluates applications for PSI, ensurin%@hey meet the eligibility criteria, which
include contributions to economic diversiﬁch@ job creation, and technology transfer.?!® This
tax relief aims to stimulate growth in 's@%c sectors, such as agriculture, manufacturing, and

information technology. é
N

The practical implement% tax incentives through the NIPC has faced scrutiny. While the
PSI has attracted invk&ents, issues of transparency and administrative inefficiency have been
noted. Accord& study by Zakari et al., the NIPC's role has been pivotal in attracting foreign

direct im@%&nt (FDI), but reforms are needed to enhance accountability and streamline

applicm processes.?!¢

212 section 1 Nigeria Investment Promotion Act

213 Cap N117, LFN 2004

214 Cap 117, LFN 2004

215 Application Guidelines For Pioneer Status Incentive, Guidelines 3.0(3.1) (3.1.3).

216 A Zakari, and HM Aliero, and AB Abdul-Quadir, ‘The Role of Nigerian Investment Promotion Commission (NIPC)
in Attracting Foreign Direct Investment in Nigeria’ (2021) 8(7) European Scientific Journal, 155.
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In Shell Petroleum Development Company v. Federal Board of Inland Revenue®'’, the court
emphasized the need for clarity in interpreting tax incentive provisions. The case highlighted the
interplay between the NIPC’s authority and tax regulatory bodies, underscoring the necessity for

clear legislative guidelines to prevent administrative overlaps and legal ambiguities.
3.2.2 Federal Inland Revenue Service (FIRS)?!3 \

The Federal Inland Revenue Service (FIRS) operates under the Federal Inla @ ue Service
(Establishment) Act, 2007, with the primary responsibility of as@g, collecting, and
accounting for federal taxes in Nigeria. As a key player in the tax framework, the FIRS
ensures that tax incentives are correctly applied and t eﬁc1arles comply with tax
obligations.?!’ Section 8 of the FIRS Act defines 1t nctions, including tax assessment,
collection, and enforcement. The FIRS also plays%fgwsory role in tax policy formulation,
working closely with the Ministry of Financb\% the NIPC to evaluate the fiscal impact of tax
incentives. The agency’s involvement %g ical in monitoring compliance, as tax incentives

often come with specific conditi @elated to investment thresholds, employment generation,

and sectoral developmentQQ

While the NIPC i h\%oneer status, the FIRS verifies that companies claiming tax incentives

adhere to th%q

assessing %liance with tax laws, and ensuring that incentives are not abused. The FIRS also

itying criteria. This verification includes auditing financial statements,

administers other tax incentives, such as investment tax credits and capital allowances,

217 (2011) 4 TLRN 98

218 Section 1 Federal Inland Service Revenue (Establishment) Act 2007

219 E Asiedu, ‘Foreign Investment in Africa: the role of natural resources, market size,
government policy, institutions and political instability’ (2003) 29(1) The World Economy, 63 — 77;
E. Asiedu, ‘Policy reform and foreign direct investment to African: Absolute

progress but relative decline’ (2024) 22(1) Development Policy review 22, 41 — 48.
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particularly in sectors like oil and gas under the Petroleum Profits Tax Act.??® Momoh??! argue
that while the FIRS has made significant strides in tax administration, challenges such as
corruption, inadequate infrastructure, and capacity constraints hinder its effectiveness in
managing tax incentives. These issues often lead to revenue leakages and undermine the intended
economic benefits of tax incentives. Thus, in Nigerian Breweries Plc v. Federal Inland Revenue
Service*®?, the court upheld the FIRS’s authority to scrutinize tax incentive clai @asizing
that tax holidays do not exempt companies from compliance with other tax obligdtions. The case

underscored the importance of regulatory oversight in preventing the r@&eyf tax incentives.
3.2.3 Nigerian Export Processing Zones Authority (NEPZAQ

The Nigerian Export Processing Zones Authority (NEP@i;the regulatory agency responsible
for the management and oversight of free zones igeria, established under the Nigerian
Export Processing Zones Act??*. Its core ob@/e is to promote export-oriented investments

through the provision of tax incentives’a@sinvestor-friendly environment, aiming to diversify

Nigeria’s economy beyond oil d@nc .
NEPZA provides a wid@of fiscal and non-fiscal incentives, such as exemption from all

federal, state, and bo@vemment taxes, levies, and rates. This is stipulated in Section 8 of the

N\

NEPZ Act, \%&éran‘ts tax holidays, duty-free importation of raw materials, and 100%

N

220 M Declan, ‘investment promotion techniques and the role of investment promotion

agency” in foreign direct investment policy and promotion in Czech Republi,ed.OECD, 1999’ (1999)
http://www.fdipromotion.com/toolkit/use.cfm/index. 3 February 2025.

221 7Z Momoh, ‘Federal Inland Revenue Service (FIRS) and Tax Compliance in Nigeria: Challenges and Prospects’

(2018) 1(4) International Journal of Multidisciplinary Research and Analysis, 18-22.

222(2017) 9 TLRN 184
223 Section 2 Nigeria Export Processing ones Authority Acts LFN 2004
224 Cap N107, LFN 2004
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repatriation of profits and dividends. This framework is designed to attract foreign direct

investment (FDI) and boost export competitiveness.

Adegbie and Babatayo®* argue that NEPZA's incentives have significantly contributed to the
growth of small and medium enterprises (SMEs) in Nigeria, particularly within the Lagos Free
Zone. However, there have been criticisms regarding regulatory overlaps with agencies like the
Nigerian Customs Service, leading to disputes over jurisdiction in the en@ent of tax
exemptions. The case of Nigerian Customs Service v. INTELS Nigeria quwghlighted these
conflicts, where the courts reaffirmed NEPZA's authority in free zone Q- phasizing legal clarity

in operational boundaries. Q

Moreover, NEPZA’s effectiveness has been questioned t; governance challenges, including
bureaucratic inefficiencies and infrastructural de@ Kiabel??’ points out that while tax
incentives are necessary, they must be corﬂ@ented by robust infrastructure and consistent

policy implementation to maximize ec&{tm development outcomes.

3.2.4 Ministry of Finance??® , Aé
N\

The Ministry of Finance\érs a central role in Nigeria’s tax incentive framework, primarily

through policy f@ﬁ, fiscal planning, and oversight of tax-related legislations. Established

under the cm@tional provisions of Nigeria, its mandate includes managing public finances,

prepar@ya national budget, and negotiating tax treaties that shape Nigeria’s investment

225 FF Adegbie and KO Babatayo, ‘Tax Incentives and Growth of Informal Sector SMEs in South-West Nigeria’ (2020)
https://www.researchgate.net/publication/348328155 accessed 4 february 2025.

22612017] NWLR (Pt. 1586) 1.

227 BD Kiabel, ‘Corporate Tax Incentives in Nigeria’ (2003) American Economic Review
https://www.researchgate.net/publication/265790426. Accessed 4 February 2025.

228 Section 148 of the 1999 constitution as amended

85



landscape.??® The Ministry’s influence is evident in its coordination with tax authorities such as
the Federal Inland Revenue Service (FIRS) and NEPZA. Its role in granting tax waivers,
particularly under the Industrial Development (Income Tax Relief) Act®*, | is critical. The

Minister of Finance is empowered to approve pioneer status incentives, which offer up to five

S\

Nwoke & Okorie?*! highlights the Ministry's dual role in promoting invest rough tax

years of tax holidays to qualifying industries.

reliefs while ensuring fiscal sustainability. They argue that the Ministry’s’%:gﬁmlary powers in

granting incentives have sometimes led to revenue leakages and @ @ as evidenced by the

controversies surrounding indiscriminate tax waivers granted t@itl ally connected firms in the

QQ

Furthermore, the Ministry’s role extends to negot international tax agreements, such as
Double Taxation Treaties (DTTs), which \%trumental in attracting foreign investments.
However, critics argue that Nigeria’s D@ work requires reforms to address issues related to

base erosion and profit shifting @P ), as noted by Oyedokun et al.>*? in their study on

Nigeria’s fiscal policy ch%@
Despite these critiei\ the Ministry has made significant strides in tax reform, particularly
through initia%egkfe the Voluntary Assets and Income Declaration Scheme (VAIDS) and the

recent am%%fents under the Finance Act 2020, which aim to streamline tax incentives, reduce

redunciel\n“gl, and enhance transparency.

229 Federal Ministry of Finance, ‘National Tax Policy’ (2012)
https://admin.theiguides.org/Media/Documents/NATIONAL%20TAX%20POLICY.pdf accessed 4 February 2025.
230 Cap 117, LFN 2004

B1TW Nwoke , and AJ Okorie , ‘A Legal Appraisal of Tax Incentives in Nigeria: Lessons from the USA’ (2024) 11(4)
NAU.JCPL https://journals.unizik.edu.ng/jcpl/article/download/4697/3829. Accessed 4 February 2025.

232 Oyedokun GE et al., Tax Policy and Revenue Generation in Nigeria (2021) 1(1) International Research Journal ,
13-24. https://www.researchgate.net/publication/356187322. Accessed 5 February 2025.
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3.3 Legal Framework for Tax Incentive in United States

The United States’ tax incentive system is embedded within a sophisticated federal fiscal
structure characterized by strong legal predictability, administrative competence, and judicial
oversight. The Internal Revenue Code (IRC) serves as the principal statutory basis for federal tax
incentives, supplemented by state-level legislation and local economic developmer%ttutes.233
Unlike Nigeria, where fiscal incentives are often sector-specific and discre@Qy, the U.S.

framework integrates incentives into a broader system of rule-based ﬁsca@&mﬁnce.

Federal incentives such as the Research and Development (R&D) dit, New Markets Tax
Credit, and Renewable Energy Production Tax Credit are co 'ithin specific sections of the
IRC.?** Each program is administered through transpare ﬁbility criteria, compliance audits,
and performance reviews by the Internal Reven 4 Service (IRS). States also design
complementary incentives tailored to local eb\\Quc goals, such as job creation and innovation
hubs, while remaining bound by'@ itutional constraints against discriminatory or

extraterritorial taxation.?*> The j (@&l enforcement of these constraints as illustrated in cases

like Cuno v DaimlerCh l@hcm underscores the centrality of constitutional checks in

maintaining fairness ag*ompetition across states.
° \

A defining st gglvﬁf the U.S. framework lies in its institutionalized transparency and fiscal
disciplineééGovernment Accountability Office (GAO) and the Congressional Budget Office

(CBO) conduct periodic assessments of federal tax expenditures, publishing detailed reports that

233 |Internal Revenue Code, 26 USC (2018).

24 Internal Revenue Code, ss 38, 45D, 48, and 51.

235 US Constitution, Art I, s 8; see also South Central Bell Telephone Co v Alabama 526 US 160 (1999).
236386 F 3d 738 (6th Cir 2004).
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inform policy review and public debate.??” This practice ensures that tax incentives remain
accountable, measurable, and subject to democratic scrutiny,an institutional culture that remains

largely underdeveloped in Nigeria.
3.3.1 Internal Revenue Code

The Internal Revenue Code (IRC), codified as Title 26 of the United States Code es as the
primary legal authority governing federal taxation in the United States. Its L@ orm stems
from the comprehensive reforms enacted through the Internal Revenu&)de of 1986, which
consolidated and codified all substantive tax laws, including prowi elated to income tax,
estate and gift taxes, excise taxes, and a wide range of tax in, . The IRC functions not only
as a fiscal tool for revenue generation but also as a §nstmment designed to influence

economic behaviour and promote national developn’égj ectives.

Tax incentives embedded within the I % ifest in several forms, including tax credits,
deductions, exemptions, and deferrals(%’l\gge incentives are strategically designed to encourage

activities deemed beneficial w@l S. economy, such as investments in renewable energy,

technological 1nnovatlon@ble housing, and education. Key provisions include:

Section 41 (R& @edﬂ) This section provides tax credits for businesses engaging in
qualified rese@ activities (QRA), particularly in sectors like technology, pharmaceuticals, and
engine% he R&D Tax Credit aims to stimulate domestic innovation by offsetting a portion

of research expenditures, fostering competitiveness in the global market.?

237 United States Government Accountability Office, Tax Expenditures: Opportunities Exist to Use Budgeting and
Agency Performance Processes to Increase Oversight (GAO-13-479, 2013).
238 Internal Revenue Code, 26 U.S.C. § 41.
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Section 48 (Investment Tax Credit - ITC): This provision stimulate investments in energy-
efficient properties, particularly within the renewable energy sector. Businesses investing in solar,
wind, geothermal, and fuel cell technologies can claim significant credits against their tax

liabilities, promoting environmental sustainability alongside economic growth.?¥

Section 179: Targeted primarily at small and medium-sized enterprises (SMEs), %ion 179
allows for the immediate expensing of the full cost of qualifying equipment pur@rather than

capitalizing and depreciating them over time. This provision enhances cw&%nd encourages

capital investment.?* &

These incentives are categorized as tax expenditures, reflecti ‘3 vernment revenue forgone to

achieve specific policy objectives. According to scholars(ke raetz and Schenk, the complexity
of the IRC arises from the challenge of balancin &efﬁciency with socio-economic goals,
leading to a labyrinthine system marked@'ntricate rules, exceptions, and compliance

requirements.”*! Their analysis under’s@s the IRC’s dual role as both a revenue-raising

mechanism and a tool for social a&@nomic engineering.
L]

Judicial interpretation pl@’votal role in shaping the application of tax incentives under the
IRC. Courts are of‘seh\%ed upon to resolve ambiguities related to eligibility criteria, scope, and

242 where the

the interaction etgeén various provisions. A notable case is Commissioner v. Tufts
U.S. Sup@ourt clarified the treatment of non-recourse debt in property transactions. The
Court h{that when property subject to non-recourse debt is transferred, the full amount of the

debt must be included in the calculation of the taxpayer’s gain, even if it exceeds the property’s

239 |Internal Revenue Code, 26 U.S.C. § 48.

240 Internal Revenue Code, 26 U.S.C. § 179.

241 Michael J. Graetz and Deborah H. Schenk, Federal Income Taxation: Principles and Policies (7th edn, Foundation
Press 2013).

242 (1983) 461 U.S. 300.
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fair market value. This ruling significantly impacted tax incentive calculations, particularly in the
context of real estate investments and tax shelters, influencing the structuring of transactions to

maximize tax benefits.
3.3.2 Tax Reform Act of 198624

The Tax Reform Act of 1986 (TRA 1986) represents a watershed moment in U§ history,
fundamentally overhauling the federal tax code. Signed into law by Presid dld Reagan,
the TRA was the culmination of a bipartisan effort to create a more Q&Kita e, efficient, and
growth-oriented tax system. Its objectives were to simplify the tax@ , broaden the tax base,
and eliminate numerous tax shelters that had previously di d economic behaviour. The

'ﬁ)pe but also for their enduring

TRA’s reforms were groundbreaking, not only for tl@

influence on subsequent tax legislation. gb

The TRA 1986 was guided by three core }\e;ples: equity, efficiency, and simplicity. These

°
principles were operationalized throuih%"x's rmative changes, including:

a. Reduction of Tax Rates: Q&ct significantly reduced both individual and corporate tax

rates. The top individhjl )wome tax rate was lowered from 50% to 28%, while the corporate
. ’Sd . . . .

tax rate was u&%om 46% to 34%.2** This marked a paradigm shift from a progressive
tax struct‘étowards a flatter, broader-based system, aimed at reducing tax avoidance
in@@ and promoting economic efficiency.

b. Broadening of the Tax Base: To offset revenue losses from rate reductions, the TRA
eliminated numerous deductions, exemptions, and credits that had previously eroded the tax

base. This included the repeal of tax preferences related to passive investment activities,

243 pyblic Law 99-514. United States Statutes at Large, vol. 100, p. 2085 (1986).
244 Tax Reform Act of 1986, Pub L No 99-514, 100 Stat 2085 (1986).

90



consumer interest deductions, and certain business tax credits, thereby reducing opportunities

for tax arbitrage and sheltering.?#

c. Alternative Minimum Tax (AMT): The Act expanded the scope of the AMT to ensure that
high-income individuals and corporations paid a minimum level of tax regardless of
deductions or credits. This provision was critical in curbing the proliferation oftxshelters

R
O

Impact on Tax Incentives &

among the wealthy and enhancing the fairness of the tax system.?*¢

While the TRA 1986 sought to reduce reliance on tax expendit@electively retained or

modified certain incentives that were deemed crucial for eCf development. Key examples

include: Q

a. Low-Income Housing Tax Credit (LIHT ﬁtroduced under the TRA, the LIHTC
became a cornerstone of federal hx policy, incentivizing private investment in

x? credits. This provision remains one of the most

affordable housing through gener%\’&&a
effective tools for addressmg@ng shortages in low-income communities.?*’

b. Investment Tax Credi ): Although the general ITC was phased out for many sectors,
it was retained @ater expanded for renewable energy investments, reflecting a shift

towards er&oglﬁentally sustainable economic policies.?*®

245 HW Sinn, ‘The 1986 US Tax Reform and the World Capital Market’ (1988) 32 European Economic Review 1515
https://www.hanswernersinn.de/sites/default/files/sinn-1986-tax-reform-eer32-1988.pdf. Accessed 4 February
2025.

246 Edward Kleinbard, ‘The Lessons of the 1986 Tax Reform Act’ (2007) 45 National Tax Journal , 307.

247 MS Scholes and MA Wolfson, ‘The Role of Tax Rules in the Recent Restructuring of US Corporations’ (1991) Tax
Policy and the Economy https://www.journals.uchicago.edu/doi/pdf/10.1086/tpe.5.20061799. Accessed 4
February 2025.

248 Bank of America Corp v United States 101 F.3d 181 (4th Cir 1996).
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The TRA’s approach to tax incentives reflected a philosophical shift from using the tax code as a
tool for microeconomic intervention towards promoting neutrality and reducing market
distortions. However, as subsequent legislative developments have shown, the political appeal of

targeted tax incentives has often led to their gradual reintroduction, undermining some of the

S\

Scholars such as Edward Kleinbard argue that the TRA 1986 marked a critic@aﬂure from

TRA’s long-term objectives.

the “loophole-driven” tax policies of the past, favouring a more principled, d-based system
that prioritized efficiency and fairness.?** However, critiques highli t the Act’s durability
was compromised by the political economy of tax legislation, @ subsequent reforms (e.g., the

Tax Cuts and Jobs Act of 2017) reintroducing many tax ex@tures that the TRA had sought to
eliminate.?° &Q

The judiciary has also played a role in inte@g the complex provisions introduced by the
TRA. In Bank of America Corp. v. Unz’t@es, the court examined the application of amended
tax provisions related to cor;.)o&%‘gorganizations.251 The case highlighted the challenges of
applying new tax rules to« e financial transactions, demonstrating how legal ambiguities
could create compl.iagl&s s even under a reformed tax regime.
C

O

O
\¥

24 Edward Kleinbard (n 149).

250 JM Poterba, ‘Why Didn’t the Tax Reform Act of 1986 Raise Corporate Taxes?’ (1992) Tax Policy and the
Economy 6 https://www.journals.uchicago.edu/doi/pdf/10.1086/tpe.6.20061809. Accessed 4 February 2025.

21 Bank of America Corp v United States 101 F.3d 181 (4th Cir 1996).
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3.3.3 Economic Recovery Tax Act of 1981252

The Economic Recovery Tax Act of 1981 (ERTA), also known as the Kemp-Roth Tax Cut, was
a landmark piece of legislation signed into law by President Ronald Reagan on August 13, 1981.
Codified within the Internal Revenue Code, ERTA was a cornerstone of Reaganomics,
emphasizing supply-side economics as a mechanism to stimulate economic growth, The Act
aimed to address stagflation,marked by stagnant growth and high @on,through
comprehensive tax reforms designed to incentivize investment, producti gd’savings ERTA
introduced sweeping tax reductions, fundamentally altering the U andscape Its primary
>

objectives included fostering economic recovery, reducmg

(\

a. Reduction in Individual Income Tax Rates: E@implemented an across-the-board 25%

oyment, and controlling

inflation. Key provisions included:

reduction in individual tax rates over a th@ear period.?>* This aimed to boost disposable
income, thereby increasing consum'e@ ing and stimulating economic activity.

b. Accelerated Cost Recovery m (ACRS): Replacing traditional depreciation methods,
ACRS allowed busine @QQ recover capital investments more rapidly through accelerated
depreciation ded glereby encouraging capital formation.?

c. Incentive fo&g\mgs and Investments: ERTA expanded Individual Retirement Accounts

(IRAs) ity and introduced provisions for 401(k) plans, encouraging long-term savings

and\b;gtment.

252 pyb. L. No. 97-34, 95 Stat. 172 (1981).
253 Economic Recovery Tax Act of 1981, Pub L No 97-34, 95 Stat 172 (1981).
254 |bid, s 201 (Accelerated Cost Recovery System provisions).
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d. Estate and Gift Tax Reforms: The Act significantly increased the estate tax exemption and
reduced gift tax rates, facilitating wealth transfers across generations without substantial tax

burdens.

ERTA's implementation led to several legal disputes concerning tax planning strategies and the
interpretation of accelerated depreciation rules. In Commissioner v. Tufts*°, the U.S\ Supreme
Court addressed the treatment of non-recourse debt under ERTA’s depreciatio@dsions. The

Court held that taxpayers must include the full amount of non—recourssﬁ&.ﬂhen calculating

taxable gains from property dispositions, thereby influencing real € % investment structures

and tax planning post-ERTA. Q

Scholars have offered mixed assessments of ERTA’ &iveness. For instance, Briner?3
argued that while ERTA succeeded in stimulating srm economic growth, it contributed to
significant federal budget deficits, raising\\\%ms about fiscal sustainability. Conversely,
Sinn*’ contended that ERTA played apiyotal role in revitalizing the U.S. industrial base by
enhancing productivity and innov@b through favorable tax policies. However, critiques point

out that the benefits dis @ﬁonately favored high-income earners, exacerbating income

inequality ove;im.e.\’\%
&

3.3.4 Tax Cuts and Jobs Act of 2017358

255(1983) 461 US 300.

256 MG Briner, ‘Economic Recovery Tax Act of 1981’ (1981) 15 Akron Law Review 455 https://heinonline.org/hol-
cgi-bin/get_pdf.cgi?handle=hein.journals/aklr15&section=24. Accessed 4 February 2025.

257 HW Sinn, ‘The 1986 US Tax Reform and the World Capital Market’ (1988) 32 European Economic Review 1515.
258 pyb. L. No. 115-97, 131 Stat. 2054 (2017).
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The Tax Cuts and Jobs Act of 2017 (TCJA) represents one of the most significant overhauls of
the U.S. tax system since the Tax Reform Act of 1986. Signed into law by President Donald
Trump on December 22, 2017, the TCJA aimed to promote economic growth through substantial
tax reductions, corporate tax reforms, and incentives designed to attract foreign investment. The
Act was framed within the broader policy agenda of stimulating job creation, enl&ng U.S.

S
(2

The TCJA introduced comprehensive changes to both individual and cow ation, with the

competitiveness, and simplifying the tax code.

following key features: EO

a. Reduction of Corporate Tax Rate: The corporate ta as slashed from 35% to 21%,

positioning the U.S. as a more attractive destinatio@r siness investments globally.?>

b. Repatriation Tax and Shift to Territori ystem: The Act transitioned from a
worldwide to a territorial tax syste ,\hm%osing a one-time tax on previously untaxed
foreign earnings of U.S. multiné}cﬂs. This was intended to repatriate profits and boost

domestic investment.2%? , Aé
AN

c. Qualified Business me (QBI) Deduction: Section 199A introduced a 20% deduction

for income(ﬁt@y pass-through entities such as partnerships, S-corporations, and sole

propriet@ips, incentivizing small business growth.

d. ﬁ&iual Tax Reforms: The TCJA reduced individual tax rates across several brackets,
doubled the standard deduction, and capped the state and local tax (SALT) deduction,

affecting high-tax states disproportionately.

259 Tax Cuts and Jobs Act of 2017, Pub L No 115-97, 131 Stat 2054 (2017).

260 G Gravelle and DJ Marples, ‘The Economic Effects of the 2017 Tax Revision: Preliminary Observations’ (2019)
Congressional Research Service https://www.everycrsreport.com/files/20190522_R45736.pdf. Accessed 5
February 2025.
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While the TCJA simplified certain tax structures, it also introduced and modified various

tax incentives:

a. Opportunity Zones: Designed to spur economic development in distressed communities,

Opportunity Zones offer capital gains tax deferrals for investments held in designated

areas.®! \

b. Bonus Depreciation: Businesses can now deduct 100% of the cost of \@i g property

in the year it is placed in service, providing significant cash ﬂo&vantages to capital-

intensive industries. %3

c. Limitations on Interest Deductions: Section 163(j ed stricter limits on business

interest expense deductions, potentially redu;@ax benefits for highly leveraged

\Q’Z}

Although judicial interpretations of the. are still evolving, early cases such as Altera Corp.

companies.

v. Commissioner’% have provided in@ into the application of transfer pricing rules under the
new tax regime. The case reaf: %the IRS’s authority to enforce regulations related to cost-

sharing arrangements betweén multinational corporations, reflecting the TCJA’s emphasis on

curbing tax base @s@

Divergent V’ﬁbhave been offered on the TCJA’s effectiveness. For example, Gravelle and

Marple$?%’,argue that while the TCJA stimulated short-term economic growth, its long-term

261 N Sharma et al., ‘Analysis of the Corporate Behaviors after the Corporate Tax Cuts with Respect to Job Creation’

(2019) Accounting and Finance Research https://www.academia.edu/download/94631392/9823.pdf. Accessed 5
February 2025.

%2926 F.3d 1061 (9th Cir 2019).

263 G Gravelle and DJ Marples, ‘The Economic Effects of the 2017 Tax Revision: Preliminary Observations’ (2019)
Congressional Research Service https://www.everycrsreport.com/files/20190522_R45736.pdf. Accessed 5
February 2025.
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effects on deficit reduction and income inequality remain questionable. Clausing?* critiques the
TCJA for exacerbating corporate tax avoidance through loopholes in the territorial tax system,
undermining the Act’s goal of broadening the tax base. Conversely, Auerbach?® highlights the
positive impact of corporate tax cuts on capital investment and wage growth, though

acknowledging that the distributional benefits are skewed towards higher-income hm&holds.
3.3.5 The Inflation Reduction Act 2022266 QQ

The Inflation Reduction Act 2022 (IRA) represents one of the most con@entlal fiscal statutes

in modern U.S. history, embodying a renewed commitment en growth, industrial

competitiveness, and fiscal responsibility.?®” Enacted on 16 t 2022, the IRA amends the
Internal Revenue Code to introduce an array of tax c@its, deductions, and grants aimed at

accelerating clean energy investments, reducing %@Q emissions, and promoting domestic

manufacturing. @

At its core, the Act deploys tax incent%&ﬁ struments of climate and industrial policy. Title I
of the IRA expands existing J@Q@ble energy tax credits such as the Investment Tax Credit
(ITC) and the Productia@\(?redit (PTC) while introducing new incentives for emerging
technologies, includ{&rdrogen production, carbon capture, and sustainable aviation fuel.?6®

For example,& ton 45Y of the amended Internal Revenue Code provides a Technology-

264 KA Clausing, ‘Fixing Five Flaws of the Tax Cuts and Jobs Act’ (2019) Columbia Journal of Tax Law

https://heinonline.org/hol-cgi-bin/get_pdf.cgi?handle=hein.journals/colujoutl11. Accessed 5 February 2025.
265 AJ Auerbach, ‘Measuring the Effects of Corporate Tax Cuts’ (2018) Journal of Economic Perspectives
https://www.aeaweb.org/articles?id=10.1257/jep.32.4.97. Accessed 5 February 2025.

266 pyb. L. No. 117-169, 136 Stat. 1818 (2022).

267 Inflation Reduction Act 2022, Pub L No 117-169, 136 Stat 1818.

268 Internal Revenue Code, ss 45, 48, and 45Y (as amended by IRA 2022).
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Neutral Clean Electricity Credit, available for zero-emission facilities placed in service after

202429

The Act’s fiscal innovation lies in its performance-based approach: incentives are granted
contingent upon compliance with domestic content requirements, wage standards, and
environmental benchmarks.?’® This ensures that public subsidies translate into measwe socio-

economic and environmental benefits,a design principle largely absent in N@s incentive

framework. &QJ

Furthermore, the IRA introduces unprecedented transparency a ntability mechanisms.

“@

The Department of the Treasury and the Internal Revenue Sg are required to publish annual

reports detailing the cost, beneficiaries, and economic i@c of all tax credits issued under the

Act.?”! Such statutory transparency aligns with lé@r U.S. fiscal governance norms that

emphasize evidence-based policymaking and\@cratic oversight.

Economically, the Congressional Bu@f ce projects that the Act will mobilize over USD
369 billion in clean energy and %%’te-related investments over a decade, making it the largest
climate policy package% . history.?’”? Legally, it underscores the adaptability of the
American tax syste\\% aligning fiscal incentives with evolving policy priorities,whether

environmenta us(ﬂability, industrial innovation, or social equity.

By an@, contrast, Nigeria’s fiscal regime remains largely sectoral and static, lacking the

dynamic evaluative mechanisms embedded in the IRA. The U.S. model thus offers a compelling

269 jbid s 45Y.

270 Inflation Reduction Act 2022, Title I, Subtitle D, ss 13101-13704.

271 JS Department of the Treasury, Inflation Reduction Act Implementation Guidance (2023).

272 Congressional Budget Office, Estimated Budgetary Effects of H.R. 5376, the Inflation Reduction Act of 2022 (CBO
Report, 2022) 4.
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benchmark for how fiscal legislation can balance economic growth, environmental stewardship,

and institutional accountability through a coherent incentive framework.
3.4 INSTITUTIONAL FRAMEWORK FOR TAX INCENTIVE IN UNITED STATES
3.4.1 Internal Revenue Service (IRS)?*7

The Internal Revenue Service (IRS), established under the authority of the Int *Revenue
Code (IRC), Title 26 of the United States Code, is the principal age cyonnmble for
administering federal tax laws in the United States. Operating un@ jurisdiction of the

@tollection but also in the

design, implementation, and enforcement of tax incentive p % mS. These programs are integral

Department of the Treasury, the IRS plays a critical role not onl

to the U.S. fiscal policy framework, serving as tools @omoting economic activities such as

research, investment, and environmental sustainabihi

\®)

The IRS’s involvement in tax incentivg&multifaceted, reflecting its broad mandate in tax

administration. Its key roles include: .\cj\

a. Policy Implementatio e IRS enforces tax laws enacted by Congress, ensuring that tax
incentives are a orrectly and consistently. A notable example is the Research and
Developm %} Tax Credit under Section 41 of the IRC, which stimulateinnovation

by of} tax credits to companies investing in qualified research activities.?’* This

p\&on is designed to promote technological advancement and maintain the U.S.'s

competitive edge in global markets.

273 |nternal Revenue Service Restructuring and Reform Act of 1998, Pub. L. No. 105-206, 112 Stat. 685 (1998).
274 Internal Revenue Code, 26 U.S.C. § 41.
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b. Regulatory Oversight: The IRS issues detailed regulations, revenue rulings, and private
letter rulings to clarify the application of complex tax incentives. These administrative
guidelines ensure uniform interpretation across different sectors and provide legal certainty
to taxpayers. For instance, regulations under Section 199A clarify eligibility for the

Qualified Business Income (QBI) Deduction, introduced by the Tax Cuts and J&bs Act of

X

c. Compliance and Audits: To safeguard the integrity of the tax s&&tﬂe IRS conducts

2017.

audits and investigations to detect and prevent the misuse of entives. This includes
combating fraudulent claims for energy credits and addr@g buses in foreign tax credit

schemes. A landmark case, Altera Corp. v. Commissiogz 7 reinforced the IRS’s authority

to regulate cost-sharing arrangements betweef@%ﬁonal corporations, thereby curbing
g.

tax avoidance strategies related to tran;@u

Graetz and Schenk??® contends that Wh@ IRS is indispensable in ensuring tax compliance,
the complexity of tax incentive @ions often imposes significant administrative burdens on
businesses, particularly s @nd medium-sized enterprises (SMEs). They highlight that

navigating the intric@es surrounding tax credits and deductions can deter SMEs from fully
utilizing availibl@ntives.
ConverseQrb‘leinbard277 emphasizes the importance of the IRS’s regulatory framework in

maintai>{g fiscal discipline. He asserts that without stringent oversight, tax incentives could

erode the tax base, especially in the context of aggressive tax planning by multinational

275926 F.3d 1061 (9th Cir 2019).

276 Michael J. Graetz and Deborah H. Schenk, Federal Income Taxation: Principles and Policies (7th edn, Foundation
Press 2013).

277 Edward D. Kleinbard, ‘Stateless Income’ (2010) Florida Tax Review 5(9) 699.
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corporations exploiting legal loopholes. Kleinbard’s analysis underscores the delicate balance the
IRS must maintain between fostering economic growth through incentives and ensuring tax

equity and compliance.

3.4.2 Department of Commerce?”

The Department of Commerce (DOC) is a key federal agency tasked with promoti
growth, technological innovation, and sustainable development in the Unit . Although
the DOC does not directly administer tax laws, it plays a significant role@laplng tax incentive
policies through economic research, policy recommendations, a% -agency collaboration.
The Department’s influence extends to both domestic an atlonal economic strategies,

where tax incentives are employed as tools to attract 1n ment, enhance competitiveness, and

foster regional development. 6’6

The Department of Commerce influences ta: \gtlves through several critical functions:

a. Policy Development and s&lcy The DOC conducts comprehensive economic
analyses to evaluate the .e@iveness of existing tax incentives. Based on these studies, the
Department advocz@or policy reforms that enhance U.S. competitiveness. Through its
sub—agency@@&onomic Development Administration (EDA), the DOC supports
initiativ@imed at revitalizing distressed communities and encouraging private sector
b&/@nents.z79 The EDA’s programs often complement federal tax incentives, such as the
New Markets Tax Credit (NMTC), by providing grants and technical assistance to

economically disadvantaged regions.

278 An act to Establish the Department of Commerce (14 February 1903) ch 552, 32 stat 825.
279 U.S. Department of Commerce, Economic Development Administration Strategic Plan (2019)
https://www.eda.gov/strategic-plan. Accessed 5 February 2025.
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b. Export and Investment Incentives: The International Trade Administration (ITA),
operating within the DOC, supports export-oriented businesses by facilitating access to tax
incentives like the now-repealed Foreign Sales Corporation (FSC) tax benefit, which
previously provided tax advantages to U.S. companies engaged in foreign trade.?®

Although the FSC was eliminated following disputes at the World Trade Organization, the

DOC continues to play a role in promoting trade related tax policiesb@é?gn with

international trade agreements. <

¢\

c. Data Collection and Research: The DOC’s Bureau of @mic Analysis (BEA)
provides critical economic data that informs tax poli@in& For example, BEA
reports on investment trends, employment statistics,@ regional economic performance
are instrumental in the design of targeted %{bedits, such as the Opportunity Zones
introduced under the Tax Cuts and Job 3@2017. These data-driven insights ensure that

tax incentives are tailored to addnp@ciﬁc economic challenges effectively.

Legal interpretations have ogcﬁéﬂy intersected with the DOC’s policy role, particularly
concerning the Commerce @& the U.S. Constitution, which regulates interstate commerce.
In Cuno v. Daimle‘r ler, Inc.?%! the Supreme Court examined the constitutionality of state
tax credits de ig@ attract business investments. The case highlighted the tension between
federal ovefSi often influenced by the DOC’s economic policies and state autonomy in
crafting\@t incentive programs. The Court’s decision underscored the importance of maintaining
a balance between encouraging economic development and ensuring fair competition across state

lines.

280 |nternational Trade Administration, Annual Performance Report (2020) https://www.trade.gov/performance.
Accessed 5 February 2025.
281547 U.S. 332 (2006).
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Enrich?®? critiques the Department’s influence in promoting state-level tax incentives, arguing
that such policies can lead to a “race to the bottom,” where states compete aggressively to attract
businesses, sometimes at the expense of fiscal stability and long-term economic sustainability.

Enrich’s analysis raises concerns about the efficiency and equity of using tax incentives as

S\

In contrast, Jarrell et al.?®* highlight the positive contributions of the DOC’s st 2 initiatives,

economic development tools without adequate federal oversight.

particularly in fostering public-private partnerships that leverage tax mcw drive regional
development. They argue that the DOC’s support for collaborativ mic models has been
instrumental in revitalizing economically distressed areas, pror@g ob creation, and enhancing
the overall effectiveness of tax incentive programs. Q
t}’b
NSl
X

3.4.3 Economic Development Adm&%tlon (EDA)*

The Economic Developm § 1n1strat10n (EDA), an agency within the U.S. Department of
Commerce, was establ nder the Public Works and Economic Development Act of 1965%%°
to promote susta@ economic growth, particularly in economically distressed communities.

The EDA’ ion revolves around fostering innovation, competitiveness, and job creation

through\i%egic investments in infrastructure, workforce development, and regional economic

282 peter D. Enrich, ‘Constraining State Business Tax Incentives: The Commerce Clause’s Role’ (2007) Northeastern
University School of Law Research Paper https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1016214. Accessed
5 February 2025.

2835 L. Jarrell, G. Shoesmith, and J. N. Robbins, ‘Law and Economics of Regulating Local Economic Development
Incentives’ (2006) 41(2) Wake Forest Law Review 377 https://www.wakeforestlawreview.com/wp-
content/uploads/2014/10/Jarrell_LawReview_09.06.pdf. Accessed 5 February 2025.

284 pyblic Works and Economic Development Act of 1965 Pub L No 89-136, 79 Stat 552(26 August 1965)

28542 U.S.C. § 3121 et seq.
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planning. Although the EDA does not directly administer tax incentives, it plays a pivotal role in

shaping the environment where tax incentives are effective. The agency’s key functions include:

a.

Grant Administration and Investment Support: The EDA provides funding for projects
that improve the economic resilience of communities. These projects often complement tax
incentives by creating an enabling environment for businesses to thrive. Fof| example,

grants under the Public Works Program fund infrastructure projects t Qact private

investments eligible for federal tax credits.?%¢ &

Regional Innovation Strategies: Through programs lik uild to Scale (B2S)
Program, the EDA fosters technological entrepreneu supporting ecosystems that
benefit from federal tax incentives such as the R x Credit under Section 41 of the

Internal Revenue Code.?®’ gb

Policy Development and Research DA conducts economic analyses that inform
federal tax policy. Its research Xntlfy sectors and regions that could benefit from
targeted tax 1ncent1ves,.th§%l1dmg legislative priorities. For instance, EDA studies on
Opportunity Zones@%ed the design of tax incentives under the Tax Cuts and Jobs Act

of 2017, encou\@g investments in low-income communities.?%®

While the EDéactiVities rarely lead to direct litigation concerning tax incentives, its programs

someti Q)l;ersect with constitutional issues, particularly regarding the Commerce Clause. In

Cuno v. DaimlerChrysler, Inc.’®, the U.S. Supreme Court considered whether state tax

286 Economic Development Administration, Public Works Program Guidelines (2022)
https://www.eda.gov/programs/public-works accessed 1 February 2025.

287 Internal Revenue Code, 26 U.S.C. § 41.

288 |J.S. Department of Commerce, Opportunity Zones: The EDA’s Role in Economic Revitalization (2020)
https://www.eda.gov/opportunity-zones. accessed 1 February 2025.

283,547 U.S. 332 (2006).
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incentives for economic development violated the Commerce Clause. Although the case focused
on state incentives, it highlighted the federal government's role through agencies like the EDA in

ensuring that economic development policies do not distort interstate commerce.

Scholars have offered diverse perspectives on the EDA’s role in economic development.
Enrich?®® critiques the agency’s influence, arguing that its support for tax inc@es may
encourage a "race to the bottom", where states compete aggressively for busi@%vestments,
potentially undermining fiscal stability. In contrast, Jarrell et al.?*! c&&dhat the EDA’s
strategic investments, especially when combined with tax in , have significantly

contributed to regional economic revitalization, fostering long- wth and resilience.

3.4.4 State Economic Development Agencies rb

State Economic Development Agencig@s) play a crucial role in the American federal
system, serving as key actors in desi@and implementing tax incentives to attract investments,
create jobs, and stimulate ecoﬁe@ growth within their jurisdictions. Each state operates its own
development agency, w}b/arying mandates and incentive structures tailored to regional

economic prlorth s are responsible for administering a wide range of tax incentives,

which typicall@clude:

a. ﬁ&ment Tax Credits (ITCs): These credits reduce corporate income tax liabilities for

businesses that invest in qualifying assets, such as new machinery or facilities. For

290 peter D Enrich, ‘Saving the States from Themselves: Commerce Clause Constraints on State Tax Incentives for
Business’ (2007) 110(2) Harvard Law Review, 377.

21 Sherry L Jarrell et al, ‘Evaluating State Economic Development Strategies: Lessons from the EDA’ (2006) 29(3)
Regional Science Review, 231.
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example, New York State’s Investment Tax Credit encourages capital investments in

manufacturing and technology sectors.?%?

b. Job Creation Tax Credits (JCTCs): Many states offer credits based on the number of
new jobs created by a company. The Ohio Job Creation Tax Credit, for instance, provides a

refundable credit against the state income tax for companies that commit to jdb creation

targets.?” 02

c. Research and Development (R&D) Tax Credits: States like”€alifornia offer R&D
credits that complement the federal incentive under Se% of the IRC, further

encouraging technological innovation within the state.”“Q

Q

d. Enterprise Zones and Opportunity Zones:&s designate specific areas where

businesses can receive tax abatements, ex ns, or credits to stimulate investment in

economically distressed regions. Q:

The role of SEDAs in administeri& X incentives has been subject to judicial scrutiny,
particularly concerning the Q&lstitutionality of state-level tax breaks. In Cuno v.
DaimlerChrysler, Inc.”‘,\é upreme Court addressed whether Ohio’s investment tax credit
violated the Co .o’@lause by favoring in-state over out-of-state businesses. Although the
Court ultimat%avoided ruling on the merits due to standing issues, the case underscored the

legal o@uties surrounding state tax incentives and interstate commerce.

292 New York State Department of Taxation and Finance, Investment Tax Credit Program (2023)

https://www.tax.ny.gov/bus/itc. accessed 1 February 2025.

293 Ohio Development Services Agency, Job Creation Tax Credit Program Guidelines (2022)
https://development.ohio.gov/jctc. accessed 1 February 2025.

2%4 California Franchise Tax Board, R&D Tax Credit Guidelines (2021)
https://www.ftb.ca.gov/file/business/credits/research-development-credit. accessed 1 February 2025.
2% (2006) 547 U.S. 332.
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Lynch?%

questions the effectiveness of firm-specific tax incentives, suggesting that they often
fail to deliver sustainable economic benefits and may divert resources from critical public

services. Conversely, Patrick?”’ finds that non-tax economic development incentives, such as

grants and infrastructure investments, can be more effective than tax credits alone, particularly

2\

Furthermore, Thlanfeldt**® proposes "Ten Principles for State Tax Incentives" asizing the

when combined with comprehensive economic development strategies.

need for transparency, accountability, and rigorous evaluation of incenti gmgrams to ensure
that they deliver meaningful economic outcomes without erodmg% ase. These principles
fi

have influenced state-level policy reforms aimed at enhancmg ctiveness of tax incentives

(\
Chapte&

Comparative Study of Tax Inz%l d Economic Development in Nigeria and

while mitigating potential fiscal risks.

ited States

4.0 Introduction AQ

This chapter undertake a paratlve analysis of the tax incentive regimes of Nigeria and the
United States w@h im of evaluating their design, implementation, and developmental
outcomes. g upon the preceding discussion of legal and institutional frameworks, this

analysk&ltes both jurisdictions within their respective economic and governance contexts to

2% Robert G Lynch, ‘Rethinking Growth Strategies: How State and Local Taxes and Services Affect Economic
Development’ (1996) Economic Policy Institute https://www.epi.org. accessed 1 February 2025.

297 Carlianne Patrick, ‘Does Increasing Available Non-Tax Economic Development Incentives Result in More Jobs?’
(2014) 67(2) National Tax Journal, 351.

2% Keith R lhlanfeldt, ‘Ten Principles for State Tax Incentives’ (1995) 9(4) Economic Development Quarterly, 345.
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determine how law, policy, and institutional performance interact to influence the effectiveness

of fiscal incentives as instruments of economic development.

Tax incentives have long been employed as strategic policy tools to stimulate investment,
promote industrialization, and attract foreign capital. Yet, their effectiveness is not solely a
function of their fiscal generosity, but of the legal architecture, administrative intégrity, and
governance culture that underlie their design and application. In both Nigeri che United
States, tax incentives represent deliberate governmental interventions ai&d stering growth
in priority sectors. However, while the United States has evolved a rent, data-driven, and

performance-based model, Nigeria’s framework remains f@ d, reactive, and largely

discretionary.?”’ Q

The United States operates a mature fiscal system hich incentives are codified under the
Internal Revenue Code and periodically @ted through institutional oversight by the
Government Accountability Office (G@, d Congressional Budget Office (CBO).3% These
mechanisms ensure that fiscal ir@s are implemented within a framework of accountability,
constitutional consistency; a@easurable outcomes. Conversely, Nigeria’s incentive regime
anchored in instru‘me such as the Industrial Development (Income Tax Relief) Act and
successive Fi an@ts has often been criticized for opacity, duplication, and limited economic

impact.3%! ¢ numerous reforms, the country continues to grapple with weak enforcement,

inadequvaluation, and the absence of a unified incentive policy.

29 T Adegoke, ‘The Political Economy of Tax Incentive Administration in Nigeria’ (2020) 18(2) Nigerian Journal of
Economic and Fiscal Studies, 211.

300 ynited States Government Accountability Office, Tax Expenditures: Opportunities Exist to Use Budgeting and
Agency Performance Processes to Increase Oversight (GAO-13-479, 2013).

301 Finance Act 2023, s 12; Industrial Development (Income Tax Relief) Act, Cap 17, Laws of the Federation of
Nigeria 2004.
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This chapter proceeds from the premise that effective tax incentive systems require the
intersection of sound legal design and institutional credibility. Accordingly, the analysis here
adopts a comparative methodology that identifies both structural and functional differences
between the Nigerian and U.S. systems. It explores not only the statutory and administrative
dimensions but also the underlying political, economic, and governance conditions that shape

R
O

4.1 Overview of Tax Incentive Programmes in the United States &

policy outcomes.

The comparative analysis in this chapter is guided by the need to the efficacy, structure,
and socio-economic outcomes of tax incentive regimes in t nct national contexts Nigeria,
a developing economy with institutional and enforcem%c llenges, and the United States, a
developed economy with a highly regulated fiscal @ gal system. This comparison is critical

for identifying the structural, legal, and po@rlented factors that influence the success or

failure of tax incentives as tools for ecc&'@evelopment.

To ensure analytical clarity, .th,ledy adopts a comparative institutional policy framework,
incorporating legal, eco@&nd administrative dimensions. The comparison is not merely
descriptive but evalo\q%, focusing on how differences in institutional quality, policy design,
and impleme a&( capacity affect outcomes such as foreign direct investment (FDI),

employm%’,btdustrial productivity, and revenue mobilization.

The choice of Nigeria and the United States as case studies is methodologically significant.
Nigeria, representing a resource-rich but institutionally constrained state, provides insights into
the challenges faced by emerging economies in designing and implementing tax incentives.

Conversely, the United States, with its federal structure and sophisticated tax apparatus, offers a
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useful benchmark for assessing best practices in tax incentive formulation and oversight. The

comparison thus enables a nuanced exploration of what lessons: structural, legal, and policy-

oriented Nigeria can draw from the U.S. experience, while also identifying which U.S. models

may not be transferrable due to contextual differences.

The comparison is organized across six core analytical dimensions: \

1.

Policy Objectives — What economic goals do the tax incentives set}@chieve (e.g.,

industrialization, innovation, employment, regional development)?&

Legal Frameworks and Eligibility — How are the incenti@stablished legally? Who

qualifies and under what conditions? Q

Implementation and Monitoring Mechanis %%mt institutions are responsible for

overseeing the incentive regime, and W@m‘[abﬂity mechanisms exist?

Economic Outcomes — How do t@entives affect key development indicators such as

FDI inflows, employment, ar@g?nue?

Institutional and P%@conomy Context — How do corruption, political interference,

and bureaucrgt&fﬁciencies impact the effectiveness of tax incentives?

N\

Equity % 1stributional Effects — Who benefits most from these incentives,small firms,

Kul@)nal corporations, or politically connected elites?

Each dimension will be explored using a combination of legal analysis, policy documents,
macroeconomic data, and secondary academic sources. Where relevant, visual tools such
as comparative tables, timelines, and performance charts will be used to enhance

understanding.
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This comparative approach allows the research to go beyond a surface-level evaluation of tax
policy. It enables a deeper analysis of how similar fiscal tools can produce divergent outcomes
depending on the legal, political, and institutional architecture in which they are embedded. The
ultimate objective is not only to understand differences but also to offer actionable insights for

policy reform in Nigeria, grounded in both comparative evidence and contextual sens&ty.

By and large, Tax incentives play a crucial role in the economic developme egy of the
United States. These incentives, provided at federal, state, and local levelﬁquagigned to attract
investment, stimulate job creation, and enhance economic growth. B tax incentives can be
categorized into corporate tax incentives, investment tax cre@%creation incentives, and

industry-specific tax breaks. Each type of incentive is ta@d to address different economic

objectives, ranging from revitalizing economically@essed areas to fostering innovation in

technology and renewable energy sectors. Ti@ of incentives will be examined anon:

Corporate Tax Incentives '@

Corporate tax incentives are am@ most widely used economic development tools in the U.S.
These incentives typicall;@Q}e tax abatements, deductions, and exemptions aimed at reducing
the corporate tax bu\ or businesses. Many states and municipalities offer reduced property
taxes or com te(a{emptions to businesses that establish operations within their jurisdictions,
particular%ré economically disadvantaged areas. Research has shown that corporate tax
incentkinﬂuence firm location decisions, although the effectiveness of these incentives in

long-term economic growth remains debated.>"?

Investment Tax Credits (ITCs)

302 TM Gabe & DS Kraybill, ‘Tax Incentive Requests and Offers in a State Economic Development Program’ (1998)
23(3) Review of Regional Studies https://rrs.scholasticahg.com/article/8901.pdf. Accessed 15 February 2025.

111



Investment Tax Credits (ITCs) provide businesses with a percentage-based reduction in their
federal or state tax liabilities for investing in eligible assets such as machinery, equipment, or
infrastructure. ITCs have historically played a significant role in industries such as

303

manufacturing and renewable energy.””” For example, the federal government provides ITCs for

investments in solar and wind energy projects, which has significantly boosted the renewable

8
&
S
S

Job Creation Tax Credits (JCTCs) reward businesg@%iring and retaining workers. These

energy sector in the U.S..3%

Job Creation Tax Credits (JCTCs) Q

credits provide tax reductions based on the m@f new jobs created, the wage levels of those
jobs, and whether they are located in. i sed economic zones. The Work Opportunity Tax

Credit (WOTC) is a notable federal@am that stimulatebusinesses to hire individuals from

target groups such as veterans &nders, and individuals receiving public assistance.’%
Research and Develo QR&D) Tax Credits

R&D tax cre ge,demgned to encourage innovation by reducing the tax liability of businesses

investing @search and development. The U.S. federal government, along with many states,

A

303 T) Bartik, ‘A New Panel Database on Business Incentives for Economic Development’ (2017) Upjohn Institute
https://research.upjohn.org/cgi/viewcontent.cgi?article=1228&context=reports. Accessed 15 February

304 G Black, D Holley, D Solan & M Bergloff, ‘Fiscal and Economic Impacts of State Incentives for Wind Energy
Development’ (2014) 34 Renewable and Sustainable Energy Reviews http://www.ourenergypolicy.org/wp-
content/uploads/2015/06/fiscal-and-economic-impacts-of-state-incentives-for-wind-energy.pdf. . Accessed 15
February 2025.

305 EC Lawrence, E Briskin & QJ Qu, ‘A Review of State Tax Incentive Programs for Creating Jobs’ (2012) 31(25)
Journal of State Taxation https://heinonline.org/hol-cgi-
bin/get_pdf.cgi?handle=hein.journals/jrnsttax31&section=33. Accessed 15 February 2025.
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provides tax credits for expenses related to developing new or improved products, processes, or
software. Studies indicate that these credits have led to increased private sector R&D spending,

particularly in the technology and pharmaceutical industries.?%

State and Local Tax Incentives

State and local governments play an active role in providing tax incentives to attr: sinesses
and spur economic development. Common forms of state tax incentives ip operty tax
abatements, sales tax exemptions, and enterprise zone tax credits. Ente e zones, for example,

are designated areas where businesses receive tax incentives ting in economically

distressed communities.?’ 0

Q

4.1.1 Impact of Tax Incentives on Economic Develop@( in the United States

Tax incentives are employed as economic de %nt tools to enhance investment, create jobs,
and stimulate growth in key industries&)vever their effectiveness is a subject of ongoing

debate among economists and pohcy&g‘@ s. The impacts are:
1. Business Attraction a% ﬁlon

Tax incentives hay instrumental in attracting large corporations and retaining existing

N

businesses. Azn&a.b‘le example is Amazon's HQ2 selection process, where various cities

\*

306 Ep Goss & JM Phillips, ‘Do Business Tax Incentives Contribute to a Divergence in Economic Growth?’ (1999) 13(3)
Economic Development Quarterly
https://citeseerx.ist.psu.edu/document?repid=rep1&type=pdf&doi=71c36a0afa6b961e95d947b60a32211d48962c
af. Accessed 15 February 2025.

307 k) Stark & DJ Wilson, ‘What Do We Know About the Interstate Economic Effects of State Tax Incentives?’ (2006)
4(1) Georgetown Journal of Law & Public Policy https://heinonline.org/hol-cgi-

bin/get pdf.cgi?handle=hein.journals/geojlap4&section=12. Accessed 15 February 2025.

113


https://citeseerx.ist.psu.edu/document?repid=rep1&type=pdf&doi=71c36a0afa6b961e95d947b60a32211d48962caf
https://citeseerx.ist.psu.edu/document?repid=rep1&type=pdf&doi=71c36a0afa6b961e95d947b60a32211d48962caf
https://heinonline.org/hol-cgi-bin/get_pdf.cgi?handle=hein.journals/geojlap4&section=12
https://heinonline.org/hol-cgi-bin/get_pdf.cgi?handle=hein.journals/geojlap4&section=12

competed by offering lucrative tax breaks.>*® Similarly, auto manufacturers have been enticed to

establish production plants in states like Alabama and South Carolina through substantial tax

incentives.3%

S\
S

4\
O
Q
O

Tax incentives such as JCTCs have been linked to job @ion and higher wages, especially in

2 Job Creation and Wage Growth

manufacturing and technology sectors. States th ssively use JCTCs have reported lower

unemployment rates compared to those with @al tax incentives.*!”

3. Promotion of Innovation C—;\\'
)

The R&D tax credit has sig@tly boosted innovation in the U.S. by encouraging firms to

in an increase in Qri\;&%!s ctor R&D expenditure, particularly in high-tech industries.*!!

y 2
A 4

308 T) Bartik, ‘Solving the Problems of Economic Development Incentives’ (2005) 36(2) Growth and Change 139-166
https://research.upjohn.org/cgi/viewcontent.cgi?referer=& httpsredir=1&article=1247&context=up bookchapters.
Accessed 15 February 2025.

309 MJ Hicks & M LaFaive, ‘The Influence of Targeted Economic Development Tax Incentives’ (2011) 25(2) Economic
Development Quarterly, 193-205.

310 SA Prillaman & KJ Meier, ‘Taxes, Incentives, and Economic Growth’ (2014) 76(2) The Journal of Politics ,

364-379 https://www.academia.edu/download/40984460/jop.2014.taxes.pdf. Accessed 15 February 2025.

311 KR Ihlanfeldt, ‘Ten Principles for State Tax Incentives’ (1995) 9(4) Economic Development Quarterly 339-355.
https://journals.sagepub.com/doi/abs/10.1177/089124249500900407. Accessed 15 February 2025.

invest in new technolo%&udies suggest that every dollar spent on R&D tax incentives results
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Tax incentives remain a fundamental component of economic development strategies in the U.S.,
offering benefits such as job creation, business attraction, and industry growth. However,
concerns over cost-effectiveness, revenue loss, and equity in distribution continue to fuel policy
debates. While some incentives, such as the R&D tax credit, have demonstrated long-term
benefits, others, like certain corporate tax abatements, have faced scrutiny for disproportionately
benefiting large corporations. A balanced approach that includes performance &ion and

targeted incentives may enhance their effectiveness in fostering sustainable e¢onoftfic growth.

O
Q
QQ

4.2 Overview of Tax Incentive Programs in Nigeria er

Tax incentives are a key component of Nige%’bscal policy, designed to attract investment,
encourage industrialization, and stimu.la{&)nomic growth. These incentives come in various
forms, including tax holidays, ded@s, credits, and sector-specific reliefs. The Nigerian
government, through legislatﬁ/&meworks such as the Companies Income Tax Act (CITA),
Value Added Tax Act (\716 , and other sector-specific regulations, provides tax incentives to
businesses and Qu@to boost economic activities. However, the effectiveness of these
incentives re@s a subject of debate among policymakers, economists, and industry

stakeh@%ajor Types of Tax Incentives in Nigeria include
1. Pioneer Status Incentive (PSI)

The Pioneer Status Incentive (PSI), regulated by the Nigerian Investment Promotion

Commission (NIPC), grants eligible companies a tax holiday for an initial three years, with a
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possible extension of two additional years.>!? This incentive is aimed at encouraging investment
in underdeveloped industries and regions. Companies engaged in manufacturing, agriculture,

mining, and ICT sectors are primary beneficiaries of PSI.3!?
2. Export Expansion Grant (EEG)

The EEG is a fiscal incentive designed to boost non-oil exports by providing financiakassistance
to eligible exporters. Under this scheme, companies receive a tax credit b @ eir export
performance.>'* Despite its potential to enhance foreign exchange e@gs, implementation

challenges and periodic suspensions have hindered its effectivenes%
3. Free Trade Zones (FTZs) Tax Exemptions QO

Nigeria has established several Free Trade Zon (@ ) where businesses enjoy full tax
exemptions on import duties, levies, and co come tax.’!® These zones, regulated by the
Nigeria Export Processing Zones Aut rity\(NEPZA), aim to attract foreign direct investment

312 0 Feyitimi and OA Te }%and LB Akeem, and OS Oladele, ‘Tax Incentives and the Growth of Small and
Medium Scale Enter r|s veloping Economy — The Nigerian Experience’ (2016) 4(2) European Journal of

Business

https://www.ac§|a.edu/download/63283111/Tax Incentives and the Growth of Small and Medium Scale
Enterprise eloping_Economy_-_The_Nigerian_Experience20200512-101716-ytvdu.pdf accessed 13

February 2

313 y Uwalemwa et al, Tax Incentives and the Growth of Manufacturing Firms in Nigeria (2016) The Social Sciences

Journal https://www.academia.edu/download/95238742/83592949.pdf accessed 13 February 2025.

314 CC Ugwu, and IC Nnado, and S Idemudia ‘An Evaluation of the Effectiveness of Tax Incentives on Economic

Growth: Evidence from Nigeria’ (2020) 11(14) Research Journal of Finance

https://www.academia.edu/download/106953576/352504181.pdf accessed 13 February 2025.

3151C Nnubia and FC Obior, ‘Effect of Tax Incentives on Economic Growth in Nigeria’ (2018) 3(2) International

Journal of Social Sciences and Conflict Management https://casirmediapublishing.com/wp-

content/uploads/2019/09/Pages-142-160- 2018-3154 .pdf accessed 13 February 2025.

316 A Bamidele, ‘Taxation as a Tool for Economic Development of Nigeria’ (2020) 9(1) International Digital

Organization for Scientific Research https://www.idosr.org/wp-content/uploads/2020/06/IDOSR-JCISS-61-9-14-

2020..pdf accessed 13 February 2025.
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(FDI) and boost industrialization. Notable FTZs include the Lekki Free Zone and the Calabar

Free Trade Zone.?!
4. Agricultural Tax Incentives
The agricultural sector benefits from multiple tax incentives, such as:

a. Full tax exemption for profits derived from agricultural production for AErst five

years.?!8 < O

b. Exemption of interest on agricultural loans from tax, provided @ds are used for
farming purposes.’!

These measures are intended to enhance food security@reduce the country's reliance on

imports. &Q
5. Research and Development (R&D) Tax @

Companies engaged in research and é opment enjoy a 20% tax deduction on qualifying
expenses, encouraging innox:a@d technological advancement in Nigeria.’?® However,

bureaucratic bottlenecks@\e absence of strong monitoring mechanisms have limited the

impact of this inceqt%

PN

317 BM Bwes 'gact of Tax Incentives and Foreign Direct Investment on Manufacturing Companies in Nigeria’
(2021) 9(2) national Journal of Economics 25-33
/W

https:/ .researchgate.net/publication/350701717 Impact_of Tax_Incentives_and Foreign Direct Investme
nt_on_Manufacturing Companies_in_Nigeria accessed 13 February 2025.

318 CO Olaoye, and AA Ogundipe, and OE Oluwadare, ‘Tax Revenue and Economic Development in Nigeria’ (2019)
6(9) Advances in Social Sciences, 312-321 https://www.academia.edu/download/80348484/4499.pdf accessed 13
February 2025.

319 Federal Inland Revenue Service, Tax Incentives for Agricultural Development in Nigeria: Guidelines and
Implementation (2019) https://www.firs.gov.ng/tax-agriculture accessed 13 February 2025.

320 Nigerian Investment Promotion Commission (NIPC), Incentives for Research and Development in Nigeria (2021)
https://www.nipc.gov.ng/r&d-incentives accessed 13 February 2025.

321 International Monetary Fund (IMF), Tax Policy and Innovation: The Case of Nigeria (2020)
https://www.imf.org/nigeria-tax-innovation accessed 13 February 2025.

117


https://www.researchgate.net/publication/350701717_Impact_of_Tax_Incentives_and_Foreign_Direct_Investment_on_Manufacturing_Companies_in_Nigeria
https://www.researchgate.net/publication/350701717_Impact_of_Tax_Incentives_and_Foreign_Direct_Investment_on_Manufacturing_Companies_in_Nigeria
https://www.academia.edu/download/80348484/4499.pdf

6. Sector-Specific Tax Incentives
Several industry-specific tax incentives exist, including:

a. Petroleum Industry Act (PIA) Fiscal Incentives: The oil and gas sector benefits from
reduced royalty rates, investment tax allowances, and capital allowances.???

b. Information and Communications Technology (ICT) Incentives: Startup$~n the ICT

sector are granted tax holidays and reduced import duties on IT equipmt;@
4.2.2 Impact of Tax Incentives on Economic Development in NigeriO&

Tax incentives are aimed at fostering economic devel@n Nigeria by promoting
investment, job creation, and industrialization. Howe@w actual impact has been mixed,

with both positive and negative outcomes. be

1. Attraction of Foreign Direct Investment@b

Tax incentives have played a signiﬁc. sSel in attracting FDI, particularly in the oil and gas,
manufacturing, and telecomrqur&%}xs sectors.’?* The introduction of Free Trade Zones and
Pioneer Status Incentiv@couraged multinational companies to establish operations in
Nigeria, leading to i ed capital inflows.3?> However, inconsistent policy implementation has

deterred longér&j.nﬂ'estments.326

2. Gr wt@mall and Medium Enterprises (SMEs)

322 petroleum Industry Act 2021, Section 104108, Part IlI.

323 National Information Technology Development Agency (NITDA), ‘ICT Tax Incentives for Startups in Nigeria’
(2022) https://www.nitda.gov.ng/ict-incentives accessed 13 February 2025.

324 Central Bank of Nigeria (CBN), Foreign Direct Investment Trends in Nigeria: The Role of Tax Incentives (2023)
https://www.cbn.gov.ng/fdi-tax-incentives accessed 13 February 2025.

325 Nigerian Bureau of Statistics (NBS), ‘Annual FDI Report 2022’ (2023) https://www.nigerianstat.gov.ng/fdi-2022
accessed 13 February 2025.

326 World Bank, ‘Investment Climate Assessments: Nigeria Report’ (2022) https://www.worldbank.org/nigeria-
investment-climate accessed 13 February 2025.
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Tax incentives, particularly in the form of reduced corporate tax rates and capital allowances,
have supported the growth of SMEs in Nigeria. Studies indicate that SMEs that benefit from tax
incentives exhibit higher revenue growth and job creation than those that do not.*?’” Nonetheless,
challenges such as corruption and bureaucratic inefficiencies reduce the accessibility of these

incentives for many small businesses.** \
3. Industrialization and Economic Diversification 02

Nigeria’s reliance on oil revenues has been a major economic challenge% incentives targeted
at the non-oil sector, including agriculture and manufacturing, % tributed to economic
diversification.?” The Export Expansion Grant and agr tax incentives have helped

reduce dependence on crude oil exports.3*° Q

4. Revenue Loss and Fiscal Sustainability Chal

O

While tax incentives have promoted inyg&nt and economic activities, they have also resulted
in significant revenue losses for the Q ment. Reports suggest that Nigeria forfeits billions of
naira annually due to tax Waiv'e&% exemptions.®! The lack of a structured impact assessment

framework makes it difﬁ&b@ determine whether the benefits outweigh the revenue costs.**?

5. Limited Effec@@)ue to Poor Implementation
O

O

327 Sma an%&gum Enterprises Development Agency of Nigeria (SMEDAN), SMEs and Tax Incentives: A Policy
Analysiswl) https://www.smedan.gov.ng/tax-incentives accessed 13 February 2025.

328 U Uwalomwa et al., Tax Incentives and SME Growth in Nigeria (2022) Journal of Development Economics
https://www.researchgate.net/publication/35095432 accessed 13 February 2025.

323 Ministry of Industry, Trade and Investment, Economic Diversification Through Tax Incentives in Nigeria (2023)
https://www.trade.gov.ng/diversification-tax accessed 13 February 2025.

330 Nigerian Export Promotion Council (NEPC), Impact of Export Expansion Grant (EEG) on Non-Oil Exports (2021)
https://www.nepc.gov.ng/eeg-impact-report accessed 13 February 2025.

331 Budget Office of the Federation, Tax Expenditure Report 2022 (2023) https://www.budgetoffice.gov.ng/tax-
expenditure accessed 13 February 2025.

332 International Centre for Tax and Development (ICTD), Revenue Implications of Tax Incentives in Nigeria (2021)
https://www.ictd.ac/nigeria-tax-revenue accessed 13 February 2025.
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The effectiveness of tax incentives in Nigeria is undermined by poor policy implementation,
corruption, and a lack of transparency. Many businesses that qualify for tax incentives face
administrative bottlenecks, while some politically connected firms exploit these incentives

without making meaningful contributions to economic development.333

Tax incentives are an important tool for economic development in Nigeria, Wwotemial
benefits such as increased FDI, SME growth, and industrial diversification. Ho issues such
as policy inconsistency, revenue losses, and bureaucratic inefficiencies hi)ﬁrghdr effectiveness.
A more transparent and structured approach to tax incentive %@tranon is needed to

maximize their economic impact.
4.3 Nigeria’s Tax Incentive Case Study :

Tax incentives are a central component of ngerl Qnomlc development strategy, particularly
in efforts to attract foreign direct investmen }\‘DQ stimulate industrial growth, and diversify the
economy beyond oil dependence. Ove(_}’e\ﬁt two decades, Nigeria has introduced and revised
several incentive schemes, m%@g the Pioneer Status Incentive (PSI), Nigeria Export
Processing Zones Autho% PZA) incentives, and provisions under various Finance Acts.

However, despite th ition and legal backing of these initiatives, outcomes have often been

mixed, shap% vily by institutional inefficiencies, weak enforcement, and policy

inconsist %

4.3.1 The Pioneer Status Incentive (PSI)

333 Transparency International Nigeria, Corruption in Tax Incentive Allocation: A Case Study of Nigeria (2020)
https://www.transparency.org.ng/tax-corruption-report accessed 13 February 2025.
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The Pioneer Status Incentive is governed under the Industrial Development (Income Tax
Relief)**. It grants qualifying companies tax holidays for up to five years, typically to promote
investment in sectors deemed essential for economic development. Eligible industries are listed
in the Federal Government’s Pioneer Status List, revised periodically by the Nigerian Investment
Promotion Commission (NIPC). Scholars argue that PSI has contributed to increased FDI
inflows in selected manufacturing and agro-processing sectors.?*> However, ¢ Q&W also
flagged its vulnerability to political interference and elite capture, citing inc@Qt application
and opaque approval processes.**® Moreover, a study by Nwankwo @nze highlights how
PSI, although legally robust, has failed to attract sustained Jong-term capital due to poor
monitoring and lack of performance-based conditions.”@e ¢ structural weaknesses have
prompted calls for a complete redesign of PSI to alig%%h performance-linked tax incentives

®%

4.3.2 Nigeria's Export Processing ZOUQ&PZA) and Free Trade Zone Incentives

similar to global best practices.

Nigeria's Export Processing Zone @me, administered by the Nigeria Export Processing Zones
Authority (NEPZA) und \EPZA Act 1992, is another flagship incentive mechanism.
NEPZA offers ﬁrrr.ls Q&atmg within designated zones exemptions from all federal, state, and
local govern e@es, levies, and rates. It also guarantees 100% foreign ownership,

unrestricted 1t repatriation, and zero customs duties. Empirical evidence suggests that

NEPZA\bﬁs had a marginal but positive impact on FDI inflows, especially in zones such as

334 Act Cap 17, LFN 2004

335 AOI lyoha and U Money, ‘Tax Incentives and Foreign Direct Investment: The Paradox of Revenue Generation in
Nigeria’ (2023) https://www.researchgate.net/publication/392090055 accessed 6 August 2025.

336 CB Nwankwo and VC Arinze, ‘A Legal Appraisal of the Impact of Tax Incentives on Investment in Nigeria: The
Pioneer Status Perspective’ (2023) Nnamdi Azikiwe University Journal of International Law and Jurisprudence
https://www.ajol.info/index.php/naujilj/article/view/257396 accessed 6 August 2025.
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Calabar and Lekki.*® For example, Beredugo and Emenyi’s study of Calabar Free Trade Zone
shows improved industrial performance in tax-exempt sectors.’*° However, they also note that
the overall economic impact remains below potential due to poor infrastructure, weak
institutional oversight, and fragmented coordination between NEPZA and national tax
authorities.>*® As Oyeranti and Babatunde observe, while NEPZA has attracted some foreign

manufacturing firms, the absence of value-chain integration limits its multipli Qec on the

wider economy.?#! &<

4.3.3 The Finance Acts and Legal Reforms &
Since 2019, Nigeria has introduced annual Finance Acts t the Companies Income Tax
Act (CITA), Petroleum Profits Tax Act (PPTA), and o@ re tax laws. These reforms have
included changes to capital allowance rates, mini&ax thresholds, and tax administration
procedures. Notably, the Finance Act 2020 ’Q\@uced new incentive provisions for small and
medium-sized enterprises (SMEs), di'@sinesses, and sectors affected by the COVID-19
pandemic. Nwafor’s legal eva@b of the Finance Acts emphasizes that while the reforms
reflect a shift toward fis l@iemisaﬁon, their implementation remains riddled with legal

ambiguity and regula lag, especially at the subnational level.**> This undermines investor

confidence an% V\@S the effectiveness of incentives that are otherwise sound in design.

4.3.4 Out@tlbs and Limitations
\\I‘

338 BS Omotosho and others, ‘Survey of Foreign Assets and Liabilities in Nigeria: 2011 Report’ (CBN 2012)
https://dc.cbn.gov.ng/cgi/viewcontent.cgi?article=1156&context=jas accessed 6 August 2025.

339 5B Beredugo and EO Emenyi, ‘Appraisal of Tax Incentive on Corporate Performance in Calabar Free Trade Zone’
(2023) https://www.researchgate.net/publication/384396405 accessed 6 August 2025.

340 ibid

341 GA Oyeranti, MA Babatunde and EO Ogunkola, ‘China-Nigeria Investment Relations: A Case Study’ (2010)
Journal of Chinese Economic and Foreign Trade Studies
https://publication.aercafricalibrary.org/bitstream/123456789/363/1/chinal5.pdf accessed 6 August 2025.

342 Festus Ejike Nwafor, ‘A Critical Evaluation of Tax Incentives under the Companies Income Tax Act’ (2021)
https://www.academia.edu/download/88175692 accessed 6 August 2025.
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Despite these various initiatives, Nigeria’s FDI performance has been inconsistent. Data from the
Central Bank of Nigeria and NIPC indicates a decline in net FDI inflows since 2016, even after

the implementation of several tax relief policies.*** As Iyoha and Ughoke argue

this paradox suggests that incentives alone cannot offset the negative impact of broader

institutional challenges, such as policy instability, insecurity, and corruption.?#* \

Furthermore, evidence from NEPZA and PSI operations reveals that many @iaries do not
meet post-incentive performance benchmarks, such as job creation, expof&qlume, or technology
transfer.>* This lack of conditionality differentiates Nigeria from @ ture jurisdictions, like
the U.S., where tax credits are often outcome-linked, fo Q mple to R&D spending or
employment growth. Q
t}’b
(&
\S

The United States employs a highly.igl'&[ionalized and multifaceted tax incentive system

4.4 The U.S. Tax Incentive Framework

aimed at promoting innovation, emp&%nt, and capital formation. Unlike Nigeria's centralised
and often discretionary regimé,@%s. approach is grounded in codified federal statutes, state-
specific policies, and pe?fé\ance—linked programs. The most prominent among these are the
Research & Devﬁ/@(R&D) Tax Credit, the Opportunity Zones (OZs) program, and a wide
array of state—@l incentives. These incentives are strategically designed to attract domestic and
foreigl\igestment, influence firm location decisions, and enhance long-term economic

competitiveness.

343 Central Bank of Nigeria (CBN), ‘Quarterly Statistical Bulletin: FDI Inflows’ (2023).

344 AOI lyoha and U Ughoke, ‘Tax Incentives and the Performance of the Nigerian Economy: Challenges and
Prospects’ (2023) IJIFER https://www.seahipublications.org/wp-content/uploads/2025/04/UJIFER-J-20-2025.pdf
accessed 6 August 2025.

345 EO Emenyi and SB Beredugo (n 239).
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4.4.1 The Research & Development (R&D) Tax Credit

First introduced under the Economic Recovery Tax Act of 1981 and subsequently revised
through multiple legislative acts, the R&D tax credit offers firms partial reimbursement for
qualified research expenses. The credit is available at both the federal and state levels, with

variations in eligibility and rate structures across jurisdictions. \

Scholars have praised the R&D credit for its robust correlation with innovat(/ uts such as
patent filings and industrial productivity growth3#, Shahmoradi and B 2025 empirical
study confirms that regions with generous R&D credits wit@ reased foreign direct
investment (FDI), particularly in technology and biotech sec @ However, the credit has been
criticised for its regressive tendencies, as large corpor@ﬁeneﬁt disproportionately due to
their ability to structure operations for maximum e@%ty.348 Nevertheless, the U.S. R&D tax
credit remains a model of performance-linke&\\@ntive policy, wherein firms must demonstrate
research expenditures to qualify. Th1s’&g itionality distinguishes it from Nigeria’s Pioneer

Status Incentive, which often laﬁ@&surable output thresholds.

4.4.2 Opportunity Zon@

The Opportunityéoz\%s%[ogram, established under the 2017 Tax Cuts and Jobs Act, provides

capital gains t@eferrals and exclusions for investments in designated low-income census tracts.

36 C CrW%,’The Effect of R&D Tax Incentives on Location of R&D Investment’ (2009) Incentives for Business
Research and Development

https://www.academia.edu/download/76050405/The_effect_of RD_tax_incentives_on_locat20211210-11212-
1g3080g.pdf accessed 6 August 2025.

347 B Shahmoradi and A Bagheri, ‘Unlocking Innovation: The Economic Impact of R&D Tax Credit Policies’ (2025)
Journal of Tax Reform https://taxreform.ru/fileadmin/user_upload/site_15907/2025/05-Shahmoradi_Bagheri.pdf
accessed 6 August 2025.

348 Y |-Hua, ‘The Effectiveness of Tax Credits as a Policy Tool to Promote R&D Activity: A Systematic Review and
Meta-Regression Analysis’ (2025) AUT Research Repository
https://openrepository.aut.ac.nz/server/api/core/bitstreams/02a27327-5649-46ec-b8f5-ba9ca8ab7c16/content
accessed 6 August 2025.
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Its core aim is to direct long-term capital into underdeveloped communities by offering tiered

benefits based on investment duration and reinvestment strategies.

Recent data-driven studies by Katitas and Pandya indicate that OZs have attracted billions in real
estate and infrastructure investments, but outcomes are highly uneven across states®*. Areas with
pre-existing economic momentum benefited most, while deeply distressed zones saly minimal
inflows. Critics like Slattery and Zidar argue that the program lacks enforceme@%guards and
social outcome metrics, allowing gentrification and speculative ca (qdhout sufficient
community uplift.*® From a policy design standpoint, OZs exem oth the potential and
pitfalls of place-based tax incentives an area where nger ree trade zones could draw

comparative lessons on structuring investment crite@ community engagement, and

transparency. b{bQ
, (&)
4.4.3 State-Level Tax Incentives @

°
The U.S. federal system allows indiv@’ﬁtes to craft bespoke incentive packages to attract
targeted industries. These inchld&perty tax abatements, job creation credits, film production
credits, and infrastmctn@ts. States like Texas, California, and New York maintain

aggressive incentive lios to lure high-tech, renewable energy, and manufacturing firms.

According to @er and Peters, the cumulative effect of these incentives is often decisive in firm
locatio\c/%smns,particularly for greenfield FDI projects®®!. Yet concerns persist regarding the

“race to the bottom” among states, with firms leveraging inter-state competition to negotiate

349 A Katitas and S Pandya, ‘Investment Incentives Attract Foreign Direct Investment: Evidence from the Great
Recession’ (2024) Public Choice https://link.springer.com/article/10.1007/s11127-024-01158-0 accessed 6 August
2025.

350 C Slattery and O Zidar, ‘Evaluating State and Local Business Incentives’ (2020) 34(2) Journal of Economic
Perspectives 90 https://pubs.aeaweb.org/doi/pdf/10.1257/jep.34.2.90 accessed 6 August 2025.

351 pS Fisher and AH Peters, ‘Tax and Spending Incentives and Enterprise Zones’ (1997) New England Economic
Review https://www.bostonfed.org/-/media/Documents/neer/neer297f.pdf accessed 6 August 2025.
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larger subsidies®*?. The American model, while occasionally excessive, relies on established
administrative procedures that require firms to meet performance standards such as employment
levels, wage thresholds, or local sourcing. Comparable enforcement mechanisms are generally

absent in Nigerian institutions like NEPZA
4.5 DESIGN AND ADMINISTRATION OF TAX INCENTIVES \

The design and administration of tax incentives in both jurisdictions reveal di philosophies
of fiscal governance. In the United States, incentive programs are care?ﬁ{( codified within the

Internal Revenue Code, supported by detailed regulatory guida administrative checks.

Each program specifies eligibility criteria, qualifying expe% time limits, and verification
353 nt

processes.”>> For example, the Research and Develop ax Credit®>* offers incremental

deductions tied to verifiable innovation expenditure&% the New Markets Tax Credit requires

certification through the Community Deve@nt Financial Institutions Fund,a model that

integrates fiscal incentives with social @bj ectives.’>

By contrast, Nigeria’s legal fra@ork grants broad discretionary authority to the executive,
particularly through the@nt and the Ministry of Industry, Trade, and Investment. The
Industrial Develo ncome Tax Relief) Act allows pioneer status designation without a

transparent c% fit procedure.’® Although the Finance Act 2023 has sought to introduce

352 pL Swenson, ‘The Effect of U.S. State Tax and Investment Promotion Policy on the Distribution of Inward Direct
Investment’ (1998) NBER Working Paper https://www.nber.org/system/files/chapters/c6824/c6824.pdf accessed 6
August 2025.

353 Internal Revenue Code, §§ 38, 41, 45D.

354 Internal Revenue Code §41

355 Internal Revenue Code §45D; Community Development Financial Institutions Fund, Program Overview Report
(US Treasury, 2021).

356 Industrial Development (Income Tax Relief) Act, s 3.
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evaluation and publication requirements, compliance remains limited, and institutional

mechanisms for audit are still developing.?*’

A major administrative divergence lies in transparency and data management. In the United
States, tax incentive data is centralized, with the IRS maintaining comprehensive electronic
registries accessible to oversight bodies.*® Despite the introduction of the Tax I%tiﬁcation
Number (TIN) under the 2025 Nigeria Tax Administration Act and ongoing e hrough the
FIRS Integrated Tax Administration System (ITAS), Nigeria still lgﬁg.lully integrated

incentives registry. This limitation continues to contribute t(@pping programs and

challenges in enforcement and fiscal transparency.>> Q

Another critical distinction concerns intergovernmental @Qlation. In the U.S., states possess
autonomy to design incentives but are constrai y constitutional safeguards ensuring
competition fairness, as upheld in Cuno v DdigherChrysler Inc’®. In Nigeria, overlapping fiscal
mandates have led to competition amoﬁg’\@gal and subnational entities, contributing to revenue

erosion and investor uncertainty.%'z\
L]

By and large, the designdlogi U.S. tax incentives is grounded in legal clarity, administrative
discipline, and pesfb&nce accountability, while Nigeria’s framework remains fragmented,
discretionary, &‘!ufﬁciently monitored. The administrative divergence explains, in part, why

similar ﬁséaols produce different developmental results.

4.6 Comparative Analysis of Tax Incentive Structures

357 Finance Act 2023, s 12.

358 Internal Revenue Service, Tax Expenditures Data Portal (IRS, 2022).

359 Federal Inland Revenue Service, Integrated Tax Administration System Overview (FIRS, 2023).

360 86 F 3d 738 (6th Cir 2004).

361 N Okonjo and M lbrahim, ‘Fiscal Incentives and Governance in West Africa: Comparative Insights from Ghana,
Cote d’lvoire, and Nigeria’ (2022) 7(3) West African Journal of Fiscal Studies, 223.
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Tax incentives serve as strategic tools for economic growth and investment attraction in both the
United States and Nigeria. However, significant differences exist in their design, implementation,
and effectiveness. The legal framework governing tax incentives in the United States is

decentralized, with federal, state, and local governments offering various incentives. At the

federal level, tax incentives are codified in the Internal Revenue Code (IRC) and adrr&tﬁered by
362

the Internal Revenue Service (IRS), while state and local incentives vary across 'Qdi ions.
This allows for flexibility, enabling states to implement tax policies that n with their

economic priorities and competitive advantages. Q

In contrast, Nigeria's tax incentive structure is majorly centrali % incentives embedded in
federal laws such as the Companies Income Tax Act36@lTA), Value Added Tax Act’®
(VATA), Petroleum Industry Act’®® (PIA), and In@al Development (Income Tax Relief)

Act%®. The Federal Inland Revenue Servic@) and the Nigerian Investment Promotion

Commission®%® (NIPC) are responsibler ﬂ\&\%erseeing tax incentive programs.3® State and local

government also offer additional ta@&g?-ltives, creating a multi-tiered landscape

Q

However, while some ]\@states have introduced tax policies tailored to local economic

conditions, these ane@eveloped compared to the extensive state-level tax incentive programs
in the U.S. E Q/

PS

4
362 GAO, ‘Tax Incentives and Economic Development: Lessons from the United States’ (2020)

https://www.gao.gov/reports/tax-incentives. accessed 13 February 2025.

363 Cap C21, Laws of the Federation of Nigeria 2004, as amended by the Finance Acts 2019, 2020, and 2021

364 Cap V1, Laws of the Federation of Nigeria 2004

365 Act No. 6 of 2021, Laws of the Federation of Nigeria

366 Cap 117, Laws of the Federation of Nigeria 2004

367 Federal Inland Revenue Service (Establishment) Act 2007 Act No. 13 of 2007, Laws of the Federation of Nigeria
368 Nigerian Investment Promotion Commission Act Cap N117, Laws of the Federation of Nigeria 2004

369 Federal Inland Revenue Service, ‘Tax Incentives in Nigeria: Opportunities and Challenges’ (2021)
https://www.firs.gov.ng/tax-incentives. accessed 13 February 2025.
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Both the U.S. and Nigeria offer tax incentives in the form of corporate tax reductions, investment
tax credits, research and development (R&D) credits, and sector-specific incentives. However,
the United States provides more diversified and structured incentives, particularly in renewable

energy, technological innovation, and job creation.

Corporate tax incentives in the U.S. are widely used to encourage business inves%lts, with
measures such as corporate tax deductions, exemptions, and credits. The Tax (@d Jobs Act
(TCJA) of 2017 significantly reduced corporate tax rates from 35% o g’.%, incentivizing
domestic and foreign investment.’”® In Nigeria, corporate tax in include the Pioneer
Status Incentive (PSI), capital allowances, and tax holidays. @P 1 grants newly established
businesses tax exemptions for up to five years.>’! Howev @ile these incentives are designed

to stimulate investment, accessibility is often @red by corruption and bureaucratic

inefficiencies.’”? @

Investment tax credits (ITCs) are anoth'e@gnon incentive in both countries. The U.S. provides
ITCs in key sectors such as rene nergy and technology, allowing businesses to reduce tax

liabilities when they inve @lergy-efﬁcient technologies.*”® In Nigeria, capital allowances

N
’66(./
\&

serve a similar pur%o\’ enabling businesses to deduct investment-related costs from taxable

370 TCJA, ‘Corporate Tax Reforms in the United States’ (2017) https://www.congress.gov/tcja. accessed 13 February
2025.

371 Nigerian Investment Promotion Commission, ‘Pioneer Status Incentive Guidelines’ (2022)
https://www.nipc.gov.ng. accessed 13 February 2025.

372 jyanbola, S O, Okuyelu, T and Adeniwura, F, ‘Institutional Quality and Tax Revenue Mobilization in Nigeria
(1996- 2021)’ (2025) 11 Journal of Finance and Accounting Research

373 U.S. Department of Energy, ‘Renewable Energy Investment Tax Credits’ (2023) https://www.energy.gov/itc.
accessed 13 February 2025.
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income. However, the effectiveness of these allowances is diminished by delays in tax refund

processing, which discourages investors.?’*

Research and development (R&D) incentives are a crucial component of tax policy in the U.S.,
where tax credits encourage private-sector innovation, particularly in pharmaceuticals,
manufacturing, and tech industries.>” Nigeria also offers an R&D tax deduction of 20%, but its

impact is limited by poor implementation and a lack of technological infrastruct@Q

Sector-specific incentives in the U.S. are well-defined and cover indusﬁQ such as renewable
energy, infrastructure, and agriculture. The Production Tax Credit nd the Investment Tax
Credit (ITC) have played a pivotal role in the growth of newable energy sector.’”’ In
Nigeria, sectoral incentives primarily focus on the dﬁa gas industry, agriculture, and
manufacturing. The Petroleum Industry Act (PIA& 2021 introduced fiscal incentives for
petroleum exploration and production.’’® @ever, the country’s reliance on oil-sector

incentives has hindered economic diveéo' n efforts, making tax policy less effective in other

The U.S. has a more tran t and structured tax incentive system, with periodic reviews

key industries.

conducted by the G(ﬁ&ten‘[ Accountability Office (GAO) and state auditors.?”® These reviews

ensure that taé i&d‘tives remain effective and do not lead to excessive revenue losses. In

Q

374 Fedewrﬂstry of Finance, ‘Capital Allowances in Nigeria: An Assessment’ (2022) https://www.finance.gov.ng.
accessed 13 February 2025.

375 National Science Foundation, ‘R&D Tax Incentives and Innovation’ (2020) https://www.nsf.gov/r&d-tax-
incentives. accessed 13 February 2025.

376 C Okoye et al, ‘Tax Incentives and Economic Growth in Nigeria’ (2022)
https://www.researchgate.net/publication/350876234. accessed 13 February 2025.

3771RS, ‘The Role of PTC and ITC in the U.S. Renewable Energy Sector’ (2021) https://www.irs.gov/ptc-itc. accessed
13 February 2025.

378 petroleum Industry Act 2021, Section 64(1)(a)—(c) and Section 104-108.

379 Government Accountability Office (GAQ), Tax Incentives: Evaluating Their Effectiveness in Economic
Development (GAO-23-145, 2023) https://www.gao.gov/reports/tax-incentives accessed 13 February 2025.
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contrast, Nigeria faces significant challenges with corruption, lack of transparency, and
inconsistent tax policies. This makes it difficult to assess the true impact of tax incentives, as

incentives are often granted arbitrarily or exploited by politically connected businesses.*3’

4.7 Comparative Analysis of Economic Outcomes

The effectiveness of tax incentives is measured by their impact on foreign direct~iavestment

(FDI), economic growth, job creation, and fiscal sustainability. The tates has
an

successfully used tax incentives to attract FDI, particularly in technol manufacturing.
The Foreign-Derived Intangible Income (FDII) deduction introdu@ e TCJA incentivized
U.S. firms to repatriate intellectual property and establish pr n facilities domestically.?®! In
Nigeria, tax incentives such as Pioneer Status and Free t{de ones (FTZs) have helped attract
FDI, especially in manufacturing and oil productio&wever, policy inconsistencies, security

concerns, and infrastructural challenges deter\@term investors.3%?

In the United States, tax incentives ha@d a crucial role in fostering industrial productivity,
particularly in the technology.anglrgy sectors. The R&D tax credit has facilitated significant
breakthroughs in biotech@renewable energy, and software development.®®3 Conversely, in

Nigeria, industrializ@emains slow despite the presence of tax incentives. The manufacturing

380 Transparency International, Corruption Perceptions Index: Nigeria’s Tax Incentive Allocation (2022)
https://www.transparency.org/en/countries/nigeria accessed 13 February 2025.

381 Tax Policy Center, Foreign-Derived Intangible Income (FDII) Deduction and its Impact on FDI (2021)
https://www.taxpolicycenter.org/publications/fdii-tax-incentive accessed 13 February 2025.

382 Nigerian Investment Promotion Commission (NIPC), Annual Report on Tax Incentives and FDI in Nigeria (2022)
https://www.nipc.gov.ng/fdi-tax-incentives accessed 13 February 2025.

383 National Science Foundation (NSF), The Role of R&D Tax Credits in U.S. Technological Advancement (2020)
https://www.nsf.gov/research/r&d-tax-credits accessed 13 February 2025.
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sector benefits from capital allowances and import duty waivers, but growth is stifled by

infrastructural deficits, policy inconsistencies, and a lack of long-term planning.3%*

The U.S. government employs Job Creation Tax Credits (JCTCs) to incentivize employment,
particularly in economically distressed regions. Research indicates that states offering JCTCs
experience higher rates of job creation and wage growth.’® In contrast, Nigeria’s tawentives,
such as agricultural tax reliefs, have contributed to seasonal employment rather, ustainable,
long-term job creation. Despite these incentives, Nigeria continues & gle with high

unemployment rates, suggesting that tax policies alone are insuffici ithout complementary

economic reforms.3%¢ Q

A key challenge of tax incentives is their impact on goy, m;nt revenue. The U.S. government

regularly reviews tax incentives to minimize ﬁsca&es. For instance, the Tax Expenditure

Reports assess the amount of revenue fo\}(@e through various tax breaks and provide

recommendations for policy adjustmeh@% Nigeria, however, tax waivers have resulted in

significant revenue losses, with l@&ns of naira forfeited annually due to poorly regulated

[ ]

incentives. Many of the@eaks are granted to politically connected businesses, further

exacerbating the prob,@. he absence of a robust impact assessment framework weakens
° \

38 Nigerian Bureau of Statistics (NBS), Manufacturing Sector Performance Report (2022)

https://www.nigerianstat.gov.ng/manufacturing-tax-incentives accessed 13 February 2025.

38 Internal Revenue Service (IRS), Job Creation Tax Credits: A Tool for Regional Economic Development (IRS

Publication 947, 2023) https://www.irs.gov/jctc-impact-report accessed 13 February 2025.

386 Small and Medium Enterprises Development Agency of Nigeria (SMEDAN), The Role of Tax Incentives in Job

Creation (2021) https://www.smedan.gov.ng/job-creation-tax-incentives accessed 13 February 2025.

387 .S. Department of the Treasury, Tax Expenditure Report 2022 (2023) https://www.treasury.gov/tax-
expenditure-report accessed 13 February 2025.
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accountability and makes it difficult to measure the true cost-benefit of Nigeria’s tax

incentives.3%8

4.8 Evaluation of Effectiveness: Transparency, Enforcement, and Outcomes

The effectiveness of tax incentive regimes cannot be assessed solely on their statutory provisions
or fiscal generosity; it must be measured through the prism of transparency, enf ent, and
developmental outcomes. Effective systems require that incentives be not on ly sound but
also administratively transparent, judicially enforceable, and econcﬁsi%lly productive. In
comparing Nigeria and the United States, these dimensions 1ignificant divergence,

primarily due to differences in institutional maturity, data gox\g@:e, and oversight mechanisms.
4.8.1 Transparency and Public Accountability ’bQ

Transparency constitutes the cornerstone of f@dibility. In the United States, tax incentive
transparency is institutionalised throug.hg\'}disclosure obligations and routine reporting. The
Government Accountability Office (&@, in conjunction with the Congressional Budget Office
(CBO), publishes annual and ’&: Tax Expenditure Reports, quantifying the fiscal cost and
developmental yield of e}é incentive administered under the Internal Revenue Code.*®® These
reports are publéy/\@&sible, allowing Congress, state governments, and civil society to
evaluate the %omic justification of each programme. Such openness fosters both horizontal

accou@y across branches of government and vertical accountability to taxpayers.*

388 rederal Inland Revenue Service (FIRS), Revenue Losses from Tax Incentives in Nigeria: A Review (2021)
https://www.firs.gov.ng/revenue-losses-tax-incentives accessed 13 February 2025.

389 United States Government Accountability Office, Tax Expenditures: Opportunities Exist to Use Budgeting and
Agency Performance Processes to Increase Oversight (GAO-13-479, 2013).

3% Congressional Budget Office, Federal Tax Expenditures and Performance Review (CBO Report 2022) 3.
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Moreover, the Internal Revenue Service (IRS) operates a digital data infrastructure that
centralises information on incentive beneficiaries, sectoral allocation, and compliance status.!
This integration allows real-time monitoring and reduces opportunities for abuse. The Inflation
Reduction Act 2022 extends this transparency culture by mandating annual publication of the
costs, employment effects, and emissions impact of clean-energy credits, thereby lglg fiscal

X

Nigeria’s framework, by contrast, remains largely opaque. Although S% of the Finance

incentives to quantifiable public benefits.**?

Act 2023 introduces a legal requirement for the Minister of Finance uct and publish cost—
benefit analyses of tax expenditures, implementation has ihconsistent.>”® Neither the
Federal Inland Revenue Service (FIRS) nor the Nigeriar@estment Promotion Commission

(NIPC) maintains a comprehensive, publicly ava&b&gistry of active incentives.*** This

opacity allows multiple ministries and agen@sue overlapping concessions, complicating

fiscal planning and eroding revenue accq&ility.

N\
The absence of mandatory dis.clxt%&cb?igations also constrains legislative oversight. Budgetary
documents rarely include d@d tax-expenditure statements, leaving Parliament unable to
evaluate the econc:mi ationale or opportunity cost of foregone revenue.’*> The Freedom of
Information Act @provides a theoretical mechanism for access, but in practice requests are

often denie elayed.’*® Consequently, Nigeria’s incentive regime lacks the transparency and

publicMiny that underpin the credibility of the U.S. model.

4.8.2 Enforcement and Institutional Integrity

391 Internal Revenue Service, Tax Expenditures Data Portal (IRS 2022).

392 Inflation Reduction Act 2022, Title | Subtitle D ss 13101-13704.

393 Finance Act 2023, s 12.

3% Federal Inland Revenue Service, Integrated Tax Administration System Overview (FIRS 2023).
3% Fiscal Responsibility Commission, Annual Report on Public Expenditure and Fiscal Risks (2022).
3% Freedom of Information Act 2011, s 1(1).
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The second determinant of effectiveness is enforcement,the ability of institutions to ensure
compliance and deter abuse. In the United States, enforcement operates through a tri-layered
mechanism involving the IRS, GAO, and judicial oversight. The IRS conducts audits and
compliance reviews of incentive claims, guided by detailed Treasury regulations and procedural
manuals.>*” Where violations occur, penalties and claw-back provisions are strictly applied, as in
United States v Murphy Oil Corp’®®, where improper credit claims were %ed and
recovered. Additionally, judicial precedent,such as Cuno v DaimlerChrysler % reinforces
constitutional boundaries, preventing states from using tax incentive@a anner that distorts
S

interstate competition.

Nigeria’s enforcement framework, though formally (@ied, suffers from institutional
weaknesses. The FIRS (Establishment) Act 2007 V@@nforcement powers in the Service, but
overlapping mandates with the NIPC, Cugb@férvice, and sector-specific ministries often
generate conflicts of competence.*® Auditsdoverage is limited, and data fragmentation hinders

effective verification of incentive c&?éam While the Finance Act 2023 strengthens

coordination through data h@ provisions, enforcement remains constrained by insufficient

capacity and political i.%ference."’o2
°

N\

Corruption and, administrative discretion further undermine enforcement. Investigations by the
Fiscal R@Sibility Commission and the Office of the Auditor-General reveal recurring

instances where tax holidays were extended beyond statutory limits or granted without cost—

397 Internal Revenue Manual § 4.1.5

3% 202 F Supp 2d 115 (D DC 2019).

399386 F 3d 738 (6th Cir 2004).

400 Federal Inland Revenue Service (Establishment) Act 2007 s 8-9.

401 T Adegoke, ‘The Political Economy of Tax Incentive Administration in Nigeria’ (2020) 18(2) Nigerian Journal of
Economic and Fiscal Studies,211.

402 Finance Act 2023 s 28.
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benefit justification.®

In some cases, incentives persisted even after companies ceased
production, reflecting systemic gaps in monitoring and sanctioning authority. Without credible

enforcement, incentives risk becoming fiscal giveaways rather than instruments of economic

transformation.
4.8.3 Developmental Outcomes and Economic Impact \
A core test of any fiscal incentive regime lies in its ability to generate measu %elopmental

returns such as job creation, industrial diversification, and enhanced revcﬂﬁperformance. In the
United States, empirical assessments demonstrate positive tho% geted outcomes. The
Renewable Energy Production Tax Credit and the Invest Credit have catalysed over
USD 300 billion in clean-energy investment since 2010,@‘[ uting to a 40 per cent increase in
renewable-energy capacity.** The R&D Tax Credit een credited with raising private-sector
research expenditure by approximately 10 pé\\@t annually.*” These outcomes are attributable
to performance-based design, 1ncent1ves’\3@ ranted only upon verified investment or output,

thereby aligning fiscal expendl‘uK@n economic value creation.*’

Nigeria’s experience cor@wrply Despite extensive incentive portfolios,including pioneer

status reliefs, e@essmg-zone exemptions, and investment allowances,the country’s

industrial bas s shallow, with manufacturing contributing less than 8 per cent to GDP as
of 2023.4@ National Bureau of Statistics reports that while FDI inflows averaged USD 2.6

billion&ually between 2015 and 2022, much of it was concentrated in extractive sectors with

403 Office of the Auditor-General for the Federation, Audit Report on Tax Expenditures (2021).

404 s Department of Energy, Clean Energy Investment Report (2023) 12.

405 Congressional Research Service, The Research and Experimentation Tax Credit: Current Status and Policy Issues
(R46271, 2022).

406 nternal Revenue Code § 41; Treasury Reg § 1.41-4.

407 National Bureau of Statistics (Nigeria), GDP Report Q4 2023 (2024).
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limited job-creation impact.**® Studies by Adeoye and Ajayi show that tax holidays have yielded
marginal productivity gains due to infrastructure deficits, policy inconsistency, and weak

monitoring.*%

The fiscal cost of Nigeria’s incentives is substantial. The IMF Country Report 2023 estimated
annual revenue forgone through tax expenditures at over ¥ 6 trillion,approximately m cent of
GDP,without corresponding developmental dividends.*!® This imbalance cores the
absence of institutional mechanisms for evaluating economic returns ’Qgsidl concessions.

While the Finance Act 2023 introduces ex post assessment requireg forcement remains at

a nascent stage. Q

Ultimately, the divergence between Nigeria and thQUaed States in the transparency,
enforcement, and developmental outcomes of t&entives reflects broader contrasts in
institutional maturity and governance cultb\\Q’Ebffective fiscal policy demands more than
legislative reform; it requires a systerﬁi%@, untability architecture that integrates legal clarity
with administrative competet:ce. @\Nigeria, aligning its incentive regime with global best
practices entails institutio 1@ public disclosure, strengthening audit capacity, and enforcing
cost—benefit analys‘is a&statutory obligation. Only through such measures can fiscal incentives

evolve from politic motivated concessions into instruments of inclusive and sustainable

economic .

4.9 Cmrative Evaluation and Findings

408 ibid Table 8.

409 B Adeoye and O Ajayi, ‘Tax Holidays, Investment Allowances, and Industrial Productivity in Nigeria’ (2022) 23(3)
Journal of African Business, 411.

410 International Monetary Fund, Nigeria: Fiscal Transparency Evaluation Report (IMF Country Report No 23/175,
2023).
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The comparative analysis of Nigeria and the United States reveals stark contrasts in the design,
implementation, and outcomes of tax incentive regimes. While both nations deploy incentives as
strategic instruments for economic development, the frameworks differ significantly in their
institutional robustness, legal enforcement, monitoring capacity, and economic returns. It is

therefore pertinent to evaluates these differences across six core dimensions identiﬁed&arlier.
4.9.1 Policy Objectives 2

In Nigeria, tax incentives such as the Pioneer Status Incentive (PSI) a@gﬁA schemes are
primarily motivated by the need to attract foreign direct invest% I), industrialize, and

reduce overdependence on oil revenue.*!! However, the obj @ are often broad and vaguely

defined, leading to implementation inconsistencies and di

)

Conversely, U.S. incentives like the R&D tax cr nd Opportunity Zones are designed with

culty in measuring impact.

specific, measurable goals, such as sti ;ating innovation, job creation, or urban

°
revitalization.*'> These objectives ar& lly codified in legislation with clear outcome

N

indicators, facilitating performalQ%cking.
4.9.2 Legal Framework@igibility

Nigeria’s tax inc@s, while statutorily grounded (e.g., IDITRA, NEPZA Act), suffer from

regulatory and inconsistent interpretations across ministries.*'*> Approvals under PSI, for

411 A0l lyoha and U Ughoke, ‘Tax Incentives and the Performance of the Nigerian Economy: Challenges and
Prospects’ (2023) IJIFER https://www.seahipublications.org/wp-content/uploads/2025/04/UJIFER-J-20-2025.pdf
accessed 6 August 2025.

412 g Shahmoradi and A Bagheri, ‘Unlocking Innovation: The Economic Impact of R&D Tax Credit Policies’ (2025)
Journal of Tax Reform https://taxreform.ru/fileadmin/user_upload/site_15907/2025/05-Shahmoradi_Bagheri.pdf
accessed 6 August 2025.

413 CB Nwankwo and VC Arinze, ‘A Legal Appraisal of the Impact of Tax Incentives on Investment in Nigeria’ (2023)
NAU JIL https://www.ajol.info/index.php/nauijilj/article/view/257396 accessed 6 August 2025.
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example, are sometimes granted without adherence to eligibility criteria due to discretionary

political influence.*!*

In contrast, U.S. incentives are administered through codified statutes (e.g., IRC §41 for R&D
credit) with standardized eligibility requirements. Furthermore, most U.S. state-level incentives

require firms to demonstrate compliance with legal thresholds before and after recei'meducing

rent-seeking behaviors.*1° OQ

4.9.3 Implementation and Monitoring Mechanisms &

One of the most striking differences lies in implementation inte rit%ﬂigeria, agencies such as
Nigeria Investment promotion commission (NIPC) an a Export Processing Zones
Authority (NEPZA) face chronic challenges, includinﬁ&@er‘fanding, inadequate staff training,
and poor inter-agency coordination.*!® Monitoring@ ends at the approval stage, with minimal

post-incentive audits or penalty enforceme§\

N

°
In the United States, incentives are@y monitored. Federal and state tax authorities utilize
automated audit trails, onlin‘e@istries, and annual compliance reports to ensure program

417

effectiveness.”'’ Program$\like Opportunity Zones require time-bound investments and filings

with the Internal E@Sewice (IRS), enhancing transparency.

4.9.4 Econ bﬁutcomes
N

414 1bid.

415 pS Fisher and AH Peters, ‘Tax and Spending Incentives and Enterprise Zones’ (1997) New England Economic
Review https://www.bostonfed.org/-/media/Documents/neer/neer297f.pdf accessed 6 August 2025.

416 EO Emenyi and SB Beredugo, ‘Appraisal of Tax Incentive on Corporate Performance in Calabar Free Trade Zone’
(2023) https://www.researchgate.net/publication/384396405 accessed 6 August 2025.

417 Internal Revenue Service (IRS), ‘Opportunity Zones Reporting Form 8996’ (2023) https://www.irs.gov/pub/irs-
pdf/f8996.pdf accessed 6 August 2025.
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The U.S. experience shows strong correlation between tax incentives and tangible economic
benefits, including increased R&D expenditure, job creation, and FDI attraction.*'® Even when
effects are uneven (e.g., with OZs), mechanisms for program revision are embedded into the

framework.

In Nigeria, evidence shows modest or uncertain returns on tax incentives. As reported by the
Central Bank of Nigeria, net FDI inflows have declined despite the proliferat'@& tax reliefs

suggesting that macro-institutional factors like insecurity and policy il&b&” override fiscal

incentives.*? @

N\
é’b
2

Nigeria’s weak institutional infrastrucﬂ@sen undermines the intended effects of incentives.

4.9.5 Institutional and Political Economy C

The absence of credible enforce “prevalence of corruption, and discretionary allocation of
benefits contribute to dis%@%nd loss of public revenue.*?° Moreover, political cycles often
t1

interrupt or reverse ince

D
@Q
\¥

418 Y |-Hua, ‘The Effectiveness of Tax Credits as a Policy Tool to Promote R&D Activity’ (2025) AUT Research
Repository https://openrepository.aut.ac.nz/server/api/core/bitstreams/02a27327-5649-46ec-b8f5-
ba9ca8ab7c16/content accessed 6 August 2025.

419 Central Bank of Nigeria, ‘Statistical Bulletin: Foreign Investment’ (2023)
https://www.cbn.gov.ng/documents/statbulletin.asp accessed 6 August 2025.

420 JJ Chizea and AC Isukul, ‘A Meta-Analysis of Corporate Governance in a Developing Country’ (2018) J Econ Bus
https://www.academia.edu/download/107482606/JEB_20-_200117_20_5BJohn_20Chizea_5D.pdf accessed 6
August 2025.

commitments, affecting investor confidence.
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By contrast, the U.S. benefits from a rule-based fiscal environment, with bipartisan support for
long-term incentive programs like the R&D tax credit. Political institutions, while competitive,

do not disrupt continuity in economic policy as frequently.*?!

4.9.6 Equity and Distributional Effects

Both countries face challenges in ensuring equitable distribution of incentive benefi
incentives like the R&D tax credit have been criticized for favoring lar ations and

affluent regions.**> However, mechanisms for public scrutiny and judici&view offer remedial

avenues. %

In Nigeria, equity concerns are more acute. Empirical rev% icate that most incentives are
accessed by politically connected firms, while srnal}b medium enterprises (SMEs),which

drive employment,are largely excluded from gful relief.*?* Additionally, the lack of

gender or regional equity indicators in ince&@ograms perpetuates inequality.

4.10 Lessons Learned from the UnK@tates' Experience

R\

The United States has a lo g@ory of using tax incentives as a tool for economic development.

Over the years, certain es§s have emerged that can inform best practices for other countries,
[ ]

including Nigeri‘. A\major lesson from the U.S. experience is the need for a well-structured,

transparent, argeted approach to tax incentives. The U.S. has established a decentralized

system\‘g(e federal, state, and local governments administer tax incentives, ensuring that these

421 pL Swenson, ‘The Effect of U.S. State Tax and Investment Promotion Policy on the Distribution of Inward Direct
Investment’ (1998) NBER Working Paper https://www.nber.org/system/files/chapters/c6824/c6824.pdf accessed 6
August 2025.

422 C Slattery and O Zidar, ‘Evaluating State and Local Business Incentives’ (2020) 34(2) J Econ Perspectives 90
https://pubs.aeaweb.org/doi/pdf/10.1257/jep.34.2.90 accessed 6 August 2025.

423 AD Bello, ‘Navigating Beyond Economic Growth’ (2024) Open Journal of Social Sciences
https://www.scirp.org/pdf/jss_2024022815075834.pdf accessed 6 August 2025.
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policies are aligned with specific economic goals.*?*

This decentralized approach allows states to
tailor tax policies to their unique economic conditions, making incentives more effective in

stimulating investment and job creation.

Another important lesson is the emphasis on performance-based incentives. The U.S. has
adopted models where companies receive tax incentives based on measurable outconies such as
job creation, investment levels, or research and development (R&D) spen@QThe Work
Opportunity Tax Credit (WOTC), for instance, provides tax credits )&b iflesses that hire
individuals from disadvantaged backgrounds, ensuring that incenti tribute to social and
economic development.*” Similarly, the Research and Dev@w t (R&D) Tax Credit has

successfully encouraged innovation by directly linking ince@s to R&D expenditures.**

The U.S. also demonstrates the importance of regu@’baluation and accountability. Institutions
such as the Government Accountability OF@GAO) conduct periodic assessments of tax
incentives to determine their effective’x@gd identify areas for improvement.*’” Many state
governments also publish tax e iture reports that analyze the impact of tax breaks and
determine whether they s@d be continued, modified, or eliminated. This level of

accountability prevents&& incentives from becoming wasteful expenditures.
[ ]

Furthermore, Eeg.é. experience highlights the need for balance between tax incentives and
revenue %’bation. While tax incentives attract investment, they also reduce government

revemb( he U.S. has developed mechanisms to ensure that incentives do not create excessive

424 Government Accountability Office, ‘Tax Incentives: Evaluating Their Effectiveness in Economic Development’
(2023) https://www.gao.gov/reports/tax-incentives. accessed 13 February 2025.

425 Internal Revenue Service, ‘Work Opportunity Tax Credit (WOTC)’ (2022) https://www.irs.gov/wotc. accessed 13
February 2025.

426 National Science Foundation, ‘R&D Tax Incentives and Private Sector Innovation’ (2021)
https://www.nsf.gov/r&d-tax-incentives. accessed 13 February 2025.

427.US Department of Treasury, ‘Tax Expenditure Reports and Evaluations’ (2022) https://www.treasury.gov/tax-
expenditures. accessed 13 February 2025.
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fiscal burdens. For instance, sunset clauses are often included in tax incentive programs,

requiring periodic renewal based on performance metrics.*?®

Lastly, the U.S. has shown that sector-specific incentives can drive industrial growth. The
Production Tax Credit (PTC) and Investment Tax Credit (ITC) have played crucial roles in the
expansion of renewable energy industries such as wind and solar power.**® The targe%lature of

these incentives has allowed the U.S. to develop a globally competitive clean e ector.

4.11 Lessons Learned from Nigeria's Experience Q
Nigeria’s experience with tax incentives presents&&ferent set of lessons, reflecting both
successes and challenges. One key lesson is tﬁ\@?ﬁcy consistency and transparency are critical
for investment attraction. Nigeria has i@lented various tax incentives, such as the Pioneer
Status Incentive (PSI) and Free T@?)nes (FTZs), to attract foreign direct investment (FDI).

However, frequent poli@ges and a lack of transparency have undermined investor
ni

confidence. Many com hesitate to invest due to fears that incentives might be withdrawn

or modified with‘utgs\'oper notice.*3

Another I@m the need for stronger monitoring and evaluation mechanisms. Unlike the U.S.,
where& incentive programs undergo periodic review, Nigeria lacks a comprehensive

framework for assessing the impact of tax incentives. This has led to situations where tax breaks

428 Tax Policy Center, ‘Sunset Clauses in Tax Incentives: A Tool for Fiscal Sustainability’ (2021)
https://www.taxpolicycenter.org/sunset-clauses. accessed 13 February 2025.

429 US Energy Department, ‘Investment Tax Credits for Renewable Energy’ (2023) https://www.energy.gov/itc.
accessed 13 February 2025.

430 Nigerian Investment Promotion Commission, ‘Pioneer Status Incentive: Guidelines and Challenges’ (2022)
https://www.nipc.gov.ng. accessed 13 February 2025.
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are granted to politically connected businesses without delivering corresponding economic
benefits.*3! Reports indicate that Nigeria loses billions of naira annually due to ineffective tax
waivers and exemptions that fail to stimulate economic activity.*> Establishing a system for

evaluating tax incentives based on measurable economic outcomes would improve their

S\

A further lesson from Nigeria’s experience is the risk of over-reliance on tax 1 es without

effectiveness.

addressing structural economic challenges. Tax breaks alone canno&gplnsate for poor
infrastructure, regulatory bottlenecks, and security concerns. For ex despite generous tax
incentives in the manufacturing sector, Nigeria’s industrial ba@m ins underdeveloped due to
inadequate power supply, poor transport networks, and inc@tem government policies.*** This
suggests that tax incentives must be part of a% er economic strategy that includes

infrastructure development and regulatory re@

Additionally, Nigeria’s experience ur @es the importance of balancing incentives with

revenue needs. While tax inc &@& aim to stimulate investment, excessive waivers and

exemptions have significa h@:ced government revenue. The lack of a robust taxation system

has made it difﬁculxor the Nigerian government to fund critical public services.**
[ ]

Implementing a @red cost-benefit analysis before granting tax incentives could help ensure

that reveméb s are justified by economic gains.

431 Federal Inland Revenue Service, ‘Tax Incentives in Nigeria: Opportunities and Challenges’ (2021)
https://www.firs.gov.ng/tax-incentives. accessed 13 February 2025.

432 International Monetary Fund, ‘Nigeria’s Tax Revenue Mobilization: Lessons from Global Best Practices’ (2023)
https://www.imf.org/nigeria-tax-revenue. accessed 13 February 2025.

433 A Bamidele, ‘The Role of Infrastructure in Industrial Development in Nigeria’ (2020) International Journal of
Economics https://www.idosr.org/industrial-development-nigeria. accessed 14 February 2025.

434 C Okoye et al, ‘The Fiscal Cost of Tax Incentives in Nigeria’ (2022)
https://www.researchgate.net/publication/350876234. accessed 14 February 2025.
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Another challenge observed in Nigeria is the unequal distribution of tax incentives. Large
multinational corporations often benefit from tax breaks, while small and medium-sized
enterprises (SMEs) struggle to access similar incentives. In contrast, the U.S. has developed tax
policies that support startups and small businesses, such as the Small Business Investment Tax
Credit.** Nigeria could benefit from designing incentives that specifically target SKS, which

S
(&

Lastly, Nigeria’s heavy reliance on oil-sector incentives has hindered di\& on efforts. The

are critical to job creation and economic diversification.

Petroleum Industry Act (PIA) of 2021 provides numerous tax 4 ives for oil and gas

exploration, but similar support has not been extended to non@ec ors.**¢ In contrast, the U.S.
has used tax incentives to promote diverse industries, inclu@g technology, renewable energy,

and agriculture. Nigeria must restructure its tax 6&@&?&3 framework to encourage broader

economic diversification. @

435 Small Business Administration, ‘US Small Business Tax Credits’ (2022) https://www.sba.gov/tax-credits.
accessed 14 February 2025.

436 petroleum Industry Act, ‘Fiscal Incentives for Oil and Gas Development’ (2021) https://www.nass.gov.ng.
accessed 14 February 2025.
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Chapter Five
Conclusion
5.1 Summary of the Findings
This study has undertaken a systematic comparative analysis of tax incentive regimes in the
United States and Nigeria, with a view to understanding how differing institutional, legal, and
economic contexts shape the effectiveness of these fiscal tools in promotky&national
development. The comparative method allowed for a multi-dimensional expl f the legal
frameworks, types and scope of tax incentives, economic outcomes, an&@&ance structures
surrounding these instruments in both jurisdictions. The analysi evealed not only the

structural differences in the design and implementation o incentives, but also critical

institutional and contextual factors that determine their m&saor failure.

A central finding of this research is that the Uni ates operates a decentralized and highly
structured tax incentive framework, in w@eral, state, and local governments each play

enting tax policy. This multi-tiered structure

significant roles in designing and%%k:

encourages policy innovation.a@ponsiveness to regional economic needs. Moreover, U.S.
tax incentives are predo@y performance-based and contingent upon firms meeting clear
benchmarks,such as @yment targets, investment thresholds, or innovation metrics like R&D

spending. Thi c&Mionality ensures a level of fiscal accountability and value-for-money not

consisten@lnd in developing economies.

A

In stark contrast, Nigeria’s tax incentive regime is centralized, governed primarily by federal
legislation and administered through agencies such as the Nigerian Investment Promotion
Commission (NIPC), the Federal Inland Revenue Service (FIRS), and the Nigeria Export

Processing Zones Authority (NEPZA). While instruments such as the Pioneer Status Incentive
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(PSI) and Free Trade Zones have succeeded in attracting certain forms of foreign direct
investment (FDI), their design often lacks clear, enforceable performance conditions. As a result,
the implementation is susceptible to abuse, discretionary allocation, and a general absence of

post-incentive evaluation mechanisms.

The study further reveals that while both countries deploy tax incentives as a %egy for
attracting foreign direct investment (FDI), the effectiveness and strategic t@g of these
incentives vary markedly. The United States has deployed schemes such&tgeyoreign—Derived
Intangible Income (FDII) deduction and Opportunity Zones t ulate repatriation of
intellectual property, bolster high-tech industrial clusters, and % economically distressed
areas. These programs are supported by robust institution@onitoring and data-driven policy
adjustments. Nigeria’s incentives, by comparison, te@attract FDI into enclave sectors like oil
and manufacturing, but often fail to pr®%roader developmental spillovers due to
infrastructure deficits, regulatory un inty, and insecurity. Furthermore, the limited

geographic reach and sectoral sco@gﬂ\ﬁgerian tax incentives limit their long-term economic

impact. .Q\A

In terms of industzig&&and employment creation, the U.S. model again presents a more
successful us ca@centives such as the R&D Tax Credit, Work Opportunity Tax Credit, and
Job Creaticﬁb x Credits (JCTCs) have demonstrably contributed to productivity growth,
technol Qdiffusion, and sustained employment, particularly in sectors such as renewable
energy, biotechnology, and advanced manufacturing. These incentives are also typically backed

by evaluation mechanisms involving the Congressional Budget Office (CBO) and the

Government Accountability Office (GAO), which track fiscal cost against developmental output.
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Nigeria, by contrast, has struggled to convert its tax incentive policies into durable industrial
gains. While PSI and FTZs have stimulated some activity in cement, agribusiness, and
petrochemicals, their macro-level effects on GDP growth and employment remain modest.
Notably, employment effects tend to be seasonal or project-based, with limited absorption into
permanent labour markets. This outcome reflects systemic challenges such as  electricity

shortages, logistics bottlenecks, and policy reversals, which disincentivize long-t %stment.

Another major comparative insight pertains to fiscal sustainability. InﬁQ\dted States, tax
incentives are treated as “tax expenditures” and are subject to regula oversight. The GAO,
IRS, and state audit bodies periodically review these incentives@ns re alignment with national
development goals and to prevent excessive revenue erosionNg'Nigeria, however, the absence of
a central tax expenditure review framework has res@%vast and often unaccounted revenue
losses. Studies estimate that Nigeria forfeits b@ of billions of naira annually in tax waivers
and exemptions, much of which b politically connected firms without delivering
proportional economic returns. Tl@ga\of data transparency and audit trails compounds the

problem, making tax incentiv@urce of fiscal leakage rather than developmental leverage.

Finally, the study undetscores the importance of sectoral diversification in the design of tax
incentive regi eQF}e United States has demonstrated how targeted incentives can be used to
stimulate e g sectors such as clean energy, infrastructure, and agritech, thereby aligning
fiscal Ncy with long-term sustainability and innovation goals. Nigeria’s tax incentive
architecture, by contrast, remains heavily concentrated in extractive industries, particularly under
the Petroleum Industry Act (PIA). This over reliance perpetuates economic vulnerability and

limits the role of tax policy as a tool for structural transformation.
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In light of these findings, the research concludes that Nigeria’s tax incentive system requires
urgent institutional reform. While incentives remain a valid policy tool, their efficacy depends on
the presence of a rule-bound legal system, transparent administration, robust monitoring, and
alignment with clearly defined policy objectives. Drawing from the U.S. experience, Nigeria
must shift from blanket exemptions to performance-linked, sectorally diveiﬁed, and

periodically reviewed incentives that support inclusive and sustainable developme

5.2 Conclusion &QJ

This study has undertaken a comprehensive comparative analysis % centives and economic
development in the United States and Nigeria. The research ed the legal and institutional
frameworks governing tax incentives in both countries, @1 pact on foreign direct investment
(FDI), industrialization, job creation, and fiscal suility. The findings indicate that while

tax incentives serve as vital tools for econo@rowth, their effectiveness depends largely on

transparency, accountability, and policg;\ﬁu%tency.

In the United States, tax incen.tiQ%e structured, performance-based, and periodically reviewed
to ensure their effectiven%%\edecentralization of tax policy between federal, state, and local
governments allows \f&"f%rgeted economic interventions tailored to regional needs. Additionally,
the U.S. employ balanced approach, ensuring that tax incentives do not undermine
govemm%%enue. Programs such as the Research and Development (R&D) Tax Credit and
the Jomeation Tax Credit (JCTC) have successfully promoted innovation and employment

while ensuring fiscal sustainability

Conversely, Nigeria's tax incentive framework faces significant challenges, including a lack of

transparency, weak monitoring mechanisms, and over-reliance on the oil sector. While Nigeria
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has introduced tax incentives such as the Pioneer Status Incentive (PSI) and Free Trade Zones
(FTZs) to attract FDI, their effectiveness has been hindered by inconsistent policy
implementation, bureaucratic inefficiencies, and corruption. Furthermore, the absence of a robust
impact assessment mechanism has led to substantial revenue losses, with tax incentives often
benefiting politically connected businesses rather than contributing to broad-based, economic

S

A key lesson from this study is that tax incentives alone are not sufﬁck&t ive sustainable

growth

economic development. The success of tax incentives depends on ce % entary policies, such
as infrastructure development, regulatory reforms, and an efj t tax administration system.
The U.S. has demonstrated that tax incentives work best W@ntegrated with broader economic
policies aimed at fostering long-term industrializati%’fbhnological innovation, and job creation.

Nigeria, on the other hand, must focus on i\@ governance, enforcing transparency in tax

administration, and designing tax ince,mj&that promote economic diversification beyond the

oil sector . Q;\C'J\

Ultimately, this study un s the importance of tax incentives as a fiscal policy tool.

However, their success \hinges on effective implementation, strong institutional oversight, and
[ ]

periodic eval at@igeria can learn from the U.S. experience by adopting a structured,

transparent,&erformance-based tax incentive framework to ensure economic development

goals Wet while safeguarding government revenue

5.3 Recommendations
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1. Legal and Institutional Frameworks: Nigeria should harmonize its tax incentive laws and
clarify the roles of federal and state authorities, following the structured approach used in
the United States.

2. Economic Impacts: Nigeria should conduct regular evaluations of tax incentives to ensure

™

3. Transparency and Accountability: Nigeria should strengthen oversight by difiQ

they promote measurable economic benefits, similar to the U.S. practice.

beneficiaries, publishing performance reports, and conducting audits to e(lwg the
effectiveness of tax incentives. é

4. Lessons from the United States: Nigeria should adopt sect@, performance-based

incentives with regular reviews as seen in the United So encourage investment,

innovation, and sustainable development. ; er
5.4 Contribution to Knowledge @

This study has made significant corér%:éﬁ s to the academic and policy discourse on tax
incentives and economic devdo@, particularly from a comparative perspective between the
United States and Niger@e\of the key contributions of this research is the comprehensive
examination of the.sq&ral, legal, and economic differences in tax incentive regimes between a
developed ec oggdnd a developing economy. By highlighting the strengths and weaknesses of

each system,(this study provides valuable insights into best practices and challenges associated
Y Q yp

with tax\(lcentives.

Furthermore, the study contributes to knowledge by evaluating the effectiveness of tax incentives
in stimulating foreign direct investment (FDI), industrialization, and job creation. While tax

incentives are widely used as a fiscal tool to attract investment, their effectiveness varies based
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on governance structures, transparency, and enforcement mechanisms. This research establishes
that the U.S. model of performance-based, sector-specific, and regularly assessed tax incentives
has been more successful in driving economic growth compared to Nigeria’s system, which is

hindered by policy inconsistencies, corruption, and poor monitoring

Another important contribution is the emphasis on accountability and evaluation ~cklisms in
tax incentive policies. The study finds that periodic assessment and transparc/ seen in the
U.S. model through the Government Accountability Office (GAO) an expenditure reports,
ensure that tax incentives do not become long-term revenue drain Qﬁrast, Nigeria’s lack of
an institutionalized evaluation framework has resulted in ive tax waivers and reduced

government revenue. This research highlights the n@m y of structured monitoring and

evaluation for tax incentives to achieve their inten e@gnomic benefits

Additionally, the study provides empirica%ﬁs into how tax incentives can be aligned with
economic diversification efforts. Wh{%c\l .S. has successfully used tax incentives to promote
renewable energy, technology. z@anufacturing, Nigeria remains overly reliant on oil-sector
incentives under the Pe%%lndustry Act (PIA). This research suggests that Nigeria must

design tax incenti e{@*arget broader economic sectors, such as agriculture, renewable energy,
a;b‘ﬂ

and digital inn% , to achieve sustainable economic growth

O

Lastly; h&tudy offers a comparative legal and policy framework that can be adapted to other
jurisdictions, particularly developing economies looking to optimize their tax incentive regimes.
By bridging the gap between tax law, economic policy, and governance, this research contributes
to interdisciplinary discussions on taxation, public finance, and economic development, offering

a foundation for future policy reforms in Nigeria and other emerging economies
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5.5 Suggestions for Further Research

While this study has provided a comprehensive analysis of tax incentive regimes in Nigeria
lessons from the United States, several key areas remain under-explored and warrant further
academic and policy-oriented investigation. These areas of inquiry are crucial not only for

deepening scholarly understanding but also for shaping future tax policy reforms in Nigeria and

other emerging economies. Q\

There is a pressing need for empirical studies that assess the long-term fiscal Qtpaquences of tax
incentives on government revenue and expenditure frameworks. M s@s«tng studies focus on
short-term FDI attraction or industrial output, without syste@ic y evaluating whether the
forgone tax revenue is compensated by equivalent econ@ gains in the long run. Future
research should employ tax expenditure modelling; o%gneﬁt analysis, and dynamic general
equilibrium models to determine whether tax.i ves lead to sustainable economic growth or
result in persistent fiscal deficits. Sus@s would be particularly valuable for resource-

constrained developing economies,@ tax incentives often compete with essential public

expenditure needs. ° \AQ

Nigeria’s over-reliance & oil and gas sector makes it an ideal case study for examining how
ﬁ

[ ]
tax incentives cﬁb’}sd

creative ind*&és, and manufacturing. Future studies should explore the design and impact of

loyed to stimulate non-oil sectors, such as agriculture, technology,

sectorﬁ@%lc tax incentives aimed at economic diversification. This includes analysing whether
current incentive structures inadvertently reinforce mono-sectoral dependence and how incentive
reform can support structural transformation. Comparative studies between Nigeria and other
resource-rich nations such as Angola, Indonesia, or Norway could provide valuable insights into

best practices and transferable policy models.
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While performance-linked incentives are common in OECD countries, their adoption and
effectiveness in African tax systems remain inadequately studied. There is a need for
comparative research that evaluates how different African countries have implemented
performance conditions such as employment benchmarks, export targets, or local content
requirements and how these have impacted compliance, economic returns, and policy credibility.
Such studies should examine the institutional and legal enablers that support enfo Q& and the

Qng countries

role of data infrastructure in monitoring outcomes. Comparative analyses QV}

like Rwanda, Kenya, South Africa, and Ghana may help ident@e ional patterns and

O

As Nigeria and other African economies undergo rapid digital transformation, the tax system

opportunities for harmonization.

must evolve to accommodate emerging sectors such@%tech, e-commerce, digital logistics, and
artificial intelligence startups. However, lit &@’ach exists on how tax incentives or digital
taxation regimes impact the growth, tsajectory of these industries. Future studies should
investigate how tax policy can b@&ga\nﬁgured to both stimulate innovation and safeguard

revenue, especially in light @bal efforts to implement digital services taxes (DSTs) and

address the risk @a

for tax compli in the virtual economy.

minimum global tax st@ (e.g., OECD Pillar One and Two initiatives). Research should also

erosion due to the mobility of digital capital and propose frameworks

Anothe}vder-researched area relates to the distributional effects of tax incentives, particularly
from a gender and social equity perspective. Existing literature focuses largely on aggregate
economic outcomes, often ignoring how tax policies affect different demographics. Future

research should assess whether tax incentives create equitable access to economic opportunities
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for women-led enterprises, youth-owned businesses, and microenterprises in the informal sector.

This would support a more inclusive and justice-oriented approach to fiscal policymaking.

By pursuing these avenues of inquiry, scholars and policymakers can significantly enrich the
discourse around tax incentive reform, helping to ensure that these tools are not only effective in

catalysing investment and growth but also equitable, sustainable, and future-ready. \
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