


TAX RATES AND PROFITABILITY OF MULTINATIONAL FIRMS IN NIGERIA


 ABSTRACT
This research work examines the tax rate and profitability of multinational firms in Nigeria using the Multinational Oil Firms in Nigeria. The research design used in this research is an Ex post facto design. The data used are gathered from the published annual statement of accounts of the companies (Shell, Chevron, ExxonMobil Corporation, AGIP and Total) for a decade. The multiple regression technique is used as the statistical tool of analysis in the research work. Based on the results of the study: (1) H01 Marginal Tax Rate (MTR) on the short run has a negative and non-significant effect on Return on assets (ROA) with a p-value of 0.3940, (2) H02 Effective Tax Rate (ETR) on the short run has a positive and non-significant effect on Return on assets (ROA) with a p-value of 0.5976, (3) On the long run according to the result of the study; Effective Tax rate (ETR) has a negative and significant effect. Therefore, the study recommends that the relevant tax authorities should formulate tax reforms that would result in low taxation return rates, especially the statutory tax rate, as it is observed that there are tax incidence rates on the profitability of multinational firms.
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1. Introduction
The performance of the multinational enterprises and their sustainability is one of the crucial indicators of the economic development of a nation, especially a resource-dependent one like Nigeria. As a developing country with huge dependence on revenues from petroleum, the Nigerian fiscal framework is affected by the taxation system of the country. Taxation plays a significant role as a source of revenue to the government, making it possible for the government to finance infrastructure, social welfare, and macroeconomic stability (Ogbonna & Appah, 2012). Within this context, tax rates' interaction with corporate profitability has been the subject of considerable scholarly interest, mainly because their relationship has implications for investment decisions, capital allocation and firm competitiveness.
Historically, taxes were introduced as a compulsory levy which was designed firstly to meet the cost of administration and defence of states (Kiabel & Nwokah, 2009). However, in a modern economy, taxation has become a complex fiscal instrument for wealth redistribution, economic regulation, and stimulating the growth of industry. In Nigeria, the income tax of companies (CIT) is one of the significant components of the non-oil revenue that is imposed on the profits of all registered corporations (Ezugwu & Akubo, 2014). The challenge is, however, between revenue mobilisation and corporate performance incentives. Excessive tax burdens can deter investment, lower operational efficiency and stymie reinvestment potential.
Multinational corporations (MNCs) are dominating the strategic sectors of Nigeria, especially oil and gas, banking and manufacturing sectors. These firms have massive power in the market and significantly contribute to the production of the nation. However, the profitability of these corporations is sensitive to the pressures in the fiscal environment and changing taxation regimes. While taxation is still essential in public revenue, taxation also constitutes one of the cost factors that impact the net returns of the firms on one hand and long-term capital formation on the other (Osibanjo et al., 2014). In the oil sector, where exploration and oil companies such as Shell, Chevron, ExxonMobil, AGIP, Total, etc., work under joint venture and production sharing contracts, the tax rates are very crucial in determining the sustainability of investment and the profitability of organisations.
Despite the absence of reforms in the Nigerian tax administration, such as the introduction of the Finance Act (2019) and the efforts of the Federal Inland Revenue Service (FIRS) in improving the compliance issues of tax evasion, under-declaration of profits, and inconsistent enforcement of the law persist (Zucman, 2015). These challenges destroy fiscal efficiency and create ambiguity for investors from multinational companies. Moreover, there has been increased global tax competition, with corporate tax rates falling worldwide by almost 50% between 1985 and 2018 (Zucman, 2015), which puts pressure on developing economies to ensure they remain a competitive economy whilst also protecting their domestic revenue bases.
Therefore, it is important to know how significant the impact of tax rates on profitability is in order to make reasonable fiscal policy decisions. The present study analyses the short-run and long-run effects of Marginal Tax Rate (MTR), Effective Tax Rate (ETR) and Average Tax Rate (ATR) of the economy on the profitability of the MNC oil firms in Nigeria. Thus, by using the ex post facto research design and incorporating the Autoregressive Distributed Lag (ARDL) model to empirically test whether variation in tax creates any significant impact on the financial performance of the firms measured using the Return on Assets (ROA).
This research is significant because it contributes to the debate on the effect of fiscal policy on the performance of the private sector in emerging economies, which has been ongoing for a long time. It also creates some insight into how tax reforms can be optimised in balancing government revenue generation on one hand with the profit motives of a multinational corporation on the other. By addressing both the goals of equity and efficiency in taxation, the findings can guide policymakers, investors and academics in developing policy and strategy for sustainable economic growth and corporate resilience.
Materials and Methods
2.1 Research Design
The study employed an ex post facto study research design to examine the link existing between tax rates and the profitability of MNC of oil companies operating in Nigeria. The ex-post approach was valid because the variables considered in the research (tax rates and profitability models) were established before the research and therefore cannot be manipulated by the researcher. Thereby the design facilitated the statistical analysis of already known financial data in order to find the direction and strength of correlation between the variables. Furthermore, the adoption of this design is consistent with earlier studies of fiscal and corporate performance relationship in natural resource sectors (Chude & Chude, 2015; Kong & Gao, 2024).
2.2 Population and Sampling Method
The population of this study was top five multinational oil companies that are operating in Nigeria, these companies include Shell Petroleum Development Company (SPDC), Chevron Nigeria Limited, ExxonMobil Nigeria, Nigerian AGIP Oil Company (NAOC) and Total Nigeria Plc. These firms were selected based on their continuous operation and the availability of data and contribution in the petroleum sector of Nigerian quickly. Due to the manageable amount of population as well as availability of the full range of financial data for the ten years (2011-2020) the study took a Census approach which included all 5 firms with no sampling.
2.3 Sources of Data and Data Collection Procedure
The secondary data were obtained from the financial statements of the companies that were audited of the annual financial reports available in other reports submitted to the Federal Inland Revenue Service (FIRS). Supplementary data was collected from the publications of Central Bank of Nigeria (CBN), and National Bureau of Statistics (NBS). These sources provided reliability and validity of the data set which are based on authentic published accounting figures throughout the review period.
2.4 Measurement of Variables
The research was based on a modelling of the corporate profitability as a function of the various tax rates indicators. In this case, the dependent variable of Return on Assets (ROA) which was used as a proxy for the profitability was measured as a division of net income by total assets. Independent dependent variables were:
I. Marginal Tax Rate (MTR): additional tax paid on the next unit of Incremental taxable income unit
II. Effective Tax Rate (ETR): calculated by dividing total tax expense by earnings prior to tax
III. Average Tax Rate (ATR): calculated from the ratio of total amount of tax paid and the taxable income.
These chosen measures were based on accordance with established tax-performance studies (Graham, 1996; Jacob & Vosseburger, 2022) on how various elements of tax affect financial performance at the level of the firm.
2.5 Model Specification
The functional relationship between profitability and tax rate indicators is expressed as follows:

This can be represented in a multiple regression form as:

 Where;






This specification captures both short-run and long-run dynamics between taxation and profitability among the selected multinational firms.
2.6 Data Analysis Technique
Data was analysed by using Autoregressive distributed Lag (ARDL) model with the help of Eviews 10 statistical software. The use of the ARDL approach has been chosen because of its flexibility in terms of coping with the variables integrated at different orders either I(0) or I(1) without the need for pre-testing for the unit root at the same level of integration. The model makes it easy to estimate short run and long run relationship in one model. Descriptive statistics and correlation analysis were performed firstly to summarise the trends of data and test multicollinearity among variables. The diagnostic tests were as follows:
I.  Unit Root Test: to make sure of stationarity in form Levin, Lin & Chu
II. Normality Test: to cheque the Distributional Properties of Residuals using Jarque-Bera Statistic.
III. Autocorrelation Test: to test the serial dependence by the Durbin-Watson statistic.
The statistical significance of the coefficients was determined at a probabilities level of 5% while the robustness was determined using F-statistics and coefficient of determination (R2).
2.7 Ethical Considerations
The study was solely dependent on the utilisation of secondary data sourced from art information of the public domain from the corporate reports and regulatory institutions due to no need for breach of confidentiality and privacy of the participant. Data integrity was ensured by cross-checking numbers from various reliable sources. Proper academic citation and acknowledgment of all materials referenced were also upheld in order to uphold scholarly ethics and intellectual honesty.
Results and Discussion
3.1 Descriptive Statistics
Table 1 shows the description of the variables Return on Assets (ROA), Marginal Tax Rate (MTR), Effective Tax Rate (ETR) and Average Tax Rate (ATR) of the 5 multinational oil firms over the period 2011-2020. Descriptive statistics was used to determine the central tendency and dispersion of the data.
Table 1. Descriptive Statistics of Variables (2011–2020)
	Statistic
	ROA
	MTR
	ETR
	ATR

	Mean
	0.0591
	2.7251
	0.8663
	0.0365

	Median
	0.0434
	0.9619
	0.4323
	0.0345

	Maximum
	1.0003
	23.5487
	7.3106
	0.1244

	Minimum
	-0.1115
	-2.3653
	-0.7300
	-0.0315

	Std. Deviation
	0.1455
	4.5030
	1.5016
	0.0341

	Skewness
	5.4914
	2.6043
	2.9880
	0.0986

	Kurtosis
	36.5011
	11.0600
	11.9488
	2.6567

	Jarque-Bera (p-value)
	0.0000
	0.0000
	0.0000
	0.8494


Source: Author’s computation using EViews 10.
The results indicate substantial variability among the tax rate variables, suggesting fluctuations in firms’ tax liabilities across the study period. The mean ROA (0.0591) reflects a relatively modest level of profitability. The high kurtosis for MTR and ETR indicates that their distributions are leptokurtic, implying outlier effects likely caused by year-to-year volatility in petroleum taxation. The Jarque–Bera test reveals that ROA, MTR, and ETR are not normally distributed, although ATR approximates normality.
This pattern suggests inconsistent profitability and tax burdens across the firms, reflecting changes in both fiscal policy and oil market dynamics during the study period.
3.2 Correlation Analysis
Table 2 presents the correlation coefficients to examine the linear association among the variables.
Table 2. Correlation Matrix
	Variables
	ROA
	MTR
	ETR
	ATR

	ROA
	1.0000
	-0.0892
	0.0114
	0.2691

	MTR
	-0.0892
	1.0000
	0.6349
	-0.0392

	ETR
	0.0114
	0.6349
	1.0000
	0.2661

	ATR
	0.2691
	-0.0392
	0.2661
	1.0000


Source: Author’s computation using EViews 10.
The findings show that there is a weak negative correlation between ROA and MTR, and weak positive correlation between ROA and ETR and ATR. None of the correlations is above 0.70 which indicates that multicollinearity is not a problem and the dataset can be used for regression analysis.
3.3 Diagnostic Tests
Prior to estimating, stationarity and normality diagnostics were performed. The Levin, Lin & Chu unit root test proved that the series were stationary at mixed integration levels (I (0) and I (1)). This made the use of the Autoregressive Distributed Lag (ARDL) approach justified. The Durbin-Watson statistic 2.36 showed no autocorrelation, and residue homoscedasticity assumptions corresponding to the robustness of the model.
3.4 Autoregressive Distributed Lag (ARDL) Regression Results
The ARDL model estimated both short-run and long-run dynamics between tax rate variables and profitability. The selected model (ARDL 1,1,1,1) was chosen based on the Akaike Information Criterion (AIC).
Table 3. ARDL Estimation Results
	Variables
	Coefficient
	Standard Error
	t-Statistic
	Probability

	Long-Run Equation
	
	
	
	

	MTR
	-0.0066
	0.0004
	-18.2005
	0.0000

	ETR
	-0.1091
	0.0054
	-20.0572
	0.0000

	ATR
	1.8513
	0.0398
	46.4835
	0.0000

	Short-Run Equation
	
	
	
	

	COINTEQ01
	-0.6021
	0.3146
	-1.9140
	0.0687

	D(MTR)
	-0.0141
	0.0163
	-0.8694
	0.3940

	D(ETR)
	0.0300
	0.0560
	0.5357
	0.5976

	D(ATR)
	0.0737
	0.4617
	0.1597
	0.8745

	Constant (C)
	0.0466
	0.0299
	1.5567
	0.1338

	Model Diagnostics
	
	
	
	

	R² = 0.437
	Adj. R² = 0.409
	F-statistic = 1.86
	Prob(F) = 0.0009
	


Source: Author’s computation using EViews 10.
3.5 Interpretation of Findings
3.5.1 Short-Run Dynamics
In the short run, only MTR has a negative though statistically insignificant impact on ROA while ATR has a positive though still insignificant impact. This indicates that short-term tax rate changes have no contemporaneous impact on firm profitability, and this can be attributed to firms' adaptive fiscal policy or deferral of tax accounting. The error correction term (COINTEQ01) is negative (-0.6021) and statistically significant at 10% level, implying that the speed of adjustment (60%) to long-run equilibrium is moderate in all the years.
3.5.2 Long-Run Effects
In the long run, the coefficient of MTR and ETR are considerably negative (-0.0066 and -0.1091 respectively), suggesting that with increases in tax rate firms are becoming less profitable. On the contrary, ATR has a positive and significant effect (1.8513) which implies that moderate or stable average tax rates seem to contribute to the financial stability of the firms. These results confirm the theoretical claim that the lack of fair balance in tax burdens works against reinvestment and innovation (Neghina, 2012), whereas balanced structures of tax can be an asset in increasing fiscal predictability and profitability.
Discussion of Findings
The empirical evidence of this study thus provides incongruous understanding on the effect of tax regimes on profitability of the multinational firms in Nigeria petroleum sector. The findings provide support for the so called "Ability-to-Pay Theory" (Kendrick 1939) that argues for the need for the taxation to be determined by the income generating of the taxpayer. The negative sign of Marginal Tax Rate (MTR) and Effective Tax Rate (ETR) on return on assets, i.e., ROA implies that a situation where the burden of taxation also grows disproportionately to the earning capability of the firms or net income of the firms is detrimental to the net profitability of the firms. This is consistent to the theoretical position that focussing too much on tax burdens results in misallocating resources and being deterred from productive reinvestment (Ulbrich, 2013).
The results also support negative impact of high corporate taxation by Siyanbola et al. (2025) and Becker et al. (2012) who documented that high tax rate decreases internal financing capacity and corporate competitiveness mainly in capital intensive industries such as oil and gas. In Nigeria, multinationals are subjected to a series of taxes on company income tax, petroleum profit tax and education tax; such cumulative impact on the cost of businesses is heightened because of the multiple taxation regimes. As a consequence, firms tend to use the tax avoidance and transfer pricing strategies in order to compensate for the losses from profitability, which further complicates the administration of government revenue (Fuest et al., 2005).
The statistically significant and positive long-run coefficient of Average Tax Rate (ATR) on the profitability indicates that a moderate and predictable tax burden has a positive impact on firm performance. This finding is consistent with Gribnau and Jallai (2018) finding that stable tax regimes contribute to fiscal compliance and increase corporate sustainability. From a behavioural standpoint, planning and investment of firms in a transparent and stable tax environment are more likely (Slemrod, 2019). The evidence suggests that it is more important for the Nigerian fiscal authorities to give policy stability and administrative transparency more importance than short term revenue maximisation through sudden change of tax rates.
In addition, the results of the study indicate the dynamic response behaviour of multinational firms. While the impact of short-run changes in taxes was found to be statistically insignificant, large impact rates were found for the long run. This is supporting for investment adjustment explanations according to which large corporations make capital structure and location decisions, which are tax-efficient, over longer time spans (Devereux & Griffith, 2003). Thus, firms may initially smooth out short-term fiscal disruptions that arise due to reserves or debt restructuring but may rebalance their portfolios in case such tax conditions are more persistent.
In the case of Nigeria, the choice implies institutional inadequacy in the delivery of policy and administrative enforcement in the tax impact volatility. Although the Finance Act (2019) has been introduced, being a reform package, by the Federal Inland Revenue Service (FIRS) to broaden the tax base and digitalise the collection of tax, the problem of non-compliance is cost and the tax codes are unclear. These distortions amount to unstable effective tax rates of foreign direct investment as well as the potential to reinvest internally (Abramovsky, 2014).
Theoretically, the results also provide evidence in favour of Laffer Curve hypothesis, which assumes that the relationship between tax rate and tax revenue is inverted-U shape: too much taxation could decrease total tax revenue by discouraging productive economic activities (Miravete et al., 2018). Hence, the negative long-run effect of high MTR and ETR indicates that the tax regime in Nigeria's corporate tax legislation system may currently be close to or beyond the revenue maximisation level. Paradoxically, reducing rates for lower-income earners may in fact lead to greater profitability, compliance and thus an increase in aggregate revenue.
From a policy perspective, the study highlights the need for fiscal coordination, especially between federal and state tax authorities, in order to minimise regulatory duplication and administrative costs. The existing system of taxation is not in line with global best practise and needs to be made as transparent, predictable and fair as possible for it to enhance economic efficiency. Being profit-oriented organisations, multinational enterprises need a stable macro-economic fiscal environment in which they can develop a long-term business plan. At the same time, steady fiscal reforms such as simplified tax code, digitalised compliance and administration systems would very likely make Nigeria a more attractive investment destination, while guaranteeing the government steady revenue income.
Conclusion
The relationship between different tax rate components Marginal Tax Rate (MTR), Effective Tax Rate (ETR) and Average Tax Rate (ATR) with profitability of multinational oil companies in the Nigerian context was therefore investigated in this study. Using Autoregressive Distributed Lag (ARDL) model and ex post facto research design methodology, the result showed that the short-term change in tax rates had little or no effect on the profitability, but the impact during the long-run was large and significant. Specifically, MTR and ETR had a negative effect on profitability while ATR was positively related to profitability (Return on Assets - ROA) in the long term.
The outcomes show that the high tax burden did reduce firms' performance and financial position while moderate and stable tax treatment promoted firms' growth. The results also reveal that multinational corporations react stronger to long term fiscal regimes than to short-term developments. This supports the theoretical basis of the Ability to Pay Theory on which equitable taxation based on income ability is stressed.
In the practical sense, the study indicates that the fiscal institutions in Nigeria have to focus on policy consistency, administrative transparency and harmonisation of institutions in tax between federal and states. Readability, clear guidelines on how tax is levied, along with simplification and reduction of the tax load will promote investment and compliance. In addition, some strategic fiscal instruments, including deductions for reinvested profits and capital accumulation, would increase industrial productivity while maintaining the financial equilibrium.
Finally, taxation should be seen not simply as an instrument for revenue generation, but as a strategic policy instrument that can help shape corporate decision making, competitiveness and national development. Equate taxation reform in Nigeria, therefore, should strike a balance between equity, cost effectiveness and economic growth in order to provide an enabling condition for both public revenue and corporate profits.
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