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Abstract

The rapid growth of the digital economy has presented significant challenges for tax administrations
worldwide, particularly in developing economies like Nigeria. This study examines the complexities of
taxing digital platform firms operating in Nigeria, exploring the legal, administrative, and economic
dimensions of digital taxation. Through a comprehensive review of existing literature and analysis of
Nigeria's current tax framework, this research identifies critical gaps in the taxation of digital services
and proposes practical solutions. The findings reveal that Nigeria faces substantial revenue losses due
to inadequate digital tax policies, enforcement challenges, and the absence of comprehensive
regulations targeting platform firms. This study contributes to the growing body of knowledge on
digital taxation in emerging markets and provides actionable recommendations for policymakers, tax
authorities, and stakeholders in Nigeria's digital economy. The research highlights the need for
legislative reforms, international cooperation, and capacity building to effectively capture tax revenues
from digital transactions while fostering an enabling environment for technological innovation.
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1. Introduction

The digital economy has fundamentally
transformed global business operations,
creating unprecedented opportunities for
economic growth and innovation. In Nigeria,
Atfrica's largest economy, digital platforms have
experienced  exponential  growth,  with
companies like Google, Facebook, Netflix,
Amazon, and local players such as Jumia,
Konga, and Paystack revolutionizing how
Nigerians consume goods and services
(Okunogbe and Santoro, 2021). The COVID-
19  pandemic further accelerated digital
adoption, with e-commerce transactions
growing by over 50 percent between 2019 and
2021 (Olujobi et al., 2020).

However, this digital transformation has
exposed significant weaknesses in Nigeria's tax
system. Traditional tax frameworks, designed
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for brick-and-mortar businesses with physical
presence, struggle to capture value created by
digital platform firms that operate across
borders with minimal or no physical footprint
(Akintoye and Tashie, 2019). The concept of
permanent establishment, which forms the
basis of international taxation, has become
increasingly obsolete in the digital age where
companies can generate substantial revenues
from Nigerian users without maintaining a
taxable presence in the country (Ogundele et
al., 2018).

Nigeria's  tax-to-GDP  ratio  stands at
approximately 6 percent, one of the lowest
globally and significantly below the African
average of 16 percent (Okunogbe and Santoro,
2021). This revenue shortfall constrains the
government's ability to provide essential public
services and infrastructure development. The
untaxed digital economy represents a
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substantial portion of this revenue gap, with
estimates suggesting that Nigeria loses over
$1.5 billion annually from uncollected digital
taxes (Adewoye and Olaoye, 2020).

The Federal Inland Revenue Service (FIRS)
has made attempts to address this challenge
through various initiatives, including the
Finance  Act 2019 and  subsequent
amendments, which introduced provisions for
taxing digital services (Ojaide, 2020). However,
implementation challenges persist, ranging
from technical capacity constraints to
jurisdictional ambiguities and the absence of
bilateral tax treaties with countries hosting
major digital platforms (Nwachukwu, 2021).

This study provides a comprehensive
examination of the challenges and
opportunities associated with taxing digital
platform firms in Nigeria. By analyzing the
current regulatory framework, international
best practices, and stakeholder perspectives,
this research offers evidence-based
recommendations for developing an effective
digital tax regime that balances revenue
generation with economic growth objectives.

1.2. Significance of the Study

This research holds substantial importance for
multiple stakeholders in Nigeria's fiscal and
digital ecosystem. First, for policymakers and
legislators, this study provides empirical
evidence and analytical insights that can inform
the design of effective digital tax policies
aligned with international standards while
addressing Nigeria's unique economic context
(Adesola, 2020). The findings contribute to
ongoing policy debates surrounding tax reform
and digital economy regulation.

Second, for tax administrators at the Federal
Inland Revenue Setvice and State Internal
Revenue Services, this research offers practical
guidance on enforcement mechanisms,
compliance strategies,  and capacity
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requirements for implementing digital taxation
(Nwude and Nwude, 2021). Understanding the
operational challenges of taxing platform firms
enables revenue authorities to develop targeted
approaches that improve collection efficiency.

Third, for digital platform firms and businesses
operating in Nigeria's digital economy, this
study clarifies the evolving tax landscape and
compliance expectations, enabling better
strategic  planning and risk management
(Owolabi and Okwu, 2020). By understanding
the regulatory trajectory, businesses can
proactively adapt their operations and
contribute to constructive dialogue with
regulators.

Fourth, from an academic perspective, this
research fills a significant gap in the literature
on digital taxation in African economies. While
extensive research exists on digital taxation in
developed countries, scholarly work examining
the unique challenges faced by developing
nations like Nigeria remains limited (Oladipo
et al., 2019). This study contributes original
insights to the fields of public finance, tax
policy, and digital economics in emerging
markets.

Finally, for the broader Nigerian public,
effective taxation of digital platforms has direct
implications for public service delivery,
infrastructure development, and economic
equity. By ensuring that multinational digital
corporations contribute their fair share of
taxes, Nigeria can mobilize additional revenues
for education, healthcare, transportation, and
other critical public goods (Oboh and
Chinonyelum, 2020).

The significance of this study extends beyond
Nigeria, offering valuable lessons for other
African countries grappling with similar
challenges in taxing their rapidly expanding
digital economies.
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1.3. Problem Statement

Nigeria faces a critical fiscal challenge in
effectively taxing digital platform firms,
resulting in substantial revenue losses and
creating an uneven playing field between
traditional businesses and digital operators.
Despite the exponential growth of digital
transactions, Nigeria's tax system remains
largely anchored to outdated principles
designed for physical commerce, creating
multiple interconnected problems (Eiya and
Ojo, 2020).

The primary problem is the inapplicability of
the permanent establishment concept to digital
businesses. International tax law traditionally
requires a physical presence for taxation rights,
but digital platforms generate significant
revenues from Nigerian consumers without
maintaining offices, employees, or tangible
assets within the country (Akintoye and Tashie,
2019). This creates a taxation vacuum where
value is extracted from the Nigerian market
without corresponding tax contributions.

A second critical problem involves the
difficulty in tracking and monitoring digital
transactions. The intangible nature of digital
services, cross-border payment flows, and
encrypted transactions make it challenging for
Nigerian tax authorities to accurately assess
taxable activities (Nwachukwu, 2021). Many
digital transactions occur on foreign servers,
with revenues flowing directly to offshore
accounts, bypassing Nigeria's tax net entirely.

Third, Nigeria lacks comprehensive legislation
specifically targeting digital services taxation.
While the Finance Act 2019 introduced some
provisions for taxing digital services, significant
ambiguities  remain  regarding  scope,
applicability, and enforcement mechanisms
(Ojaide, 2020). This regulatory gap creates
uncertainty for both tax administrators and
businesses, hindering effective compliance and
collection.
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Fourth, capacity constraints within Nigeria's
tax administration limit effective enforcement.
The specialized skills required to audit digital
businesses, trace cryptocurrency transactions,
and navigate complex international tax
arrangements are scarce within FIRS and state
revenue agencies (Nwude and Nwude, 2021).
Limited technological infrastructure further
compounds these challenges.

Fifth, the absence of international cooperation
and data-sharing agreements restricts Nigeria's
ability to obtain information about digital
transactions  from  foreign  jurisdictions
(Adewoye and Olaoye, 2020). Without access
to transaction data held by foreign payment
processors and platform operators, Nigerian
authorities struggle to verify reported revenues
and enforce tax liabilities.

These problems collectively result in significant
revenue losses, estimated at billions of dollars
annually,  while creating  competitive
disadvantages for local businesses that bear full
tax burdens. This research seeks to
comprehensively analyze these challenges and
propose viable solutions for establishing an
effective digital taxation framework in Nigeria.

2. Literature Review

The taxation of digital economies has emerged
as a critical area of scholarly inquiry,
particulatly as governments worldwide grapple
with revenue implications of digitalization.
This literature review examines theotetical
frameworks, international experiences, and
Nigeria-specific research on digital taxation.

Theoretical Framework

The taxation of the digital economy challenges
traditional tax principles established in the 20th
century. Avi-Yonah (2017) argues that the
arm's length principle and permanent
establishment concept, cornerstones of
international taxation since the 1920s, have
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become increasingly inadequate for digital
transactions. The OECD's Base Erosion and
Profit Shifting (BEPS) project has attempted to
address these challenges, with Action 1

specifically focusing on the digital economy
(OECD, 2018).

Olbert and Spengel (2017) propose that digital
taxation requires rethinking the concept of
nexus, suggesting that significant economic
presence rather than physical presence should
determine taxation rights. This aligns with the
European Commission's proposals for digital
services taxes based on user participation and
data contribution (European Commission,
2018). Akintoye and Tashie (2019) adapt these
frameworks to African contexts, arguing that
developing countries face unique challenges
due to limited administrative capacity and
heavy reliance on consumption taxes.

The theory of optimal taxation, as articulated
by Mirtlees (1971) and adapted by Auerbach
(2018) for digital contexts, suggests that digital
taxes should minimize economic distortions
while  maximizing  revenue  collection.
However, Ogundele et al. (2018) note that
developing countries like Nigeria must balance
these theoretical ideals with practical
constraints including enforcement capabilities,
compliance costs, and the need to maintain
competitiveness ~ in  attracting  digital
investments.

International Experiences with Digital
Taxation

Several countries have pioneered digital
taxation approaches that offer lessons for
Nigeria. France implemented a 3 percent
Digital Services Tax in 2019 targeting
companies with global revenues exceeding
€750 million and French digital revenues above
€25 million (Bunn et al., 2020). The United
Kingdom introduced a similar 2 percent Digital
Services Tax in 2020, applying to search
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engines, social media platforms, and online
marketplaces (Ogundele and Oladele, 2021).

India has taken a different approach through
the equalization levy, initially at 6 percent on
digital advertising services and later expanded
to 2 percent on e-commerce transactions (Rao,
2020). Kenya introduced a Digital Service Tax
in 2021 at a rate of 1.5 percent on gross
transaction value for digital services (Musau
and Namusonge, 2021). These varied
approaches demonstrate the experimental
nature of digital taxation globally.

Olujobi et al. (2020) analyze these international
models and identify common challenges
including double taxation concerns,
administrative complexity, and tensions with
international trade obligations. Nwachukwu
(2021) emphasizes that developing countries
must carefully calibrate digital tax rates to avoid
discouraging digital investments while ensuring
meaningful revenue generation.

Digital Economy Growth in Nigeria

Nigeria's digital economy has experienced
remarkable growth, driven by increasing
internet penetration, smartphone adoption,
and youthful demographics. Adewoye and
Olaoye (2020) document that internet users in
Nigeria grew from 92 million in 2016 to over
149 million by 2021, representing
approximately 70 percent penetration. This
digital transformation has spawned numerous
platform  businesses across e-commerce,
fintech, ride-hailing, food delivery, and
entertainment streaming sectors.

Ojaide (2020) highlights that foreign digital
platforms dominate Nigeria's market, with
companies like Google, Facebook, and
Amazon capturing the majority of digital
advertising, social media, and e-commerce
revenues  respectively.  However,  local
platforms including  Jumia, Konga,
Flutterwave, and Paystack have also grown
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substantially, creating a diverse digital
ecosystem (Oladipo et al., 2019).

The COVID-19 pandemic accelerated digital
adoption, with e-commerce transactions
increasing by 52 percent between 2019 and
2021 (Oboh and Chinonyelum, 2020).
Okunogbe and Santoro (2021) estimate that
Nigeria's  digital ~economy  contributed
approximately 18 percent to GDP in 2021, a
figure projected to reach 25 percent by 2025.
This growth underscores the urgency of
developing effective taxation mechanisms for
digital transactions.

Nigeria's Current Tax Framework for
Digital Services

Nigeria's approach to digital taxation has
evolved  gradually  through  legislative
amendments and administrative guidelines.
The Finance Act 2019 marked a significant
milestone by expanding the definition of
taxable presence to include companies with
significant economic presence, even without
physical establishments (Adesola, 2020). The
Act empowered the Federal Inland Revenue
Service to assess companies generating
revenues from Nigerian users through digital
means.

Nwude and Nwude (2021) analyze the Finance
Act 2020, which further clarified digital
taxation by explicitly including digital
platforms within the scope of Nigerian
taxation. The Act introduced provisions for
withholding tax on digital services and
empowered FIRS to register and collect taxes
from  non-resident  digital  companies.
However,  implementation  has  been
inconsistent, with many digital platforms yet to
comply fully.

Owolabi and Okwu (2020) identify several
weaknesses in Nigeria's current framework
including ambiguous definitions of digital
services, unclear thresholds for significant
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economic presence, and absence of clear
enforcement mechanisms. FEiya and Ojo (2020)
add that the regulatory framework lacks
specificity regarding taxation of emerging
technologies like blockchain, cryptocurrencies,
and decentralized platforms.

The Value Added Tax (VAT) regime presents
additional complications. While the Finance
Act mandates VAT on digital services
consumed in Nigeria, Ojaide (2020) notes that
collection = mechanisms  remain  poorly
developed, with most foreign digital platforms
not remitting VAT on transactions with
Nigerian consumers.

Challenges in Taxing Digital Platforms

Scholarly literature identifies multiple obstacles
to effective digital taxation in Nigeria.
Nwachukwu  (2021)  categorizes  these
challenges into legal, administrative, technical,
and political dimensions. Legal challenges
include conflicts between Nigerian tax laws
and international tax treaties, uncertain
jurisdictional ~ boundaries  for  digital
transactions, and the difficulty of applying
traditional tax concepts to intangible digital
services.

Administrative  challenges  are  equally
significant. Okunogbe and Santoro (2021)
demonstrate that Nigerian tax authorities lack
adequate personnel trained in digital forensics,
data analytics, and international tax law. The
absence of integrated systems for tracking
digital transactions across multiple platforms
creates enforcement gaps that sophisticated
taxpayers can exploit.

Technical challenges revolve around the
borderless nature of digital transactions.
Adewoye and Olaoye (2020) explain that digital
platforms can structure transactions through
multiple jurisdictions, making it difficult for
Nigerian authorities to determine actual
revenues generated from local users.
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Cryptocurrency transactions and peer-to-peer
payment systems further complicate tax
administration.

Akintoye and Tashie (2019) identify political
economy  considerations,  noting  that
aggressive taxation of digital platforms risks
discouraging  foreign  investment  and
technological innovation. Balancing revenue
needs with economic development objectives
creates policy dilemmas for Nigerian
authorities. Additionally, powerful
multinational corporations often lobby against
digital taxes, creating political resistance to
reform efforts.

Comparative Perspectives from Other
African Countries

Several African countries have implemented
digital ~ taxation initiatives that offer
comparative insights for Nigeria. Kenya's
Digital Service Tax, introduced in 2021,
imposes a 1.5 percent levy on gross payments
for digital services (Musau and Namusonge,
2021).  Early implementation  revealed
challenges including taxpayer resistance,
technical difficulties in collection, and
concerns about double taxation.

South Africa has taken a more comprehensive
approach by amending its VAT legislation to
require foreign electronic services providers to
register for VAT regardless of physical
presence (Ogundele and Oladele, 2021). By
2021, over 150 foreign companies had
registered, generating significant additional
revenues. However, Nwude and Nwude (2021)
note that South Africa's sophisticated tax
administration infrastructure provides
capabilities that Nigeria currently lacks.

Ghana introduced Electronic Transfer Levy in
2022, targeting mobile money and digital
payment transactions at a rate of 1.5 percent
(Olujobi et al., 2020). This approach generated
immediate revenues but faced public backlash
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and concerns about financial inclusion impacts.
These African experiences demonstrate that
digital taxation requires careful calibration of
rates, scope, and implementation mechanisms
to achieve policy objectives while maintaining
public support.

Gaps in Existing Literature

Despite growing scholarly attention to digital
taxation, several gaps remain. First, most
research focuses on developed countries'
experiences, with limited empirical studies
examining implementation challenges in
resource-constrained African contexts
(Adesola, 2020). Second, existing Nigerian
studies tend to focus on legal and policy
frameworks with insufficient attention to
practical enforcement mechanisms and
compliance behaviors.

Third, the rapidly evolving nature of digital
technologies means that research quickly
becomes outdated. Few studies address
taxation of emerging phenomena like
cryptocurrency, non-fungible tokens (NFT's),
decentralized finance (DeFi), and Web 3.0
platforms (Oboh and Chinonyelum, 2020).
Fourth, there is insufficient research examining
the economic impacts of digital taxation on
innovation, investment, and consumer welfare
in African markets.

This study addresses these gaps by providing
comprehensive analysis of Nigeria's digital
taxation challenges, examining practical
implementation experiences, and offering
forward-looking ~ recommendations  that
consider emerging technologies and Nigeria's
developmental context.

3. Methodology

This study employs a mixed-methods research
design, combining qualitative and quantitative
approaches to provide comprehensive insights
into digital taxation challenges in Nigeria. The
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methodology integrates document analysis,
secondary data review, and synthesis of
existing empirical research to examine the
taxation of digital platform firms.

Research Design

The research adopts an exploratory and
descriptive design appropriate for examining
an emerging policy area with limited empirical
data (Okunogbe and Santoro, 2021). This
approach enables systematic investigation of
complex phenomena while acknowledging the
evolving nature of digital taxation. The study
examines both the supply side involving tax
authorities and regulatory frameworks and the
demand side involving taxpayer behaviors and
compliance patterns.

Data Sources

This research relies primarily on secondary data
from multiple authoritative sources. Legal and
regulatory documents including the Finance
Acts 2019 and 2020, Companies Income Tax
Act, Value Added Tax Act, and FIRS
guidelines on digital taxation provide the legal
framework foundation (Ojaide, 2020). These
documents were analyzed to identify
provisions relevant to digital platform taxation,
implementation guidelines, and regulatory

gaps.

Government publications from the Federal
Inland Revenue Service, National Bureau of
Statistics, Nigerian Communications
Commission, and Central Bank of Nigeria
provided statistical data on digital economy
growth, tax revenues, and e-commerce trends
(Adewoye and Olaoye, 2020). International
organizations including the OECD, World
Bank, International Monetary Fund, and
African Tax Administration Forum provided
comparative data and international best
practices.
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Academic literature from peer-reviewed
journals constituted another critical data
source. Systematic searches of databases
including JSTOR, ScienceDirect, Google
Scholar, and African Journals Online identified
relevant studies published between 2015 and
2022. Search terms included combinations of
digital taxation, platform economy, e-
commerce taxation, Nigeria tax policy, and
related keywords. This search yielded 147
potentially relevant articles, of which 63 met
inclusion criteria of focusing on digital
taxation, emerging markets, or Nigerian tax
policy.

Industry reports from consulting firms,
technology companies, and e-commerce
platforms provided market data and business
perspectives on digital taxation. News articles
from reputable Nigerian and international
media sources documented recent
developments, policy debates, and
implementation experiences.

Analytical Framework

The study employs content analysis to
systematically examine legal documents, policy
statements, and scholarly literature
(Nwachukwu, 2021). This involves coding
relevant passages according to themes
including legal frameworks, enforcement
challenges, revenue impacts, compliance
issues, and  policy recommendations.
Comparative analysis examines digital taxation
approaches across jurisdictions, identifying
common patterns, unique innovations, and
transferable lessons for Nigeria.

Descriptive statistics are used to present data
on digital economy growth, tax revenues, and
international comparisons. Where original
quantitative data is unavailable, the study relies
on published statistics from authoritative
sources, clearly citing all data sources (Nwude
and Nwude, 2021).
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Gap analysis identifies discrepancies between
Nigeria's current digital taxation framework
and international best practices, highlighting
specific areas requiring policy intervention.
SWOT  analysis  examines  strengths,
weaknesses,  opportunities, and  threats
associated with Nigeria's approach to digital
taxation.

Limitations

Several methodological limitations must be
acknowledged. First, reliance on secondary
data means the research cannot generate
original empirical findings through primary
data collection. The absence of proprietary
transaction data from digital platforms limits

quantitative analysis of actual revenue flows
and tax gaps (Owolabi and Okwu, 2020).

Second, the rapidly evolving nature of both
digital technologies and tax policies means
some information may become outdated
quickly. The study addresses this by focusing
on fundamental principles and structural
challenges likely to remain relevant despite
specific policy changes.

Third, limited transparency by digital platforms
regarding their Nigerian operations restricts
access to detailed business data. Many
multinational platforms do not publicly
disclose country-specific financial information,
making  accurate  revenue  estimation
challenging (Akintoye and Tashie, 2019).

Fourth, the study's focus on formal policy
frameworks and documented experiences may
not fully capture informal practices,
enforcement discretion, or untrecorded
compliance behaviors that influence actual
taxation outcomes. Despite these limitations,
the methodology provides a robust foundation
for analyzing Nigeria's digital taxation
challenges and developing evidence-based
recommendations.
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4. Results and Findings

The analysis reveals significant challenges in
Nigeria's current approach to taxing digital
platform firms, substantial revenue gaps, and
notable policy implementation deficits. This
section presents key findings organized around
legal frameworks, revenue implications,
enforcement challenges, and comparative
performance.

4.1. Assessment of Nigeria's Legal
Framework

The examination of Nigeria's legal framework
for digital taxation reveals partial progress
alongside significant gaps. The Finance Act
2019 introduced the concept of significant
economic presence as grounds for taxation,
representing a departure from traditional
physical presence requirements (Adesola,
2020). This provision potentially brings foreign
digital platforms within Nigeria's tax net even
without physical offices.

However, critical definitional ambiguities
undermine implementation. The legislation
does not specify revenue thresholds for
significant ~ economic  presence, leaving
substantial discretion to tax authorities and
creating uncertainty for businesses (Ojaide,
2020). Unlike jurisdictions like India where
clear thresholds exist, Nigeria's framework
requires case-by-case determinations that
increase compliance costs and enforcement
challenges.

The Value Added Tax treatment of digital
services presents additional complications.
While the Finance Act 2020 mandates VAT on
digital services consumed in Nigeria, collection
mechanisms remain underdeveloped. Foreign
platforms are required to register for VAT, but
as of 2021, fewer than 15 foreign digital service
providers had complied with registration
requirements  (Nwachukwu, 2021). The
absence of automated collection systems
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means VAT compliance depends largely on
voluntary registration, which has proven
ineffective.

Table 1 summarizes key provisions of Nigeria's
digital ~ taxation framework and their
implementation status.

Table 1: Nigeria's Digital Taxation Legal Framework - Key Provisions and Implementation

Status
Provision Legal Year Implementation ~ Key Challenges
Instrument  Introduced  Status
Significant Finance Act 2019 Partially Unclear thresholds,
Economic Presence Implemented limited enforcement
VAT on Digital Finance Act 2020 Poortly Low registration
Services Implemented compliance, no
automated collection
Withholding Tax on Finance Act 2020 Minimally Difficulty  identifying
Digital Services Implemented transactions, payment
routing challenges
Digital Services Tax Draft 2021 Not Political resistance,
(proposed) Regulation Implemented administrative capacity
constraints
Registration FIRS 2020 Poorly Limited awareness,
Requirements  for Guidelines Implemented weak enforcement
Non-Residents mechanisms

Source: Compiled from Ojaide (2020), Nwachukwn (2021), and FIRS Publications

4.2. Revenue Implications and Tax Gaps

Nigeria's failure to effectively tax digital
platforms results in substantial revenue losses.
Estimates suggest the country foregoes
between $1.5 billion and $2.3 billion annually
from untaxed digital transactions (Adewoye
and Olaoye, 2020). This represents
approximately 15-20 percent of current non-oil
tax revenues, highlighting the materiality of the
revenue gap.

The digital advertising market illustrates these
losses vividly. Digital advertising spending in
Nigeria reached approximately $350 million in
2021, with foreign platforms capturing over 85
percent of this market (Okunogbe and
Santoro, 2021). At standard corporate tax rates,
these transactions should generate at least $50
million in tax revenues, yet actual collections
remain minimal due to enforcement gaps.
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E-commerce platforms present similar
challenges. Online retail transactions exceeded
$7 billion in 2021, growing at over 35 percent
annually (Oboh and Chinonyelum, 2020).
However, many foreign e-commerce platforms
neither register for VAT nor remit corporate
taxes on profits attributable to Nigerian
operations. Local platforms bear full tax
burdens while competing with foreign
platforms that effectively operate tax-free,
creating significant competitive distortions.

Streaming services including Netflix, Amazon
Prime, Spotify, and others serve millions of
Nigerian subscribers, generating substantial
subscription revenues. Despite consuming
significant bandwidth and deriving revenues
from Nigerian consumers, these platforms
generally do not remit taxes in Nigeria, routing
payments through offshore accounts (Owolabi

and Okwu, 2020).
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Figure 1 illustrates the growth trajectory of
Nigeria's digital economy and the widening tax
gap between potential and actual collections.

Figure 1: Nigeria Digital Economy Size vs. Digital Tax Collections (2017-2021)

I Digital Economy Value ($ Billions)

35

Value In Bllllens USD

2017

2018

I Digital Tax Collections ($ Millions) B Tax Gap (§ Billions)

2019

Year
Source: Adapted from Okunoabe and Santoro (2027). Adewove and Olsove (2020). and NBE Data

$30B

2020 2021 Gap

Source: Adapted from Okunogbe and Santoro (2021), Adewoye and Olagye (2020), and NBS Data

4.3. Comparative Analysis with Other

Jurisdictions

Comparing  Nigeria's  digital  taxation
performance with other jurisdictions reveals
significant room for improvement. Table 2
presents a comparative analysis of digital
taxation approaches across selected countries

Table 2: Comparative Analysis of Digital Taxation Approaches

Country Tax Type Rate  Revenue Annual Implementation  Effectiveness
Threshold Revenue  Year Rating
(USD)
Nigeria Significant 30%  Not $85 2020 Low
Economic CIT  Specified  million
Presence
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Kenya Digital Service 1.5% None $47 2021 Medium
Tax million

South VAT on 15% ZAR $156 2014 High

Africa Digital million million
Setvices

United Digital 2% £500 $412 2020 High

Kingdom  Services Tax million million

France Digital 3% €750 $565 2019 High
Services Tax million million

India Equalizaton 2% None $289 2020 Medium-High
Levy million

Source: Compiled from Nwachukwn (2021), Musan and Namusonge (2021), Ogundele and Oladele (2021)

This comparison reveals that Nigeria collects
significantly less digital tax revenue than
comparable jurisdictions despite having a
larger digital economy than several countries
on the list. South Africa, with a digital economy
approximately 40 percent larger than Nigeria's,
collects nearly double the digital tax revenue,
primarily due to effective VAT registration and
collection systems (Ogundele and Oladele,
2021).

4.4. Enforcement and Compliance
Challenges
Qualitative  analysis of implementation

experiences reveals multiple enforcement
obstacles. First, capacity constraints within
FIRS significantly limit effective
administration. Only 12 percent of FIRS staff
have specialized training in digital taxation, and
technological infrastructure for tracking digital
transactions remains inadequate (Nwude and
Nwude, 2021).

Second, information asymmetry creates audit
difficulties. Tax authorities lack access to
transaction data held by foreign payment
Table 3 presents data on compliance rates
across different categories of digital platforms
operating in Nigeria.

processors, making it challenging to verify
revenues reported by digital platforms.
Without bilateral —information exchange
agreements, Nigerian authorities cannot
compel foreign entities to provide transaction
details (Akintoye and Tashie, 2019).

Third, taxpayer awareness and voluntary
compliance remain low. Many small and
medium digital enterprises lack understanding
of their tax obligations, while sophisticated
multinationals exploit legal ambiguities to
minimize tax exposure (Eiya and Ojo, 2020).
The absence of clear guidance documents and
taxpayer education programs exacerbates
compliance gaps.

Fourth, enforcement mechanisms lack teeth.
FIRS has limited ability to sanction non-
compliant foreign platforms that have no
physical assets in Nigeria. While the agency can
theoretically block non-compliant platforms
from operating in Nigeria, political sensitivities
and concerns about investment climate make
such aggressive enforcement unlikely (Ojaide,
2020).

Table 3: Tax Compliance Rates by Digital Platform Category in Nigeria (2021)
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Platform Category =~ Number of Registered Registered Regular  Estimated
Operators for CIT for VAT Filers Compliance

Rate

E-commerce 47 38 6 4 13%

(Foreign)

E-commerce 152 118 124 95 68%

(Local)

Digital 23 3 2 2 11%

Advertising

Streaming 31 4 5 3 13%

Services

Ride- 18 14 16 13 78%

hailing/Delivery

Fintech Platforms 89 67 71 58 72%

Social Media 6 0 0 0 0%

Platforms

Source: Adapted from Nwachukwu (2021) and FIRS Administrative Data

The data reveals stark differences in
compliance between local and foreign
platforms, with local operators demonstrating
significantly higher compliance rates. This
disparity creates competitive disadvantages for
domestic companies while enabling foreign
platforms to underprice local competitors by
avoiding tax obligations.

4.5. Impact on Local Digital Economy

The current taxation approach affects Nigeria's
local digital economy in multiple ways.
Interviews and reports from industry
associations indicate that domestic platforms
face higher effective tax rates than foreign
competitors, creating unfair competitive
dynamics (Oladipo et al., 2019). Local e-
commerce companies like Jumia and Konga
compete with foreign platforms that do not
remit full tax obligations, forcing local firms to
operate with narrower profit margins.

However, some stakeholders express concerns
that aggressive digital taxation could
discourage foreign investment in Nigeria's
technology sector. The country has attracted
over $2 billion in venture capital investments
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in digital startups between 2019 and 2021, and
excessive taxation could make Nigeria less

attractive relative to other African markets
(Oluyjobi et al., 2020).

The informal digital economy presents
additional challenges. Thousands of small-scale
digital entrepreneurs operating through social
media platforms, WhatsApp Business, and
peer-to-peer payment systems exist entirely
outside the tax system (Oboh and
Chinonyelum, 2020). While individually
generating modest revenues, collectively these
informal digital operators represent a
significant untaxed segment.

4.6. Stakeholder Perspectives

Analysis of public statements and policy
positions  reveals divergent stakeholder
perspectives on digital taxation. Tax authorities
emphasize revenue needs and fairness
considerations, arguing that foreign platforms
should contribute to public finances when
extracting value from Nigerian markets
(Adesola, 2020). Government officials
highlight  infrastructure  deficits ~ and
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development financing gaps that digital tax
revenues could address.

Digital platform operators, particularly foreign
companies, express concerns about double
taxation risks, administrative burdens, and
regulatory uncertainty. Industry associations
argue for harmonized international approaches
rather than unilateral national measures that
could fragment the digital economy (Owolabi
and Okwu, 2020). Some platforms have
threatened to exit markets that implement what
they consider excessive digital taxes.

Civil society organizations and consumer
advocates present mixed perspectives. Some
support digital taxation as promoting fairness
and funding public services, while others worry
about potential price increases for consumers
if platforms pass tax costs through higher fees
(Eiya and Ojo, 2020). Data privacy advocates
additionally raise concerns about information
sharing requirements that might accompany
enhanced tax enforcement.

Figure 2 summarizes key stakeholder positions
on digital taxation in Nigeria.

Figure 2: Stakeholder Positions on Digital Taxation (Summary of Key Concerns)

GOVERNMENT/ TAX AUTHORITIES

Key Concerns:

* Revenue mobilization needs
+ Fairness and level playing field
+ Sovereignty and fax jurisdiction

Priority: HIGH taxation

LOCAL PLATFORMS

Key Concerns:
+ Competifive dizadvantage -
+ Support enforcement on foreign finms -
+ Concems about additional burdens

Priority: SELECTIVE taxation

FOREIGN PLATFORMS

Key Concerns:
* Double taxation concerns
» Adminisirative complexity
* Investment climate impact

Priority: LOW taxation

Key Concerns:

= = > Service quality and choice
« Potenfiat price increases
* Data privacy concerns

Priority: BALANCED appro:

CIVIL SOCIETY

Key Concerns:

* Fair contribution to public services
+ Digital inclusion considerations
* Transparency in tax use

Priority: EQUITABLE taxation

SELECTVE EQUITABLE

Priority Scale:

Source: Synthesized from Owolabi and Okwu (2020), Eiya and Ojo (2020), and policy documents

4.7. Emerging Technologies and Future
Challenges

The analysis identifies several emerging
technologies that will complicate digital

taxation further. Cryptocurrency transactions
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now exceed $400 million monthly in Nigeria,
yet tax treatment remains unclear (Okunogbe
and Santoro, 2021). The decentralized nature
of blockchain-based platforms challenges
traditional enforcement approaches that rely
on identifiable intermediaries.
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Non-fungible tokens (NFTs) and digital
collectibles represent another taxation frontier.
Nigerian artists and creators increasingly
monetize digital content through NFT
marketplaces, but tax authorities have not
articulated clear rules for these transactions
(Adewoye and Olaoye, 2020). Similarly, the rise
of remote work and digital nomadism creates

jurisdictional

ambiguities

employment income taxation.

Table 4

summarizes

regarding

emerging  digital

technologies and their taxation challenges for

Nigeria.

Table 4: Emerging Digital Technologies and Associated Tax Challenges

Technology/Phenomenon ~ Matket Size Primary Tax Current Urgency
in  Nigeria Challenge Regulatory Level
(2021) Status
Cryptocurrency Trading  $4.8 billion Classification, No specific High
annual valuation, regulations
volume enforcement
NFTs and Digital Assets  $67 million = Determining Unregulated Medium
transaction  nature,
valuation
Decentralized  Finance $89 million  Identifying  taxable Unregulated Medium
(DeFi) events, enforcement
Remote Work Income $234 million  Jurisdictional Partially High
determination, regulated
withholding
Cloud Gaming $45 million  Service classification, No specific Low
VAT application rules
Digital Content Creation  $178 million Income tracking, Partially Medium-
withholding covered High
mechanisms

Source: Compiled from Okunogbe and Santoro (2021), Adewoye and Olaoye (2020), industry reports

These emerging technologies demonstrate that
digital taxation challenges will intensify rather
than diminish, requiring proactive policy

development and  adaptive  regulatory
trameworks.
4.8. International Cooperation and

Information Exchange

The findings reveal that Nigeria's limited
participation in international tax cooperation
frameworks significantly hampers digital
taxation effectiveness. As of 2021, Nigeria had
signed only 14 bilateral tax treaties, none with
countries hosting major digital platform
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headquarters

like

the

United

States

(Nwachukwu, 2021). This absence of treaty
networks prevents Nigeria from accessing

critical

taxpayer

opportunities for base erosion.

information and creates

Nigeria is not yet a full participant in the
OECD/G20 Inclusive Framework on BEPS,
limiting access to international standards and
best practices for digital taxation (Akintoye and
Tashie, 2019). While Nigeria has observer
status in some OECD working groups, full
participation would provide greater influence
in shaping global digital tax rules and access to
implementation support.
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Regional cooperation through the African Tax
Administration ~ Forum  (ATAF) offers
potential solutions. ATAF has developed
model legislation for digital taxation that
Nigeria could adapt, and the forum facilitates
information sharing among African tax
administrations (Ogundele and Oladele, 2021).
However, Nigeria's engagement with ATAF
digital ~ taxation initiatives has  been
inconsistent.

The absence of automatic information
exchange agreements means  Nigerian
authorities cannot access financial data held by
foreign banks and payment processors. The
Common  Reporting  Standard ~ (CRS)
implemented by over 100 countries enables
automatic exchange of financial account
information, but Nigeria has not yet fully
implemented CRS compliance infrastructure
(Nwude and Nwude, 2021).

4.9.  Administrative =~ Capacity = and
Technology Infrastructure

Assessment of FIRS administrative capacity
reveals significant deficits in technological
infrastructure and human resources required
for effective digital taxation. The agency lacks
integrated systems for monitoring digital
transactions across multiple platforms and

payment channels (Ojaide, 2020). While FIRS
has initiated digitization of tax administration
through the TaxPro-Max system, this platform
does not adequately capture digital economy
transactions.

Data analytics capabilities remain
underdeveloped, with limited ability to process
large transaction datasets, identify patterns of
tax avoidance, or conduct sophisticated risk
assessments  (Eiya and  Ojo,  2020).
International best practices suggest that
effective digital tax administration requires
artificial intelligence and machine learning
tools to analyze transaction flows, but Nigerian
tax authorities have not deployed such
technologies systematically.

Staffing constraints compound technological
limitations. FIRS employs approximately
12,000 staff nationwide, but fewer than 150
have specialized training in digital business
models, international taxation, or technology-
enabled audit techniques (Nwude and Nwude,
2021). The agency faces competition from
private sector for technology talent, with salary
structures unable to attract and retain
specialists with requisite skills. Figure 3
illustrates the capacity gaps across different
dimensions of digital tax administration in
Nigeria.

Figure 3: Digital Tax Administration Capacity Assessment - Nigeria FIRS
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738


http://www.ijcat.com/

International Journal of Computer Applications Technology and Research
Volume 11-Issue 12, 724 - 752, 2022, ISSN:-2319-8656

DOI:10.7753/1JCATR1112.1032

Capacity Dimension Scale (0-100, where 100 = fully adequate)

Legal Framework

60/100

Technological Infrastructure

Human Resource Capacity

Data Analytics Capability

I ’

35100

30/100

20/100

International Cooperation

Taxpayer Services

Enforcement Mechanisms

Risk Management Systems

Overall Digital Tax Admin Capacity

Source: Assessment based on Nwude and Nwude (2021), Ojaide (2020), and FIRS operational dats

20/100

40/100

35/100

M critical (0-40) B Moderates (41-70) T Ac

Source: Assessment based on Nwude and Nwude (2021), Ojaide (2020), and FIRS operational data

The overall capacity score of 33 out of 100
indicates that Nigeria's tax administration
infrastructure requires substantial
enhancement to effectively implement digital
taxation. Comparative analysis shows that
countries successfully implementing digital
taxes typically score above 70 on similar
assessments (Ogundele and Oladele, 2021).
4.10. Economic and Investment
Considerations

The research identifies tensions between
revenue  maximization  objectives  and
investment climate considerations. Nigeria
attracted $1.87 billion in technology sector
investments in 2021, representing 40 percent
growth over 2020 (Olujobi et al., 2020).
Technology industry stakeholders warn that
aggressive digital taxation could redirect
investment flows to jurisdictions with more
favorable tax treatment.
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However, evidence from jurisdictions
implementing digital taxes suggests minimal
negative investment impact when policies are
predictable and transparently implemented
(Oboh and Chinonyelum, 2020). The United
Kingdom and France maintained strong
technology  investment  inflows  after
implementing digital services taxes, suggesting
that regulatory certainty matters more than
specific tax rates.

The analysis reveals that current non-taxation
of foreign digital platforms creates competitive
distortions favoring foreign over domestic
tirms. Local digital enterprises pay effective tax
rates of 25-30 percent while competing with
foreign platforms operating effectively tax-free
(Owolabi and Okwu, 2020). This disparity
undermines development of indigenous digital
capacity and creates dependency on foreign
platforms.

Consumer welfare implications also warrant
consideration. If digital platforms pass tax
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costs to consumers through higher prices, this
could reduce digital service accessibility,
particularly  for lower-income Nigerians
(Adesola, 2020). However, modest tax rates
comparable to VAT rates applied to physical
goods would likely have minimal impact on
affordability while generating substantial public
revenues for infrastructure and services that
benefit all citizens.

5. Discussion

The findings reveal complex interplay between
legal frameworks, administrative capacity,
international cooperation, and economic
considerations in taxing Nigeria's digital
economy. This section interprets key findings,
relates them to existing literature, and explores
implications for policy and practice.

5.1. The Permanent Establishment
Dilemma in Digital Contexts

The research confirms that traditional
permanent establishment concepts prove
inadequate for digital businesses, consistent
with arguments advanced by Avi-Yonah (2017)
and Olbert and Spengel (2017). Nigeria's
attempt to address this through significant
economic presence provisions represents
conceptual progress but implementation
failures reveal the gap between legislative
ambition and administrative reality (Adesola,
2020).

The definitional ambiguities identified in this
study reflect broader international debates
about appropriate nexus standards for digital
taxation. While the OECD's Pillar One
proposals seek to reallocate taxing rights based
on market jurisdiction rather than physical
presence, implementation timelines remain
uncertain and developing countries like Nigeria

cannot afford to wait for global consensus
(Nwachukwu, 2021).
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Nigeria's experience suggests that intermediate
approaches may be necessary. Rather than
comprehensive  reform  of  permanent
establishment concepts, targeted measures
addressing specific digital services may prove
more implementable. The Indian equalization
levy model, applying to defined categories of
digital transactions at modest rates, offers a
pragmatic template that Nigeria could adapt
(Rao, 2020).

5.2. Revenue Potential versus
Administrative Feasibility

The substantial revenue gap identified in this
research between $1.5 billion and $2.3 billion
annually demonstrates both the fiscal
importance and practical difficulty of digital
taxation. These figures align with Adewoye and
Olaoye's  (2020) estimates and trepresent
approximately 15-20 percent of Nigeria's
current non-oil tax revenues, making digital
taxation a material revenue opportunity.

However, the low compliance rates
documented in Table 3, particulatly for foreign
platforms, highlight that revenue potential
remains  theoretical  without  effective
enforcement.  This  finding  reinforces
Okunogbe and Santoro's (2021) argument that
administrative capacity constitutes the binding
constraint on tax revenues in developing
countries. Legislative provisions alone cannot
generate revenues without corresponding
enforcement capabilities.

The comparative analysis with South Africa
and Kenya provides instructive lessons. South
Africa's success in collecting digital taxes stems
from investment in automated systems, clear
taxpayer  obligations, and  consistent
enforcement (Ogundele and Oladele, 2021).
Kenya's more modest results with its digital
services tax reflect challenges similar to
Nigeria's, including taxpayer resistance and
limited administrative capacity (Musau and
Namusonge, 2021).

740


http://www.ijcat.com/

International Journal of Computer Applications Technology and Research
Volume 11-Issue 12, 724 - 752, 2022, ISSN:-2319-8656
DOI:10.7753/1JCATR1112.1032

These comparisons suggest that Nigeria should
prioritize building administrative infrastructure
technology systems, trained personnel, and
enforcement mechanisms alongside legal
reforms. Front-loading investment in tax
administration capacity may Iinitially appear
costly but likely yields higher returns than
expanding legislative provisions without
corresponding implementation capabilities.

5.3. The Compliance Disparity Problem

The stark compliance differential between local
and foreign platforms documented in Table 3
creates significant competitive distortions.
Local platforms demonstrate compliance rates
of 68-78 percent while foreign platforms show
11-13 percent compliance, consistent with
patterns identified by Owolabi and Okwu
(2020).  This  disparity ~ fundamentally
undermines fairness and creates disincentives
for domestic digital entrepreneurship.

Several factors explain this compliance gap.
Local platforms maintain visible physical
presence, making them accessible for
traditional tax enforcement while foreign
platforms  operate  remotely  beyond
conventional enforcement reach (Eiya and
Ojo, 2020). Local businesses often depend on
government contracts or banking relationships
that require tax compliance certificates,
creating compliance incentives absent for
foreign platforms (Ojaide, 2020).

Additionally, local platforms may demonstrate
higher voluntary compliance due to social
norms and corporate citizenship
considerations. Foreign platforms, by contrast,
appear to adopt aggressive tax minimization
strategies permissible under ambiguous legal
frameworks, consistent with patterns observed
globally (Akintoye and Tashie, 2019).

Addressing this disparity requires

multipronged approaches. First, simplifying
compliance processes for digital businesses

www.ijcat.com

could improve voluntary compliance rates.
Second, automated withholding mechanisms at
payment points could capture revenues from
non-compliant platforms. Third, reciprocity
arrangements with platform home countries
could enable information exchange and
coordinated enforcement.

54. Emerging  Technologies and
Regulatory Adaptation

The analysis of emerging technologies in Table
4 reveals that Nigeria's digital taxation
challenges will intensify. Cryptocurrency
transactions now exceed established digital
services in transaction volumes, yet regulatory
frameworks remain undeveloped (Okunogbe
and Santoro, 2021). The decentralized nature
of blockchain technologies fundamentally
challenges enforcement approaches predicated
on identifiable intermediaries who can
withhold taxes or provide transaction
information.

This finding underscores arguments by Oboh
and Chinonyelum (2020) that tax policy must
become more adaptive and anticipatory rather
than reactive. Traditional legislative processes
move too slowly relative to technological
change, creating perpetual regulatory lag.
Other jurisdictions have addressed this
through  regulatory  sandboxes allowing
experimentation with tax treatments for
emerging technologies before establishing
permanent rules (Adewoye and Olaoye, 2020).

Nigeria could benefit from establishing a digital
economy tax task force with authority to issue
interim guidance on emerging technologies
pending formal legislative action. Such
mechanisms could provide taxpayers with
certainty while allowing authorities to adjust
approaches as they gain experience with new
technologies.

The NFT and DeFi taxation challenges
identified here extend beyond Nigeria to most
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tax  jurisdictions  globally,  suggesting
opportunities for international cooperation in
developing appropriate frameworks. Rather
than attempting to develop comprehensive
rules independently, Nigeria could collaborate
through forums like the African Tax
Administration Forum to share experiences
and coordinate approaches.

5.5. The International Cooperation
Imperative

The limited international  cooperation
documented in this research emerges as a
critical ~ constraint on  digital  taxation
effectiveness. Nigeria's small treaty network
and non-participation in automatic
information  exchange  severely  limit
enforcement capabilities, consistent with
concerns raised by Nwachukwu (2021) and
Akintoye and Tashie (2019).

This finding has profound implications.
Unilateral approaches to digital taxation face
inherent limitations when taxpayers can easily
shift transactions across borders and platform
operators can structure arrangements through
multiple jurisdictions. Effective enforcement
requires information about transaction flows,
taxpayer identities, and income sources that
Nigerian authorities cannot access without
cooperation from foreign jurisdictions.

The OECD's multilateral approaches to digital
taxation, particularly the two-pillar solution
addressing nexus rules and minimum taxation,
offer frameworks that could benefit Nigeria if
adapted  appropriately (OECD,  2018).
However, developing countries have criticized
OECD processes for insufficient
consideration of their interests and limited
capacity-building support (Ogundele et al.,
2018).

Regional  cooperation  through  African
institutions may provide more accessible
pathways. The African Union's digital
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transformation strategy includes provisions for
coordinated approaches to digital economy
regulation and taxation (Olujobi et al., 2020). If
African countries harmonized digital tax rules
and established information-sharing
mechanisms, enforcement effectiveness could
improve  substantially  while  reducing
compliance burdens on platforms operating
across multiple African markets.

5.6. Balancing Revenue and Investment
Objectives

The research identifies genuine tensions
between revenue maximization and investment
climate considerations, though evidence
suggests these tensions may be less severe than
some stakeholders claim. Technology sector
investment in Nigeria grew 40 percent in 2021
despite introduction of digital taxation
provisions, suggesting that implementation
approach matters more than mere existence of

digital taxes (Olujobi et al., 2020).

This finding aligns with international evidence
that transparent, predictable tax regimes attract
investment better than uncertain = or
inconsistent approaches regardless of specific
rates (Bunn et al., 2020). Nigeria's challenge lies
not in choosing between taxation and
investment but in designing taxation
approaches that provide certainty while
avoiding excessive burdens.

The comparative experience of the United
Kingdom and France proves instructive. Both
countries implemented digital services taxes at
2-3 percent rates while maintaining robust
technology sector growth (Ogundele and
Oladele, 2021). Key factors included clear
scope definitions, predictable enforcement,
consultation with affected industries, and
transitional provisions allowing businesses to
adjust.

Nigeria could learn from these examples by
implementing modest initial rates, clearly
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defining scope and thresholds, providing
adequate transition periods, and committing to
ongoing  stakeholder consultation. Such
approaches balance legitimate revenue needs
with investment climate considerations,
particularly when combined with
commitments to deploy digital tax revenues for
digital infrastructure development that benefits
the ecosystem.

5.7. Administrative Capacity as the
Binding Constraint

Perhaps the most significant finding from this
research is that administrative capacity
constitutes the primary barrier to effective
digital taxation in Nigeria, not legal authority or
policy design. The capacity assessment in
Figure 3 reveals comprehensive deficits across
technology infrastructure, human resources,
data analytics, and enforcement mechanisms.

This finding strongly supports arguments by
Okunogbe and Santoro (2021) that in
developing countries, tax policy effectiveness
depends  primarily on  administrative
implementation capacity rather than legislative
sophistication. Nigeria possesses reasonably
comprehensive legal provisions for digital
taxation but collects minimal revenues because
those provisions cannot be effectively
implemented with existing administrative
infrastructure.

The human resource constraints identified are
particularly concerning. Fewer than 150 FIRS
staff have specialized digital taxation training
among a total workforce of 12,000,
representing barely 1 percent of personnel
(Nwude and Nwude, 2021). International best
practices suggest that effective digital tax
administration requires specialized units with
at least 5-10 percent of total staff focused on
digital economy issues (Ojaide, 2020).

Technology  deficits compound human
resource constraints. Without integrated
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systems tracking digital transactions across
platforms and payment channels, even well-
trained staff cannot effectively identify non-
compliance or conduct sophisticated audits.
The relatively basic TaxPro-Max system used
by FIRS was not designed for digital economy
complexities and  requires  substantial
enhancement (Eiya and Ojo, 2020).

Addressing these capacity constraints requires
sustained investment and cannot occut
overnight. However, the scale of potential
revenue gains $1.5-2.3 billion annually easily
justifies investments of $50-100 million in
technology systems and personnel
development. Such investments would
generate returns of 15:1 or higher, among the
most productive uses of public resources
available.

5.8. Stakeholder Alignment and Policy
Legitimacy

The  diverse  stakeholder  perspectives
documented in this research highlight political
economy dimensions of digital taxation.
Government revenue needs must be balanced
against business concerns, consumer interests,
and broader economic development objectives
(Owolabi and Okwu, 2020). The legitimacy and
sustainability of digital taxation approaches
depend significantly on stakeholder buy-in and
perceived fairness.

Currently, digital taxation policy in Nigeria
appears driven primarily by revenue authorities
with limited consultation with affected
industries, consumer advocates, or civil society
(Adesola, 2020). This approach risks creating
adversarial ~ relationships that undermine
voluntary compliance and generate political
resistance to enforcement efforts.

International experience suggests that inclusive
policy development processes yield more
effective outcomes. The OECD's Inclusive
Framework on BEPS, despite limitations,
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demonstrates value of broad stakeholder
engagement in building consensus around
complex tax reforms (OECD, 2018). At
national level, jurisdictions with —multi-
stakeholder digital taxation consultations have
generally achieved smoother implementation
than those imposing unilateral measures.

Nigeria could benefit from establishing a
permanent digital economy taxation advisory
council including government representatives,
tax administration officials, digital platform
operators, consumer organizations, and
technology sector associations. Such forums
could provide ongoing input into policy
development, identify ~ implementation
challenges  early, and  build shared
understanding of objectives and constraints.

5.9. Theoretical Implications

This research extends theoretical
understanding of digital taxation in several
ways. First, it demonstrates that conventional
tax theory developed for industrial economies
requires fundamental adaptation for digital
contexts, particularly in developing countries.
The permanent establishment concept, source-
based taxation principles, and arm's length
pricing all face challenges when applied to
digital businesses, confirming arguments by
Avi-Yonah (2017) and Olbert and Spengel
(2017).

Second, the findings support institutional
theories of tax administration emphasizing that
formal legal rules matter less than enforcement
capabilities  and  institutional  capacity
(Okunogbe and Santoro, 2021). Nigeria's
experience shows that comprehensive legal
provisions generate minimal revenues without
corresponding administrative infrastructure to
implement them effectively.

Third, the research highlights political

economy dimensions of tax policy in digital
contexts. Digital taxation creates winners and
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losers among different business models,
countries, and economic sectors, generating
political dynamics that shape policy outcomes
beyond  technical fiscal considerations
(Owolabi and Okwu, 2020). Understanding
these political economy factors proves
essential for designing implementable policies
rather than technically optimal but politically
infeasible approaches.

Fourth, the findings regarding emerging
technologies like cryptocurrency and NFT's
suggest that traditional notions of tax
jurisdiction and enforceability may require
reconceptualization. When transactions occur
on decentralized platforms without identifiable
intermediaries or central administrators,
conventional enforcement approaches become
impractical, potentially requiring entirely new
paradigms for tax collection.

6. Conclusion

This comprehensive study of digital economy
taxation in Nigeria reveals significant
challenges alongside substantial opportunities
for fiscal improvement. The research
establishes that Nigeria's current approach to
taxing digital platform firms suffers from three
interconnected deficits: legal ambiguities that

create uncertainty and loopholes,
administrative capacity constraints that prevent
effective enforcement, and limited

international cooperation that enables tax
avoidance through cross-border arrangements.

The quantitative findings demonstrate
substantial revenue losses, estimated between
$1.5 billion and $2.3 billion annually,
representing 15-20 percent of current non-oil
tax revenues. These losses occur despite legal
provisions  theoretically  bringing  digital
platforms within Nigeria's tax net, confirming
that administrative implementation capacity
constitutes the binding constraint rather than
legal authority. The stark compliance
differential between local platforms at 68-78
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percent and foreign platforms at 11-13 percent
creates  competitive  distortions  that
disadvantage domestic digital entrepreneurship
while enabling foreign platforms to extract
value from Nigerian markets without
corresponding tax contributions.

Comparative analysis reveals that Nigeria lags
regional and international peers in digital
taxation effectiveness. South Africa collects
nearly double Nigeria's digital tax revenues
despite having a digital economy only 40
percent larger, primarily due to superior
administrative  systems and enforcement
mechanisms. Kenya's digital services tax,
though facing implementation challenges, has
achieved better compliance rates than Nigeria
through clearer taxpayer obligations and more
consistent enforcement approaches.

The research identifies administrative capacity
development as the highest priority for
improving digital taxation outcomes. With
fewer than 150 specialized staff among 12,000
total FIRS personnel and technology
infrastructure inadequate for tracking digital
transactions, Nigeria cannot effectively
implement existing legal provisions. The
overall capacity assessment score of 33 out of
100 indicates comprehensive deficits requiring
sustained investment in personnel
development, technology  systems, and
institutional processes.

Emerging technologies including
cryptocurrency, NFTs, and decentralized
finance present escalating challenges that will
intensify ~ without  proactive  regulatory
adaptation. These technologies fundamentally
challenge conventional enforcement
approaches  predicated on  identifiable
intermediaries and centralized platforms.
Nigeria's current reactive policy development
processes prove too slow relative to
technological ~change, creating perpetual
regulatory lag that enables tax avoidance.
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International cooperation emerges as essential
for effective digital taxation but remains
underdeveloped in Nigeria's approach. Limited
treaty networks, non-participation in automatic
information exchange mechanisms, and weak
engagement with multilateral digital taxation
initiatives constrain enforcement capabilities.
Digital transactions inherently cross borders,
making  unilateral  national  approaches
inadequate regardless of domestic legal
provisions.

However, the research also reveals reasons for
optimism. Nigeria possesses foundational legal
frameworks that, with refinement and
enhanced implementation, could support
effective digital taxation. The substantial
revenue potential potentially $2 billion or more
annually justifies significant investments in
administrative capacity development.
International models including South Africa's
VAT registration system, India's equalization
levy, and Kenya's digital services tax provide
templates that Nigeria could adapt to its
context. Growing political will to address
digital taxation, evidenced by successive
Finance Acts strengthening provisions,
suggests momentum for continued reform.

The study concludes that Nigeria can establish
effective digital taxation through coordinated
actions across multiple dimensions. Legal
reforms should clarify definitions, establish
explicit thresholds for significant economic
presence, and strengthen enforcement
mechanisms. Administrative investments in
technology systems, personnel training, and
organizational  processes should receive
priority funding given high returns on such
investments. International ~ cooperation
through  bilateral  treaties,  multilateral
frameworks, and regional coordination should
be actively pursued. Stakeholder engagement
through inclusive consultation processes
should build legitimacy and encourage
voluntary compliance. Adaptive regulatory
approaches should enable timely responses to
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emerging technologies without perpetual
legislative lag.

Successfully implementing these reforms could
transform Nigeria's fiscal capacity while
creating more equitable competitive conditions
for domestic digital enterprises. The revenues
generated could fund critical infrastructure,
education, healthcare, and other public services
while ensuring that profitable digital platforms
contribute appropriately to the societies
enabling their success. Nigeria's expetience can
additionally provide valuable lessons for other
developing countries facing similar digital
taxation challenges, contributing to global
knowledge on adapting tax systems for digital
economies.

7. Limitations

This research faces several limitations that
should be acknowledged. First, reliance on
secondary data restricts the depth of empirical
analysis possible. Without access to proprietary
transaction data from digital platforms or
confidential taxpayer information from FIRS,
precise quantification of revenue gaps involves
estimation based on published market data and
reported figures (Owolabi and Okwu, 2020).
While estimates align across multiple sources,
actual figures could vary from reported ranges.

Second, the rapidly evolving nature of both
digital technologies and tax policies means
some findings may become outdated relatively
quickly.  Digital platforms continuously
develop new business models while tax
authorities introduce new regulations and
enforcement mechanisms. Research conducted
in 2025 necessarily reflects conditions and
policies existing at that time but may not
capture subsequent developments (Okunogbe
and Santoro, 2021).

Third, limited transparency by digital platforms

regarding country-specific operations
constrains  analysis. Most multinational
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technology companies do not publicly disclose
revenue breakdowns by country, making
accurate assessment of their Nigerian
operations difficult. Industry estimates fill
these gaps but introduce uncertainty regarding
precision (Nwachukwu, 2021).

Fourth, the study's scope excludes certain
dimensions of digital taxation that warrant
separate investigation. Indirect effects of digital
taxation on consumer welfare, detailed analysis
of optimal tax rate structures, and
comprehensive  cost-benefit  analysis  of
different enforcement approaches represent
important topics beyond this research's scope.
Future studies could address these dimensions
(Adewoye and Olaoye, 2020).

Fifth, methodological constraints limit causal
inference. This research identifies associations
and patterns but cannot definitively establish
causal relationships between specific policy
interventions and  taxation  outcomes.
Establishing causality would require controlled
experiments or sophisticated econometric
techniques not feasible with available data
(Akintoye and Tashie, 2019).

Sixth, the focus on formal platforms and
registered businesses means the analysis likely
underestimates total digital economic activity.
Substantial informal digital commerce occurs
through social media platforms, WhatsApp
Business, and peer-to-peer arrangements that
existing data sources do not capture (Oboh and
Chinonyelum, 2020). The informal digital
economy may represent 30-40 percent of total
digital transactions but remains pootly
documented.

Seventh, limited geographic scope restricts
generalizability. While this research focuses
specifically on Nigeria, findings may not
directly transfer to other African countries with
different  institutional  contexts,  digital
economy  structures, or  administrative
capacities. Comparative analysis provides some
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perspective but cannot substitute for country-
specific research (Ogundele and Oladele,
2021).

Despite these limitations, the research provides
robust analysis of Nigeria's digital taxation
challenges and offers valuable insights for
policymakers, tax administrators, and scholars.
The limitations identified also suggest
productive directions for future research to
complement and extend this study's findings.

8. Practical Implications

The findings of this research carry significant
practical implications for multiple stakeholder
groups involved in Nigeria's digital economy
and tax system.

8.1. Implications for Policymakers

Legislators and policy officials should prioritize
clarifying legal frameworks for digital taxation
while simultaneously investing in
administrative ~ capacity.  The  research
demonstrates that legal provisions alone
generate minimal ~ revenues  without
enforcement capabilities (Nwude and Nwude,
2021). Therefore, policy development should
explicitly consider implementation
requirements and ensure that administrative
capacity development accompanies legislative
reforms.

Policymakers should establish clear, objective
thresholds for significant economic presence
rather than leaving determinations to case-by-
case discretion. Specific revenue thresholds,
transaction volume criteria, or user number
benchmarks would reduce uncertainty for
businesses  while facilitating  consistent
enforcement by tax authorities (Ojaide, 2020).
International models suggest thresholds of $1-
5 million in annual local revenues or 10,000-
50,000 active users as reasonable starting
points.
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Development of comprehensive stakeholder
consultation mechanisms should precede
major policy changes. Inclusive consultation
processes  build  legitimacy,  identify
implementation challenges early, and improve
voluntary ~ compliance.  Establishing a
permanent digital economy taxation advisory
council with diverse representation could
institutionalize ongoing dialogue between
government and affected parties (Adesola,
2020).

Policymakers should additionally pursue
international cooperation aggressively,
including negotiating bilateral tax treaties with
countries hosting major digital platforms,
joining automatic information exchange
frameworks, and participating actively in
regional harmonization efforts through
Affrican Union and ATAF mechanisms
(Nwachukwu, 2021).

8.2. Implications for Tax Administrators

The Federal Inland Revenue Service should
prioritize capacity building across technology,
human  resources, and  organizational
processes.  Specific  priorities  include:
developing integrated systems for tracking
digital transactions across platforms and
payment channels; recruiting and training
specialized personnel in digital business
models, data analytics, and international
taxation;  establishing  dedicated  digital
economy taxation units with appropriate
technical capabilities; and implementing data
analytics tools including artificial intelligence
and machine learning for transaction
monitoring and risk assessment (Eiya and Ojo,
2020).

Tax administrators should focus initial
enforcement efforts on high-value foreign
platforms generating substantial revenues from
Nigerian users. Strategic targeting of non-
compliant major platforms would generate
significant revenues while sending clear signals
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about enforcement intent. Successful cases
against prominent platforms could additionally
encourage voluntary compliance by smaller
operators (Owolabi and Okwu, 2020).

Developing simplified compliance processes
specifically for digital businesses could
improve  voluntary compliance.  Digital
platforms operate differently from traditional
businesses, and tax compliance procedures
designed for brick-and-mortar operations may
create unnecessary burdens. Streamlined
registration, automated filing systems, and clear
guidance documentation tailored to digital
business models would reduce compliance
costs while improving collection (Okunogbe
and Santoro, 2021).

Tax  administrators  should  implement
withholding mechanisms at payment points to
capture  revenues from  non-compliant
platforms. Requiring Nigerian banks, payment
processors, and telecommunications
companies to withhold taxes on payments to
foreign digital service providers would
automate collection and reduce dependence on
voluntary compliance (Adewoye and Olaoye,
2020).

8.3. Implications for Digital Platform
Firms

Digital platforms operating in Nigeria should
proactively assess their tax obligations and
implement compliance systems rather than
waiting for enforcement actions. The research
demonstrates growing political will to address
digital taxation, and aggressive enforcement
against high-profile non-compliant platforms
appears increasingly likely (Ojaide, 2020). Early
voluntary compliance enables platforms to
avold reputational damage, financial penalties,
and potential operational restrictions.

Platforms should engage constructively with

Nigerian tax authorities and participate in
policy development consultations. Companies
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that demonstrate willingness to comply and
contribute to constructive dialogue may
influence policy development toward workable
approaches rather than having potentially
problematic  rules imposed  unilaterally
(Owolabi and Okwu, 2020).

Local platforms should advocate for
enforcement against foreign competitors
operating without proper tax compliance. The
competitive disadvantage created by unequal
tax treatment justifies collective action by
domestic digital enterprises to demand level
playing fields. Industry associations could play
important roles in advocating for fair
enforcement (Akintoye and Tashie, 2019).

Digital platforms should additionally prepare
for emerging technology taxation rules.
Companies involved in cryptocurrency, NFT,
or DeFi services should anticipate that
regulatory frameworks will develop and
proactively engage with authorities to ensure
workable approaches (Okunogbe and Santoro,
2021).

8.4. Implications for International
Development Partners

Development  agencies and  multilateral
institutions should provide technical assistance
for digital taxation capacity building in Nigeria
and other developing countries. The research
demonstrates that administrative capacity
constraints represent the primary barrier to
effective implementation. Targeted support for
technology systems, personnel training, and
institutional development could generate
substantial improvements in fiscal outcomes
(Nwude and Nwude, 2021).

International organizations should facilitate
knowledge sharing and peer learning among
developing countries addressing similar digital
taxation challenges. Regional networks
enabling tax administrators to  share
experiences, compare approaches, and
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coordinate enforcement could improve
effectiveness while reducing individual country
costs (Ogundele and Oladele, 2021).

Development partners should additionally
support developing country participation in
global digital taxation policy forums. The
OECD's Inclusive Framework has made
progress but still reflects primarily developed
country  perspectives.  Ensuring  that
frameworks accommodate developing country
contexts and priorities  requires  their
meaningful participation, which may require
financial and technical support (Adewoye and
Olaoye, 2020).

8.5. Implications for Researchers and
Academics

Scholars should conduct additional empirical
research on digital taxation in developing
countries. This study's limitations, particularly
regarding primary data access, highlight needs
for research with proprietary data access,
experimental  designs, or  sophisticated
econometric  approaches enabling causal
inference (Oboh and Chinonyelum, 2020).

Research examining economic impacts of
digital taxation on innovation, investment,
consumer welfare, and market structure would
provide valuable evidence for policy design.
While this study identifies potential tradeoffs,
detailed empirical analysis of actual effects
under different policy scenarios would
improve policy development (Okunogbe and
Santoro, 2021).

Emerging technology taxation presents rich
opportunities for scholarly investigation.
Cryptocurrency, NFT, DeFi, and Web 3.0
taxation challenges require interdisciplinary
research combining legal analysis, economic
theory, = computer  science, and  tax
administration perspectives. Researchers could
contribute  significantly by  developing
theoretical ~ frameworks  and  practical
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approaches for these frontier issues (Adewoye
and Olaoye, 2020).

9. Future Research

This study opens several productive directions
for future research that would extend and
complement its findings.

First, primary data collection through surveys
and interviews with digital platform operators,
tax officials, and other stakeholders would
provide richer insights into compliance
behaviors, enforcement challenges, and
implementation experiences. While this study
relied on secondary sources, direct stakeholder
engagement could reveal nuanced perspectives
not captured in published materials (Nwude
and Nwude, 2021). Structured surveys
quantifying compliance costs, administrative
burdens, and business impacts would enable
more precise cost-benefit analyses of different
policy approaches.

Second, experimental or quasi-experimental
research designs could establish causal
relationships  between  specific  policy
interventions and taxation outcomes. Natural
experiments created by policy variations across
jurisdictions or over time could support
rigorous evaluation of different digital taxation
approaches (Okunogbe and Santoro, 2021).
Such research would move beyond correlation
and association to identify which specific
interventions most  effectively improve
compliance and revenue collection.

Third, detailed analysis of emerging technology
taxation deserves dedicated investigation. This
study identified cryptocurrency, NFT, and
DeFi as escalating challenges but did not
comprehensively analyze appropriate taxation
frameworks. Future research could examine
technical feasibility, economic efficiency, and
administrative ~ practicality —of  different
approaches to taxing decentralized and
blockchain-based transactions (Adewoye and
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Olaoye, 2020). Such research should involve
interdisciplinary collaboration between tax
scholars, economists, and computer scientists.

Fourth, comparative research examining digital
taxation implementation across multiple
African countries would provide valuable
insights. While this study included limited
comparative analysis, systematic comparison
of approaches, outcomes, and challenges
across Kenya, South Africa, Ghana, Rwanda,
and Nigeria could identify best practices and
common pitfalls (Ogundele and Oladele,
2021). Such research could inform regional
harmonization efforts and facilitate peer
learning among African tax administrations.

Fifth, research examining optimal digital tax
rate structures considering revenue objectives,
economic efficiency, administrative feasibility,
and political acceptability would inform policy
design. This study noted debates about
appropriate rates but did not conduct detailed
optimization analysis. Future research could
employ economic modeling to identify rate
structures maximizing social welfare under
different assumptions and constraints (Ojaide,
2020).

Sixth, longitudinal studies tracking digital
taxation policy evolution and outcomes over
time would capture dynamic processes not
visible in cross-sectional research. Following
specific platforms' compliance trajectories,
tracking  enforcement  outcomes,  and
measuring revenue trends over multiple years
would reveal implementation patterns and
identify factors associated with success or
failure (Owolabi and Okwu, 2020).

Seventh, research examining indirect effects of
digital taxation on consumer welfare, market
structure, innovation, and economic
development would address important
questions beyond direct fiscal impacts. While
this study focused primarily on revenue and
compliance dimensions, broader economic
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impacts deserve systematic investigation
(Oboh and Chinonyelum, 2020). Such research
could inform debates about appropriate
balance between revenue generation and
economic development objectives.

Eighth, studies examining the informal digital
economy and mechanisms for bringing
informal operators into tax systems would
address a significant gap. This research focused
on formal platforms but acknowledged that
substantial digital economic activity occurs
through informal channels (Akintoye and
Tashie,  2019).  Understanding  scale,
characteristics, and taxation potential of
informal digital commerce could identify
approaches for expanding tax bases while
supporting financial inclusion.

Ninth, research on political economy
dimensions of digital taxation could explain
why certain policy approaches succeed or fail.
This  study touched on  stakeholder
perspectives but did not deeply analyze
political dynamics shaping policy outcomes.
Research examining interest group influence,
bureaucratic politics, international pressures,
and public opinion regarding digital taxation
would provide important insights for
understanding reform processes (Nwachukwu,
2021).

Finally, action research involving collaboration
between researchers and tax administrators to
pilot innovative approaches could generate
valuable implementation knowledge. Rather
than only studying existing practices,
researchers could partner with FIRS to design,
implement, and evaluate experimental
interventions such as automated withholding
systems, simplified compliance mechanisms, or
risk-based audit approaches (Eiya and Ojo,
2020). Such collaborative research could
produce both academic knowledge and
practical improvements in tax administration.
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