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Abstract 

This study examines the impact of taxation on income inequality in Nigeria. The study used a time 
series data for a period of 34 years ranging from 1980-2014. The Error Correction Model (ECM) was 
used to analyse the data gathered. From the regression results, indirect tax was found to be negatively 
related to income inequality in Nigeria, implying that indirect taxes help to redistribute income 
effectively. On the other hand, direct tax was found to have a positive impact on income inequality in 
Nigeria. Hence, direct tax widens the gap between the rich and the poor in Nigeria. The study therefore 
concluded that indirect taxes reduce income inequality more in Nigeria.  Flowing from the above 
research findings, the study therefore recommends that the government should put more efforts in its 
drive to ensuring compliance to tax payments since taxation has the potential to effectively remedy 
economic and social ills of the society such as income inequalities, regional disparities, just to mention 
a few. Therefore, indirect taxes should be given more drive by the government as indirect taxes help 
to reduce income inequality more in Nigeria. 
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Introduction 

      Income in developing countries in recent decades is unevenly distributed than in developed countries on average before-
tax income. Hence, unlike developed countries, developing countries generally have not been able to utilize tax and transfer 
policies properly to reducing income inequality (Chu, Davoodi, & Gupta, 2000). Direct taxes improve the distribution role 
of taxation, due to its progressivity in order to reduce income inequality (Seaz, 2004). If the totality of taxes cost the same 
to administer, with the same revenue potential and give the same excess burden it would forever be better to levy progressive 
taxes. However, in practice the Value added tax scores better than progressive income taxes in all (Engel, Galetovic, & 
Raddatz, 1999). 

      For large number of developing countries, widespread poverty and small income available to the poor have been 
worrisome issues across the countries. Also there have been questions raised about the effectiveness of taxation as a 
redistributive tool (Chu, Davoodi & Gupta, 2000). The above issues are epitome of problems in Nigeria as a developing 
country and the fundamental question remain, what is the redistributive effect of taxation in Nigeria to addressing the 
widening gap between the poor and the rich which have made the rich getting richer and the poor getting poorer. The study 
therefore aims to investigate the impact of taxation on income redistribution in Nigeria. And specifically, the study seeks to 
ascertain which of the types of taxes (direct and indirect taxes) reduces income inequality more in Nigeria.  
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      This study was inspired by the results of past researches on taxation and income redistribution that developing countries 
have not been able to utilize tax and transfer policies properly to reduce income inequality and the effect of some sub-
components of indirect taxes on income distribution in Nigeria as a developing country. The study made various 
contributions to knowledge. Mainly, there are few studies that focused on the impact of taxation on income redistribution. 
In addition, this study provides an in-depth understanding of the effect indirect taxation has on income redistribution in 
Nigeria alone other than cross-country analysis. The remaining part of this paper is sectioned as follows: Section two 
contains the Literature review and review of theories, Section three is the Methodology, and Section four is Estimation 
results and discussion. Lastly, Section five is Conclusion and Recommendations. 

Literature Review 

The Concept of Income Inequality 

      Inequality can be described as a situation where people have different levels of income or consumption. Income 
inequality is primarily concerned with the relative position of different persons within the income distribution. It is 
fundamentally a summary statistic of the dispersion of income among individuals (Okatch, Siddique, & Rammohan, 2013). 
Income inequality denotes distribution of income or wealth measurement among households. It is a way of comparing the 
gap in household incomes in a given region, country or world (Bradley, 2013). 

      Some techniques to measure inequality in a population have notably been developed and used over time such as the 
coefficient of variation of income, the logarithm of income and generalised entropy class of inequality indices, the Gini 
coefficient and the Atkinson index (Okatch et al., 2013). They however stated that Gini coefficient is one of the most 
commonly applied measures of inequality and it measures the degree to which the Lorenz curve departs from the line of 
equality. It measures the extent to which income (or in some cases, consumption) among individuals or households within 
an economy deviate from a perfectly equal distribution (Gylfason & Zoega, 2002). The Gini coefficient was developed by 
an Italian Sociologist, Corrardo Gini, and it ranges from 0 (perfect equality) to 1 (perfect inequality). . A Gini coefficient of 
zero (0) shows that everyone has equal income. While a Gini coefficient of 1 indicates that all income goes to only one 
person. Hence, higher values of the Gini coefficient denote larger inequality. However, there appears to be a tendency that 
the more democratic a country is, the smaller its Gini coefficient (OECD, 2011). The Gini Coefficient has been the most 
popular method for measuring income inequality in literature. Some erudite Researchers such as (Awe & Rufus, 2012; 
Bakare, 2012;  Buccellato & Alessabdrini, 2009; Fum & Hodler, 2009; Gulfason & Zoega, 2002; Ilaboya & Ohonba, 2013; 
Mallaye, Yogo, & Timba, 2015; Martin & Crookes, 2013; Moradi, 2009; etc.) have applied Gini coefficient as a measure 
for inequality in their various studies. 

 Taxation and Income Inequality: Empirical Review 

      Several studies have been carried out by prior researchers in relation to the impact of taxation (direct and indirect taxes) 
on income inequality in different regions/countries. Some of these prior studies are reviewed below in chronological order 
with a view to observing the trend of the  findings on the subject matter. Okner (1975) determined empirically individual 
taxes and the distribution of income. The study was concerned only with the distributional impact of personal income and 
employment taxes. In addition to the overall distribution of after and before tax income the study also examined and 
compared the incidence of individual taxes for particular subgroups of the population. In the study, individual taxes were 
interpreted widely to include transfer payments received from the government as well as taxes paid. The study assessed the 
extent to which both individual taxes and transfers affect the distribution of income. The study concluded that the net impact 
of direct federal taxes and transfers has a significant effect on distribution of individual income, and transfers play very 
important role in redistribution of income among families than taxes. Engal, Galetovic, and Raddates (1999) examined the 
impact of taxation on income inequality at the level of household in Chile and approximated the distribution effect of 
different changes in the tax structures. They found that income inequalities before and after taxation are very similar with 
Gini Coefficients of 0.488 before tax and 0.496 after tax. Their results suggested that to reduce income inequality, discussion 
should be focused on the amount to be redistributed, the target at public spending and efficacy of alternative tax and should 
not be based on the progressivity of the tax structures.  

Saez (2004) found out that redistribution of income should be obtained only through direct taxation while indirect taxation 
is sub-optional in income inequality. They looked at the effectiveness of direct and indirect tax instruments for redistribution 
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of income in the short run and long-run. Their conclusion was that long-run direct taxation should be preferred to indirect 
taxation instruments to achieve income redistribution and raising revenue. Liu and Nie (2004) in their study titled “Analysis 
of the impact of indirect tax burden on the distribution of income” used urban household survey data to demonstrate that 
the burden of Value Added Tax (VAT) and consumption tax of low-income families is greater than high income families, 
and the burden of business tax is greater than the low income families. And their result proved that indirect tax increases 
the income distribution gap.  

      Duncan and Peter (2008) investigated whether income distribution is affected by structural progressivity of national 
income tax systems. They used large panel of countries, and detailed income tax schedules to develop and estimate full 
measures of structural progressivity of income tax system. For a period of 1981-2005, they found that tax progressivity 
reduce observed inequality in accounted gross and net income with a little significant effect on true inequality, this was 
estimated by consumption-based measures of Gini. Their study showed that, under précised condition, progressivity of tax 
may increase actual income distribution. Specifically in countries with weak statute and a large informal sector that is not 
taxable. Paulus, Figori, and Sutherland (2009) conducted a study on the effect of tax and benefits on income distribution. 
They showed the major ways in which governments can use the system of cash benefits and personal incomes taxes to 
influence income distribution. They pointed out that taxes tend to be progressive, and hence, individuals with higher incomes 
pay a higher percentage of their earnings as tax. They found that in reducing income inequality of main income, tax and 
benefit play major roles. Sameti and Rafie (2010) investigated the “interaction of income distribution, taxes and economic 
growth in Iran and some selected East Asian Countries”. Using a panel data regression for data gathered from 1990-2006, 
the findings of the study showed that government expenditure ratio and GDP with two lags have a significant negative effect 
on Gini coefficient. Also, the effect of indirect taxes on income inequality was found to be negatively insignificant. 

      Liu (2011) in his study entitled “The regressive and resident income of indirect tax incidence and the economic 
management of the inequality of residents’ income”, used data to estimate the indirect tax regressive index and found that 
the regressivity of VAT and consumption tax is reasonably strong. And thus, they widen the income gap on varying degrees. 
Park (2011) examined taxes, social transfers, and income inequality. The study found out that taxes and social transfers can 
have immediate effect on income. The study concluded that inequality can be addressed by taxation, social transfer and 
social expenditure, yet whether and to what extent taxation should be used for active redistribution remains debateable. 

      Sacchi and Salotti (2011) investigated the connections among fiscal decentralization and regional inequalities using a 
sample of 23 OECD countries for the period 1971-2000. They explored the impact of fiscal decentralization on income 
inequality. Their aim was to ascertain if regional economic disparities have effect on the fiscal decentralization process. 
Their results showed the significance of both the nature of fiscal decentralization- expenditure versus taxation and of the 
degree to which responsibility and decision powers are actually left to sub-central government. Attinasi, Checherita-
Westphal, and Rieth (2011) examined “personal income tax progressivity and output volatility: evidence from OECD 
countries” over the period 1982-2009. Their measure of tax progressivity was centred on the variation between the marginal 
and average production worker. They found significant empirical evidence for the hypothesis that greater personal income 
tax progressivity results to lower output volatility.  

      OECD (2012) investigated income inequality and growth: The role of taxes and transfer system, reduce overall income 
inequality in all countries. They discovered that tax and transfers system reduces total income inequality in all countries. 
Income distribution before taxes and transfer is mainly influenced by the dispersion of labour and part-time employment. 
They found that personal income tax seems to be progressive. Setting reforms of tax and transfer systems deals with a 
double dividend in respects to reducing inequality and raising GDP per capita. Martinez-Vazquez, Moreno-Dodson, and 
Volovic (2012) interacted company income tax variable with globalization index to account for dimension of company 
income tax. They found in a closed economy one percentage point increase in ratio of company income tax to GDP decreases 
income inequality by 0.7 percent point. Thus, this negative effect on income inequality will be lesser the more opened an 
economy is. 10 point rise in the globalization index, decreases negative effect of company income tax on income inequality 
by 0.1 percentage point. In general, their study showed the likely role that taxes and public expenditure policies play in 
affecting income distribution, that progressive personal income taxes and corporate income taxes reduce income inequality. 
The impact of corporate income taxes tends to be wiped away in opened or globalised economies. While they also argued 
that indirect taxes such as general consumption taxes, excise taxes and customs duties have a negative impact on income 
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redistribution. Their study concluded that there is significant effect of both taxes and public spending on income distribution 
when they are considered jointly. 

      Ramot and Ichihashi (2012) examined the effects of tax structure on economic growth and income inequality. They used 
a panel data set of cross national data of 65 countries for the period 1970-2006. The study found that statutory corporate 
income tax rate has a significant negative relationship with economic growth and income redistribution by controlling for 
various other variables of growth and income inequality. They however, stated that personal income tax rates have no effect 
on economic growth and on income inequality. Also in their findings, they classified the countries into tax groups based on 
their average top statutory corporate income tax rates and found that, high company income tax rates, above 40% 
corresponded with lower income inequality also on the other hand; lower company income tax rates below 40% are not 
significant in reducing income inequality. 

      Bastagli, Coady, and Gupta (2012) reviewed how fiscal policy can address income distribution in both developing and 
developed economies. They assembled a detailed database on post-tax and transfer income inequality for 128 developing 
and 22 developed economies. They found that fiscal policy can influence income inequality both indirectly through its 
impact on the future earning capacities on market income of individual and direct through its impact on current disposable 
incomes. They concluded that in developed economies, fiscal policy has played a significant role in redistribution, 
particularly on the expenditure side, also through income taxation progressivity. However, the developing economies need 
to improve their distributive influence of fiscal policy by improving their capacity to raise tax revenue and to spend those 
resources more equitable and efficiently.  

      Ilaboya and Ohonba (2013) examined the impact of direct and indirect tax on income inequality, their approach was 
country-specific using tax and macroeconomics data from 1980-2011. They employed multivariable econometric analysis 
approach to find the effect taxation has on income inequality in Nigeria. Their study found a significant negative relationship 
between total tax revenue to GDP and income inequality in Nigeria, as a result of t-value of (-2.748706) and (-2.287270) 
and negative coefficients of (-0.007869) and (-0.512235) accordingly. They also found an insignificant negative effect 
between GDPPC, PCREDIT/GDP, TDT/TIT *TTR. While LFP and TDT/TIT had an insignificant positive impact on 
income inequality in Nigeria as a result of coefficients (0.421) and (1.243794) and t-value of (1.732565) and (1.717362) 
accordingly.  

      Kaisa and Jukka (2015) using high-quality macro data, investigated the consequences of the introduction of Value Added 
Tax on Government revenue and inequality in developing countries. Their results, stemming from instrumental variable 
regressions, suggest that the adoption of VAT has helped to reduce income inequality little. Thus, suggesting that the move 
to the VAT has not undermined equitable development. Their results also revealed that there are some differences in the 
impacts of VAT across countries. Thus, VAT adoption has led to lower income differences in more open economies. Fu 
(2016) conducted a research on a topic titled “Does indirect tax increase the income gap between Urban and Rural areas?” 
The empirical analysis of commodity tax shows that Value Added Tax (VAT) has a negative effect on income gap between 
urban and rural areas. The study stated further that in general, indirect tax whose main body is VAT is worsening income 
distribution. 

Review of Theory 

The Socio-Political Theory 

Adolph Wagner advocated that social and political aims should be the determining factors in selecting taxes. Wagner did 
not believe in individualist approach to a problem. He wanted that each economic problem should be looked at in its social 
and political context and an appropriate solution found thereof. The society consisted of individuals, but was more than the 
sum total of its individual members. Accordingly, a tax system should not be planned to serve individual members of the 
society, but should be used to remedy the ills of the society in general. In other words, Wagner was promoting a 
contemporary welfare approach in developing and accepting a tax policy. He was precisely in favour of using taxation to 
reducing income inequalities. 
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 Methodology 

Data and Data Source 

      The population of the study consists of Nigeria data. The sample of the study entails a segment of the population of 
interest which covers Nigeria data from the years 1980 to 2014, a period of thirty four (34) years. Secondary source of 
data was used in this research. Data were gathered from the Nigeria journal of economics and statistics, National centre 
for economic management and Administration (NCEMA). Federal Office of Statistics (FOS),  economic and social 
bulletin publication, Central Bank of  Nigeria Publications and Federal Inland Revenue Service. 

Model Specification  

The model for this study is estimated as follows: 

Ginint = αginint-1 + αknt-i + αxnt + vnt +  Ƹnt\ 

      Where gini symbolizes the observed inequality measured by income-based Gini coefficient (either net or gross income) 
in Nigeria in year t, t=1, ---- T, while   ginint-1 symbolizes its value in year t-1. Next Knt stands for total indirect taxes to total 
tax revenue (TINDT/TTR) variable representing indirect tax instruments in Nigeria year t. the variables representing indirect 
tax instruments are Value added tax (VAT), custom and excise duties (CU/EX), investment GDP ratio (INV/GDP) and 
human capital, Xnt symbolizes the set of control variable that have been constantly found to play an important role in 
explaining income inequality in most literature. These include population growth, age dependency, the level of 
globalization, GDP per capital growth, unemployment, the extent of corruption, educational level and the size of 
government. Lastly, in the error term, Vnt stands for unobserved Nigeria Fixed effects and   Ƹnt represents the observation- 
specific error 

Ʊnt = Vnt +  Ƹnt 

Data Estimation Techniques  

      In order to ensure validity and reliability of the results we conducted some diagnostic tests which include: Normality; 
Heteroskedasticity test; Auto/serial correlation; Model misspecification.The empirical model specified was analyzed based 
on stationarity, cointegration and Error Correction Model (ECM). 

Estimation and discussion of results 

 Estimation Results 

Table 1: Descriptive Statistics 
 INVGDP TDGDP TIDGDP GINI OPN 

 Mean  22.65257  25.32857  4.431429  43.90314  54.38029 
 Median  22.77000  18.60000  3.900000  46.30000  59.07000 
 Maximum  30.60000  92.30000  9.800000  60.00000  83.01000 
 Minimum  14.41000  10.80000  0.900000  16.96000  14.02000 
 Std. Dev.  3.573382  16.69753  2.613063  9.990085  16.19845 
 Skewness  0.163387  2.375722  0.624834 -1.114824 -0.683148 
 Kurtosis  3.406519  9.094109  2.277216  3.844475  2.984556 
 Jarque-Bera  0.396723  87.08348  3.039291  8.289843  2.722717 
 Probability  0.820073  0.000000  0.218789  0.015845  0.256312 
 Sum  792.8400  886.5000  155.1000  1536.610  1903.310 
 Sum Sq. Dev.  434.1481  9479.451  232.1554  3393.261  8921.257 
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 Observations  35  35  35  35  35 
 

      The results of the descriptive statistics shows a mean Gini coefficient of 43.90314; a mean investment to gross domestic 
product of 222.65257; a mean total direct tax to gross domestic product of 25.32857 and a mean total indirect tax to gross 
domestic product of 4.431429. The Jarque bera statistics of total direct tax to gross domestic product and Gini coefficient 
reported probability values of 0.000000 and 0.015845 respectively. The implication is that the variables are normally 
distributed even though the same cannot be said of the other variables which reported probability values above the 0.05 
benchmark. The variables reported relatively small standard deviation which signifies small dispersion from their respective 
mean values. The variables of investment to gross domestic product and total indirect tax to gross domestic product reported 
standard deviations of 3.573382 and 2.613063 respectively. 

Table 2: Correlation Coefficient 

Covariance Analysis: Ordinary     
Date: 08/13/15   Time: 11:18     
Sample: 1980 2014      
Included observations: 34     
Correlation      

t-Statistic      

Probability INVGDP  TDGDP  TIDGDP  GINI  OPN   

INVGDP  1.000000      

 -----       

 -----       

       

TDGDP  0.012774 1.000000     

 0.073388 -----      

 0.9419 -----      

       

TIDGDP  -0.123729 0.495510 1.000000    

 -0.716274 3.277094 -----     

 0.4789 0.0025 -----     

       

GINI  0.214065 -0.276851 -0.636431 1.000000   

 1.258893 -1.655081 -4.739870 -----    

 0.2169 0.1074 0.0000 -----    
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OPN  -0.133426 -0.089367 -0.648340 0.505570 1.000000  

 -0.773388 -0.515438 -4.891875 3.366166 -----   

 0.4448 0.6097 0.0000 0.0019 -----   

Source: Researchers’ computation 2015. 

      The correlation coefficients of the variables were mixed. Investment to gross domestic product and total direct tax to 
gross domestic product; total direct tax to gross domestic product and total indirect tax to gross domestic product; and Gini 
coefficient to openness all show positive correlation while the other variables reported negative correlation. The correlation 
coefficients were relatively small, the highest value being -0.773388 which is not indicative of any problem of 
multicorrelation between the regression variables. 

Table 3: Variance Inflation Factors  
Date: 08/13/15   Time: 14:03  
Sample: 1980 2014  
Included observations: 34  

 Coefficient Uncentered Centered 
Variable Variance VIF VIF 

C  93.15327  13.31790  NA 
TDGDP  0.002824  1.459230  1.199767 
TIDGDP  1.183871  4.736998  1.961548 

OPN  0.004703  3.527015  1.453458 
INVGDP  0.066977  6.067867  1.194751 

AR(1)  0.015033  1.672628  1.589679 
Source: Researchers’ computation 2015. 

      The result of the variance inflation factor is a further confirmation of the absence of multicorrelation. The centered VIF 
values were all below the benchmark of 10 points and indicative of the absence of multicorrelation among the regression 
variables. The variables of total direct tax to gross domestic product and total indirect tax to gross domestic product reported 
centered VIF values of 1.199767 and 1.961548 respectively. 

 Diagnostic tests 

Table 4: Test of Heteroskedasticity 
Heteroskedasticity Test: Breusch-Pagan-Godfrey 
F-statistic 1.341375     Prob. F(4,29) 0.2784 
Obs*R-squared 5.308434     Prob. Chi-Square(4) 0.2571 
Scaled explained SS 4.399561     Prob. Chi-Square(4) 0.3546 
 

      The Breuch-Pagan-Godfrey test of heteroskedasticity did not support the null hypothesis of heteroskedastic residuals 
instead; the result shows that the residuals are homoskedastic. The probability values were all above the benchmark of 0.05. 
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Table 5: Ramsey RESET test of Model specification 
Ramsey RESET Test   
Equation: UNTITLED   
Specification: GINI C INVGDP OPN TDGDP TIDGDP 
Omitted Variables: Squares of fitted values  

 Value df Probability  
t-statistic  1.930560  29  0.0634  
F-statistic  3.727064 (1, 29)  0.0634  
Likelihood ratio  4.231729  1  0.0397  
F-test summary:   

 Sum of Sq. df 
Mean 

Squares  
Test SSR  211.3895  1  211.3895  
Restricted SSR  1856.195  30  61.87316  
Unrestricted SSR  1644.805  29  56.71743  
LR test summary:   

 Value df   
Restricted LogL -119.1542  30   
Unrestricted LogL -117.0384  29   

     

Source: Researchers’ computation 2015 
 
      The Ramsey RESET test of model misspecification could not support the hypothesis of a missed-specified model. The 
probability values were above the minimum value of P<0.05 which means the regression model was correctly specified. 

Table 6: Regression result after correcting for autocorrelation 
Dependent Variable: GINI   
Method: Least Squares   
Date: 08/13/15   Time: 13:52   
Sample (adjusted): 1981 2014   
Included observations: 34 after adjustments  
Convergence achieved after 8 iterations  

Variable Coefficient Std. Error t-Statistic Prob.   
C 44.70018 9.651594 4.631378 0.0001 

TDGDP 0.006864 0.053137 0.129168 0.8981 
TIDGDP -0.953782 1.088058 -0.876591 0.3882 

OPN 0.030817 0.068580 1.449362 0.6566 
INVGDP -0.159676 0.258800 -2.616985 0.0022 

AR(1) 0.694631 0.122610 5.665365 0.0000 
R-squared 0.765330     Mean dependent var 44.69559 
Adjusted R-squared 0.723424     S.D. dependent var 8.954391 
S.E. of regression 4.709154     Akaike info criterion 6.095679 
Sum squared resid 620.9318     Schwarz criterion 6.365037 
Log likelihood -97.62654     Hannan-Quinn criter. 6.187538 
F-statistic 18.26328     Durbin-Watson stat 2.131769 
Prob(F-statistic) 0.000000    
Inverted AR Roots       .69   
Source: Researchers’ computation 2015 
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 Discussion of Findings 

      The regression result after correcting for autocorrelation using AR (1), reported a robust and statistically significant F-
value of 18.26328, with a probability value of 0.000000. The Durbin Watson statistic of 2.131769 is indicative of the absence 
of autocorrelation since it is within the benchmark of 2.00. The adjusted R-squared value of 0.723424 is robust and indicates 
that the explanatory variables of total direct tax to gross domestic product, total indirect tax to gross domestic product, 
investment to gross domestic product and openness collectively explained about 72% systematic variation in the dependent 
variable of Gini coefficient. 

      The variable of interest, total indirect tax to gross domestic product reported a negative coefficient of -0.359782 and a 
t-value of 0.876591. The implication of the finding is that even though total indirect tax redistributes income, the extent of 
redistribution is statistically insignificant having reported a probability value of 0.3882 >0.05. This finding is in tandem 
with the findings of Okner (1975), Sameti and Rafie (2010), Ilaboya and Ohonba (2013), Kaisa and Jukka (2015) and Fu 
(2016) who all found indirect taxes to reduce income inequality. However, this finding was at variance with the findings of 
Liu and Nie (2004) and Liu (2011) who found indirect taxes to increase income inequality. 

      The variable of total direct tax to gross domestic product was found to increase inequality in Nigeria having shown a 
positive t-value of 0.129168, even though the extent of increase is statistically insignificant. The finding implies that direct 
tax does not redistribute income in Nigeria. This finding is in tandem with the findings of Ilaboya and Ohonba (2013 who 
found direct taxes to increase income inequality. However, this finding was at variance with the findings of Saez (2004) 
and OECD (2012) who found direct taxes to reduce income inequality. 

      The variable of openness reported an insignificant t-value of 1.449362 which means even though it increases income 
redistribution, the effect is not significant. Finally, investment to gross domestic product was found to be negative and 
statistically significant which means the extent of investment in Nigeria has significantly reduces the gap between the rich 
and the poor. 

Conclusion 

      The broad aim of the study is to investigate the effect of taxation on income redistribution in Nigeria. And specifically, 
the study tries to ascertain which of the types of taxes (direct and indirect taxes) reduces income inequality more in Nigeria. 
From the research findings above, indirect tax was found to negatively affect income inequality in Nigeria, implying that 
indirect taxes help to redistribute income effectively. On the other hand, direct tax was found to positively affect income 
inequality in Nigeria. Hence direct tax widens the gap between the rich and the poor in Nigeria. The study therefore 
concluded that indirect taxes reduce income inequality more in Nigeria. 

 Recommendations 

      Flowing from the above research findings, the study therefore recommends that the government should put more efforts 
in its drive to ensuring compliance to tax payments since taxation provides a powerful set of policy tools to the authorities 
and should be effectively used for curing economic and social ills of the society such as income inequalities, regional 
disparities, just to mention a few. Therefore, indirect taxes should be given more drive as indirect taxes help to reduce 
income inequality more in Nigeria. 
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