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Abstract

This paper considered fax incentives and foreign direct investment in Sub-Saharan Afvican countries. It
employed historical research approach fo review the literature on the influence of tax incentives on foreign
direct investment in Sub-Sahara African economies, particularly Nigeria. The finds that even as tax
concessions, longer tax holidays, withholding tax and other tax expenditures in Sub-Sahara African countries
have continued to be in the increase, their impact on FDI has remained generally non-significant. This situation
is blamable on the several fuctors that have played against the business environment for foreign investments in
developing countries. Our study recommended that tax incentives should be properly structured to deal with
policy lapses by the governments of Sub-Saharan African countries. Otherwise, achieving the main goals such
as poverty eradication, sustainable growth and development in the competitive global economy might be

unrealizable.
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1. Introduction

African countries have faced competition and several
challenges in striving to attract foreign direct
investment (FDI) as a result of the role that FDIs play
in the development process (Appiah-Kubi et al, 2021).
According to Appiah-Kubi et al. (2021), many of the
efforts made became futile as a result of several
factors that work against the business environment for
foreign investments. There are some motivational
factors that influence foreign direct investments in a
nation. For several developing countries within
Africa, there are some significant economic benefits,
Such nations have  been able to use the global
investment pool and have drastically improved their
standard of living(Appiah-Kubi et al., 2021) .As
several countries implement a lot of extended venture
systems, competitiveness for foreign investors are
expected to continue increasing. For this reason, the
foreign direct investment decision is increasingly
gaining research interest. According to Appiah-Kubi
et al.(2021), most researchers have emphasized that
factors such as corruption, internal security, rule of
law, quality of regulations, the effectiveness of
government, voice and accountability, market size
and infrastructure, among many others are the
economic essentials for investment environment
(Love & Klapper,2002; Dupasquier et al., 2012;
Maruskinova, et al.2018; Agyemang et al. 2016;
Bokpin et al. , 2017; Saini& Singhania,2018;

Agyemang etal.,2019; Appiah-Kubi, etal.,2020).

Appiah-Kubi et al. (2020) note that there have been
several recommendations for Africa countries to
attract significant inflows of foreign direct
investment to enhance infrastructural development
by the United Nations Sustainable Development
Goals (UNSDG).Nations compete for foreign direct
investment because foreign investors generate job
creation and economic growth, improve the
productive resources of the nation, advance
information and technology that lead to alleviation of
poverty, and benefit the economy in other ways (Lee
etal ,2012; Maitahz etal 2014; Kuzminaetal. 2014;
Malec, et al.,2016 and Appiah-Kubi et al., 2020).
Several developing countries, especially in Africa,
have been coming up with strategics aimed at
enhancing the inflows of FDI (Appiah-Kubi et al.,
2019).

African countries have been characterized by

macroeconomic factors such as poor infrastructure,

unemployment, low level of savings, and many others
characterize African countries. Foreign direct
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% ==omomies and improve economic growth and
its sustainability (Miletkov et al., 2014). These
positive advantages that the inflows of forei gn direct
investment generate have caused competition among
several developing countries.
Peters and Kiabel (2015) assert that investors' scale of
preference when it comes to factors that influence
their investment decision-making factors, such as
sound security, exchange rate, political stability,
inflation, etc., instead of fiscal incentives. In a bid to
surmount this problem, African countries initiate and
implement various measures of improving a friendly
business environment to attract the inflows of foreign
investors.

Tuomi (2011) claims that such measures adopted by
African countries include liberalization of the
economy, tax incentives, and provision of
infrastructure. These measures are adopted by
African countries in attracting foreign direct
investment. . The major tool used by several
developing economies in attracting foreign investors
are tax incentives such as low corporate tax rates; tax
holidays, tax credits, investment allowance, tax
deductions, and many others have been (Peters &
Kiabel, 2015). :

The costs and benefits of tax incentives differ from
country to country. Consequently, the effects of tax
incentives on the economic growth and expansion of
the overall tax are not the same across the board.
While in some cases, tax incentives may obviously
play a crucial role in attracting new investments that
contribute to substantial economic growth and
development of the country, in others, a particular tax
incentive scheme may bring about few new
investments but with a significant cost to the
government.

Many Sub- Sahara African countries are cash trapped
and unable to have sufficient revenue and meet their
budgetary requirements. In spite of this problem, they
still offer a wide range of tax incentives. As a result of
globalization, it has become very easy for
multinational companies to engage in international
tax planning and reap maximum economic benefits.

In spite of this, many of them remain in a net tax credit
position as a result of huge tax incentives. In order to
continue to enjoy tax-free status, some of them would
close shop soon after opening such, register a new
company in the same locality and continue their old
business. By so doing, those companies deny the °
government the much needed revenue that inform the
grant of tax incentives. According to Anyadike and
Eme (2017), part of the objectives of tax waivers in
Nigeria is to boost local industries, make the much-
needed raw materials or goods available in the short-
term and generate employment. The authors report
that after many years, none of these lofty objectives
has been achieved. Most of the local industries have
closed shops for lack of raw materials. This has
resulted in the growing army of the jobless in Nigeria.

Further, Anyadike and Eme (2017) observe that in
other economies, waivers are seen as a mechanism
for achieving set economic goals such as protection
of local industries, job creation, export promotion as
well as generation and preservation of foreign
exchange. For instance, China, India, Malaysia,
Japan and many other economies have at various
times used waivers, concessions and grants to protect
and build local manufacturing and agriculture.
However, the situation in Nigeria is different. For
instance, in 2014, the Coordinating Minister for the
Economy and Minister of Finance, Dr. Ngozi
Okonjo-Tweala, declared that Nigeria had lost
N797.8 billion between 2011 and May 2014 to import
waivers and tax holiday concessions. Of the amount,
N25.814 billion was the level between January and
May of that year. Anyadike & Eme, 2017 regret that
none of the objectives of tax waiver has been met in -
Nigeria. The system has been too corrupt. According
to Anyadike and Eme (2017), some beneficiaries sell
duly-approved waivers for essential goods to
importers of cars or other products which are of little -
or no benefit to the economy. Some defaulting
companies in duties and levies to the~Federal
Government even got fresh waivers to import more in
an era of impunity where monitoring was zero and the
system was run without human face(Anyadike &
Eme,2017).

In Nigeria particularly, many multinational firms
carrying out operation within pay little or no tax to the

BN 17 1 JANUARY - MARCH, 2022




CNAJ VOLUME 30 NUMBER 1

government for several years. Many of them that
operate in the export processing zones close down
after enjoying the ten-year tax boliday period and
relocate to China, India, Uganda and Ghana which
cither had introduced similar incentives or provide
infrastructural facilities that lower production costs.
Furthermore, the appropriateness of providing tax
incentives in developing countries has become a
subject for debate, as they have come quite often with
huge costs in the form of administrative fees,
expenses, and inefficient allocation of capital,
foregone revenue, and many more.

Several scholars have discussed the likely effects,
including their benefits and risks of tax incentives
(Peters & Kiabel, 2015).A number of studies have
been carried out on the effect of tax incentives on
foreign direct investment. Apart from the fact that
majority of such studies focused on developed
countries, and relatively few on African countries,
they emerged with conflicting results. For African
countries, effective tax incentives have been citedasa
major factor in enhancing investment in developing
countries (Peters & Kiabel, 2015). Considering the
significant role that foreign direct investment is
expected to play in the economic progress of
developing economies, the governments in Africa
must focus on the formulation and execution of
schemes and strategies that would serve as incentives
for foreign businesses to channel FDIs into their
cconomies. To provide a guide to the African
governments in their policy formulation and
implementation in this regard, an empirical study that
investigates the impact of tax incentives on foreign
direct investment inflows deserves to be embarked
upon. This study seeks to achieve this. In addition, in
alignment with Richard et al. (2021), we contend that
understanding the scope and impact of tax incentives
is anecessary condition for the reform of tax incentive
systems in Sub-Sahara Africa, enabling citizens to
assess whether policymakers are making informed
decisions to increase revenue at a time when Africa's
financing gap is widening. Hence, the justification for
this study.

Consequently, the objective of this paper is to
investigate the extent to which effective tax

incentives have influenced the inflows of foreign
direct investments in Sub-Sahara Africa with
particular interest in Nigeria.

2.0 Review of the related literature
2.1 Conceptual framework

2.1.1 Tax incentives

Tax incentives are some government measures which
are intended to encourage individual tax paying
entities to spend money or to save money by
decreasing the amount of tax that they have to pay-
Tax incentive is a reduction made by the government
in the amount of tax payable by a particular group of
people or type of organization or a change in the fax
system that benefits those people. It is an aspect ofa
country's tax code which is designed to encourage a
particular economic activity by reducing.  Tax
incentives can have both positive and negative
impacts on an economy. If implemented and
designed properly, tax incentives can attract
investment to a country. Additional benefits of tax
incentives include increased employment, higher
number of capital transfers, research and technology
development, and also improvement to less
developed areas. Also, if implemented propetly, tax
incentives can enhance economic welfare through
increasing economic growth and government tax
revenue (after the expiration of the tax
holiday/incentive period). On the other hand, tax
incentive can cause negative effects on 2
government's financial condition(McDonald et al.,
2020) among other negative effects, if they are not
properly designed and implemented(Easson & Zolt.
n.d) Tax incentives have traditionally been used by
governments as tools for promoting a particular
cconomic goal. According to Trepelkov and Verd:
(2018), they are preferential tax treatments which are
offered to a selected group of taxpayers. Tax
incentives come in several forms and are aimed a2
attracting greater investment, spurring growth, and
creating jobs. They take the form of exemptions, 1%
holidays, credits, investment allowances.
preferential tax rates and import tariffs (or customs
duties), and deferral of tax liability(Richard et
al.,2021). The justification for using tax incentives
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