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Abstract 

Small and Medium Enterprises (SMEs) are very significant to the economic growth of many 
societies and countries at large. Contrastingly, SMEs have been contributing little to Nigeria Gross 
Domestic Products (GDP). This study aimed at exploring the effects of tax policies on the performance 
of SMEs. The Unicist Theory of business growth was used to underpin the study, the theory analysed 
the implications that multiple tax could have on the growth of SMEs in Nigeria. Survey method with 
close ended structured questionnaire was administered to 110 SMEs owners in three local government 
areas in Lagos State. Collected data were analyzed with descriptive statistics while formulated 
hypothesis was tested with Chi square method. Findings revealed that various Governmental policies 
on taxes significantly affect the performance of SMEs in Lagos State. The paper implicates a 
possible diversity for tax policies that will favour SMEs operator to make meaningful 
contributions to the economy. The study therefore recommends among other things that 
Government should design and implement the most effective ways of administering various tax 
policies that can enhance the growth of SMEs, while tax collection should be well defined to avoid 
multiple taxations by the three tiers of government. The study also recommends that taxes should be 
levied according to the growth of the business; sales, size and profit; with consideration to enterprises’ 
ability to pay taxes regularly. 

 
Introduction 

SMEs are critical to economy sector of any country; they are significant to the economic growth of 
many societies. Adanlawo and Vezi-Magigaba (2021a) avow that SMEs have been a good avenue for job 
creation and empowerment of Nigerian citizens; with provision of jobs for almost 50% of Nigerian labour 
force. According to Adanlawo, Vezi-Magigaba and Owolabi (2021), SMEs operate in different sectors of 
production, they are associated with all parts of industrial development, and they account for 66% of 
employment levels in service industry sector. The significance of SMEs in the sustenance of economy, 
reduction in poverty, advancement in employment, innovation in technology and elevating in economic 
wellbeing and standard is comprehensively recognized particularly in developing nations (Eniola and 
Ektebang, 2014; Adanlawo and Vezi-Magigaba (2021b). Igbinovia and Okoye (2017) opine that the impact 
of SMEs is felt in the utilization of natural resources, thereby, expanding the nation's wealth through 
higher productivity. Job provision through SMEs have impacted many lives, providing regular income 
and provision of basic needs of life; particularly for those in the rural areas. 

According to Small and Medium Enterprises Development Agency of Nigeria (SMEDAN), 80% of 
SMES struggle to operate and may cease to operate within five (5) years in business due to tax related 
issues that ranges from multiple taxations to enormous tax burdens (SMEDAN, 2012). According to 
SMEDAN’s (2012) report, the mortality rate of these small businesses in Nigerian economy sector is very 
high. Seemingly, Muriithi (2017); Adanlawo, Vezi-Magigaba and Owolabi (2021) opine that the death pace 
of SMEs among African nations remains exceptionally high with five out of seven new businesses failing 
in their first year. Oboh, Yeye and Isa (2013); Ocheni and Gemade (2015); Muriithi (2017) have identified 
tax related issues among several factors for untimely close down of the SMEs. This implies that the 
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survival of most of the SMEs are determined by their ability to survive tax related issues amidst other 
economic challenges. According to Michael (2014), government introduces various sort of taxes in an 
attempt to increase revenues, and these taxes invariably impacted negatively on small and medium scale 
businesses. For SMEs to survive and to continue to operate smoothly, there is need for government to 
structure policies, particularly tax policies that will support the development and improvement of these 
ventures to guarantee their survival at maximum capacity. Adanlawo and Vezi-Magigaba (2021c) assert 
that if favourable environment is created for these small businesses to grow through appropriate 
guidelines, the SMEs sector has the highest propensity to transform our economy. Studies have indicated 
that government strategies are usually targeted towards large companies, leaving behind small businesses 
(Adeusi and Aluko, 2014; Adanlawo and Vezi-Magigaba, 2021c); hence, there is need to devise strategies 
to enhance a supportive, conducive and regulated environment for small businesses to thrive. Diversion 
of government strategies relating to taxes towards enhancement of small businesses will encourage and 
support small businesses to make a meaningful contribution towards economy.  

This study therefore focuses on the impact of multiple taxes as one of the major barriers that causes 
SMEs performing below optimum level and as well hinders the development of SMEs in Nigeria. The 
study tends to provide how tax policies affect the performance of small business activities in Nigerian 
economy, as well as the impact of tax increase on small business formations and their survival. 
 

Aim of the Study 
The main aim of this study was to explore the effect of tax policies on the performance of SMEs in Lagos 
State. 
 

Research Question 
The below research question guided the study: 
Do tax policies by the government have significant impact on SMEs performance? 
Hypothesis 
In line with the above research question, the hypothesis of interest states thus: 
H1: Tax policies do not significantly affect the performance of SMEs operators in Lagos State. 
 

Significance of the Study 
The importance of SMEs sub sector in Nigeria economy cannot be over-estimated. It is the economy 

sector that promotes equitable distribution of national income for realistic system, which is achievable 
through large scale employment and creation of more employment opportunities for the people (Tee et al, 
2016). Some small-scale businesses may meet untapped demand, while some simply fill a niche in the 
market, yet others provide some distinct services that cannot be matched by large organisations. Hence, 
SMEs contribute to the succession of large businesses, enhance judicious distribution of resources; and 
also provide quicker returns on investment within short period (Soyode and Kajola, 2016). Feyitimi et al. 
(2016), report in their longitudinal study that SMEs facilitate balanced industrial development through 
their economic presence in many rural areas to reduce urban congestion. This further implies that SMEs 
also present a potent means of alleviating rural-urban migration and the associated urban congestion and 
unemployment. SMEs promote competition and hinder monopoly (Adanlawo and Vezi-Magigaba, 2021c). 
This implies that the existence of many healthy small-scale business firms in a nation constitutes a barrier 
against monopoly. The importance of a competitive market to the consumer in particular and the 
economy in general cannot be over-flogged. Seemingly, the existence and active participation of many 
SMEs in any economy promote healthy competition in production of goods and services in any nation, as 
well as free choices for the consumers to choose from variety of available goods and services (Tee et al., 
2016; Adanlawo, Vezi-Magigaba and Owolabi, 2021). 

This research significantly explores the operations of a vital segment of the industrial sector ‘Small 
and Medium Scale Enterprises’ (SMEs) by examine the effects that multiple taxes have on the capability of 
SMEs on improving per capital income and contribution to the economic growth. The major value-added 
of this research work will be proffering of suggestions that can help policy makers in defining strategies 
that can rapidly improve commitment of SMEs to economic growth pertinent to employment generation, 
thereby, adding to the existing literature on the subject matter. 
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Tax and the Growth of SMEs 
SMEs have not accomplished commendably thriving in Nigeria and have not performed expected 

substantial role in economic growth (Adanlawo, Vezi-Magigaba and Owolabi, 2021). SMEs growth can be 
measured in a few different ways which include growth in sales, profits, or number of workers. For 
growth in sales, the business must be able to record increase in its sales. Growth in profit is when there is 
an increase in the business income compared to the previous income after tax and every input cost have 
been deducted. While the growth in the number of workers is when business grows over time to increases 
the number of its workers, paying its tax considerably that will enable the business to make profit and 
expand the business that it will create more jobs. Adanlawo, Reddy and Rugbeer (2021) aver that the 
linkage between business and economic growth is indicated whenever business operators reinvest profit, 
thereby, make the economy more productive by creating more job opportunities. According to Kamunge, 
Njeru and Tirimba (2014); Aribaba et al. (2019), tax policy can influence small business activities in 
different manners. In a situation, whereby, small business income is taxed uniquely in contrast to wage 
income, this can affect the business.  

Ojeka (2011) asserts that SMEs tax must be done in such a way that places the income and need of the 
operators into consideration. For a tax system to be proficient, the tax policy needs to be planned with the 
end goal that the tax rates are proper and discerning in such manner, the tax collection organization are 
progressively effective. Seemingly, the tax levied on small businesses ought to be lighter and the fight 
against corruption and tax evasion should be much more intense. Tax policies can be structured in such a 
way that they do not only directly influence SMEs but also indirectly push for deliberate compliance and 
their growth. In a study conducted by Aribaba et al. (2019), high tax rates, low efficiency, high collection 
charges and the low amounts of received taxes are identified among the factors counting against SMEs tax 
compliance. Eragbhe and Omoye (2014); Igbinovia and Okoye (2017) also add that double taxation, lack of 
tax consultant, improper tax planning, high taxation costs are part of the factors affecting SMEs. Ojeka, 
(2011) avows that the lower the amount of taxes paid by the SME, the more the project the business will 
embark-on with the profit generated. Ocheni and Gemade (2015); Oladipupo and Obazee (2016) affirm 
that numerous tax collection has negative impact on SMEs’ survival and the relationship between SMEs’ 
size and its capability to pay taxes is momentous. The researchers, therefore, conclude that multiple 
taxations affect the survival and growth of SMEs (Ocheni and Gemade, (2015). 

Michael (2014); Okolo, Okpolaojiego and Okolo (2016) assert that the issues of multiple taxes on the 
small business by different tiers of government have now become a deterrent to business activities. 
Similarly, Adebisi and Gbegi (2013) postulate that in many government policies, SMEs are usually viewed 
and treated in the same light as large organisations. Nevertheless, their size and nature of business make 
them distinctive. Therefore, in dealing with SMEs, these remarkable characteristics should be thought of 
when collecting taxes. Issues that should be considered are the manner by which these tax policies can 
support the development of SMEs and the best approaches to administer them. 

It is worth mentioning that taxes are important sources of revenue for the government expenditure, 
as the tax collected from individuals and businesses are utilized to run government machineries; as well 
as to provide amenities such as good roads, water supply and electricity. These amenities are fundamental 
for the smooth running of the economy (Adanlawo, Naidoo and Rugbeer, 2021), especially, 
manufacturing companies that depend on these amenities for survival. Adebisi and Gbegi (2013); 
Adanlawo and Vezi-Magigaba (2021c) aver that if favourable environment is created for these small 
businesses to grow through proper regulation; SMEs sector has the highest propensity to create jobs and 
transform nation economy. As declared by Adanlawo, Vezi-Magigaba and Owolabi (2021), Nigeria needs 
to promote the development of small businesses; this can be done by creating favourable and enabling 
environment for the growth of SMEs. Strengthening the needed factors that can enhance small businesses 
success and also, addressing mitigating problems against their smooth existence and growth will go a 
long way in contributing to nation building. 
 

Theoretical Framework 
The Unicist Theory of Business Growth 

The Unicist Theory was developed by Peter Belohlavek, as a paradigm shift of the scientific approach 
to complex adaptive systems. The theory was modified and used to research and discover the 
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fundamentals that drive growth both at a macro and micro level. This brought forth the Unicist theory of 
macroeconomic growth and the Unicist theory of microeconomic growth. Both were incorporated into a 
unified field that permitted developing situations, future situations and execute solid methodologies to 
promote growth. The Unicist theory of business growth allowed the conditions that need to be given and 
the activities that should be created to advance businesses development. It additionally established the 
limits that are given by the accessible assets. The objective of the theory is to establish the rules that need 
to be considered when developing growth programs. According to the proponent of the theory, there are 
two concurrent activities that need to be developed to grow any business: (1). Conjunctural activities to 
take advantage of opportunities and (2). Structural activities to develop the structural growth of a 
business (Belohlavek, 2015). 

The rationale for this theory in this study is to understand the sense that SMEs have the capacity to 
contribute to nation development if the businesses have the opportunity to grow. This implies the need 
for tax policies to be relaxed to encourage and support entrepreneurs, especially those who are 
experiencing challenges. Ojeka (2011) avers that the importance of SMEs as a mechanism of economic 
growth and development is often ignored as they are perceived as small businesses that have insignificant 
influence on the economy. However, if conducive environment is created for these SMEs to operate 
through proper regulation, the SME sector has the highest tendency to transform our economy. This 
implies that there is need for governments to reform policies and conditions that have a bearing on firm 
creation and expansion, with the end goal of enhancing the contributions that these businesses can make 
to economic growth (Taiwo, Falohun and Agwu, 2016). There are many issues that should be considered 
when levying taxes for the SMEs, which include: how these tax policies are designed to support and 
promote the growth of SMEs and the most effective ways to administer them without affecting their 
financial growth. 

According to Tee et al. (2016), the Unicist Theory proposes for a favourable tax policy that support 
SMEs operators to use available income to expand their business operations, without being hindered by 
various taxes. This implies that an expansive work environment for SMEs will stimulate business 
activities and will lead to growth in sales, profit and number of employees. When they grow, they will 
generate more money for the government through taxes and they can as well generate more employment. 
As the businesses expend, the more people will be needed to cater for the expansion; this is the 
understanding of the Unicist theory. But if multiple taxation is allowed, it ends up placing huge tax 
burden on these SMEs firms; and the chance of survival or struggling to survive becomes so high to the 
SMEs. Also, the possibility of these SMEs firms to die prematurely is very high. Therefore, the growth of 
SMEs to contribute to economic development is attached to non-multiple taxation and absence of huge tax 
burdens levied on these small businesses. 
 

Methodology 
The focus of the study is small and medium scale enterprises (SMEs) in Nigeria. Lagos state. A total 

of 110 SMEs were purposively selected sampling for this study. Purposive sampling is adopted in order to 
use the judgment of experts (SMEs operators) on how government tax policies affect their businesses. The 
three local governments were purposively selected based on convenient reach of SMEs operators for the 
researcher. Creswell and Poth (2016) support the use of purposive sampling as it allows the researcher to 
match the study aims and objectives with the qualities of the several subgroups. A simple random 
sampling was employed to administer questionnaire to the owners or proprietors of these 110 SMEs as 
prospective representativeness of small businesses in Nigeria (Creswell, 2014). These respondents were 
SMEs operators from three local government areas in Lagos (Mainland, Shomolu and Agege). 
Questionnaires were administered to them at their business premises and retrieved one week after. 
Consent forms were given to them after the study had been carefully explained to them in English 
language, which they were all comfortable with. Their participation was made to them as voluntary and 
could be withdrawn at any stage of the study. Collected data (n=110) were analyzed with descriptive 
statistics while formulated hypothesis was tested using Chi square method. 
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Presentation and Discussion of Findings 
Classification of ownership structure of respondents 

Respondents indicated various ownership of SMEs operators. Sole proprietorship dominates 
ownership of SMEs in most part of the world. The nature of micro and small enterprises is self-survival 
and potential display of self-employment orientation. This significant engine of economic growth is one-
man business most time. (Oyetola et al., 2013). As indicated in Table 1 below, 13.6% of the respondent’s 
indicated partnership as SMEs ownership, 4.5% were public liability, 48.1% were sole-proprietorship, 30% 
were private liability, while 3.6% of the respondents indicated other form of ownership as their own 
category. The results indicate that the vast majority of the SMEs operators are sole proprietors. The result 
conforms to Tsagem et al. (2015) study which identify sole proprietorship as the major dominance of 
SMEs. 

Table 1:  Ownership structure of the respondents (n=110) 
Ownership No of Respondents Percentage % 

Partnership 15 13.6% 

Public Liability 5 4.5% 

Sole Proprietorship 53 48.1% 

Private Liability 33 30% 

Others 4 3.6% 

Total 110 100% 

 
Capital base of the business at inception 

Small and Medium Scale Enterprises emerge from individual or individuals’ passion to earn a living 
from ideas which are deemed profitable ventures and to satisfy one’s desire. Most SMEs in Nigeria have 
start-up capital that is below Fifty Thousand Naira (N50, 000.00) which are from their personal savings, 
loans form family and friends (SMEDAN, 2012). Table 2 below shows that 6.3% of the respondents started 
their business with a capital below N50,000.00, 11.8% of the respondents started their SMEs with capital 
between N50,001.00 and N200,000.00 as start-up capital, 26.3% respondents had start-up capital of 
N200,001.00-N500,001.00, 29% of the respondents started with N500,001.00-N1,000,000,00, while 20.9% 
had above N1,000,000.00 as start-up capital. 5.4% respondents did not respond to the capital base of their 
SMEs. 

Table 2: Capital base of the respondents 
Options No of Respondents Percentage % 

Below 50000 7 6.3% 

50001-200000 13 11.8% 

200001-500000 29 26.3% 

500001-1000000 32 29% 

1000001and above 23 20.9% 

Missing 6 5.4% 

Total 110 100% 

 
Purpose of establishing business enterprises 

Establishment of SMEs in Nigeria like any other developing countries has become a hatchery of 
employment for teeming youths. Employment of many youths in vibrant SMEs will curtail social vices 
and crimes that are driven with joblessness. Hence, there is need for Federal government and other stake 
holders to enhance youth employment. SMEs has potentials to create more employment opportunities for 
the jobless youths, the Federal Government needs to support the SMEs with incentives to create more jobs 
that will absorb our millions of youths (CBN 2010). Seemingly, SMEs are key instrument to tackle the 
issue of unemployed graduates (Bowale and Ilesanmi, 2014; Adanlawo, Vezi-Magigaba and Owolabi, 
2021). Findings from Table 3 below indicated that 47.2% of the respondents started SMEs because of 
unemployment. 34.5% respondents agreed that they joined SMEs activities because they were not 
gainfully employed, while yearning for profit making attracted 10% respondents. However, 8.1% of the 
respondents did not indicate their reason for establishing SMEs. Employment still remains a vital force 
behind formation of SMEs as indicated in this study. This concurs with findings from Abor and Quartey 
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(2010)’s longitudinal study that SMEs contribute 75% employment to the working population of 
developing nations. 

Table 3: Purpose of Establishing SMEs 
Options No of Respondents Percentage (%) 

Due to unemployment 52 47.2% 

Under-employment 38 34.5% 

Profit making 11 10% 

Missing 9 8.1% 

Total 110 100% 

 
Classification of annual tax of Respondents 

Taxation is critical to revenue of any nation. Tax and levy as government policy is a negligible factor 
that can affect growth and existence of SMEs (Okolo, Okpolaojiego and Okolo, 2016). Table below shows 
that 32.7% of the SMEs operators pay less than N50, 000.00 per annum as tax, while 58.1% of SMEs 
operators pay within the range of N50, 000.00 -N150, 000.00, however, 2.7% of SMEs operators pay within 
the range of N150,000.00 -N500,000.00 while 3.6% respondents didn’t indicate their tax ranges. 

Table 4: Annual Taxes of the Respondents 
Options No of respondents Percentage (%) 

Less N50,000.00 39 32.7% 

Above N50,000, less N150,000 64 58.1% 

Above N150,000, less 500,000 3 2.7% 

Missing 4 3.6% 

Total 110 100% 

 
Effects of Multiple Taxations on SMEs 
It is observed that operators of SMEs pay different taxes and levies to all tiers of government in 

Nigeria, depending on the structure of ownership. This leads to multiple taxation that grossly affects the 
activities of these entrepreneurs. Table 5 below indicates that 29% of the respondents agreed that multiple 
taxation had severe impact on their business, 37.2% of the respondents agreed to mild impact of multiple 
taxation on their business which is negligible while the remaining 38.1% of the respondents expressed that 
the multiple tax did not have noticeable impact at all on their business. However, 4.5% of these 
respondents were silent on the effects of multiple taxation. The result harmonizes with Eragbhe and 
Omoye (2014) study which posited that the effect of multiple taxation on SMEs will vary according to the 
size and nature of the business (SMEs). 

Table 5: Effects of Multiple Taxations on SMEs 
Options No of Respondents Percentage 

Large Extent 32 29% 

Mild Extent 41 37.2% 

Poor Extent 42 38.1% 

Missing 5 4.5 

Total 110 100% 

 
Test of Hypotheses 
Hypothesis one 
H0: Tax policies do not affect the performance of SMEs operators in Lagos. 

Chi-square Tests 
 (O) Expected (E) (O - E) (O - E)2 (O - E)2 

(E) 

Large Extent 32 27.5 4.5 20.25 0.74 

Mild Extent 41 27.5 13.5 182.25 6.63 

Poor Extent 42 27.5 14.5 210.25 7.65 

Missing 5 27.5 -22.5 506.25 18.41 

Total 110    33.43 
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Interpretation 
Our calculated Chi square is 33.43 which is greater than Table chi square of 12.59.  According to the 

results, X² tabulated is less than X² calculated, thus, the null hypothesis that tax policies by the 
government do not have significant impact on SMEs performance in Lagos state is rejected. The 
alternative hypothesis that tax policies by the government have significant impact on SMEs performances 
in Lagos state is accepted. The findings validate Oboh, Yeye and Isa (2013); Adebisi and Gbegi (2013); 
Michael (2014); Eragbhe and Omoye (2014); Igbinovia and Okoye (2017); Okolo, Okpolaojiego and Okolo 
(2016); Aribaba et al. (2019) Oladipupo and Obazee (2016); results that indicate that tax policies by the 
government have significant impacts on SMEs performance and contribute to high mortality rate of small 
businesses in Nigeria. 

 

Conclusion 
Most of the small and medium scale enterprises (SMEs) are sole proprietorship (one-man business), 

and they start their businesses with little start-up capital which are mostly from their personal savings. 
Involvement of these operators in SMEs have been mostly driven to reduce unemployment and to 
support the production of goods and services to the immediate environments. Heavy and multiple taxes 
on SMEs operators will subsequently affect their businesses and eventually kick them out of the economy. 
However, for these SMEs businesses to remain in business and make meaningful contributions to nation’s 
economic growth, governments at all levels should design and implement strategies that will enhance the 
growth of these important segment of the economy. 
 

Recommendations 
SMEs are important in the economy of every nation, aside from employment opportunities they 

create; they also provide goods and services to the nation with variety of choices for the targeted 
population. Therefore, the following are recommended to enhance SMEs:  

Government at all levels should harmonize to design and prescribe the most effective ways to 
administer tax policies that will bolster the growth of SMEs; tax collection should be defined with respect 
to which tier of government should collect certain taxes from SMEs owners to avoid multiple taxations 
from all the three tiers of government from the same SMEs enterprises; taxes should be levied according 
to the growth of the business: sales, size and profit; the ability of the business should be considered in 
levying taxes to avoid tax evasion; tax incentives and exemptions increase should be considered by 
government to attract investors and as well to encourage tax voluntary compliance. 

This study has its limitations, firstly, the study was conducted in Lagos state, which is one out of 36 
states in Nigeria. The result might not be applicable in every part of Nigeria. However, the study shows 
some results regarding impact of government tax policies in Lagos state, Nigeria. Likewise, it shows 
possible key constraints to successful SMEs that have been almost neglected in the subject literature. The 
study creates new avenues for future research. Possible future research may focus on how multiple tax 
discourage youth to venture into small business. 
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