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INTRODUCTION 

Taxation is the most important source 

of government revenue. Developed 

countries make returns on their 

national output in taxes than most 

developing countries and they rely 

more on income tax to do so. Whilst 

developing countries rely more on 

indirect taxes inclusive of taxes on 

trade and consumption. However, 

since the introduction and use of tax 

avoidance schemes by multinationals 

and their advisers, revenue losses have 

been recorded in the economies of 

many nations. In order to reduce tax- 

liabilities in countries where they 

operate many multinationals employ 

practices ranging from debt shifts 

through intracompany loans to treaty 

shopping, profit shifting and locating 

assets sales in low tax jurisdictions to 

avoid taxation. To address these 

practices, affected countries have 

adopted varying anti-avoidance 

regulations such as transfer pricing and 

other rules to mitigate tax avoidance 

by these multinationals, yet many 

loopholes remain unaddressed. 

WHAT IS THE NEW TAX 

AGREEMENT? 

The Organization for Economic and 

Community Development (OECD), in 

addressing the issue of tax avoidance 

commenced negotiations led by the G7 

and G20 countries on devising a global 

minimum tax rate and addressing the 

tax challenges brought by the 

digitalization of the global economy. 

This deal was agreed to by 136 tax 

jurisdictions representing more than 

90% of global GDP to ensure that a 
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minimum tax rate of 15% is applied 

across the globe. 

On October 8, 2021, a major reform of 

the international tax system was 

finalized at the OECD. This reform will 

ensure that multinational enterprises 

who earn profits above 750 million 

euros will now be subject to a 

minimum 15% tax rate starting from 

2023. 

IMPLICATIONS FOR 

MULTINATIONALS AND 

PARTIES TO THE AGREEMENT 

Reports from the OECD show that 

more than 125 billion dollars of 

corporate profits from 100 of the 

world’s largest and most profitable 

multinationals will be reallocated 

under the first pillar of the twin-pillared 

reforms. As many as 780 multinationals 

meet the 750 million euros threshold 

and their excess annual profits could 

collectively amount to nearly half a 

trillion dollars. 

Advantages 

The OECD also stated that it would 

generate an extra 150 billion dollars for 

governments around the world each 

year from this reform. According to the 

New York Times, the deal goes beyond 

setting a global tax rate; it makes new 

rules for the digital era: 

‘Under the agreement, technology 

giants like Amazon, Facebook and other 

big global businesses will be required to 

pay taxes in countries where their goods 

or services are sold, even if they have no 

physical presence there.’ –New York 

Times, Business 

The global deal seeks to erase tax 

avoidance and eliminate tax havens, 

thereby creating a uniform global tax 

rate across the world.  

In addition, this tax deal implies that 

multinationals will not only be taxed in 

countries where they have their 

headquarters but can also be taxed in 

countries where they operate, creating 

a level platform for all multinationals. 

Disadvantages 

Despite advantageous reports from 

the OECD, developing countries, 

including Kenya, Nigeria, Pakistan and 

Sri Lanka, are reluctant to join the deal. 

In a statement at a meeting hosted by 

the Independent Commission for the 

Reform of International Corporate 

Taxation (ICRICT) and the G24, the 

finance minister of Argentina, Martin 

Guzman stated, 

‘It falls very short of what the world 

needs today…. We advocate for more 

than 15% and not less than 21%’ 

Most developing countries agree with 

this position, as they suggest that the 

global minimum tax rate is too low 
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because it could possibly become the 

maximum rate in the near future, 

thereby threatening a major source of 

revenue. Smaller countries argue that a 

15% rate will generate 60% additional 

revenue inflow to G7 countries, 

thereby leaving very little for 

developing countries in dire need of 

revenue. They further argue that 

countries should be allowed to set 

their own tax rates based on their 

economy and other demographic 

factors. 

HOW WILL THIS AFFECT 

NIGERIA WHEN IT DOES SIGN 

UP? 

In Nigeria, corporate taxation is 

governed mostly by the Company 

Income Tax Act (CITA). Section 9(1) of 

CITA provides that companies, 

whether Nigerian or Non-Nigerian, are 

subject to tax on their profits in 

Nigeria. Section 40 sets company 

income tax at a flat rate of 30%. As the 

global minimum tax rate agreement 

sets a minimum rate of 15% as a global 

standard, companies seeking to avoid 

taxes will either argue for this to 

become the fixed rate or will still go to 

cheaper tax jurisdictions. 

It is notable that very few 

multinationals, such as oil companies in 

Nigeria, meet the 750 million euros 

benchmark. Nigeria’s tax rate at 30% is 

much higher than the proposed global 

tax rate and may not incentivise 

companies to do business in the 

country and when Nigeria agrees to 

the deal, these companies may 

continue to do business in Nigeria at 

the risk of losing tax generated 

revenue. The Nigerian government 

needs to strengthen existing tax 

structures and adopt comprehensive 

tax structures on multinational 

corporations to deter them from 

reducing their tax liabilities and reduce 

the lack of transparency in those 

structures. 
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EXEMPTIONS 

There are also exemptions in this 

agreement which limit the damage to 

countries that have a low corporate 

tax, for instance Ireland, which hosts 

several US multinationals as their 

European headquarters. Estonia, 

Hungary and Ireland were notable 

exceptions to agreement on the first 

proposal for the global minimum tax 

rate. These 3 countries among others 

have however agreed to the 15% 

minimum in the latest proposal. 

Estonia harboured doubts about the 

impact of the global minimum on its 

small entrepreneurs. Hungary offers a 

9% corporate tax rate to attract foreign 

investment. Their government 

negotiated an exemption that allows 

large foreign companies a transition 

period of 10 years, rather than the 5-

year period originally proposed. Ireland 

secured an exception too: its smaller 

companies would not face the global 

tax minimum. The words ‘at least’, 

when referring to the 15% rate, were 

also dropped from the text, abating 

the worry about an ever-increasing 

minimum rate.  
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In addition, there is an exemption for 

the financial services and extractive 

sector. It is proposed that the financial 

service and extractive sectors will pay 

between 20% to 30% of their profits 

above a 10% margin to countries where 

their products or services are sold. This 

is significant in respect to Nigeria’s 

extractive industry (Mining and Oil and 

Gas), as the bulk of multinational 

companies that fall within the 

applicability of the global minimum tax 

rate in Nigeria are in the extractive 

sector. There is also the issue of 

companies in these industries who 

have been granted tax holidays under 

the pioneer tax status initiative. The 

Nigerian government will have to 

critically review the impact of the 

minimum tax rate on the Nigerian 

economy, as it has not released any 

policy statement on how it intends to 

tackle this. 

CONCLUSION 

The aim of the global minimum tax rate 

is to curb profit shifting and provide a 

fairer tax on multinationals, particularly 

those that operate in a digitalised 

economic space. Furthermore, it aims 

to reduce dependency on tax havens 

and tax competition among countries. 
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