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Outline

 Tax Capacity and MTRS

 Tax expenditures

 International tax issues
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Tax Capacity and MTRS
Large Additional Spending Needs in 37 Countries in SSA
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Source: IMF staff estimates.
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Tax Capacity and MTRS
The Role of Medium-Term Revenue Strategies, Key Recommendations

Link to the SDGs
Includes International 

Tax Issues

PCT Partners, 
Regional Organizations,

Bilateral Donors
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Tax Capacity and MTRS
Tax-to-GDP ratios

Source: IMF staff estimates based on WoRLD database.

Distribution of Tax-to-GDP Ratio in the World, 2017 Distribution of Tax-to-GDP Ratio in SSA, 2017
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Tax Expenditures
High prevalence, but low effectiveness and efficiency of tax incentives

Ineffective – most investors would have come 
also without the incentive (% respondents)High prevalence of tax incentives

Sources: IMF, OECD, UN and World Bank, 2015, “Options for Low Income Countries’ 
Effective And Efficient Use Of Tax Incentives For Investment”

Source: IFC Investment Climate Advisory (FIAS)
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Tax Expenditures
Process, output, and results of analyzing tax expenditures
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Define the 
benchmark tax 

system

Identify and use 
policy design 
criteria relevant for 
the definition of 
the benchmark 
(e.g. neutrality, 
progressivity of 
personal income 
taxes, correcting 
externalities, etc.). 

Identify deviation 
from the 

benchmark

Prepare a list of all 
tax laws and any 
laws with tax 
provisions.

For each law, list 
deviation from the 
benchmark tax 
system.

Estimate the cost 
of TEs

For each TE or 
group of TEs (e.g.,  
PIT), identify data 
sources, and 
prepare data 
templates. 

For each TE or 
group of TEs, 
develop estimation 
method and 
template.

Prepare a TE 
report

Divide the report 
into sections to be 
prepared by 
different 
individuals or 
groups.

Tax Expenditures
Steps in the Preparation of Tax Expenditure Reports

FAD TERA 
Program



INTERNATIONAL MONETARY FUND 9

International Tax Issues
Major challenges

Profit shifting
 Significant share of profit lightly or untaxed
 Based on arms-length principle, but pricing/locating intangibles or risk 

impossible, which is especially problematic for developing countries

Tax competition
 Addressing only BEPS may make real spillovers larger
 Tax competition using CIT rates can intensify
 Has seen substance being shifted to justify profit in low-tax places

“Fair” distribution?
 Interest of developing countries not well represented
 Digitalization
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International Tax Issues
2014 IMF Policy Paper

Characterization of international tax 
architecture

Analysis of spillovers
 Base (real & financial)
 Strategic (tax competition)

Specifics on developing countries
 Where issues matter more

Rethinking international tax architecture 
itself
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International Tax Issues
Revenue loss estimates from base erosion

Source: E. Crivelli, R. De Mooij and M. Keen, 2016, Base erosion and profit shifting in developing 
Countries, Finanzarchiv 72(3).
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International Tax Issues
Design issues

Learn from advanced economies
 G20/OECD BEPS & Inclusive Framework (e.g. interest 

deductibility, treaty abuse);
 Recent reforms in e.g. U.S. (minimum tax).

Address specific concerns of developing countries
 Toolkits by Platform for Collaboration on Tax.
 Specific issues encountered in IMF technical 

assistance
► Should developing countries sign tax treaties?
► Transfer pricing.
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International Tax Issues
Transfer Pricing

- Has become extremely complex.

- Challenge for Africa differs from 
that in advanced economies.

- Need for capacity building.

Simpler rules (see toolkit)
 ‘Safe harbor rules’;
 Simple caps.

Minimum tax as a safeguard 
 Used in 31 countries;
 See also U.S. tax reform.
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International Tax Issues
CIT competition affects Developing Countries
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Conclusions

 Building tax capacity is at the center of the process of 
growth and development.

 Tax Expenditure Reporting and Assessment improve 
transparency and support tax capacity.

 International Tax Spillovers are particularly important for 
Developing Countries.

 A global approach is justified and it constitutes one of the 
most important priorities for a global agenda.
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Background Slides
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Useful References
 Corporate Taxation in the Global Economy (2019, Forthcoming) 

 Tax Expenditures Accounts and their use in Fiscal Management: A Guide for Developing Countries (2019, Forthcoming)

 The Cost and Benefits of Tax Treaties with Investment Hubs: Findings from Sub-Saharan Africa (2018)

 Building Fiscal Capacity in Fragile States (2017)

 Enhancing the Effectiveness of External Support in Building Tax Capacity in Developing Countries (2016)

 Tax Capacity and Growth : Is there a Tipping Point? (2016)

 Political Institutions, State Building, and Tax Capacity: Crossing the Tipping Point (2016)

 Spillovers in International Corporate Taxation (2014)

 Understanding Countries’ Tax Effort (2013)

 Tax Coordination, Tax Competition, and Revenue Mobilization in the West African Economic and Monetary Union (2013)

 Revenue Mobilization in Sub-Saharan Africa : Challenges from Globalization (2009)

https://www.imf.org/en/Publications/WP/Issues/2018/10/24/The-Cost-and-Benefits-of-Tax-Treaties-with-Investment-Hubs-Findings-from-Sub-Saharan-Africa-46264
https://www.imf.org/en/Publications/Policy-Papers/Issues/2017/06/14/pp041817building-fiscal-capacity-in-fragile-state
https://www.imf.org/en/Publications/Policy-Papers/Issues/2016/12/31/Enhancing-the-Effectiveness-of-External-Support-in-Building-Tax-Capacity-in-Developing-PP5059
https://www.imf.org/en/Publications/WP/Issues/2016/12/31/Tax-Capacity-and-Growth-Is-there-a-Tipping-Point-44436
https://www.imf.org/en/Publications/WP/Issues/2016/12/31/Political-Institutions-State-Building-and-Tax-Capacity-Crossing-the-Tipping-Point-44435
https://www.imf.org/en/News/Articles/2015/09/14/01/49/pr14303
https://www.imf.org/en/Publications/WP/Issues/2016/12/31/Understanding-Countries-Tax-Effort-41132
https://www.imf.org/external/pubs/ft/wp/2013/wp13163.pdf
https://www.imf.org/en/Publications/WP/Issues/2016/12/31/Revenue-Mobilization-in-Sub-Saharan-Africa-Challenges-from-Globalization-23124
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CIT is Important for Developing Countries

CIT Revenue, 1990-2016 (in percent of Tax Revenue)

Source: IMF WoRLD Database. 
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