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COVID-19: Unprecedented economic impact

• The latest estimates by the OECD show that real GPD will fall by 
roughly 5% in 2020
• Highly heterogeneous effect, ranging from + 1.8% in China and < 3% 

drop in Korea and Turkey, to > 10% fall in Argentina, India, Mexico, 
South Africa and the UK

• First increase in global poverty since 1998 (WB, 2020)

• Exacerbation of inequality, with groups and sectors that were already 
under stress before the pandemic being hit the hardest
• Informal workers
• Women
• Racial minorities

https://www.oecd.org/economic-outlook/
https://blogs.worldbank.org/opendata/updated-estimates-impact-covid-19-global-poverty
https://www.ilo.org/global/topics/employment-promotion/informal-economy/publications/WCMS_743623/lang--en/index.htm
https://www.wikigender.org/wiki/covid_19_sdgs/
https://www.apmresearchlab.org/covid/deaths-by-race


Developing economies will be hit particularly hard
• The impact on economic growth is not necesarilly larger in emerging and 

developing economies – no correlation with GDP
• Yet, the consequences (e.g. poverty) will definitively be more severe in 

emerging and developing economies than in rich countries

• Why? These economies are less resilient to face the pandemic and have 
significantly less resources to reboot their economies
• Health systems are less resilient and living standards are considerably lower

• 2 billion people live in countries experiencing high water stress (UN, 2019)

• Reduced fiscal space

https://www.un.org/en/sections/issues-depth/water/


Fiscal space, the Achilles heel of poor economies 
• High debt service burdens: 26 low-income countries face high risk of external 

debt distress, and 6 are already in distress (WB, 2020) 

• International aid: will decrease due to budget constraints in donnor countries 

• Capital outflows: in two months, > USD 100 billion flew out of emerging 
markets, i.e. > than three times than during the 2008 crisis (IMF, 2020)

• Sharpest decline of remittances in recent history: roughly -20% (WB, 2020)

• Already narrow tax bases (e.g. informal employment amounts to 90% in 
developing countries, 70% in emerging markets and < 20% in the developed 
world - ILO, 2018) will be particularly affected 

• Tax revenue will shrink:
• Collapse in activity, 

• behavioral responses (compliance) and 

• tax policy

https://www.worldbank.org/en/topic/debt/brief/covid-19-debt-service-suspension-initiative
https://www.imf.org/en/News/Articles/2020/04/07/sp040920-SMs2020-Curtain-Raiser
https://www.worldbank.org/en/news/press-release/2020/04/22/world-bank-predicts-sharpest-decline-of-remittances-in-recent-history
https://www.ilo.org/global/publications/books/WCMS_626831/lang--en/index.htm


Tax policy responses: Tax expenditures         (1/2)
I. Fiscal cost

• 1.3 trillion USD (> 30% of direct government spending and > 7% of GDP) 
in the US (US Treasury, 2020)

• LATAM: between 1.3% and 8% of GDP (CIAT)

• Africa: can be as high as 7.8% (58.41%) of GDP (Tax Revenue) – Global Tax 
Expenditures Database (GTED), forthcoming

II. (In)effective in reaching their policy objectives 
• Tax incentives for investment are often ineffective, e.g. high redundancy 

ratios and windfall gains

• Mortgage interest deductions have a negligible impact on homeownership 
(Hilber and Turner, 2014)
• Earned Income Tax Credit (EITC) → successful TE provision (Bastian, 2018)

https://home.treasury.gov/policy-issues/tax-policy/tax-expenditures
https://www.ciat.org/tax-expenditures/?lang=en
https://www.mitpressjournals.org/doi/abs/10.1162/REST_a_00427?journalCode=rest
https://www.cepweb.org/the-earned-income-tax-credit-helping-families-at-a-surprisingly-low-cost/


Tax policy responses: Tax expenditures         (2/2)
III. Negative externalities – The Case of Energy-related Tax Expenditures

• Environmentally harmful: fossil fuel subsidies accounted for roughly USD 
340 billion a year in 2017 (OECD, 2018) – USD 5.2 trillion if externalities are 
considered (IMF, 2019)
• > 60% of the total are granted as tax benefits

• Tax competition: When CO2 pricing exists: “Energy intensive firms should 
be compensated to mitigate a negative impact on international 
competitiveness and to avoid a leakage effect”

• National perspective: ↓ tax revenue and ↑ economic distortions

• Global perspective: the reduction of GHG emissions is jeopardized, i.e. TEs 
go against energy taxes' primary goal

• Not all that glitters is (green) gold: Distributive effect, e.g. Electric vehicle 
tax credits

https://www.oecd-ilibrary.org/energy/oecd-companion-to-the-inventory-of-support-measures-for-fossil-fuels-2018_9789264286061-en
https://www.imf.org/en/Publications/WP/Issues/2019/05/02/Global-Fossil-Fuel-Subsidies-Remain-Large-An-Update-Based-on-Country-Level-Estimates-46509


Policy implications: No one-fits all approach to weather the storm the 
world is going through, but rationalizing the use of tax expenditures 
could both ease budget constraints and align tax systems with a more 
resilient and sustainable come back

Three-stage process to drive tax expenditure reform (De la Feria and 
Redonda, 2020):
I. Estimating and Reporting on Tax Expenditures

II. Assessing the Effectiveness and Efficiency of Tax Expenditures

III. Reforming Tax Expenditures

Policy implications                                              (1/2)

https://t20saudiarabia.org.sa/en/briefs/Pages/Policy-Brief.aspx?pb=TF4_PB1


COVID-19 increases momentum for tax expenditure reform: 

• Governments desperately need to mobilize resources to fund costly 
support and recovery packages

• The need of resources (e.g. to fund health and other essential public 
services) as well as the crash of oil prices might significantly reduce 
social opposition to TE reforms 

• Conditionalities open the door to shape the economy of years to 
come

Policy Implications                                        (2/2)
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Source: Global Tax Expenditures Database (GTED), forthcoming
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