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Executive Summary

This paper seeks to shed light on tax expenditures (TEs) in sub-Saharan Africa (SSA), draw attention to the
presence of significant data gaps, transparency, and governance issues in the region, and build on studies by
other institutions and agencies. It reviews how the IMF has engaged on this issue in recent years and highlights
the importance of TEs to macro-fiscal stability in the current liquidity-constrained environment. It also offers
some practical recommendations to policymakers and external stakeholders for advancing work in this area.

Tax expenditures are broadly defined as provisions within the tax system that reduce tax liability relative
to a defined benchmark. These provisions, which may take the form of exemptions, deductions, credits,
or preferential rates, act as indirect fiscal transfers from government resources to beneficiaries, effectively
functioning in a manner similar to direct subsidies, grants, or transfers. Most countries have a range of TEs
embedded in their respective tax frameworks, although the degree to which such provisions are (i) well
defined and transparent; (ii) routinely and rigorously costed with respect to revenue forgone; (iii) adminis-
tered under a clear legal framework; and (iv) assessed with respect to their stated objectives varies widely
across countries.

Investigation and assessment of TEs started in the mid-1960s and spread first among OECD member states
before being adopted elsewhere. The policy objectives behind them are typically economic or social in
nature but may also be environmental, political, or cultural. Although many of these objectives could be
fulfilled by direct spending, governments may find it easier and more efficient to target relief or incentives
through the tax system. That said, TEs do incur a fiscal cost in terms of revenue forgone and add complex-
ities to the tax system, raising concerns about revenue administration, governance, fairness, and lack of
public scrutiny.

The landscape of TEs in sub-Saharan Africa has become more defined in recent decades, but there remain
substantial gaps. For roughly 30 percent of SSA countries, no inventory or estimate of revenue forgone from
TEs exists. For the remaining SSA countries, only about half are assessed as having a full and published
estimate. The absence of a full estimate in the other half could likely be improved through a rigorous assess-
ment based on a benchmark tax system. Publication of these estimates—which is vital to assessing their
success or failure relative to stated objectives—varies, with roughly one-third of countries with such an
estimate choosing not to publish. Despite the variance in reporting, publishing, and oversight, the macro-
economic importance of TEs is clear, with indicative estimates of revenue forgone ranging from 0.1 percent
to nearly 13 percent of GDP in the sub-Saharan Africa region.

Sub-Saharan Africa’s current macro-fiscal challenges highlight the need for a reexamination of TEs in
the region. Tighter global financial conditions, declining official development assistance, and increased
commodity price volatility and capital flows volatility have renewed sub-Saharan Africa policymakers’
attention to domestic revenue mobilization—particularly as higher borrowing costs for sub-Saharan Africa
countries, coupled with rising debt levels and interest rate spreads, put substantial pressure on debt service-
to-revenue ratios. Adding the impact of global trade uncertainty and a rapidly shifting external environment
are other factors for greater attention to addressing financing gaps through “own” resources, which in turn
spotlights the need for greater scrutiny of TEs.

A closer look at how the IMF has addressed TEs as part of its surveillance, program engagement, and
capacity developmentwould also seem timely. Analyzing TEs, assessing their revenue impact, and proposing
reforms in line with sustainable medium-term fiscal frameworks lies at the heart of the IMF's mandate and
core expertise. Survey data suggest that TEs have indeed been a significant focus for the IMF. However,
more could potentially be done in this area given the current conjuncture and the need to enhance domestic
revenue mobilization, transparency, and good governance.



vi

IMF DEPARTMENTAL PAPERS e Tax Expenditures in Sub-Saharan Africa

Assessing TEs is not a simple task in a region with known capacity constraints. Establishing a benchmark tax
system against which to estimate revenue forgone through TE measures requires not only timely access to
data but also significant expertise in applying the right methodology. On the positive side, the knowledge
base in this area is deep—built up over six decades of practice in a broad range of countries and among key
international financial institutions (the IMF, OECD, and World Bank). Though potentially daunting, estab-
lishing a TE framework and integrating revenue costs into fiscal planning are achievable objectives, as
demonstrated by a growing number of sub-Saharan Africa countries.

The remainder of this paper is structured as follows: Section 1 lays out how TEs are defined and the current
thinking on their costs and benefits; Section 2 highlights the macroeconomic impact of TEs; Section 3
explains the current macroeconomic and financial context of sub-Saharan Africa to highlight the importance
of TEs at this conjuncture; Section 4 explains the current state of data and information on TEs in the region;
Section 5 looks at how the IMF has addressed TEs in the context of surveillance, program engagement,
and capacity development; Section 6 offers concrete recommendations and a road map for reforms; and
Section 7 concludes!

' Outside the scope of this paper is any attempt to propose a new methodology for estimating TEs, estimate the cost of TEs for
individual SSA countries, assess the relative importance of individual types of TEs specifically for SSA countries and their impact,
or delve into particular constraints (technical and/or governance) on estimating and publishing TE estimates in SSA countries.
These issues could form the basis for future work.
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1. A Primer on Tax Expenditures

A. What Are Tax Expenditures?

Tax expenditures (TEs) are provisions that reduce tax liability relative to a benchmark tax system. The
resulting reduction in tax liability can be used to deliver financial support to individuals, companies, or
nongovernmental organizations (Heady and Mansour 2019). These provisions in the tax regime can take
various forms—including exemptions, deductions, credits, or preferential tax rates—that lower tax liabilities
fortargeted beneficiaries. Whereas some TEs are codified in tax laws, others emerge through decrees, minis-
terial orders, regulations, or budget gazettes, and may also arise from administrative discretion exercised
by revenue authorities within the boundaries of the legal framework. In some cases, TEs can even arise from
decisions of non-revenue authorities or be provided outside of the legal framework.

Tax expenditures are effectively a transfer of resources from the government to the taxpayer. Because they
reduce the tax liability of the taxpayer (therefore increasing after-tax income) and commensurately reduce
the revenue of the government (thereby reducing financial resources available to fund other priorities), they
are functionally equivalent to certain types of direct government spending, such as subsidies or grants.

Despite their similar effects, TEs are procedurally different from direct spending. For example, whereas
direct spending typically requires legislative approval, often on an annual basis, TEs can remain in effect
indefinitely once enacted and without a mandate for periodic reapproval. According to the Global Tax
Expenditures Database (2021), 105 countries published TE reports during 1990-2022, whereas a further 113
jurisdictions did not publish any information on TEs. Of those countries that did publish, only 57 publish on an
annual basis. Moreover, the planning and reporting practices for TEs can be very different across countries.

Tax incentives are a form of TE, but not all TEs are incentives. Tax incentives are designed specifically to
encourage particular behaviors among targeted groups. They are part of TEs, together with provisions
intended for other purposes, such as simplifying the tax system or improving redistribution (ECA 2024).

The main approach to measuring TEs is the revenue forgone method, which almost all reporting countries
use. This approach measures the value of direct revenue losses associated with the existence of a specific
TE. It assumes that taxpayers would not change their economic behavior if TEs were removed.?

Identifying and costing TEs requires defining a benchmark tax system that acts as a reference point. Defining
a benchmark system helps differentiate between features of the tax system that are structural relief and
those that are TEs (World Bank 2024). A benchmark system should be grounded in principles of fairness,
efficiency, and simplicity. Because countries differ in the way they view and weigh these principles, bench-
marks often vary substantially across countries. There are three broad approaches typically used to define
benchmark tax systems (Beer and others 2022):

= The reference tax law approach takes a country’s existing tax system as the starting point, usually focusing
on a limited set of existing tax provisions. For example, a benchmark tax system for personal income tax
may simply rely on the existing system of tax rates, whereas it excludes any other provisions that provide
tax relief.

2 The other two approaches are (1) the revenue gain approach, which measures the revenue that would be gained from removing
a specific TE. This requires incorporating the behavioral responses of taxpayers into the estimation; and (2) the outlay equivalent
approach, which measures how much direct expenditure would be needed to provide a benefit equivalent to the amount that the
TE provides to taxpayers.
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= The conceptual approach defines the benchmark based on an ideal tax system, usually guided by the
theory of tax policy. For example, tax theory suggests that an ideal value-added tax (VAT) has a single tax
rate across all goods and services, with no exemptions or reduced rates apart from a zero rate on exports.

= The expenditure subsidy approach identifies TEs as only those provisions that could be provided as a
subsidy or direct expenditure. For example, a tax credit of $75 could also be provided as a direct subsidy
of $100, assuming the subsidy is itself taxable at a 25 percent rate.

B. Types and Uses of TEs

Tax expenditures can take various forms. Most common among these are the following:

= Tax exemptions. These exclude income from the base of an income tax or exclude specific goods and
services from the base of a consumption tax. For example, some countries allow exemptions from customs
duties for imported goods below a specific monetary value.

= Tax allowances or deductions. These are subtracted from the tax base before applying the tax rate. A
common example is a deduction for mortgage interest paid.

= Credits and offsets. These are deducted from tax liability, including tax credits for charitable donations or
pension contributions. Some tax credits may even cause an individual’s tax liability to turn negative and
to be fully refundable.

= Tax rate reductions, rate relief, or concessional tax rates. For example, a corporate tax regime might allow
reduced taxrates for small businesses, or a VAT-style consumption tax may allow reduced rates for basic goods.

= Tax deferrals. These involve a delay in the payment of tax. Accelerated depreciation allows companies
to defer tax liability by recognizing expenses earlier, even as the value of that tax liability is eroded over
time. Beyond this, deferred taxes might also lower tax liability if they are transferred to a period where the
taxpayer faces a lower tax rate.

Tax expenditures are often introduced by governments to pursue some policy objectives, which are typically
economic or social in nature, but may also be environmental, political, or cultural. They can be broadly
categorized as those intended to incentivize specific behaviors or provide financial relief. Common policy
objectives include:

= Stabilizing or reducing the cost of necessities such as basic foods or fuel.

= Attracting or incentivizing new investment.

= Supporting production in targeted industries.

= Providing an advantage to domestic production.

= Providing financial support to individuals or households caring for dependents.

= Incentivizing small and medium-sized business formation.

= Promoting human capital investment in socially beneficial areas such as education or health care.
= Encouraging research and development.

Although many of these objectives could be fulfilled by direct spending, governments may find it easier and
more efficient to target relief or incentives through the tax system. For instance, the tax system is already
designed to identify income levels so that spending targeted to certain income levels might be easier to
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route through the tax system than through the general budget. Similarly, some actions that governments
aim to incentivize can be easily captured by the tax system—such as spending money on research and devel-
opment. In other cases, governments may find it administratively simpler to provide relief or incentives by
“offsetting” tax liability rather than collecting all revenue and making all desired direct expenditures, all
without the need to create a bureaucracy to administer direct spending (for example, the child/family tax
credit and investment tax incentives).?

C. History of Thought

The concept of TEs emerged in the 1960s to highlight how certain tax provisions work similarly to spending
programs. The concept of TEs took shape, when US Treasury Assistant Secretary for Tax Policy Stanley
Surrey coined this new term to describe provisions in the tax code that functioned like direct spending—but
without the same level of transparency or scrutiny. Surrey’s work laid the groundwork for identifying and
measuring such provisions, leading to the inclusion of a chapter on TEs in the US federal budget in 1968 and
annual reporting under the 1974 Congressional Budget Act (Bartlett 2001). About the same time, Germany
launched a similar practice in its 1967 subsidies report. This idea gained traction globally through forums
like the International Fiscal Association (IFA) and the International Institute of Public Finance (lIPF). By the
1980s, many countries—including Austria, Canada, France, Spain, and the UK-had adopted reporting frame-
works. By 1996, nearly all OECD countries were formally reporting on TEs (OECD 1996; Kraan 2004; World
Bank 2024).

Scholars and international institutions have often focused on whether TEs are effective in achieving their
stated aims. One of the objectives of TEs has been to incentivize investment, particularly in developing
countries. However, a long literature documents uncertain and uneven effects of tax incentives on invest-
ment. There is a lack of consistent evidence of positive impacts of tax incentives on total private investment
or economic growth (Klemm and Van Parys 2011). The role of tax incentives can be quite limited in gener-
ating new investment compared with other structural factors like infrastructure, political stability, and
resources (Tanzi and Zee 2001). TEs aimed at supporting households can also be ineffective when they
subsidize behavior that would have occurred anyway or fail to reach low-income groups with little tax liability.
Scholars have also long criticized TEs for creating “upside-down subsidies” that primarily benefit higher-
income taxpayers despite being targeted at supporting lower-income households, ultimately undermining
the equity of the tax system (Surrey and McDaniel 1985; Gravelle 2005; Marr and Highsmith 2011).

Questions have also been raised about the efficiency of TEs. A standard concern has been that TEs distort
incentives across economic decisions, for example, by making one good relatively less expensive than
others (Tait 1988). In addition, tax incentives to support smaller firms might distort economic activity by
providing disincentives for firms to invest and grow (Benedek and others 2017). Another concern is that TEs
lead to inefficiently high tax rates, whereas a broader tax base and a lower tax rate in the absence of TEs
can raise the same revenue with less distortion to economic activity (Feldstein 2015; Burman and others
2017; Kaplow 2017). Efficiency can also extend to the administration of TEs, which can offer administrative
cost savings through economies of scale and scope, by using existing tax reporting structures instead of
separate government spending programs (Swift, Brixi, and Valenduc 2004). However, costs related to iden-
tifying and quantifying risks of revenue leakage or harmful noncompliance can be substantial, particularly in
developing countries (Pecho and others 2024).

Tax expenditures can be undesirable from a governance perspective. They are seldom subject to the same
scrutiny as direct expenditures. They often lack sunset clauses and are rarely reviewed for performance,
especially in developing countries (Heady and Mansour 2019). If the public does not fully perceive the
cost of TEs, it may result in inefficiently high public spending (Burman and Phaup 2012). Tax incentives are

3 The efficiency gains are even larger when TEs are meant to be temporary, as in responding to a shock.
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sometimes viewed as reflecting political deals rather than targeted policy design (Swift, Brixi, and Valenduc
2004). Further, TEs reduce transparency and complicate budget planning because of their unpredictable
revenue costs and limited oversight. Unlike direct spending, their fiscal impact is harder to estimate and
control, increasing the risk of unanticipated deficits and undermining the credibility of the budget (Swift,
Brixi, and Valenduc 2004).

These considerations underscore the need for their rigorous evaluation, given the potentially significant
implications for effectiveness, efficiency, and governance. These concerns are typically more relevant in
developing countries, where TEs are widely used but often lack clear targeting and systematic oversight.
Despite these limitations, TEs remain politically popular. As joint work of the IMF and others (2015) and
Beer and others (2022) emphasizes, improving the design, reporting, and governance of TEs is essential
to enhance their transparency, alignment with development goals, and overall policy effectiveness.
Reforms such as embedding provisions in tax law and publishing regular expenditure reviews are viewed as
important for creating better outcomes. Importantly, as Sugin (2011) argues, meaningful reforms depend on
better information—policymakers need a clearer understanding of what TEs do, who benefits, and how they
compare to alternative policy tools.
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2. The Macroeconomic Importance of TEs

A.Impact on Revenue

The most direct impact of TEs is through lower tax revenues than would be collected in their absence. This
results directly from their definition as provisions that reduce tax liability relative to a benchmark tax system.
The fiscal cost of TEs can be substantial. TEs cost about 4 percent of GDP and 25 percent of tax revenue,
on average, across the 109 countries that contribute to the Global Tax Expenditure Database (GTED) report
(Redonda and others 2025). Such fiscal costs need to be accounted for and ideally made public to enhance
fiscal sustainability and transparency. They should also be weighed against their estimated benefits* to
ensure that they are cost-effective in achieving their policy objectives.

Tax expenditures, particularly when large or poorly targeted, can have macro-critical implications that
extend beyond revenue losses. Major TEs can affect the economy through redistribution, changing incen-
tives, or shifting the composition of public spending. For example, widespread VAT exemptions or reduced
rates can erode the tax base, whereas they disproportionately benefit wealthier groups that consume more
of the exempted goods, thereby weakening the progressivity of the tax system (de la Feria and Redonda
2020; Thomas 2020) and eroding fiscal space for pro-poor public investment or social transfers. Some TEs
can become procyclical. For example, more generous exemptions or deferrals during downturns to support
the economy become procyclical during upturns when they remain unassessed and a semi-permanent
feature of the tax system. This pattern can erode revenue over time, constraining fiscal space and amplifying
vulnerabilities. Because not all TEs are subject to annual budget reviews, their crisis-driven expansion often
persists, shifting spending away from more transparent and progressive uses (IMF and others 2015).

Tax expenditures make the tax system more complex, posing challenges to revenue administration and
potentially diminishing effective revenue generation. As a tax system becomes more complex, the cost of
compliance to taxpayers increases, which in turn induces higher levels of noncompliance (Kaplow 1996).
Multiple exemptions, deductions, credits, and special regimes tend to obscure the baseline tax liability and
make it more difficult for taxpayers to determine their obligations. For individuals and firms without access
to professional tax advice, this can result in miscalculations or delays. Further, complex systems can create
more loopholes for tax planning and avoidance. Complexity also makes it more likely that revenue admin-
istrators may commit involuntary errors in collection. Even in an advanced country context as far back as
1995, it was estimated that the complexity of the income tax system cost the United States between 10 and
17 percent of revenues raised (Slemrod 1996; Gale 2001).

Competition for investment through TEs can erode revenues and cause a “race to the bottom”. Developing
economies often use types of TEs to attract foreign investment. Although the use of TEs may be politi-
cally attractive, evidence suggests they often yield limited long-term investment benefits and can severely
erode the tax base. Foreign investment depends critically on regulatory stability, infrastructure, and gover-
nance (IMF and others 2015). Location-specific profits, such as those derived from extractive industries and
telecommunications, do not require additional incentives.® Such incentives can also become redundant
because of tax reforms elsewhere, such as the implementation of the global minimum tax in other countries.
Overlapping and poorly coordinated incentives across countries can encourage harmful tax competition,

4 Common TEsin SSAinclude investmentincentives thatare cost based (for example, targeted investment tax credits and accelerated
depreciation) and profit based (for example, corporate income tax holidays), VAT zero-rating and exemptions, and duty concessions.

5 The location of these resources can create significant profits without the need for additional incentives, and should actually be
taxed more, representing a negative TE.
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where jurisdictions undercut one another without collectively increasing investment (Keen and others
2014). The result is a significant loss of potential revenue with little to show in terms of inclusive growth or
structural transformation.

B. Impact on Equity

Tax expenditures caninfluence the distribution of after-taxincome in positive and negative ways. Forexample,
well-designed TEs—such as refundable tax credits or targeted deductions for low-income households—can
potentially enhance equity by reducing effective tax burdens for vulnerable groups. In some cases, certain
TEs may be more easily administered and targeted than equivalent spending programs, particularly in
countries with limited capacity to deliver cash transfers or subsidies. However, as many countries have not
formally operated TEs through budgetary processes, their distributional effects are less visible and rarely
subject to ex-ante or ex-post evaluation. This opacity can lead to a misperception of neutrality in the tax
system, whereas it perpetuates structural inequities. Without transparency and clear distributional assess-
ments, TEs can reinforce inequality and erode the redistributive function of the fiscal system (OECD 2010).

Tax expenditures may also distort the fairness of outcomes between taxpayers and potentially undermine
the principle of horizontal equity. Horizontal equity entails that individuals with comparable income or
circumstances should bear similar tax burdens. The distortion from TEs to horizontal equity often arises
when access to TEs is uneven or opaque. For instance, individuals with access to sophisticated tax planning
or professional advice are more likely to benefit from complex deductions or exemptions, whereas others—
particularly those in the informal sector or with lower financial literacy—may not be aware of their existence.
Alternatively, when TEs are granted on a discretionary basis, or where TEs are only accessible for a specific
time, this may result in a tax system where similarly situated taxpayers face very different effective tax rates—
based not on ability to pay or economic substance but on access, timing, or influence. Such distortions
weaken the legitimacy of the tax system and contribute to declining tax morale, especially in developing
economies where state capacity and transparency are already under strain (Fishbien 2024). Over time, when
taxpayers view the system as unfair or captured by vested interests, trust in government more broadly may
suffer, making both tax collection and broader governance reforms more difficult to sustain.

C. Impact on Transparency and Governance

Tax expenditures are frequently not subjectto the same level of scrutiny as direct spending through the budget,
weakening transparency and hindering well-informed policymaking. Unlike direct budgetary expenditures,
TEs are often unquantified and unreported. This lack of oversight can make it easier to enact and maintain
TEs than direct spending programs, even if direct spending might be a more efficient or transparent way to
achieve the same policy goals. Proliferation of TEs also makes the overall tax system more complex. This can
lead to distortions in the tax system and a less clear understanding of the government’s activities and prior-
ities, making it difficult to track how public funds are being used and to hold decision makers accountable.

More concerning is the potential for misuse of TEs, especially where there exists discretionary power to
grant such measures. Without rigorous oversight, discretionary TEs can be granted based on political
connections or other improper criteria, inducing rent seeking by taxpayers and more corruption by involved
officials. The perception of favoritism toward special interest groups can erode public trust in government.
Tax exemptions can also increase opportunities for tax avoidance and evasion (for example, transfer pricing
between related firms to shift profits to the tax-exempt taxpayer or activity). This can make it more difficult
and costly for revenue authorities to monitor and lead to further erosion of revenue collection.

When TEs add layers of complexity to the standard tax system, they can weaken the effectiveness of
standard fiscal instruments. The main levers of tax policy (for example, tax rates, thresholds, deductions, and
credits) can become ineffective in raising revenue or providing countercyclical relief if a tax base has been
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hollowed out by layers of TEs. Although identifying and costing TEs does not in itself imply that they should
be repealed, TE evaluation can yield important information about effective base-broadening measures to
support fiscal consolidation. However, the challenge of accurately measuring the impact of TEs, including
the absence of reliable data, further complicates the landscape of governmental accountability.

D. The Potential Benefits of TEs

The counterbalancing force is that the objectives of TEs can also have a significant macroeconomic impact.
Well-designed tax incentives may encourage additional investment, job creation, or technology upgrades—
objectives that can be especially relevant in countries seeking structural transformation. Similarly, certain
TEs—such as VAT zero-rating on basic goods or targeted income tax deductions for low-income households—
can serve as indirect social protection tools, mitigating the burden of taxation on vulnerable groups and
complementing underdeveloped social safety nets. However, the actual effectiveness of TEs in achieving
these outcomes depends heavily on context, tax administration capacity, and policy design.

Tax expenditures, if properly designed, implemented, and assessed, can support investment, equity, and
economicresilience under certain conditions. The effectiveness of TEsin achieving these objectives depends
heavily on their design. For example, under a VAT regime, zero-rating basic goods to reduce the tax burden
on poor households is generally more effective than providing tax exemptions (Chandler, Thomas, and
Tremblay 2025). Although direct transfers are typically more effective than reduced VAT rates in addressing
equity concerns, there are conditions under which reduced or zero VAT rates on goods used by poor house-
holds can be an effective means of addressing distributional concerns, such as where the government does
not have well-targeted cash transfer programs available (Keen 2015) or where the revenues from applying a
standard VAT rate to all goods cannot be earmarked for cash transfers (van Oordt 2018). Another example
is tax incentives intended to support investment. Incentives that reduce the cost of investment (such as
accelerated depreciation) are generally more effective than profit-based incentives (such as tax holidays).
However, even with well-designed tax incentives, their success in attracting investment depends on a wide
range of external factors, including the type of investment being targeted, the broader investment strategy,
institutional features, and even the state of international tax rules.

E. Macroeconomic Importance in Sub-Saharan Africa

Tax expenditures could have a particularly substantial impact on revenue collection in sub-Saharan Africa.
TEs are estimated to be large as a share of revenue earned in some sub-Saharan Africa countries (ECA
2024). In sub-Saharan Africa, where tax administration capacity is often constrained and informal economic
activity is widespread, complex tax systems can further widen the compliance gap and reduce effective
revenue collection. A race to the bottom in special tax regimes has also long existed in sub-Saharan Africa,
with effective tax rates for foreign investment close to zero because of a myriad of generous tax holidays,
preferential rates in special economic zones, and wide-ranging exemptions for targeted sectors (Abbas and
Klemm 2013).

Weak fiscal institutions in some countries in the region could exacerbate concerns about fairness and gover-
nance in the use of TEs. In practice, many sub-Saharan Africa TEs tend to be regressive, disproportionately
benefiting higher-income individuals and larger firms. With high informality across the region, fewer low-
income taxpayers can benefit from TEs. Because governance is a particularly strong concern in sub-Saharan
Africa, the region is also likely to be highly vulnerable to the misuse of TEs. In countries where individuals
are already averse to paying taxes (Robinson 2023), misuse of discretionary power over TEs could further
weaken the already low efficiency of tax collection in sub-Saharan Africa.
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3. The Sub-Saharan Africa Context

A. Recent Developments in Sub-Saharan Africa

Domestic revenue mobilization has long been an important policy objective in sub-Saharan Africa. The
implementation of the African Union’s Agenda 2063, for example, relies on member states’ capacity to
mobilize adequate financial resources. The rationale for greater revenue mobilization in sub-Saharan Africa
includes the need to finance development goals such as poverty and inequality reduction, support fiscal
consolidation amid elevated debt vulnerabilities, strengthen the state-building capacity, and respond to
growing climate-related financing needs (IMF 2018b). The African Development Bank estimates that, by
2030, Africa will need to close an annual financing gap of $402.2 billion for prioritized key areas of the
sustainable development goals—education, energy, productivity, and infrastructure—to advance its struc-
tural transformation process (AfDB 2024).

Progress in revenue mobilization has been mixed in sub-Saharan Africa. Some countries have had episodes
of significant revenue increases, notably 3-year windows of an average increase of 0.5 percent of GDP per
year (Akitoby and others 2020). Examples include Rwanda (2010-14), Uganda (2013-15), Namibia (2005-07),
Comoros (2001-03), Cabo Verde (2004-07), and Liberia (2009-12). However, many countries still under-
perform their revenue collection potential. Those countries that have made progress pursued revenue
administration and tax policy reforms in parallel, frequently through improvements in compliance and the
unwinding of exemptions and tax holidays. Many focused on indirect taxation, notably VAT and excise taxes,
whereas property taxes played only a limited role (Akitoby and others 2020).

The recent global funding squeeze, declining aid, and increased volatility have renewed sub-Saharan Africa
policymakers’ attention to domestic revenue mobilization. Although global liquidity has tightened in recent
years, sub-Saharan Africa has faced a disproportionate impact: interest rate spreads have risen more sharply
in sub-Saharan Africa than in other regions (Figure 1, panels 1 and 2). In parallel, aid inflows to sub-Saharan
Africa have declined significantly, with grant support dropping faster than in other regions (Figure 1, panel
3), exacerbating fiscal vulnerabilities in many LICs and fragile states. In 2025, sub-Saharan Africa is expected
to lose $4.2 billion in external funding (a 7 percent decline from 2023) as the OECD projects a 9-17 percent
drop in Official Development Assistance (AfDB 2025; OECD 2025). Compounding these pressures, global
trade uncertainty—stemming from geopolitical fragmentation, tariff shocks, and the loss of preferential trade
arrangements—has further weighed on export performance. Capital inflows have also slowed, reflecting
both heightened risk aversion among investors and reduced appetite for frontier market debt, further tight-
ening financing conditions for sub-Saharan Africa economies (Figure 1, panel 4).

These external shocks have had broad macro-fiscal consequences for the region. First, public debt and
debt service burdens have surged, driven by rising borrowing costs and depreciation of local currencies
against the dollar. Second, commodity price volatility—especially for oil-importing countries—has eroded
fiscal space and weighed on revenue performance, as many governments have faced higher import bills
and energy-related subsidies. Third, with external concessional financing drying up, many sub-Saharan
Africa countries are increasingly forced to rely on domestic borrowing—often at higher costs—to finance
basic service delivery and development spending. In this context, improving domestic revenue mobilization
is not just an imperative for long-term fiscal sustainability; it is increasingly a near-term necessity. Reining in
TEs—especially those that are poorly targeted or regressive—can be a key part of this adjustment, helping
expand the tax base while preserving equity and fostering accountability in public finance.
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Figure 1. The Global Funding Squeeze
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Revenue-based fiscal consolidation offers a promising path for sub-Saharan Africa. First, domestic revenue
mobilization is still relatively low, leaving room to raise revenue through tax policy and revenue adminis-
tration reforms, including TEs. Second, the negative growth effects of revenue-based adjustments seem
to be less acute in sub-Saharan Africa—high levels of informality and relatively low tax levels attenuate the
pain caused by tax hikes on growth when compared with other regions (IMF 2024). Other literature (Alesina,
Giavazzi, and Favero 2019) also shows that revenue-based adjustments tend to be more durable when the
revenue-to-GDP ratio is lower, as is the case in sub-Saharan Africa.
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B. Trends in Revenue Mobilization and
Challenges in Sub-Saharan Africa

Revenue mobilization in sub-Saharan Africa has increased over time but has slowed in recent years. The
median total revenue-to-GDP ratio in sub-Saharan Africa rose from about 13 percent in 2000 to 16 percent
in 2019, before falling back to about 14 percent in 2022 after the COVID-19 pandemic (Figure 2, panel 1).
The improvement was driven mostly by tax revenue (Figure 2, panel 2). As of 2022, 18 countries in sub-
Saharan Africa have a revenue-to-GDP ratio above 13 percent, the minimum level required for acceleration
in growth and development (Gaspar and others 2016). Top-performing countries include mostly those from

the Southern Africa region (Figure 2, panel 3).

Figure 2. Sub-Saharan Africa: Revenue and Tax Revenue
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The recent slowdown in revenue mobilization has been more pronounced in sub-Saharan Africa than in
other regions. Although revenue declined in all regions during the pandemic, the decline in sub-Saharan
Africa was sharper (Figure 3, panel 1). Moreover, some regions have registered a slight recovery in the
post pandemic years, whereas revenue continued to decline in sub-Saharan Africa. This is partly explained
by the disruption in tax administration and measures to support the private sector amid the pandemic,
whereas the level of economic activity was more resilient. Almost 40 percent of sub-Saharan Africa countries
provided extensions and exemptions to taxpayers on their direct taxes (Aslam and others 2022), some of
which persisted through recent years in some countries.

Indirect taxes remain the main source of revenue in sub-Saharan Africa, despite their declining contribution
in recent years. The impetus behind rising revenues in sub-Saharan Africa during 2000-24 has mainly been
indirect taxation (Figure 3, panel 2), notably VAT. However, the contribution of indirect taxes has declined
in recent years due in part to roughly half of sub-Saharan Africa countries providing VAT relief during the
COVID-19 pandemic through acceleration of refunds, new exemptions, and extension of filing deadlines
(Aslam and others 2022). Although these interventions supported liquidity in the short term, many have
remained in place longer than initially intended, undermining VAT productivity and revenue performance.

The contribution of direct taxes has also declined, albeit to a lesser extent. The decline reflects new corporate
income tax (CIT) exemptions to vulnerable sectors, notably tourism and hospitality, alongside temporary tax
deferrals and rate reductions. Although the contribution of trade taxes has remained broadly stable in recent
years, significant trade tax relief measures were also introduced in many sub-Saharan Africa countries by
lifting customs duties amid the pandemic to reduce the cost of essential imports. These TEs have lasted the
longest and have, in some cases, persisted well beyond the peak of the pandemic (Aslam and others 2022).

Figure 3. Sub-Saharan Africa: Revenue Comparison and Sources of Revenue
(Percent of GDP)
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Rationalizing TEs could be a key step toward narrowing the significanttax gap in sub-Saharan Africa countries.
Revenue collection in many sub-Saharan Africa countries is significantly below estimated potential-the
highest level of revenue that a country can achieve given its underlying macroeconomic and structural
conditions (Fenochietto and Pessino 2010, 2013; IMF 2018b). Analysis based on the IMF WoRLD database
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suggests that the tax gap—the difference between actual collection and potential-exceeds 5 percentage
points of GDP in about a third of sub-Saharan Africa countries. The cross-country heterogeneity in the
estimated tax potential reflects differences in the level of economic development, the degree of infor-
mality, trade openness, and public sector effectiveness and corruption. Moreover, the region’s estimated
tax potential-reflecting the upper bound of feasible revenue performance—is itself substantially lower than
in other parts of the world, underscoring long-standing structural constraints (Figure 4). In this context,
scaling back costly and often poorly targeted TEs could contribute to narrowing the tax gap by strength-
ening revenue performance and improving the efficiency of the overall tax system.

Figure 4. Tax Revenue and Tax Potential, 2023
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Note: Tax revenues for Lesotho, Namibia, Botswana, and Eswatini are inflated by the inclusion of shared customs revenues
under the Southern African Customs Union. Tax potential estimates for some countries (for example, Uganda, Tanzania, Kenya,
and Mauritius) differ from those obtained in some single-country analyses. The estimates in this figure are based on the SFA
modeling, which assumes that a country deviates from its potential only by underperforming. The estimation relies on a longi-
tudinal data set with 193 countries, covering the period from 1990 (1980 in some cases) to 2022. The dependent variable is
tax revenue excluding natural resource revenue, as well as social security contributions, as these are not readily available for
most low-income and developing countries. The main independent variables are real per capita GDP, the square of per capita
GDP, the share of the agriculture sector in percent of GDP as a proxy for informality, trade openness, government effective-
ness, and a measure of corruption perception in the public administration. GDP = gross domestic product; SFA = Stochastic
Frontier Analysis.

¢ Importantly, estimates of tax potential should be used cautiously and as broad indicators to inform long-term revenue mobilization
goals rather than as policy targets (Mansour and others 2025).
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Given the narrowing of external financing options and the growing urgency of building macroeconomic
resilience and meeting development needs, sub-Saharan Africa countries will need to look inward for
under-explored areas of tax policy. TEs become more problematic in this context, as these implicit forms of
government support represent a significant, and often opaque, source of forgone revenue. If not regularly
assessed and rationalized, they can erode the tax base, create inequities, and undermine transparency
and fiscal control. TEs represent a sizable but largely hidden component of fiscal policy and require fuller
documentation. In many sub-Saharan Africa countries, they are not routinely reported, evaluated, or inte-
grated into budget planning, despite their potentially significant fiscal costs. The next section will explore
the current landscape of TEs in sub-Saharan Africa.
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4. TEs in Sub-Saharan Atfrica

A. The Landscape of TEs in Sub-Saharan Africa

As noted in Section 1, TEs have been studied for more than half a century. The German Federal Republic was the
firstto evaluate TEsin 1966. This was followed by the United States in 1968 underthe leadership ofthe US Treasury
and focused on individual and corporate income taxes. Since then, analysis and costing of TEs have become
common practice among OECD countries, albeit some do not report regularly. The OECD itself published TE
studies in 1984, 1986, and 2003. For other country groupings, significant variation exists in reporting practices.
In the G20, for example, two members—China and Saudi Arabia—do not report on TEs. In addition, there is
heterogeneity in the types of data reported, ranging from provision-level data to aggregated estimates.

The scope of TEs in Africa and their potential cost in terms of forgone revenue is less clear than in other
country groups. The analysis and costing of TEs, either as a stand-alone exercise or as part of the budget,
are still evolving. South Africa, Senegal, Benin, and member states of the East African Community began
publishing reports on this issue in the early 2000s. More recently, West African Economic and Monetary
Union (WAEMU) countries have been striving to produce annual TE reports (Decision 08/2015/CMY,
quantifying the fiscal impact of exemptions and special regimes on revenue (Dordevix and Maftei 2025).
Furthermore, member states of the Economic Community of West African States (ECOWAS) are invited to
adopt guidelines on TE estimation in their national legislation, including in the context of the 2025 Addis
Tax Initiative.® Whereas more countries have since followed suit, many sub-Saharan Africa countries still lack
comprehensive analysis and costing of TEs, and even fewer regularly report or scrutinize TEs as part of their
annual budgets. This is a concern given the current conjuncture of tight liquidity, declining aid flows, and
rising spending needs. In addition, developing economies are particularly at risk from two types of TEs—
those aimed at attracting investment, and those intended to address rising food prices.

The comparatively low level of reporting on TEs in sub-Saharan Africa stems from the complexity of the issue,
data limitations, and capacity constraints. Estimating TEs is challenging and requires defining a benchmark
tax system for each country. A strict evaluation methodology’ should also be established, requiring timely
access to tax and other data. These issues explain the large variations in estimates of tax expenditures
between countries and even within the same country from year to year or from one government to the next
(Geourjon and Rota-Graziosi 2024). For example, a benchmark tax includes (i) the rate structure, (ii) accounting
conventions, (iii) the deductibility of compulsory payments, (iv) provisions to facilitate administration, and
(v) provisions related to international fiscal obligations (Kraan 2004). However, these indications leave open
many questions, such as which provisions belong to the benchmark tax, as well as different views regarding
the normative tax base (the monetary sum in the hands of private households to which the tax ought to be
applied—income, value added, profit, or sales). Views of the appropriate normative base differ not only across
national tax systems but also between citizens’ and politicians’ interpretations of the same national tax system.

Additional complexity arises from the origin of TEs in Africa. Although there are broad similarities across
countries with respect to the most common types of TE measures—exemptions, waivers, holidays, allow-
ances, reduced or zero-rated items, and tax deferrals—it is not uncommon for such measures to exist outside
the national tax framework (such as those granted by non-revenue agencies or by local governments).
Without sufficient scrutiny, these sorts of measures may evade broader efforts to identify and cost TEs for
the economy as a whole.

7 With guidelines even stronger than those of the EU. This has the potential to encourage countries to adopt solid principles for TE
production through soft laws.

8 The Addis Tax Initiative (ATI) aims to promote fair and effective domestic revenue mobilization, policy coherence, and the social
contract through partnerships and knowledge building.

? For additional detail on methodologies and assessment, see Geourjon and others (2018).
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B. Estimates of TEs in Sub-Saharan Africa

The constraints mentioned in the previous section highlight the difficulty of comparing estimates of forgone
revenue from TEs in sub-Saharan Africa. Without a standard methodology and an agreed set of principles
for establishing a benchmark tax system, assessing the full scope of TEs in the region and their revenue
impact is very difficult.

This context is crucial when interpreting cross-country comparisons available in publicly available databases,
as careful analysis and understanding of benchmark tax systems are essential for accurate and country-
comparable estimates. For instance, data from the GTED provide a snapshot of TEs and their estimated cost in
terms of forgone revenue in sub-Saharan Africa (Figure 5). However, this data is not uniform in its calculation,
drawn from various public sources, and not always estimated from a benchmark tax regime.'® Comparability—
even between different years for the same country—is limited. Nonetheless, the GTED plays a valuable role in
suggesting an indicative range of revenue forgone while also highlighting reporting gaps in the region.

Figure 5. Sub-Saharan Africa: Estimated TEs
(Revenue forgone, percent of GDP, latest available year)
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Sources: Global Tax Expenditures Database.

Note: Individual estimates of the TEs cannot be aggregated, given the estimates could cover different types of TEs across
countries. GDP = gross domestic product; TEs = tax expenditures. For countries marked in red, no data is available on the GTED.

0 For additional detail on how the GTED compiles data on TEs and the limits to comparability, see the GTED Flagship Report—
Shedding Light on Worldwide Tax Expenditures (2021).
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A more rigorous approach to estimating forgone revenue from TEs was undertaken by the United Nations
Economic Commission for Africa (ECA 2024) using a self-selected sample of African countries with a common
focus on measures affecting VAT and CIT. The focus on VAT and CIT was chosen given that these are typically
the largest revenue generators in sub-Saharan Africa countries and where significant TEs are usually found.
Importantly, the ECA study used a single methodology (the revenue forgone approach) to estimate the
revenue cost of VAT and CIT TEs in eight sub-Saharan Africa countries (Table 1). A catalog of TEs for each
country under the VAT and CIT frameworks was compiled and costed based on actual tax return data. Like
the information sourced from GTED, the ECA study offers a useful snapshot, but with a tighter focus and a
standardized benchmarking approach across the sample countries.

Table 1. Sub-Saharan Africa: Estimated TEs by Tax Type

CIT TEs as

VATTEsas CITTEsasa Totalas % VAT TEs as a % a % of total Total as % of
Country % of GDP % of GDP of GDP of total revenue revenue total revenue
Benin 1.30 0.01 1.31 9.9 0.5 10.4
Burkina Faso 0.23 0.39 0.62 1.5 2.5 4.0
Ghana 0.52 0.26 0.78 3.8 1.9 5.7
Kenya 2.69 0.52 3.21 17.2 2.2 19.4
South Africa 1.19 0.06 1.25 4.7 0.2 4.9
Tanzania 0.86 0.00 0.86 7.5 0.1 7.6
Uganda 0.45 0.19 0.64 3.5 1.5 5.0
Zambia 13.50 1.53 15.03 68.7 7.8 76.5

Source: Primary data collection by ECA in 2022.

Note: CIT = corporate income tax; ECA = Economic Commission for Africa; GDP = gross domestic product; TEs = tax expenditures;
VAT = value-added tax.

The data from GTED and ECA suggest three intuitive points. First, many sub-Saharan Africa countries
have yet to either undertake a rigorous assessment of TEs—using a benchmark tax system or alternative
methodology—or to publish such estimates for review and scrutiny. Second, based on the available data,
the cost of TEs (as a share of GDP or total revenue) is significant but varies widely across sub-Saharan Africa
countries. Third, the bulk of TEs are likely to be found in the VAT and CIT regimes.

IMF country-level knowledge can help elaborate on these earlier studies. The many constraints noted in
the previous section preclude a comprehensive estimate of the cost of TEs across all sub-Saharan Africa
countries. Given the lack of a standard methodology and assumptions, there will always be an element
of comparing apples to oranges when looking across any region. However, in an effort to broaden the
knowledge base regarding the state of TE accounting and publication in sub-Saharan Africa, a survey of IMF
country teams working on these economies was conducted to provide yet another view on (i) the prevalence
and depth of TE analysis in the region, (ii) estimated costs (in terms of revenue forgone), and (iii) the degree
of public transparency with respect to TEs (that is, whether the estimates are published either as part of
annual budgets or as a stand-alone report). Results of the country team survey are shown in Figure 6.

Four findings are worthy of note:

= Qutof 45 sub-Saharan African countries surveyed, 32 country teams reported information or estimates on
tax expenditures. Of those, 22 teams reported that the estimates were published.
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= Of those reporting estimates of TEs, only 17 country teams had what might be considered “comprehen-
sive” inventories and costing. The remainder reported on some specific TEs (such as a list of business tax,
VAT, or customs exemptions). For these countries, coverage was assessed to be only partial and unlikely
to have captured the full depth of TEs and forgone revenue.

= Ofthe 32 country teams reporting that an inventory of TEs was available, eight reported that they were not
aware of, or that rules about TEs were not embedded in, legislation, and 13 indicated that TEs were not
governed by a single authority (such as a Ministry of Finance or revenue agency).

= Of the remaining country teams reporting that no inventory of TEs was available, only one indicated that
such an exercise was in train or that technical assistance was expected.

Figure 6. Heatmap of Countries’ Responses to TE Survey
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Figure 6. Heatmap of Countries’ Responses to TE Survey (Concluded)
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Source: IMF staff calculations and assessments.
Note: TE = tax expenditure.

The country-level survey confirms the general findings of both the GTED and ECA reports with respect to
(i) the range of revenue forgone across sub-Saharan Africa countries (anywhere from 0.1 percent in Chad to
nearly 13 percentin Eswatini, averaging about 3 percent across all reporting countries inclusive of those with
both partial and more comprehensive estimates—Figure 7); and (ii) that comparability of these estimates

is inherently difficult given the different methods and assumptions used across countries, both with and
without third-party technical assistance.

Figure 7. Estimated Costs of TEs
(Percent of GDP; blue indicates full estimates, red/maroon indicates partial estimates)
14
12
10
8
6
4 Average: 3.0
2
0 AAAAAAAAAAAAAAAAAAAAAAAAAAAAAAA
N «— < 1 1 < 1D N I N0 g -5 ST 5 ST oOm UL I "o T o 0 T o BN o NN Vo R (N Vo TN ¥o B o 0 BRI S M~ o
AN N N N AN NN ANy AN N AN N — AN NN N
O O O O O O O O O O O O O O O O o O O O O O O O O O O O O O O
4 adadgagaaaadaaaasasay R N A e A N V)
:éﬁgmmd_mg:mm'ggcgmﬁ wwlgmao;sccg‘gjgw
el lfeeaziliici2fE 325C0£8588353585 5
T 0 0 = g x o 0O 5 2 R & E O = S 0 9 g 9 2 % 53 > o2 > 0o
ESE<§'¥£ m@mcwmo Q535> 5 ¢ 50 n» s @ms 2
mm>£nﬁg i =} S EN E & o ® 4 @ e 2% o9 %
v 5 < o = a o = o 9 =
A 3 [a} o 5 T O 3 < £ 5 9°
» S = o = » 8 g0®
5 =
© ©
=
C
()
o
Source: IMF staff calculations and assessments.
Note: GDP = gross domestic product; TE = tax expenditure.




IMF DEPARTMENTAL PAPERS e Tax Expenditures in Sub-Saharan Africa

5. How is the IMF Addressing
TEs in Sub-Saharan Africa?

This section explores the degree to which TEs are addressed in the IMF's work in sub-Saharan Africa. It
specifically focuses on the IMF's surveillance reports, program conditionality, and capacity development
(CD) efforts for the sub-Saharan African region to explore how the IMF has been addressing TEs."

A. Surveillance

Tax expenditures have been routinely examined in IMF surveillance of sub-Saharan African countries. The
IMF's surveillance of individual members is conducted through Article IV Consultations, which present
regular assessments of economic developments, policies, and potential risks to both national and global
financial stability. As part of this study, IMF staff reports for 94 Article IV Consultations across 30 sub-
Saharan African countries over 2015-24 were reviewed for discussion of TEs. Ninety-five percent of IMF staff
reports contained at least one reference to TEs. Mentions of TEs were identified using a list of keywords—
focused largely on various types of TEs (for example, exemptions, deductions, special rates). Notably, all
30 countries for which Article IV Consultations were conducted during this period had at least one report
referencing TEs. On average, these keywords were mentioned 5 1/2 times per Article IV staff report. These
results confirm consistent and broad coverage of TEs in IMF surveillance activities in the region, in line with
the IMF's mandate and expertise in tax policy and revenue administration.

The intensity of TE coverage in IMF surveillance has risen in recent years (Figure 8). The average number
of keyword mentions per report increased from 6.7 during 2015-19 to 9.3 during 2020-24, representing a
40 percentincrease in the number of mentions per report. The main topics explored relate to tax exemptions
and tax incentives, with references to tax exemptions accounting for over 60 percent of all references. About
half of the increase in coverage in IMF surveillance reports during 2020-24 was because of a rise in mentions
of the main term “tax expenditures,” rather than of specific types of TEs. The average number of mentions
of "tax expenditures” per report increased substantially from 0.6 during 2015-19 to 2.0 during 2020-24,
suggesting a heightened focus on the broader macro-criticality of TEs. This is also consistent with sub-
Saharan African policymakers’ renewed attention to domestic revenue mobilization efforts in recent years
(see Section 3). Overall, these findings highlight the persistent and growing emphasis that IMF surveillance
has placed on assessing and reviewing TEs, as well asimproving the institutional frameworks governing them.

" To capture IMF coverage of tax expenditures, a list of keywords relating to tax expenditures is developed and covers exemption,
exempt from tax, TE, tax relief, duty relief, tax holiday, preferential treatment, zero rate, tax deferral, tax waiver, tax incentives,
tax credit, tax deduction, special regime, special tax regime, and common acronyms for tax expenditures (TE, TEA, TEs). Where
applicable, plural forms of these keywords are also captured.
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Figure 8. Coverage of TE Topics in IMF Surveillance, 2015-24
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Sources: IMF Article IV staff reports and IMF staff calculations.

Note: The scope of this analysis is limited to stand-alone Article IV staff reports. Keywords for which there are no mentions are
excluded from the second panel, including “tax privilege” and “duty relief.” Surveillance was constrained by the COVID-19
pandemic—only one stand-alone Article IV Consultation was completed in 2020. The number of keyword mentions in Panel 2 in
2020 was low as a result of limited surveillance activity during the COVID-19 pandemic. TE = tax expenditure.

B. Programs

IMF programs across sub-Saharan Africa have identified TEs as a macro-critical issue and have sought to
address them through structural conditionality as part of their respective Fund-supported arrangements.
There were 72 IMF-supported program approvals across 36 sub-Saharan African countries between 2015
and 2024. The inclusion of structural benchmarks (SBs)'? on TEs in those programs underscored their
macro-relevance (Figure 9)."* Out of those cases, 46 programs (64 percent of programs) in 30 countries
(83 percent of countries) had SBs related to TEs. In total, there were 96 SBs targeting TEs, amounting to
5.5 percent of all SBs. These measures represented a larger share of all SBs in programs approved during
2016-20 (except in 2018). Although such conditionality remains frequent, its occurrence as a share of all
SBs introduced in IMF-supported programs has somewhat declined in recent years, possibly because of
crowding out by other priorities.

2 Structural benchmarks are “reform measures that often cannot be quantified but are critical for achieving program goals and used
as markers to assess program implementation” (https://www.imf.org/en/About/Factsheets/Sheets/2023/IMF-Conditionality).

'® Data are from the IMF Monitoring of Fund Arrangements (MONA) database. The year represents the program approval year. This
potentially generates a downward bias in the number of SBs (as presented in the right-hand side chart in Figure 9), particularly
during 2023-2024, because programs approved in those years can have additional reviews in 2025 and further, with possibly
additional SBs on TEs. However, the ratio of TE measures to all SBs is less likely to suffer from such a bias (the left-hand side chart
in Figure 9).
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IMF programs have included a range of measures on TEs, including efforts to eliminate or reduce their prev-
alence and improve their monitoring, reporting, transparency, and governance. About one-third of these
SBs entailed direct policy interventions to eliminate or contain TEs. The remaining SBs included measures
to develop and publish action plans or strategies to rationalize TEs; reform legal and institutional frame-
works to enable more rules-based management; improve data and information systems to ensure timely
and effective monitoring; prepare stocktaking exercises to quantify and assess revenue impacts; complete
audits to evaluate the rationale behind existing TEs; and publish detailed information on various types of
TEs to improve transparency and raise public awareness and scrutiny.

Figure 9. Structural Benchmarks on TEs in the IMF-supported Programs
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Sources: IMF Monitoring of Fund Arrangements (MONA) and IMF staff calculations.

Note: Structural benchmarks on TEs in the IMF UCT programs for sub-Saharan Africa over 2015-24 are documented based on
the MONA database (accessed on May 15, 2025). Three-quarters of the programs were ECF, whereas the rest consisted of EFF,
PCI, PSI, SBA, and SCF. Repeated SBs within the same program are counted as one. Broad measures, such as revisions to tax
policy or base, are excluded unless they specifically refer to TEs. The x-axis shows the program approval year. SBs shown for
each year indicate the SBs in programs approved in that year. SBs = Structural benchmarks; UCT = Upper Credit Tranche; ECF
= extended credit facility; EFF = extended fund facility; PCl = policy coordination instrument; PSI = policy support instrument;
SBA= Stand-by Arrangement; SCF = standby credit facility.

C. Capacity Development

The IMF provides capacity development and guidance to countries in sub-Saharan Africa on managing,
evaluating, and reporting TEs, and on addressing revenue administration aspects for their management.
The aim is to help governments optimize their tax systems, enhance fiscal transparency, and ensure that tax
policies effectively support economic development and social objectives. The key areas of focus include
the following:

= Reporting and transparency. The IMF offers guidance on accounting for TEs and integrating this informa-
tion into fiscal management. It emphasizes the importance of making TE information publicly available,
including its budgetary impact, to enhance transparency and accountability.

" For a detailed discussion of IMF's CD program, see (1) Tax Expenditure Reporting and Its Use in Fiscal Management: A Guide for
Developing Economies (Heady and Mansour 2019), (2) How to Evaluate Tax Expenditures (Beer and others 2022), and (3) Managing
Tax Incentives in Developing Countries (Pecho and others 2024).
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= Evaluation and reform. The IMF encourages countries to systematically evaluate TEs by assessing their
effectiveness, efficiency, and impact on equity and the broader economy. It provides tailored guidance
based on varying levels of data availability and analytical capacity, and advises countries to eliminate inef-
fective TEs as part of fiscal consolidation efforts.

= Compliance and administrative costs. Effective management of TEs requires a robust compliance risk
management (CRM) framework. Tax authorities employ various CRM frameworks to systematically identify,
assess, and prioritize compliance risks, and determine appropriate treatment strategies. The IMF assists
countries in systematically identifying compliance risks associated with TEs, that is, patterns of noncom-
pliant behavior resulting in potential revenue leakages.

= Supporting sustainable development. The IMF recognizes the significant impact of TEs on a country's
ability to mobilize revenue. By improving TE management, countries can enhance fiscal sustainability and
better allocate resources to support development priorities.

= Collaboration and capacity building. The IMF collaborates with international organizations such as the
World Bank, OECD, and UN to provide guidance on tax incentive reforms in the region. The IMF also offers
CD assistance to strengthen countries’ tax policy and administration, including the management of TEs.

Over the past decade, the IMF has carried out an

average of five specialized CD missions annually Figure 10. Number of IMF Tax Expenditure
to sub-Saharan African countries focusing specif- Missions, FY2016-25
ically on TEs (Figure 10). The work covered 24 B Sub-Saharan Africa
differentcountriesandincludedaregionalseminar B Restof the World
for Central African Economic and Monetary = Share of TE Missions to Sub-Saharan Africa (RHS)
Community (CEMAC) countries addressing TEs 25 100%
in the context of domestic revenue mobiliza- 90%
tion. The primary goals of these CD efforts have 20 80%
. 70%
centered on promoting good governance and . 50%
fiscal transparency across member countries. The 50%
support included building capacity in the iden- 10 40%
tification, quantification, and publication of TEs, 30%
updating microsimulation models, and estab- 5 I I fg:"
. . . . . °
lishing tax policy units. Follow-up actions have 0 I 0%
addressed nontax revenue codification, prepa- FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25
ration for provincial taxation, and support for Sources: CDMAP and IMF staff calculations. TE = tax
tax rationalization. expenditure.

Capacity development specifically targeting TEs
in sub-Saharan Africa has remained stable in
nominal terms but has declined as a share of overall CD missions during the fiscal years 2016-25. Although
sub-Saharan Africa remains one of the largest recipients of CD assistance from IMF, this trend may indicate
shifting priorities and capacity constraints among the authorities, suggesting that resources may be redi-
rected toward other pressing needs or initiatives.

Analysis based on the IMF’s Capacity Development Management and Administration Program (CDMAP)™
and a predefined list of keywords reveals that 19 sub-Saharan African countries have incorporated discus-
sions of TEs within their CD efforts since 2021 (Figure 11). These efforts go beyond targeted TE policy
missions and include revenue administration aspects. For example, IMF tax policy experts and regional tax

> CDMAP is the IMF's internal data platform on capacity development plans, budgets, and results across the IMF's portfolio for the
membership.
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policy advisors lead initiatives focused on domestic revenue mobilization and tax modeling. These models
help estimate the impact of TEs and revenue yields from tax policy changes. This approach can complement
targeted TE missions as it encompasses broader strategies and methodologies that not only assess specific
tax benefits but also analyze overall revenue dynamics, making it more comprehensive for understanding
tax policy implications. The work is complemented with CRM frameworks for a thorough understanding of
the risks associated with each tax incentive. As streamlining TEs often requires considerable time to gain
political support, revenue authorities must effectively manage the risks associated with tax incentives to
prevent abuses and revenue leakages.

Figure 11. Tax Expenditures Mentions Across Sub-Saharan Africa Countries, FY2021-25'

Number of TE missions
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Sources: CDMAP and IMF staff calculations.
Note: 'The chart includes completed CD activities from Fiscal Affairs Department under projects tagged to the Tax Policy,
Expenditure Policy, and Revenue Administration workstreams. TE = tax expenditure; CD = Capacity Development.
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6. Technical Road Map for Reform
in Sub-Saharan Africa

A. Toward a Sound TE Policy Framework: Guiding Principles

Asdiscussedin Section 2, asound TE policy frameworkis critical to ensure their effectiveness while preserving
the overall integrity of public finance and management. Without credible accounting and reporting, any
revenue loss from TEs is overlooked and their benefits unassessed, so the risk is high that the benefits do
not justify their costs. In the same spirit, the absence of reporting weakens governance, allowing for favors
distributed in a nontransparent manner and leading to abuse and corruption.

This subsection lays out the key principles for a sound TE policy framework, following IMF and others (2015).
These principles are designed to help policymakers maximize social gains and minimize associated risks
across the lifecycle of a TE (Figure 12). They are largely aspirational-even among advanced economies, few
have managed to achieve all the principles. Most sub-Saharan African countries face capacity constraints
that may make it challenging to adhere to even the most basic principles. This highlights the importance of
carefully assessing the design and implementation of such measures in light of available capacity. These prin-
ciples are for tax incentives, but most apply equally to nonincentive TEs that serve redistribution purposes.

Figure 12. Lifecycle of Tax Incentives
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Sources: IMF and others (2015) and IMF staff calculations.

Six fundamental principles guide the establishment of sound tax incentives. Some of these principles,
when applied at the outset, alleviate the burden of complying with others at later stages—highlighting
the importance of careful design and implementation of such measures in sub-Saharan Africa, tailored to
country capacity.
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= Justification. An incentive may be justified only if net social benefits can reasonably be expected, for
reasons that are publicly articulated, and when more cost-effective policy alternatives are not available.
Net social benefits arise when the social benefits of an incentive exceed the social costs. Social benefits
involve activities with positive externalities—benefiting more than the recipients of TEs—and can take many
forms, such as job creation or knowledge spillovers that incentives commonly target in the region. Social
costs should be identified, including costs associated with compliance and implementation and those
to wider society—such as resource misallocation, distortions to competition, or weakened public trust
in the government because of (perceived) preferential treatment for special interest groups. An ex-ante
assessment should document and ideally quantify the associated social benefits and costs to justify the
incentive, and should also be made public.

Design. Incentives should be designed to target and promote the favored activity, avoiding unnecessary
distortions to other activities and limiting revenue costs. Direct targeting is necessary to prevent exces-
sively broad application. This means that the benefit conveyed by the incentive is linked tightly to the level
of business activity, reducing the risk that it will simply generate a windfall gain to taxpayers doing exactly
what they would have done in its absence. In the investment context, this points to the use of cost-rather
than profit-based incentives. The latter simply increase after-tax profit of the beneficiaries without direct
ties to increases in investment. Unwelcome side effects should be anticipated and guarded against—such
as profit shifting and the resulting increase in administrative complexity that often accompanies profit-
based incentives. Exposure to revenue loss should be limited, including by using sunset provisions that
set an explicit date at which the incentive will be terminated or reviewed.

International considerations. Incentives should be sensitive to international commitments and circum-
stances, with an openness to mutually beneficial cooperation. In the sub-Saharan African region, regional
cooperation is critical to limit the risks and mutual damage that incentives can create. If each country
ignores the damage its incentives might cause others—through lower tax revenue—the resulting tax
competition means that all countries may ultimately lose.

Legislation. Tax expenditure legislation should be clear, integrated into tax law, and subject to effective
oversight. Tax expenditure policies should not be enacted without review and an expression of opinion
by the Ministry of Finance. They should be clear, minimize discretion, and have robust governance safe-
guards. They should be ratified by the law-making body or parliament to provide sufficient transparency
and accountability for their approval. All incentives should be consolidated in the main body of tax law
and publicized.

Implementation. Tax expenditures should be implemented with a view to promoting voluntary compli-
ance, mitigating revenue and governance risks, and providing the data needed to evaluate them. The
national revenue agency should hold the authority for implementing TEs. Basic compliance obligations
should not be waived, including registration of tax beneficiaries and mandatory timely and complete filing
to ensure monitoring and evaluation. Voluntary compliance should be supported by tailored service,
assurance, and enforcement strategies, whereas rules and institutional arrangements should be put in
place to ensure inter-agency cooperation and provide the data needed for implementation, monitoring,
and assessment.

Evaluation. All TEs should be subject to periodic, public, and evidence-based ex-post evaluation. Tax
expenditures should be estimated and published regularly, including broad information on the benefi-
ciaries. Tax incentive legislation should include a program for periodic, credible, and public evaluation.
Evaluations should pay attention to the behavioral and external effects of incentives and be undertaken
with an intensity proportional to their likely significance (that is, the greater potential revenue loss or
distortion, the more rigorous the evaluation should be).
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B. How to Get There . ..

This subsection offers some practical guidance toward improving TE policy in sub-Saharan Africa, distin-
guishing between new and existing TEs, and for countries at different stages of TE reporting. The discussion
focuses on justification and evaluation of TEs, and how to use evaluation to enhance other aspects such as
justification, design, and implementation.

Before Introducing New TEs: Discipline with ex-ante Assessment

New TEs should be costed and evaluated prior to implementation and well documented in an ex-ante
assessment to inform decision making. A clearly stated objective is the first prerequisite for any new TE,
providing the basis not only for a judgment of whether it can generate a net benefit but also for a clear test
when it comes to ex-post evaluation of whether the measure delivered the promised net social benefit. The
objective should be specific, such as increasing investment, creating jobs, promoting regional development,
generating knowledge spillovers, and increasing the reliability of electricity supply. These objectives should
be quantified whenever possible and justified only if their benefits outweigh the associated social costs.
Examining the objectives of proposed TEs againstthose of existing measures can help identify redundancies.

Sub-Saharan African countries can tap into a wide range of existing tools, literature, and experiences from
peer countries to assess the potential benefits and costs of TEs. For example, the impact of investment
incentives on private investment can be projected using Effective Tax Rates tools or Corporate Income Tax
Simulation Models.” Empirical evidence on the effectiveness of tax incentives in attracting FDI in devel-
oping countries remains largely inconclusive, suggesting that tax incentives alone are unlikely to be a
cost-effective way to attract FDI. Similar findings have emerged from business surveys, which reveal greater
importance attached to skill gaps, weak infrastructure, or unreliable energy supply. Distributional analysis
based on consumption data can show whether VAT zero-rating and exemptions aimed at improving equity
indeed benefit mostly low-income households.

Assessments should recognize that spending or regulatory measures may be better alternatives to TEs.
Even if a TE passes the test of offering (or having delivered) a net benefit, there may be better ways to
achieve the same end. The best targeted way to alleviate the increase in business costs because of poor
roads or unreliable energy supply, for example, is likely to invest in necessary infrastructure rather than give
broad tax reductions that some investors may not need. Targeted cash transfers and welfare payments are
typically more progressive than VAT exemptions and can achieve poverty and inequality reduction at far
lower fiscal cost (Warwick and others 2022).

Directfiscal costs warrant special attention and can be assessed using simple methods in data- and capacity-
constrained sub-Saharan African countries. Quantifying the direct fiscal cost of TEs is crucial in identifying
their budgetary impact and determining cost-effectiveness. Practical guidance for undertaking cost-benefit
analysis is available in World Bank (2024), ECA (2024), Beer and others (2022), and CIAT and UN (2018).
Countries with limited data and capacity can start with simple metrics to assess individual TEs,"” such as
dollar cost per job created (Box 1). Ex-ante costing of TEs anchors ex-post evaluation and underscores the
need for time limits to contain fiscal costs.

e With detailed applications discussed in IMF (2015).

7 When used for different TEs, such metrics can also enable the ranking of fiscal instruments with similar objectives based on their
cost-effectiveness and help identify any potential redundancies.
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Box 1. Use Simple Metrics to Assess Tax Incentives

Ex-ante justification. Suppose that the TE associated with a proposed incentive is $300,000, that the
government'’s objective is to increase employment, and that it is willing to forgo revenue of $250 to
create an additional job. If it is expected to create 1,500 additional jobs, then the implied revenue
cost per job is $200. As this is less than what the government is willing to pay per job, the incentive
is shown as desirable. It may also lead to other benefits, such as additional CIT revenue as new and
profitable firms enter the activity. Whether or not this is actually the case, the simple calculation is
enough to suggest that the incentive is justified.

Ex-post evaluation. Suppose that, upon the expiration of the incentive, only 500 jobs were created.
Thisimplies an actual cost perjob of $600. The incentive canthen only be warranted if it has generated
other benefits worth forgoing at least $175,000 of tax revenue. The onus would then be on those
supporting the incentive to provide a convincing explanation of what those other benefits were and
how much they were worth; otherwise, the incentive should be removed.

A useful starting point. Such simple exercises are not definitive, but they can initiate a meaningful
conversation on the social value of incentives. Over time, and with efforts to collect the data needed,
ways might be found to provide a more complete analysis by providing some sense of the possible
impact on firm behavior. This might come, for example, by comparing developments in employ-
ment and investment of firms in the qualifying sectors between those who did and those who did
not receive the incentive, or between sectors for which the incentive is/is not available, or between
periods when some sectors qualified and when they did not. Care will need to be taken to make
comparisons between groups that were otherwise similar, but again, this can provide the basis for a
constructive assessment.

Recognizing and accounting for TEs' overall costs facilitates effective design and implementation. This
means recognizing (and quantifying as far as possible) costs related to indirect effects, such as reduced
activities and revenues from those adversely affected, revenue loss from potential abuse of TEs, or higher
administrative and compliance costs associated with more complex TEs. Doing so encourages taking
preemptive measures—for example, using simple and well-targeted incentives, putting safeguards in place,
and ensuring effective monitoring to prevent abuse. Identifying these costs can also facilitate data collec-
tion and sharing for ex-post evaluation.

Reforming Existing TEs: Start Using TE Reporting

Tax expenditure reporting exposes all forms of government spending—both direct and indirect—-through the
tax code to the same level of scrutiny in the budget process. When used effectively, it facilitates informed
decision making, as well as public understanding and advocacy when made pubilic.

Tax expenditure reporting is a clear starting point for countries without cost data. As noted in Section 4,
nearly one-third of countries in sub-Saharan Africa do not publish any TE reports. Among those that do
report, only half maintain what could be classified as “comprehensive” inventories and cost assessments.
Development of a TE report should be a priority for these countries, with external support if capacity
constraints are the main barrier to implementation. To make TE reporting fit for purpose, it needs to follow

'8 This box is reproduced from Liu, Seydou, and Keen (2025).
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a principled approach to the definition of a benchmark, costing method, and information reported. The
IMF (Heady and Mansour 2019) provides a standard framework for TE reporting. World Bank (2024) further
provides a TE reporting format (Table 24) that can be readily adopted by sub-Saharan African countries.

TE reporting can start with import data but needs to expand to all types of TEs by utilizing domestic data.
For sub-Saharan African countries, it is common that TE reporting starts with import concessions. High-
quality data are available through customs, and when used properly, such information can already be
used to improve policy (as seen in the Democratic Republic of Congo, discussed in the following section).
However, focusing exclusively on import data has significant limitations, and reporting should gradually
expand to all TEs (Box 2).

Box 2. Moving Toward TE Reporting: The Gambia

Box Figure 1. Customs Concessions in The Gambia, 2024
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Sources: Gambian authorities and IMF staff calculations.
Note: VAT = value-added tax.

Tax exemption costing in The Gambia. The Gambia does not yet have a full TE report but is making
progress to produce one. The current focus is on monitoring total duty waivers and exemptions
granted on imports. Comprehensive and standardized data from Automated System for Customs
Data (ASYCUDA) makes this computationally simple. The Gambia Revenue Authority (GRA) shares
findings with the Ministry of Finance and Economic Affairs (MoFEA). Aside from customs, reporting
of domestic exemptions and waivers is on an ad hoc basis.

The differences between concessions and TEs. Customs concessions are a worthwhile starting point
but warrant care in TE reporting. Available data are often of good quality, and customs concessions
can be fiscally large—especially in low-income countries. In 2024, total customs concessions in The
Gambia amounted to 2.6 percent of GDP, with nearly half from import VAT. However, such figures do
not necessarily map to TEs, depending on the benchmark tax system. For import duties, a benchmark
using the Common External Tariff of Economic Community of West African States (ECOWAS) would
give rise to a smaller TE estimate than using the statutory tariff rates. For VAT, concessions related
to imports of intermediate inputs by VAT-registered entities do not constitute VAT expenditure or
result in revenue loss, because final consumption is the benchmark tax base for VAT. These caveats
highlightthe importance of developing a broader framework for, and understanding of, TE reporting.
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Box 2. Moving Toward TE Reporting: The Gambia (Concluded)

Aframework for TE reporting. The Gambia is in the process of developing such a framework. With IMF
support (Swistak, Warwick, and Muyangwa 2025), the authorities plan to publish their first TE report
by the end of 2025. A phased approach is adopted to grow institutional knowledge and in-house
technical capacity over time. The first report will focus on defining the benchmark tax system, creating
a TE inventory, and identifying TEs related to customs concessions. A working group from the GRA
and MoFEA has been formed to advance these objectives, as an important first step to establish a
strong base for future reports when more data and tools become available to estimate the cost of
domestic TEs.

Tax expenditure reports should serve as a key input into ex-post evaluation, which should assess whether
individual TEs generated the net benefitintended and then take a reasoned decision as to whether to retain,
reform, or rescind. Although a full and rigorous assessment is difficult for any country, and aspirational in
many sub-Saharan African countries,”” TE reports can and should be used to make a start—for example, by
using simple metrics as discussed in Box 1 and utilizing qualitative information.

Qualitative information such as objectives, beneficiaries, and durations in TE reports can already inform
policy. Analysis of this information can help understand and improve the current system in several ways,
especially in the face of data or capacity constraints.

= Providing a full picture of the TE framework. Grouping TEs by policy objectives can uncover redundancy
and the need for streamlining when multiple measures (for example, child tax credits, childcare tax deduc-
tions, and VAT exemptions for clothing) benefit the same group. This would suggest the need to assess
whether there is over-subsidization through the tax system and the need for better coordination with
direct spending.?® This analysis also helps identify measures that no longer align with national priorities
or have become socially irrelevant (for example, fuel TEs that conflict with renewable energy uptake and
decarbonization). In such cases, a recommendation can be made for their repeal even without costing.

= Prioritizing evaluation of key TE items. With some indication of the scope and generosity of different TEs
used, descriptive statistics of such information can help prioritize which ones to further evaluate. For
example, TEs with low uptake or only a handful of beneficiaries can serve as a starting point to assess
whether these are needed or can be delivered in other ways.?! Alternatively, measures with the largest
expected fiscal cost or expected cost per beneficiary warrant deeper analysis of their actual benefits
and costs.

Deepening cost and benefit analysis of major TEs to inform decisions on their continuation or reform.
Evaluation is complex and inherently challenging. Although a full spectrum of methods—from simple indica-
torsto econometricanalysis—can be used, evaluation should be tailored to accommodate data availability and
analytical capacity, with a minimum requirement of using structural analysis to inform the cost-effectiveness

% For tax incentives, a fully rigorous ex-post assessment requires: (1) information on (or estimation of) the extent to which the
incentive did in fact change behavior, what any such changes implied for revenue, and whatever objective the incentive is intended
to serve—which was ideally set out in establishing the TE; and (2) a judgment on the importance to be attached to those revenue
and wider effects.

20 For example, when targeted cash transfer programs are introduced, these should be accompanied by elimination of TEs that serve
the same purposes.

2! Inthe Netherlands, the evaluation report determined that some untargeted incentives likely had budgetary costs disproportionate
to their purpose, while other incentives were deemed inefficient because they were not extensively used by firms (Ministerie van
Financién 2023).
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and distributional impact of TEs. Multiple guides (PCT 2015; CIAT & UN 2018; Beer and others 2022; World
Bank 2024) provide details on how to conduct in-depth impact studies, which are resource intensive and
require dedicated technical assistance or training.

Data- and resource-constrained sub-Saharan African countries should explore alternative data sources and
evaluation methods and gradually improve data collection and reporting. Any evaluation is only as good as
the underlying data used, and many countries in the region face significant challenges in data collection and
sharing. For example, tax-exempt firms in sub-Saharan African countries typically do not file tax returns, and
as a result, CIT expenditure costing based on tax returns can significantly understate their aggregate costs.
In this case, macro-based CIT expenditure costing may provide a more complete picture (Box 3). Over the
medium term, various efforts can help narrow the data gap, including establishing centralized databases,
integrating administrative and survey data, leveraging digital technologies to better track and monitor TEs,
as well as amending legislation to mandate the filing of tax returns for all TE recipients. Seeking external
support for evaluation, including from academics, international financial institutions, and nonprofits, can
also ensure impartiality while improving the quality of evaluation.

A partial TE assessment is preferable to no assessment. The absence of ideal data should not be used as an
excuse not to assess. Although a full cost-benefit analysis is ideal, a simple estimate of revenue forgone is
a major improvement over TEs that are fully out of sight. Regardless of the specific data or methods used,
recommendations for reform should be part of the analysis, clearly outlining the different outcomes of the
TE to inform decisions on whether to maintain, reform, or repeal the provision. Tax expenditures that cannot
be evaluated because of the nature of the measure itself should likely be reformed or removed.

Box 3. Improving TE Reporting and Reform in Uganda

Uganda'’s tax revenue yield is 13 percent of GDP, so the government needs to strengthen domestic
revenue mobilization to secure durable fiscal space for priority spending and growth (IMF 2024).
Because its tax system is characterized by relatively high statutory tax rates (30 percent for CIT and
18 percent for VAT) and narrow tax bases, base-broadening TE reform combined with modest rate
reductions could help boost not only revenue but also economic efficiency and growth.

Uganda began publishing TE reports in 2020 following World Bank assistance in defining its
benchmark tax system and TE inventory. The 2020 report estimated the total cost of TEs at 1.7 percent
of GDP, with the most recent 2023-24 report indicating a total cost of 1.8 percent of GDP. This rela-
tively low level of TEs (compared with the global average of about 4 percent of GDP reported by
GTED) reflects both the inclusion of significant TEs in the benchmark tax system and insufficient data
to cost numerous measures.

IMF tax policy missions in 2022 (Benedek and others 2022), 2023 (Matheson and Mylonas 2023), and
2025 (Matheson, James, and Mylonas 2025) estimated TEs to have a much higher cost. For example,
the aggregate CIT expenditure was estimated at 2.3 percent of GDP, and the aggregate VAT expen-
diture at up to 4.6 percent of GDP. To develop more accurate gauges of revenue loss from TEs, these
missions recommended that Uganda refine its benchmark tax system and TE inventory, improve filing
compliance, and broaden data inputs.
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Box 3. Improving TE Reporting and Reform in Uganda (Concluded)

Since the 2022 mission, Uganda has broadened its tax base. The VAT base has been marginally
broadened by taxing the leather industry and diapers, along with iron industry inputs (other than
billets). Discretionary waivers for income tax were eliminated (with grandfathering), although they are
still applied to import tariffs. Further base-broadening is envisioned in Uganda’s second domestic
revenue mobilization strategy.

Uganda has also drafted a governance framework for TEs, which includes many strong features.
These include centralization of TE authority under the Ministry of Finance, broad consultation with
government and private stakeholders on TE policy, ex-ante evaluation of proposed TEs, parliamen-
tary review and ratification, and postimplementation monitoring. Additional features that would
improve the draft plan include eliminating discretionary waivers, conditioning use of TEs on compre-
hensive tax filing, and setting a periodic cycle for reviewing major TEs.

C. Getting Started

Establishing a sound TE framework is often a lengthy and challenging process, particularly for countries
in sub-Saharan Africa. However, they can start this crucial journey with some basic tasks, including a few
discussed in the following section, and seek external supportin training and technical assistance to facilitate
the process. By taking these initial steps with external guidance, sub-Saharan African countries can gradually
build a sound TE framework that ultimately strengthens their economic management and policy outcomes.

Mandating TE assessments, both ex-ante and ex-post, can also improve TE governance. Weak gover-
nance frameworks in sub-Saharan Africa often undermine accountability and transparency, and limit
public oversight of TEs. Tax expenditure assessments can play a critical role in strengthening institutional
accountability through mandatory public disclosure of TE reports, independent audits, as well as regular
review and evaluation. Good governance is particularly important for controlling investment tax incentives,
an important factor undermining tax revenues in Africa. Ideally, the Ministry of Finance should have full
authority in granting and managing TEs, with related government agencies ‘effectively implementing, moni-
toring, collecting data, and providing feedback for evaluation and improvement. All TE provisions should be
consolidated in tax legislation to ensure fiscal discipline and minimize risks of corruption and rent seeking.
These steps could reduce misuse, enhance public trust, and support more effective tax policy design
and implementation.

Establish a dedicated group to start the process. This group should maintain oversight of the governance
and management of TEs by ensuring coherence in their origination, design, approval, implementation, and
reporting. It should provide the minister with advice and analysis (including cost-effectiveness) in line with the
objectives of TEs and the government agency. This avoids a key pitfall in TE policy—a fragmented approach
that leads to inconsistency and insufficient information sharing on risks, costs, and benefits. Ideally, this
would fall under the core responsibilities of a tax policy unit; however, in the absence of a tax policy unit, a
specialized group should be established. In the Democratic Republic of Congo (DRC), such a working group
has been instrumental in spearheading successful TE reforms (Box 4).
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Box 4. Tax Expenditure Reporting and Reform in the Democratic Republic of Congo

DRC started producing TE reports in 2019. A dedicated working group within the Ministry of Finance
initially benefited from technical support from the IMF, but it gradually became independent and
autonomous in 2022. When TE costing was first done, there was no legal provision to allow the TE
reportto be published, and only a summary table was released in the annex of the budget on revenue.
A decree was subsequently passed in 2023 to include the TE report as a full annex to the budget.

A key lesson from the DRC experience is that, despite challenges related to data gaps and limited
capacity, starting the TE report with imperfect data and leveraging available information to improve
policy has been key to getting the process rolling. Progress isincremental. For example, there remains
no costing of VAT expenditure, as the country does not have an updated household survey or precise
input/output data on the flow of goods and services within the economy. Recognizing the limitations
of tax exemption reporting, the government developed an internal rationalization plan for TEs—a
list of 10 items including their rationale, legal provisions, fiscal costs, and beneficiaries, along with
a short analysis of their relevance. The rationalization plan is communicated at higher levels of the
Ministry of Finance as part of budgetary discussions on revenue. Of this plan, three items have so far
been eliminated: (1) duty-free shops with local branches, the first to be removed in 2023; (2) special
presidential programs offering preferential tax treatment for large investment projects, fully discon-
tinued in 2025; and (3) two duty-free programs for imported vehicle parts for local assembly (mostly
motorcycles and bicycles), fully terminated in 2025. Many of the remaining seven should undergo
significant modifications, such as the regimes of the Investment Code or Special Economic Zones, as
well as VAT exemptions (Petit, Blouin, and Charlet 2025).

The DRC authorities are aiming to broaden the rationalization plan into a management plan, which
could also articulate justifying and keeping some TEs based on equity or efficiency criteria. To enable
a more comprehensive evaluation of TEs, the government, with IMF assistance, is now investing in
cost and benefit analysis in three topics: the impact of the Investment Code, beneficiaries of VAT
exemptions, and the rationalization of VAT exemptions.

Progress is also being made in analyzing VAT exemptions. The VAT return has just been amended in
2025 to include an annexthat provides information atthe productlevel for each taxpayer on exempted
sales, distinguishing between sales under statutory exemptions and sales to exempted customers.
This will complement existing information on VAT exemptions forimports to provide a full idea of who
benefits from these exemptions and the nature of the exemptions, pending the availability of better
data for VAT expenditure costing.

The DRC experience also highlights the need for a dedicated group on TE policy. In the absence of
a tax policy unit (TPU), two permanent structures collaborated with IMF TA providers, which are also
responsible for organizing other working groups, including the one on TEs.

Coordinate on a regional basis to avoid proliferation of TEs because of a race to the bottom. Collaboration
can take various forms. Regional frameworks have sought to coordinate tax incentive policies. For example,
the SADC Protocol on Finance and Investment and the EAC's proposed “Code of Conduct” promote trans-
parency and cooperation by facilitating information exchange and joint decision making. Such frameworks
help strengthen governance and can support TE policies that contribute to sustainable investment without
undermining fiscal stability. Regional cooperation mechanisms can also support capacity building, cost-
benefit analyses, and institutional reforms to curb abuse and improve TE governance.
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/. Conclusions

Governments in sub-Saharan Africa have faced significant fiscal and financial pressures in the wake of
multiple shocks since 2020. Sub-Saharan African countries have been particularly hard hit, with interest
rate spreads rising more sharply than in other regions. Public debt and debt service burdens have surged,
driven by rising borrowing costs and depreciation of local currencies against the US dollar. Commodity
price volatility has eroded fiscal space and, in many cases, negatively affected revenue performance, as
many governments have faced higher import bills and energy-related subsidies. With external financing
drying up, many sub-Saharan African countries are increasingly forced to rely on domestic borrowing—often
at a higher cost-to finance basic service delivery and development spending. In this context, improving
domestic revenue mobilization is not just an imperative for long-term fiscal sustainability; it is increasingly a
near-term necessity.

With the increased focus on domestic revenue mobilization, a careful assessment and costing of TEs in
sub-Saharan Africa could be an essential component of enabling more sustainable fiscal frameworks. Less
is known about the extent and cost (in terms of forgone revenue) of tax expenditures in sub-Saharan Africa
than in other regions. Nearly a quarter of all countries in the region do not report an inventory of TEs,
and many others have reporting and cost estimates that could be materially improved. Reported estimates
must, in some cases, be taken with a grain of salt and the variance in revenue losses is high. However, even
considering a regional average (among reporting countries) of about 3 percent of GDP suggests the need
for greater public scrutiny as governments press to fill financing gaps.

Additional benefits to governance, transparency, and equity could accrue from a more systematic approach
to assessing TEs relative to their intended objectives and incorporating their costs into annual budgets.
Tax expenditures are often exempt from the level of scrutiny applied to direct spending lines through the
budget, weakening transparency and hindering well-informed policymaking. Equally concerning is the
potential for misuse of TEs, especially where there exists discretionary power to grant such measures, and
the negative impact this can have on public trust in government, revenue authorities, and compliance.
Equity is also an important consideration. If well designed, TEs can enhance equity by reducing effective
tax burdens for vulnerable groups. Conversely, distortions to horizontal equity can emerge when access
is uneven or opaque. Individuals with sophisticated tax planning or professional advice are more likely to
benefit from complex deductions or exemptions. Further, where TEs are granted on a discretionary basis, or
are only accessible for a specific time, these may resultin a tax system where similarly situated taxpayers face
very different effective tax rates. Such distortions weaken the legitimacy of the tax system and contribute to
declining tax morale.

Understanding the scale of TEs in sub-Saharan Africa and assessing their costs and benefits is essential for
effective public finance management, sound policy formulation, and robust governance. Despite facing
capacity constraints, sub-Saharan African countries should consider the net benefits that can accrue from
such an exercise—taking note of case studies in the region. A road map to this end could include the following
considerations: (1) mandating TE (individual measure) assessments, both ex-ante and ex-post, and incorpo-
rating these as part of the budget process; (2) undertaking a partial assessment with imperfect data and
simple methods, which is better than no assessment, as it provides an initial policy tool and can serve as a
stepping stone to a more rigorous inventory and costing of TEs; (3) seeking external support in training and
technical assistance, and making use of existing guidance and tools from international financial institutions
(IMF, World Bank, OECD); and (4) pursuing regional coordination, including regional directives that lay out
best practices in TEs and require information sharing, which can help discipline national TEs. Basic training
and workshops at the regional level can facilitate peer learning, help address common challenges, and
streamline TEs at the regional level.
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IMF has an important role to play in this area, as TE policy falls within its core expertise. The IMF has deemed
TEs in sub-Saharan African macro-critical and has addressed them comprehensively—through surveillance,
programs, and CD. The emphasis placed on TEs in IMF surveillance has increased since 2020, coinciding
with a renewed focus on domestic revenue mobilization in the region. This is mirrored in the frequent use of
structural conditionality aimed at TEs as part of IMF programs since 2015, as well as the extensive technical
assistance and CD in this area. This focus appears to have diminished in sub-Saharan Africa in recent years,
possibly because of competing objectives. Given the urgency of domestic revenue mobilization in the
region, a renewed focus by area and technical assistance departments may be warranted.

TEs are not a silver bullet for the region’s financing needs, nor is identification and costing the final step
in the process. Identifying TEs on a systematic basis, providing a rigorous assessment of their net costs,
and making this information publicly available are the first steps toward ensuring their efficacy as part of
a sustainable medium-term fiscal framework. Critically, policymakers should be prepared to act on this
information—reducing or eliminating TEs where costs exceed benefits and applying scrutiny and a legal
framework to the granting of new measures. Stakeholder support will be significant in this context, as will
continued policy and technical support from international financial institutions.
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