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Paying for The War on COVID

US Federal Government Spending US Inflation (CPI)
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Source: Federal Reserve (FRED); Bureau of Labor Statistics (BLS); Global Financial Database (GFD); Office of Management & Budget (OMB)/Haver Analytics; NBER & IMF Staff Calculations

based on the comparison inHall, G. J., & Sargent, T. J. (2022). ‘ Three world wars: Fiscal-Monetary Consequences’.

Note: Figures representtrends in the United States. In the right figure, data is in monthly frequency. In the left chart, data is in annual frequency, with the dashed line being federal government spending for COVID in monthly frequency. Federal Net Outlays (Spending) is shown as the

dif ferencerelative to federal spending at the start (point 0, which is the 12-month rolling average of federal government spending). The COVID Recession, classifiedbased on NBER’s definition of recessions, is shadedin light blue, and includes the months of February, March and April2020.
The last date for federal spendingis the month of August2022, and for inflation is the month of September2022.



Policy Mix
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Fiscal Tightening Preceded Monetary
Tightening in Most Economies

Source: IMF Fiscal Monitor & World Economic Outlook (October 2022); Consensus Economics National Sources/ Haver Analytics
Note: Countries in blue represent Advanced Economies and orange represent Emerging Market & Developing Economies (EMDEs). The Euro Area is shown as a singular entity. Around 60% of the sample is
tightening monetary and fiscal conditions. The rightmost chart uses World Economic Outlook assumptions of interest-rate increases over 2023.



From Low For Long To Very High

Inflation BondYields
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Source: IMF WEO (Various Vintages).

Note: The figure compares the projected average annual inflation (CPl) & long-term local-currency bond yields for aggregates, across World Economic Outlook (WEO) vintages. The April 2020, June 2020 and October 2020 WEO
vintage projections provide the prevailing sentiment and economic projections during 2020. The October 2022 WEO vintage provides the realized values for 2019, 2020 and 2021 and the latest projections for 2022, 2023, 2024 &
2025. All income groups follow WEO’'s methodology.
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Fiscal Deficits Down But Lasting Scarring

Effect of the Pandemic on Revenue, Spending, Primary Deficit and GDP
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Source: IMF WEO; Fiscal Monitor (October 2019 and October 2022)
Note: All variables are weighted average real values, deviations from pre-pandemic projections as a percentage of WEO October 2019 vintage projected GDP.
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What about Japan and China?

Effect of the Pandemic on Revenue, Spending, Primary Deficit and GDP
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15 6 15
10 4 10
5 2 5
0 0 0
-5 -2 -5
-10 -4 -10
-15 6 -15

2019 2020 2021 2022 2023 2024 2019 2020 2021 2022

mmm Primary Expenditure (right scale) === Revenue (right scale) -——GDP -——Primary Deficit

Source: IMF WEO; Fiscal Monitor (October 2019 and October 2022)

2023

2024

Note: All variables are weighted average real values, deviations from pre-pandemic projections as a percentage of WEO October 2019 vintage projected GDP.



China and Japan Have (Relatively) Low Inflation

Weighted Average Price Index

Inflation in Asia-Pacific Economies: Distribution Over Time
(Dec2019=100,Dec 2019-Aug 2022)
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Note: Venezuela is excluded from calculations for LATAM.
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Wages & Price Level
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Debt Vulnerabilities on the Rise

Comparison of Debt Vulnerabilities:
EMDESs Spreads & Ratings (Pre-Pandemicand Current)
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Source: JP Morgan EMBI Sovereign Spreads, Bloomberg Finance, Moody’s Ratings, S&P Sovereign Ratings, Fitch Ratings & IMF Staff analysis

Note: The figuresuse the JP Morgan EMBI Sovereign Spreadsand supplementswith the MCM dataset prepared using Bloomberg. Coverage forthe Spreadsand Ratingsfiguresspan across 63 EMEsand 16 LIDCs. The figuresuse the Log (base 10)
scale on the vertical axis, representing weighted average sovereign spreadson Eurobonds. Bubble sizesrepresent the country'sgross domestic product, in USD, current prices. Labelsare only shown for Investment Grade, Substantial Risks or
Selective Default/Default categories or countrieswith spreads overa 1000 bp (in Distress). The credit ratingsare the lowest end of month credit ratingson the previousmonth across all three major credit agencies (S&P, Moody’s & Fitch). The Ratings
classification are standardized to the Fitch Rating hierarchy nomenclature. The figure here includes 79 EMDEsof which: 12 are low-credit risk(15% of sample, 55% of the EMDEs GDP); 37 are performing (47% of sample, 25% of the EMDEssample
GDP); 9 are stressed (11% of sample, 2% of the EMDEsGDP) and 21 are distressed (27% of sample, 10% of the EMDEssample GDP). In cumulative, 30 EMDEs(38% of sample, 12% of the EMDEs GDP) are considered stressed or distressed. The
figure uses the JP Morgan EMBIG Sovereign index for classification to allow for the inclusion of India and Venezuela.
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Fiscal Crises?

Main Predictors of Fiscal Crises in Emerging Markets
(Mean Difference of Shapley Values)
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Source: Moreno Badia et al. (2022).

Note: Predictorimportance usingRandom Forest. The chartsshow the mean difference of Shapley
values(crisis versus non-crisis observations) by income groups. The Shapley valuerepresentsthe
contribution of each respective variable towardsthe predicted valued compared to the average
prediction forthe dataset.
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Global Public Debt and Interest Payments
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Debt and Interest Distributions in Asia-Pacific

Debt/GDP in Asia-Pacific Economies: Distribution Over Time Interest/Tax in Asia-Pacific Economies : Distribution Over Time
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Source: IMF World Economic Outlook (October 2022); IMF WoRLD Database & IMF Staff Calculations
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Higher Debt Service in Asia-Pacific EMDEs excluding China

Debt/GDP in Asia-Pacific EMDEs excl China: Interest/Tax in Asia-Pacific EMDEs excl China :
Distribution Over Time Distribution Over Time
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Source: IMF World Economic Outlook (October 2022); IMF WoRLD Database & IMF Staff Calculations
Note: EMDEs = Emerging Market and Developing Economies based on the IMF WEO Classifications.
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Poverty Reduction Experienced a Setback in Asia-Pacific

Estimates of Extreme Poverty in East Asia & Pacific
and South Asia (Millions of People, 1992-2022)
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Sources:World Bank, Lakner et al (2022), Poverty & Inequality Platform (PIP), Macro and Poverty Outlook.
Note: Extreme poverty is measuredas the number of people living on less $2.15 basedon 2017 PPPs (previously $1.9 based on 2011 PPP) 2018 is
the last y ear with official global poverty estimates. 'No pandemic projection’ utilizes Global Economic Prospects growth forecasts from before the
COVID-19 pandemic. Baseline scenariodistributes theimpacts of the COVID-19 pandemic, risinginflation, and the corflict in Ukraine equally toall
households. Pessimistic scenario includes the disproportionate impact of rising food prices on the bottom 40% compared to the top60% over the
baseline scenario. Official poverty estimates are available for East Asia & Pacific, for up to 2019and for South Asia for only up to 2014. South Asia
data from 1997 to 2001 are missing from the World Bank Database and are interpolated based on the growthrate from 1996 to 2002 in the chart.
Regions are categorized using PIP definition. A combination of East Asia & Pacific and South Asia includes all Asia-Pacific economies and
Afghanistan and Pakistan.

SDG Financing Gap
(in percent of 2030 GDP)

EMEs in Asia-Pacific countries LIDCs in Asia-Pacific countries
12
~ 1
S 10
2O 9
£Q 38
o8
e 7
56 6
0] T 5 I
oy 4
w —
¢ 3
a
£ 2
1
, 1IN
PN NN CORPY S BT PN O S o8
(4 66\)00 0(\\\6 ?,\G\( (8] (%) 66\)0’6 0(\\\'3 @ec“ (o]

Sources: IMF Fiscal Monitor (April 2021)

Note: Updated estimatesof Gasparand others(2019). Apart from updatingthe key input variableswith more
recent data, some methodological refinementswere made includingthe development of a new education SDG
performance index with recently developed education quality indicators, incorporating newly available rural
access index, and systematical treatment of infrastructure depreciationand maintenance.

SDG = Sustainable Development Goals
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State Capacity and Economic Development
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The Tax State and Economic Growth

Impact of Tax Threshold on 10-year Cumulative Growth
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Source: Gaspar, Jaramillo and Wingender (2016), ‘ Tax Capacity and Growth: Is there a Tipping Point?’, IMF Working Paper WP/16/234

Note: The scatter plot shows average GDP growth in 0.5-percentage-point bins. The solidline isa local linearregression fit separately on eitherside of 12.88 using an Epanechnikov kemnel and a bandwidth of 1.5. Thedashed line isa global fourthorder
polynomial estimated separately on either side of the tipping point.
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Total Tax Revenue in Asia-Pacific Economies

25

—_ _ N
o (&) o

Tax Revenue (in percent of GDP)

(S}

Source: IMF WoRLD Database, IMF World Economic Outlook & Staff Calculation

—Asia-Pacific AEs

—Developing Asia-Pacific (LIDCs)

2000
2001

2002
2003

Total Tax Revenues
(2000-2022, in percent of GDP)

—EMEs Asia-Pacific

Pacific Island Economies

T O ONMNWDOVOOODO - ANMITWHLONMNODO O AN
OO0 0000 T TW“TToTTTToT ™™o NANN
O 0O 0000000000000 O0 0o oo
N AN ANNANNANNNNNNNNNNNNCOAN

Number of Countries

18

16

14

12

10

Tax Revenues Have Reduced As a Result of the

0.0833
15% Tipping
Point 0.0729
0.0625
0.0521
Mongolia
Holomon Islanids
Japan O
Maldives (':D
Kiribati
Fiji 0.0417 o
India —
Korea <
Cambodia
Thailand
Vanuatu
ong Kong SAR 0.0313
Philippines
China
Vietnam
Micronesia
Marshall Islands 0.0208
Singapore
Papua New Guijea
Bhutan
Tuvalu
Indonesia
LaoP.D.R. Malaysia 0.0104
Brunei Darussalam
Sri Lanka B
Bangladesh alau Ji
Myanmar Nepal A;Z;ao':

0.0000

New Zealand

10 15 20 25 30 35 40 45 50
Tax-to-GDP (in percent)

Timor-Leste

Note: The aggregate total tax revenue dataare calculated assimple averages. The valuesfor2021 and 2020 are estimates. 2022 Valuesare projections.

INTERNATIONAL MONETARY FUND

16



Global Corporate and Personal Income Tax Rates

Global Corporate Income Tax Rates, By Income Global Personal Income Tax Rates, By Income
Group, 1980-2020 Group, 1980-2020
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Source: IMF Fiscal Monitor (April 2022) and IMF Staff Calculations.

Note: CIT (PIT)denotesthe statutory corporate (top marginal personal)income tax rate, obtained from the IMF Fiscal AffairsDepartmentTax Database. CIT = corporate income tax; PIT = personal income tax. Aggregatesare simple averages.
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Broad-Based Fair & Elastic Tax Systems Help

People’s Preference For Progressive
Taxation
(Percent of Respondents)

Most respondents preferred progressive taxation, even before

the pandemic.
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Source: IMF Fiscal Monitor (April 2021); International Social
Survey Program 2016 database; and IMF staff estimates.

Note: Results are based on 2016 individual-level dataon 23 advanced economies
and 12 emerging market economies. Percentagesreferto the share of
respondentswho agree with the statementsreported on each axis.
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Revenue Effects of the OECD/G20 Inclusive Framework Agreement, Pillars 1 and 2
(Percent of Current Global Corporate Income Tax)

Pillar 1 reafllocates revenues from low-tax invesiment hubs fo other
COLWTries.

1. Effect of Pillar 1 on Tax Revenues
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Piliar 2 raises global corporate income tax revenues by 5.7 percent
through the top-up tax and by an éxtra 8.1 percent potentially through
reduced tax competition.

2. Effect of a Global Gorporate Minimum Tax (Pillar 2) on Tax Revenues
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Source: IMF Fiscal Monitor (April 2022); IMF Staff Estimates based on the Standard & Poor’s Capital 1Q database, 2017 reports
from the Organisation for Economic Co-operation and Development’s CbC database, and statistics from the US Bureau of
Economic Analysis, as described in Online Annex 2.1 of the Fiscal Monitor.

Note: Amount A refersto profit reallocated under Pillar 1. The calculation usesweightsto proxy sales by destination forthe reallocation. Macro allocationweightsare
taken from Beerand others (2020) and computed using national accounts, whereas CbC weightsare computed using the CbC database. Under Pillar2, the carve-outis
(transitionally) a deduction of 8 percent of assets and 10 percent of payroll. The tax base forthe minimum tax isexcess profit after the carve-outisdeducted (thatis, the
with carve-out bar). CbC = country-by-country; CIT = corporate income tax; OECD/G20 = Organisation of Economic Co-operationand Development/Group of Twenty.
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VAT Reform as Priority for Asia-Pacific

VAT Comparatively Low in Asia-Pacific

VAT as Effective Revenue Raiser
Key administrative advantages over
alternatives

O =N W M OO N
Q
[

O b o> ® @O QD >*® @O D& o DD
R R IO URSOI SRSI IR AS RI IR

2 PR R PP PP P PP

VAT as EffiCient InStrument Asia-Pacific VAT Revenue as % of GDP
Destination prinCipIe ensures Ievel— Global VAT revenue as % of GDP
playing field and is robust to spillovers Yet, Increasingly Important in the Revenue Mix ...

(VAT as Share of Total Revenue in Asia-Pacific)

30%

VAT Good for Equity o \/\——W
Using the proceeds from VAT for 5% N/V_\J
redistributive spending makes it

. . . 5%
powerful for inclusive policy

0%
O~ N M T O O NN OWOO O
-~ - v v v v« v« «
[cloleoleololololoNeohoho)
AN N AN ANANANANNNANNAN

009

e Advanced Emerging e=]ow Income

1
INTERNATIONAL MONETARY FUND 9



12th IMF- Japan High-Level Tax
Conference for Asian Countries

1. International corporate tax reform

2. Domestic corporate tax response

3. TADAT — improving tax administration

4. VAT — policy & administration

5. Digitalization — challenges/opportunities
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SDG Financing Gap
(in percent of 2030 GDP)
EMEs in Asia-Pacific countries LIDCs in Asia-Pacific countries
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Sources: IMF Fiscal Monitor (April 2021)

Note: Updated estimates of Gasparand others (2019). Apart from updating the key input variables with more recent data, some
methodological refinements were made includingthe development of a new education SDG performance index with recently
dev eloped education quality indicators, incorporating newly available rural access index, and systematical treatment of
infrastructure depreciation and maintenance.
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