
Negative impacts on GDP growth 
were contained for Tanzania in 2020, 
compared to other sub-Saharan African 
(SSA) countries. However the country 
lifted its lockdown measures earlier 
than most other SSA countries

Accommodation and restaurants sector 
was severely hit, with a 13.2% reduction 
in sector GDP

Tanzania introduced less discretionary 
tax-benefit measures to alleviate 
household income and consumption 
pressures than other African countries, 
such as Mozambique, Uganda, and 
Ghana

The existing general tax-benefit system 
had negligible effects on mitigating 
negative effects of the pandemic

Question marks remain regarding future 
developments with the crisis protracting 
and the tax-benefit system little 
prepared to cushion larger shocks

Tanzania, similar to most sub-Saharan countries, reported its first COVID-19 
cases in March 2020. While GDP estimates suggest that the economy was 
less hard hit than in other African countries, some sectors have nevertheless 
experienced negative growth. Even with contained GDP contractions in 2020, 
the country’s tax-benefit system was not effective in buffering the shock, 
raising concerns should the situation exacerbate. 

Initially, Tanzania’s government announced school closures and banned all 
sports, followed by border closures in April 2020. Nevertheless, by late May 
2020 Tanzania started to taper lockdown measures, including lifting quarantine 
requirements for passengers arriving from international flights. In terms of 
tax-benefit policies, the country opted to implement relatively few policies to 
cushion households against income losses. 

This policy brief aims to quantify how well the tax-benefit system performed 
in the early phase of the COVID-19 crisis. The TAZMOD tax-benefit 
microsimulation model is used to estimate the impact of the pandemic on 
incomes, poverty, and inequality, and the role of the tax-benefit system in 
mitigating the adverse effects of the crisis in Tanzania. The analysis focuses 
on 2020 and thus on the first nine months of the pandemic. Specifically, the 
distributional effects of (i) earnings losses due to COVID-19, and (ii) how well 
the so-called automatic stabilizers (automatic changes in tax-benefit policies 
as a result of the shock) performed, are analysed.

Contained decrease of GDP in 2020

Compared to pre-COVID-19 trends 11 of the 18 sectors of 
the economy experienced non-negative GDP variation. As 
the majority of people are engaged in the agriculture sector, 
the resilience of this sector to the COVID-19 shock may have 
cushioned the impact on the economy. On the other hand, 
the accommodation and restaurants sector was severely hit, 
with a 13.2% reduction in this sector’s GDP, reflecting the 
impact on tourism (see Figure 1).

The above sectoral shocks are translated to individuals’ 
incomes and ultimately consumption in the micro-level 
survey data used by the TAZMOD model, to analyse how the 
tax benefit system performed during the first wave of the 
crisis.
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Limited impact of the tax-benefit 
system in Tanzania during the 
COVID-19 pandemic in 2020
by Elineema Kisanga, Vincent Leyaro, Michael Noble, Rodrigo Oliveira, Pia Rattenhuber and Gemma 
Wright

Figure 1: Estimated shocks to gross domestic product 
(GDP) across industries, Tanzania, 2020

Notes: more information on the estimation of industry-level GDP shocks is available 
in Oliveira et al (2021) ‘Imputation methods for adjusting SOUTHMOD input data to 
income losses due to COVID-19 crisis’. Technical Note 2021/19. UNU-WIDER.
Source: authors’ elaboration using economic data from the Tanzania National Bureau 
of Statistics (December 2020). 
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Modest impacts on disposable income

Household disposable income was reduced by 0.8% in 
the country on average. The reduction was not even 
across the distribution but relatively stronger for the 
middle quartile of the income distribution (Figure 2).  
The main driver for lower disposable income has been 
the negative shock to earnings (dark bar in Figure 2).  
The general tax-benefit system had no effect in 
alleviating the shock for the poorest households and 
very little effect for all other households (light grey bar). 

The limited power of the tax-benefit 
system to buffer earnings shocks poses 

a serious threat to reducing poverty and 
inequality in Tanzania in the future 

Increasing temporarily the amount of cash 
transfers distributed through existing 

social protection programmes, as has been 
done successfully in other SSA countries 

during the COVID-19 crisis, could also serve 
Tanzania in the future

Collection of up-to-date data with 
detailed information on how households 

fared throughout the crisis would be 
fundamental to improve our understanding 

of the effects of the COVID-19 pandemic, 
and also for future crises

POLICY RECOMMENDATIONS

This brief is based on the WIDER Working 
Paper 2021/148, ‘The mitigating role of tax 

and benefit rescue packages for poverty 
and inequality in Africa amid the COVID-19 

pandemic‘, by Jesse Lastunen, Pia Rattenhuber, 
Kwabena Adu-Ababio, Katrin Gasior, H. Xavier 

Jara, Maria Jouste, David McLennan, Enrico 
Nichelatti, Rodrigo C. Oliveira, Jukka Pirttilä, 

Matteo Richiardi, and Gemma Wright.
More details on TAZMOD  

WHAT IS THE GINI COEFFICIENT?
It is an index that measures the extent of inequality and is often used for the 
analysis of income inequality prevailing in a country. It takes the value of 0 in 
the case of perfect equality (everybody has the same income), and 1 (or 100) in 
the case of perfect inequality (all national income accrues to a single person). 
Estimates of the Gini coefficient for income nationwide range between around 
0.25 (such as in some of the Nordic countries) to around 0.60 (in parts of 
Eastern and Southern Africa and, formerly, in Brazil). The Gini coefficient can 
also be expressed as a percentage ranging between 0 and 100.

Contained gdp contraction leads to limited 
impacts on poverty and inequality
Table 1 shows limited increases in poverty and inequality. The 
consumption-based headcount poverty rate increased 0.52 
percentage points (column C), from 26.17% (column A) to 26.70% 
(column B), while the poverty gap increased by 0.24 percentage 
points. Inequality as measured by the Gini index increased by 
0.12 percentage points. 

The very limited capacity of the tax-benefit system to buffer 
earnings shocks also means it played a negligible role in 
stabilizing poverty rates in 2020. In the event of a larger shock 
this means any earnings shock will translate more or less directly 
into a shock to disposable income, and ultimately to household 
poverty.

The lack of stabilization through the tax-benefit system is closely 
tied to the large informal sector. As only few individuals pay 
income taxes and social insurance contributions, they cannot 
benefit from reduced payments to government when their 
earnings fall. Similarly, as benefits are not tied directly to earnings 
levels, households cannot instantly get relief if their earnings 
plummet.

Shortages of the social benefit system need to 
be addressed
While Tanzania was less hit than other SSA countries by the first 
wave of the COVID-19 crisis, serious risks still exist and the crisis 
might deepen in 2021 and after.

In the light of a protracted, worsening COVID-19 crisis and slow 
vaccination campaign roll-out, the heightened vulnerability of 
the population to shocks is still present.

Figure 2: Change in the mean disposable income due 
to COVID-19 by income quartile, Tanzania, 2020

Table 1: Decomposing the effects of the pandemic on 
consumption-based poverty and inequality, Tanzania, 2020

Notes: the table presents consumption-based estimates of the impact of the 
COVID-19 pandemic on different measures of poverty and inequality in Tanzania. 
Column (C), ‘Total change’, shows the overall impact, accounting for the COVID-
induced earnings shock and automatic stabilization of the tax-benefit system. 
The 2020 national poverty line of TZS 52 856 per month for poverty is used in the 
calculations. Statistical significance are based on bootstrapped standard errors 
after 200 replications. Significance levels indicated as * p < 0:1, ** p < 0:05, *** p 
< 0:01. 
Source: authors’ elaboration using TAZMOD v.2.2 and the Tanzania Household 
Budget Survey (HBS), 2017–2018.

No
COVID
scenario

COVID
scenario

Total 
change
(pp.)

(A) (B) (C)

Poverty

Poverty rate 26.17 26.70 +0.52***

Poverty gap 6.17 6.41 +0.24***

Inequality

Gini coefficient 38.18 38.30 +0.12***
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Change in mean disposable income due to 
COVID-19 by income quartile, Tanzania, 2020
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Source: Authors’ elaboration using TAZMOD v.2.2 and the Tanzania 
Household Budget Survey (HBS), 2017–2018.
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