TAXATION
Basic Concepts of Taxation:

a. Benefits principle – tax burden should be given to whoever receives the benefits of government spending.

b. Ability to pay principle – tax burden should be shouldered primarily by those who can afford to pay taxes.

Types of Taxes based on ability to pay:

a. Income tax – based on net income (person or business firm) ; also called direct taxes

· It is levied on a person or business firm that receives one form of income or another. Since the tax is based on income, no income tax is due from anyone who has not earned income during the taxable period.

· Income taxation is deemed to be fair, as it is premised on the “ability to pay” principle.

b. Inheritance or estate taxes – has a characteristic to be paid directly and shouldered by the tax payer.

c. Indirect taxes – paid by the tax payer but which can shift or pass on to others. An example of an indirect tax is VAT (Value-added tax), which is paid by a manufacturer, which he ordinarily passes on to the buyers of his product in the form of higher prices.
Types of Taxation:

a. Regressive – those receiving lower income shoulder a proportionality heavier tax burden those with higher incomes.

Two men, Ariel and Bert, earning P5,000.00 and P100,000.00 a month, respectively, pay the same amount of tax for the goods and services which they purchase. Supposing they both smoke Marlboro cigarettes and consume a pack a day, then they will have actually paid P8.96 per pack or a total of P268.80 per month. That amount divided by their income comes to 5.4 % for Ariel and 0.3% for Bert. 
b. Proportional – taxpayers will pay the same proportion of their income.

If A pays 10% of his income, then B also will pay 10% of his income.

c. Progressive – imposes a proportionally heavier burden on richer man than the poorer man.
In the Philippine system of modified gross income tax for salaried people, incomes are taxed at rates range from 0% for those with an annual net income not exceeding P10,000 to 32% for those receiving an annual income of more than P500,000. Clearly, the richer man pays a higher share of his income than the poorer man. 
CIRCULAR FLOW EQUATION
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where: 
S = Savings

I = Investments


T = Taxes

G = Government Expenditures

FOREIGN DEBTS AND LOANS
Foreign debts and loans:

a. Tends to increase money supply

b. Tends to pressure the peso-dollar rate to go up

FISCAL POLICIES

Fiscal Policy – concerns with the manipulation of the inflows (government spending) and outflows (taxes) of the government sector.

· actions are oriented towards stability in economy and promoting economic growth

· an instrument which can push the economy towards equilibrium, when there are disequilibrium or destabilizing elements.

An expansionary fiscal policy (an increase in government purchases or a decrease in taxes) increases aggregate demand and shifts the aggregate demand curve rightward. It increases real GDP and raises the price level. 

A contractionary fiscal policy (a decrease in government purchases or an increase in taxes) decreases aggregate demand and shifts the aggregate demand curve leftward. It decreases real GDP and lowers the price level. 

Fiscal deficit = G > T (government expenditure exceeds taxes)
· Fiscal deficits raises demand and output in the short-run.

Ways by which the government can finance its deficit:

a. Borrowing from abroad – borrows dollars and turned into pesos; this tends to increase money supply. However, the rise in the money supply also mean that prices would go up. 
- Another effect it has it that the borrowing will have to be paid in foreign currency. This will tend to pressure the peso-dollar rate to go up.
b. Borrowing from the central bank – No longer commonly done by responsible governments, but it still remains to be an option. Creates new money which brings up money supply. Thus, interest rates would tend to fall. Pouring MORE MONEY results to more INFLATION.
c. Borrowing from the domestic money market – This is the normal route for financing government deficits. It does this by issuing Treasury Bills and Treasury Notes or other debt instrument. 
Fiscal surplus = G < T (taxes exceeds government expenditure)


= economy is reaching full employment



= limits of dollar reserves are reached.

