
TEST FOR PREVIOUS LEARNING MATERIALS UNDERSTANDING

Answer the questions about organizational structures of the 

enterprise:

1. Organizational structure determines how the roles, power and 

responsibilities are assigned, controlled, and coordinated, and 

how information flows between the different levels of 

management (TRUE/FALSE)

2. Organizational structures fall on a spectrum, with "mechanistic" 

at one end and "organic" at the other  (TRUE/FALSE) 

3. Bad organizational structure is not a problem for achieving the 

success of the enterprise (TRUE/FALSE)

In 5 minutes in one message write your name and answer to the 

test in Zoom chat personally to the teacher (NOT IN COMMON 

CHAT!!!), and your attendance would be assessed at 0,5 point



State tax system.

1. Public finance and state budget: the definitions,
economic role and classifications.

2. Taxes as a tool of economic policy: the types,
principles of calculation.



1. Public finance and state budget
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The state (government) budget: definitions, principles, problems

Government budget is an annual financial statement presenting 
the revenues and spending for a financial year that is often passed 
by the legislature, approved by the chief executive or president and 
presented by the Finance Minister to the nation. The budget is also 
known as the Annual Financial Statement of the country. This 
document estimates the anticipated government revenues and 
government expenditures for the ensuing (current) financial year.

It includes 2 components:

Budget revenues: all types of input payments which form the financial 
funds of government. In the case of the government, revenues are 
derived primarily from taxes.

Budget  spending (expenditures): all types of output payments made 
by the government in order to provide its functions. Government 
expenses include spending on current goods and services, which 
economists call government consumption; government investment 
expenditures such as infrastructure investment or research 
expenditure; and transfer payments like unemployment or 
retirement benefits.









Government budgets are of the following types:
• Union Budget : the budget prepared by the central government for the 

country as a whole.
• State (or regional) Budget: In countries like USA, Russia, India, there is a 

federal system of government thus every state / region prepares its own 
budget.

• Local Budgets: the budget prepared by local government of the city, town or 
rural settlement for satisfying local needs.

• Plan Budget: It is a document showing the budgetary provisions for important 
projects, programs and schemes included in the central plan of the country. It 
also shows the central assistance to states and union territories.

• Performance Budget: The central ministries and departments dealing with 
development activities prepare performance budgets, which are circulated to 
members of parliament. These performance budgets present the main 
projects, programs and activities of the government to achieve the specific 
objectives (for example, the program to support national automobile 
industry).

• Supplementary Budget: This budget forecasts the budget of the coming year 
with regards to revenue and expenditure.

• Zero-Based Budget: This is defined as the budgetary process which requires 
each ministry/department to justify its entire budget in detail. It is a system of 
budget in which all government expenditures must be justified for each new 
period.





A Balanced Budget
A Balanced Budget is a situation in which estimated revenue of the 

government during the year is equal to its anticipated expenditure.
Government’s estimated revenue = Governments proposed expenditure.
For individuals and families it is always advisable to have a balanced budget.
Most of the classical economists advocated balanced budget which was based 

on the policy of “live within means”. According to them, government’s 
revenue should not fall short of expenditure.

They also favored balanced budget because they believed that the 
government should not interfere in the economic activities and should just 
concentrate on the maintenance of internal and external security and 
provision of basic economic and social overheads. To achieve the 
government has to have enough fiscal discipline so that its expenditures 
are equal to revenue.

Thus till 1930, generally accepted norm was that of “sound finance” which 
implied that a public authority should balance its budget. But the great 
depression of 1930s proved that balanced budget was not a guarantee of 
stability and full employment. It was realized that the government can play 
an effective role in the recovery of the economy. This is because if the 
government’s expenditure exceeds its revenue, it will generate additional 
demand which will accelerate the pace of economic growth.



B. Unbalanced Budget

The budget in which income and expenditure 
are not equal to each other is known as an 
unbalanced budget.

Unbalanced Budget is of two types

• Surplus budget

• Deficit budget



Surplus budget
A surplus budget is a situation in which estimated revenues of the 

government during the year is greater than its anticipated 
expenditure.

Governments expected revenue > Governments proposed 
expenditure.

OR
Governments proposed expenditure < Government’s expected 

revenue
Surplus budget shows the financial soundness of the government. 

When there is an inflation, the government can adopt the policy of 
surplus budget as it will reduce aggregate demand.

Increase in revenue by levying taxes on people reduces their 
disposable income, which otherwise would have been spent on 
consumption or saved and devoted to capital formation. This in turn 
reduces the demand for goods and services, thereby bringing down 
the prices.

Since government spending will be less than its income. Aggregate 
demand will decrease and help to reduce the price level.



Deficit budget
A deficit budget is a situation in which estimated expenditure of the government 

during the year is greater than its expected revenue.
Government’s estimated expenditure > Governments expected revenue.

OR
Governments expected revenue < Government’s estimated expenditure
According to Prof Hugh Dalton, “If over a period of time expenditure exceeds 

revenue, the budget is said to be unbalanced”.
During depression, the government can adopt the policy of deficit budget as it 

will reduce aggregate demand. In this case the government incurs excess 
expenditure which increases the level of employment. This leads to increase in 
the demand for goods and services, thereby leading to revival of the economy.

When the government incurs a budget deficit it is financed by borrowing. The 
government borrows from the public by issuing government bonds. This gives 
rise to government or public debt.

Such deficit amount is generally covered through public borrowings or 
withdrawing resources from the accumulated reserve surplus. In a way a 
deficit budget is a liability of the government as it creates a “burden of debt” 
or it reduces the stock of reserves of the government.

In developing countries like India, where huge resources are needed for the 
purpose of economic growth and development it is not possible to raise such 
resources through taxation, deficit budget is the only option.







Budgetary policy



Budgetary policy = Fiscal policy + Monetary policy + Government 
spending structure optimization



2. Taxes & fiscal system

Tax is a compulsory, financial levy on the income, resources or 
goods of natural or legal persons. It is used to finance public 
expenditure.

There are several types and classes of taxation, for which the 
rates can vary depending on the legal form of the company.

A tax is validly constituted when the four following elements 
are present:

• taxable item: this is the item on which the tax is paid 
(income, capital, good or service). We also refer to this as 
the tax base;

• taxable person (=taxpayer): this is the person liable for tax, 
meaning the person who must assume the fiscal cost;

• taxable event: this is the event triggering a tax charge (e.g. 
the possession of wealth on a certain date, the sale of a 
building...);

• due date: this is the time when the taxable person must pay 
the tax.



2. Taxes & fiscal system

Tax deduction is a reduction of income that is able to be taxed and is 
commonly a result of expenses, particularly those incurred to 
produce additional income. 

Tax exemption is the reduction or removal of a liability to make a 
compulsory payment that would otherwise be imposed by a ruling 
power upon persons, property, income, or transactions. Tax-exempt 
status may provide complete relief from taxes, reduced rates, or tax 
on only a portion of items. Examples include exemption of charitable 
organizations from property taxes and income taxes, veterans, and 
certain cross-border or multi-jurisdictional scenarios.

Tax credit is an amount of money that taxpayers are permitted to 
subtract, dollar for dollar, from the income taxes that they owe. Tax 
credits are more favorable than tax deductions or exemptions 
because they actually reduce the tax due, not just the amount of 
taxable income. 

The difference between deductions, exemptions and credits is 
that deductions and exemptions both reduce taxable income, while 
credits reduce tax.



TAXES: DEFINITIONS

There are several very common types of taxes:

Income Tax —a percentage of individual earnings filed to the 
federal government

Corporate Tax —a percentage of corporate profits taken as tax 
by the government to fund federal programs.

Sales Tax — taxes levied on certain goods and services

Property Tax — based on the value of land and property assets

Tariff — taxes on imported goods imposed in the aim of 
strengthening internal businesses

Estate tax — rate applied to the fair market value of property in 
a person's estate at the time of death



Income tax is a tax that governments impose on income generated by 
businesses and individuals within their jurisdiction. By law, taxpayers must 
file an income tax return annually to determine their tax obligations. 

Individual income tax is also referred to as personal income tax and is levied 
on wages, salaries, and other types of income. This tax is usually a tax the 
state imposes. Because of exemptions, deductions, and credits, most 
individuals do not pay taxes on all of their income. For example, if a 
taxpayer earns $100,000 in income and qualifies for $20,000 
in deductions, the taxable income reduces to $80,000 ($100,000 -
$20,000). Tax credits are used to reduce the taxpayer's tax obligation or 
amount owed. To illustrate, if an individual owes $20,000 in taxes but 
qualifies for $4,500 in credits, his tax obligation reduces to $15,500 
($20,000 - $4,500).

Businesses pay income taxes on their earnings; the IRS taxes income from 
corporations, partnerships, self-employed contractors, and small 
businesses. Depending on the business structure, either the corporation, 
its owners, or shareholders report their business income and then deduct 
their operating and capital expenses. The difference is their taxable 
business income.

https://www.investopedia.com/terms/d/deduction.asp


Corporate tax is a levy placed on a firm's profit by the government. The 
money collected from corporate taxes is used for a nation's source of 
income. A firm's operating earnings are calculated by deducting expenses 
including the cost of goods sold (COGS) and depreciation from revenues. 
Then, tax rates are applied to generate a legal obligation the business 
owes the government. Rules surrounding corporate taxation vary greatly 
worldwide, but they must be voted upon and approved by a country's 
government to be enacted. Some areas are considered tax heavens, 
like Jersey, and are heavily prized by corporations.

Corporations are permitted to reduce taxable income by certain necessary 
and ordinary business expenditures. All current expenses required for the 
operation of the business are fully tax-deductible. Investments and real 
estate purchased for the intent of generating income for the business are 
also deductible. A corporation can deduct employee salaries, health 
benefits, tuition reimbursement, and bonuses. In addition, a corporation 
can reduce its taxable income by deducting insurance premiums, travel 
expenses, bad debts, interest payments, sales taxes, fuel taxes, and excise 
taxes. Tax preparation fees, legal services, bookkeeping, and advertising 
costs are also used to reduce business income.



Sales tax (in many countries = value added tax) is a consumption tax imposed 
by the government on the sale of goods and services. A conventional sales 
tax is levied at the point of sale, collected by the retailer, and passed on to 
the government. A business is liable for sales taxes in a given jurisdiction if 
it has a nexus there, which can be a brick-and-mortar location, an 
employee, an affiliate, or some other presence, depending on the laws in 
that jurisdiction.

Understanding Sales Tax

Conventional or retail sales taxes are only charged to the end user of a good 
or service. Because the majority of goods in modern economies pass through 
a number of stages of manufacturing, often handled by different entities, a 
significant amount of documentation is necessary to prove who is ultimately 
liable for sales tax. For example, say a sheep farmer sells wool to a company 
that manufactures yarn. To avoid paying the sales tax, the yarn maker must 
obtain a resale certificate from the government saying that it is not the end 
user. The yarn maker then sells its product on to a garment maker, which 
must also obtain a resale certificate. Finally, the garment maker sells fuzzy 
socks to a retail store, which will charge the customer sales tax along with the 
price of said socks.



Value-added tax (VAT) is an indirect tax which is charged at the time of 
consumption of goods and services and is levied when a value has been added 
over various stages of production/ distribution right from the purchase of raw 
materials till the final products are sold to the retail consumers.

VAT is levied on the cost of the products at each stage and its full burden is borne 
only by the final consumer since the producer of the product or supply chain 
distribution members can take the credit of VAT paid by them. (i.e.) until the 
purchaser is not the end-user, the goods procured is the cost to the business, 
and the tax paid on those purchases can be reduced from the tax they charge 
on their customers.

It is levied based according to the consumption of goods and rather than the 
income of the consumers.

• Output VAT = It is a tax charged on the sale of goods. It is 
charged on the selling price of the goods.

• Input VAT = It is the tax paid on the purchase of goods. It is 
paid at the cost price of the goods.

You may look the video about VAT mechanism in Saudi Arabia at 

https://www.youtube.com/watch?v=meolk4pYic8

https://www.youtube.com/watch?v=meolk4pYic8


The following example shows how a VAT would apply to the production and 
sale of a chair:
• First, a supplier sells raw materials (for example, wood) to a manufacturer 

for use in producing the chair. If the raw materials are sold for $40, the 
materials supplier pays tax on the whole $40. A 5 percent tax rate on the 
$40 of value added equals a $2 tax.

• Second, the manufacturer builds the chair and sells it to a wholesaler for 
$140. The manufacturer pays a VAT only on the value it has added to the 
chair. Since the manufacturer has taken raw materials worth $40 and 
made a chair worth $140, the manufacturer’s value added is $100. A 5 
percent tax on the $100 value added is $5.

• Third, the wholesaler sells the chair to a retailer for $200. The wholesaler 
bought the chair for $140 and sells it for $200, so the wholesaler’s value 
added is $60. The 5 percent tax is $3.

• And finally, the retailer sells the chair for $300. Since the retailer bought 
the chair for $200 and sold it for $300, the retailer’s value added is $100.

• At the end of this process, the outcome from the consumer’s perspective 
is just the same as if the state had imposed a retail sales tax on the $300 
sales price. The main difference is that the VAT is collected a little bit at a 
time at each stage of the production process, rather than being collected 
in one lump sum at the time of the final retail sale.



Excise Taxes

In general, sales taxes take a percentage of the price of goods sold. For 
example, a state might have a 4% sales tax, a county 2%, and a city 1.5%, so 
that residents of that city pay 7.5% total. Often, however, certain items are 
exempt, such as food, or exempt below a certain threshold, such as clothing 
purchases of less than $200. At the same time, some products carry special 
taxes, known as excise taxes. "Sin taxes" are a form of excise tax, such as the 
local excise tax of $1.50 New York City charges per pack of 20 cigarettes on 
top of the State excise tax of $4.35 per pack of 20 cigarettes.



Property tax is a tax paid on property owned by an individual or other legal 
entity, such as a corporation. Most commonly, property tax is a real estate 
ad-valorem tax, which can be considered a regressive tax. It is calculated 
by a local government where the property is located and paid by the 
owner of the property. The tax is usually based on the value of the owned 
property, including land. However, many jurisdictions also tax tangible 
personal property, such as cars and boats.

The local governing body will use the assessed taxes to fund water and sewer 
improvements, and provide law enforcement, fire protection, education, 
road and highway construction, libraries, and other services that benefit 
the community.



Tariffs are used to restrict imports by increasing the price of goods and 
services purchased from another country, making them less attractive to 
domestic consumers. There are two types of tariffs: A specific tariff is 
levied as a fixed fee based on the type of item, such as a $1,000 tariff on a 
car. An ad-valorem tariff is levied based on the item's value, such as 10% 
of the value of the vehicle.

• Governments impose tariffs to raise revenue, protect domestic industries, 
or exert political leverage over another country.

• Tariffs often result in unwanted side effects, such as higher consumer 
prices.

• Tariffs have a long and contentious history, and the debate over whether 
they represent good or bad policy rages on to this day.



Fiscal system – a system of permanent or periodic payments to 
the government by all economic agents operating in the 
national economy

Taxes are classified
1. By the type of budget: federal, regional, local

2. By the taxable person: direct (income taxes for individuals 
and for firms, property taxes, environmental taxes, etc.) and 
indirect (paid for taxable event, mainly for good sold/service 
provided, such as sales or value added taxes and ad valorem 
tax)

3. By the date of payment (spot and periodical)

4. By the income ratio dependence (proportional, progressive, 
regressive)

5. By the ratio calculation (specific and ad-valorem).











Fiscal policy is how government and elected 
officials influence the economy using spending and 
taxation. It is used in conjunction with the monetary 
policy implemented by central bank. It influences the 
economy using the money supply and interest rates.

The objective of fiscal policy is to create healthy 
economic growth. Ideally, the economy should grow 
between 2 to 3 percent a year. Unemployment will be 
at its natural rate of between 4.7 and 5.8 
percent. Inflation will be at its target rate of 2 
percent. The business cycle will be in the expansion 
phase.



Types

There are two types of fiscal policy. 

The most widely-used is expansionary. It stimulates economic growth. 
Congress uses it to end the contraction phase of the business cycle. 
That's when voters are clamoring for relief from a recession.

The government either spends more, cuts taxes, or both. The idea is to 
put more money into consumers' hands, so they spend more. The 
increased demand forces businesses to add jobs to increase supply.

Politicians debate about which works better. Advocates of supply-side 
economics prefer tax cuts. They say it frees up businesses to hire 
more workers to pursue business ventures. Advocates of demand-
side economics say additional spending is more effective than tax 
cuts. Examples include public works projects, unemployment 
benefits, and food stamps. The money goes into the pockets of 
consumers, who go right out and buy the things businesses 
produce.



Types

The second type of fiscal policy is contractionary fiscal policy. 
It's rarely used. Its goal is to slow economic growth. Why 
would you ever want to do that? One reason only. That's to 
stamp out inflation. The long-term impact of inflation can 
damage the standard of living as much as a recession.

The tools of contractionary fiscal policy are used in reverse. Taxes 
are increased, and spending is cut. You can imagine how 
wildly unpopular this is among voters. Only lame 
duck politicians could afford to implement contractionary
policy.



Tools

The first tool is taxation. That includes income, capital gains from 
investments, property, and sales. Taxes provide the income that funds 
the government. The downside of taxes is that whatever or whoever is 
taxed has less income to spend on themselves. As a result, taxes are 
unpopular.

The second tool is government spending. That includes subsidies, transfer 
payments including welfare programs, public works projects, and 
government salaries. Whoever receives the funds has more money to 
spend. That increases demand and economic growth.

The federal government is losing its ability to use discretionary fiscal 
policy. Each year, more of the budget must go to mandated programs. As 
the population ages, the costs of Medicare, Medicaid, and Social Security 
are rising.

• Changing the mandatory budget requires an Act of Legislatives and that 
takes a long time. One exception was the American Recovery and 
Economic Stimulus Act. Congress passed it quickly to stop the Great 
Recession.



Monetary policy is the process by which a nation changes the money supply. 
The country’s monetary authority increases it with expansionary monetary 
policy and decreases it with contractionary monetary policy. It has 
many tools it can use, but it primarily relies on raising or lowering the fed 
funds rate. This benchmark rates then guides all others.

Monetary policy works faster than fiscal policy. The Central bank raises 
or lowers rates. It may take about six months for the impact of the rate cut 
to percolate throughout the economy.

Lawmakers should coordinate fiscal policy with monetary policy. They 
don't. Why? Their fiscal policy reflects the priorities of individual 
lawmakers. They focus on the needs of their constituencies. These local 
needs often overrule national economic priorities. As a result, often fiscal 
policy runs counter to what the economy needs. Central banks are forced 
to use monetary policy to offset poorly planned fiscal policy.


