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Taxation and fiscal policy are essential tools used by governments to regulate
economic activity, manage public finances, and influence economic growth. While taxation
refers to the system through which governments collect revenue, fiscal policy involves

decisions on government spending and taxation to achieve economic stability.
Taxation: The Primary Source of Government Revenue

Taxes are mandatory contributions imposed on individuals and businesses to fund
public services such as education, healthcare, and infrastructure. There are several types of

taxes, including:

. Direct taxes, such as income tax and corporate tax, which are paid

directly to the government.
. Indirect taxes, such as value-added tax (VAT) and sales tax, which are

included in the price of goods and services.

Governments adjust tax rates based on economic needs. Higher taxes can reduce
consumption and investment, while lower taxes can encourage economic activity. However,

excessive taxation may discourage businesses and reduce overall productivity.

Fiscal Policy: Managing Economic Stability

Fiscal policy refers to how a government adjusts its spending and taxation to influence

the economy. There are two main types:

1. Expansionary fiscal policy — When a government increases spending
or lowers taxes to stimulate economic growth, especially during a recession.
2. Contractionary fiscal policy — When a government reduces spending

or raises taxes to control inflation and slow down an overheated economy.



For example, during an economic downturn, governments may invest in infrastructure
projects to create jobs and boost demand. On the other hand, if inflation is rising too quickly,

the government might increase taxes or cut spending to reduce excess money in circulation.
The Role of Fiscal Policy in Economic Growth

Fiscal policy plays a crucial role in maintaining economic balance. It helps control
inflation, reduce unemployment, and stabilize national debt. However, if mismanaged, fiscal
policies can lead to budget deficits, increased debt levels, or slow economic growth.
Therefore, governments must carefully plan and implement tax and fiscal policies to ensure

long-term economic sustainability.
Reading Comprehension Questions

1. What is the main purpose of taxation?

2. How do governments use fiscal policy to manage the economy?

3. What is the difference between direct and indirect taxes? Give an example of each.
4. What happens when the government applies an expansionary fiscal policy?

5. Why might a government use contractionary fiscal policy?

6. How can high taxes affect businesses and consumers?
7. What could happen if a government spends too much without collecting enough tax
revenue?

8. Why is it important for governments to balance taxation and spending?

Vocabulary Section

Use the words from the box below to complete the sentences.

¢ Revenue
e Taxation
¢ Inflation

o Expenditure
e Deficit
e Policy



Consumption

Investment

is the process by which governments collect money from individuals and
businesses to fund public services.
When government spending is higher than its income, it creates a budget
Governments adjust taxes and spending as part of their fiscal to influence

the economy.

The government collects from taxes to fund healthcare, education, and
infrastructure.
If prices of goods and services increase too quickly, it leads to , reducing

people's purchasing power.

Lowering taxes can encourage business by making it easier for
companies to grow and expand.

Public includes spending on roads, schools, and hospitals.

High taxes can reduce people's because they have less money to spend

on goods and services
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