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Some Basic Concepts

• Key elements of tax bases
– Income
– Consumption
– Wealth

• Related, via Haig-Simons income definition:
– Income = consumption plus accretions to wealth



Defining Consumption and Wealth

• Many questions of classification; e.g.,
– Medical expenses
– Gifts and bequests
– Tax payments for state and local government 

services
– Is “human capital” part of wealth?



How Do We Tax Income?

• Annual calculation 
• Realization based for both wage and salary 

income and capital income (but with 
exceptions)

• Ignore some components of income, notably 
imputed rent on housing and consumer 
durables










	Tax Policy and Public Finance:�Introduction
	Some Basic Concepts
	Defining Consumption and Wealth
	How Do We Tax Income?
	Slide Number 5
	Slide Number 6
	Slide Number 7
	Slide Number 8

