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I. Background:
The Department of Finance (DOF) may have purposely understated its figures to show that the 12% VAT rate will have minimal impact on the poor. In a memorandum sent to House Ways and Means Committee Chair Jesli Lapus, the DOF through Undersecretary Grace Pulido-Tan submitted a study intended to bolster arguments in favor of House Bill 3555. Passed on third reading by the House of Representatives in the early morning of January 27, the measure increases the VAT rate to 12% from the current 10%. 
In said memorandum dated 18 January 2005, the DOF insisted that the VAT rate hike will not “hit the poor the hardest,” is not “anti-poor,” and is “in fact” a “poverty amelioration measure.”
Among the DOF’s findings was that if the expenditures of poor Filipino families were subjected to the 12% VAT, their burden of the VAT increase will only be equivalent to P65.22 per month, at most. 
II. Bayan Muna’s critique of the DOF study:
1. The DOF Study uses conservative assumptions. It defines the “poor” only as those families earning below P60,000 annually: 

· This “poverty threshold” assumes a conservatively low monthly income of below P5,000. This is equivalent to a daily income of P167 and a daily per capita of only P33 (assuming five family members).
· It should be noted that prevailing minimum wage rates in the country range from P150 in ARMM to P300 in NCR. This translates to gross monthly incomes of between P3,375 to P6,750 (assuming 22.5 standard working days a month) or gross annual incomes of between P40,500 to P81,000.
· Considering that current minimum wage rates fall way below estimates of decent cost of living, it is but logical that all families earning within the range of prevailing minimum wage rates be also included in the poverty threshold.  
· The Study only covers the 4,956,394 families falling under the first five lowest income brackets in NEDA’s Family Spending Profile, or those earning below P60,000 annually.  
· But the Study does not consider as “poor” the 3,479,499 families falling under Bracket 6 (annual income: P60,000-79,999) and Bracket 7 (annual income: P80,000-P99,999).
· Thus, the DOF Study generally and conveniently excludes other low-income families subsisting on minimum wage-level income. The government’s objective, after all, is to downplay the impact of the VAT rate hike on ordinary consumers. (See Table 1)
TABLE 1

FAMILY SPENDING PROFILE USED IN DOF STUDY

	INCOME CLASS BRACKET

(Annual income in pesos)
	NUMBER 

OF 

FAMILIES
	TOTAL FAMILY EXPENDITURES

(in Peso billions)
	REMARKS

	1
	Under 20,000


	364,569
	6.2
	1. The study conservatively refers to the “poor” as only those belonging to Income Class Brackets 1-5. This covers families earning below P60,000 annually (equivalent to an income of below P5,000 per month or below P167 per day)  

2. These income classes are composed of 4,956,394 families (32% of total families) accounting for P199 billion in expenditures (11% of total family expenditures) 

	2
	20,000-29,999


	836,651
	22.7
	

	3
	30,000-39,999


	1,170,541
	42.8
	

	4


	40,000-49,999
	1,388,507
	63.2
	

	5


	50,000-59,999
	1,196,126
	64.1
	

	6


	60,000-79,999
	1,983,219
	130.0
	Note that the study does not cover…

Bracket 6:

   Est. monthly income: P5,000-P6,666
Bracket 7:

   Est. monthly income: P6,667-P8,333

	7


	80,000-99,999
	1,496,280
	122.2
	

	8


	100,000-249,999
	4,813,253
	639.1
	-

	9


	250,000 and above
	2,020,509
	711.5
	

	TOTAL


	15,269,655
	1,801.8
	


Source of basic data: DOF memorandum dated January 18, 2005 to Ways and Means Committee Chair Jesli Lapus
2. In concluding that each poor family will shoulder an additional expense of “only” P65.22 per month, the DOF erroneously based its computations on the P35.12-billion estimated revenues from the VAT hike, which is based on a collection efficiency rate of 70%.
· It is erroneous to base computations of the VAT burden on the amount of tax that the government is supposed to collect, with all its inefficiencies, rather than the actual amount of additional VAT that consumers are bound to absorb. 
· Thus, a more accurate estimate of the tax burden should be based on the full incremental impact of the VAT rate hike which is P50.17 billion. This represents the full amount of the 2% additional VAT that will be levied on all VAT-able products to be actually absorbed by consumers.
3. We can get a more accurate gauge of the impact of the 12% VAT if the DOF’s figures are expanded to cover minimum wage level-earning families, while the basis of VAT burden is corrected from P35.12 billion to P50.17 billion.
· Recall that the highest minimum wage rate is currently P300 for the NCR. This translates to a gross monthly income of P6,750 (assuming 22.5 standard working days a month), or a gross annual income of P81,000. Families subsisting on the P300 minimum wage therefore fall under Income Class Bracket 7 (annual income: P80,000-99,999) on the Family Spending Profile.
· Even taking just the high end of Bracket 7, a family earning P99,999 annually subsists on just P273 daily. This is still way below decent cost of living estimates at P492.19 in the Philippines and P602.31 in the National Capital Region (IBON cost of living estimates as of December 2004).
· For the purpose of this critique, Bayan Muna uses Bracket 7 as its revised poverty threshold, which is nearer to reality compared to NEDA-DOF’s Bracket 5.
III. A comparison of the DOF study with Bayan Muna’s revised estimates reveals the following differences:  

· The DOF Study covers 4.9 million “poor” families who will collectively shoulder additional expenses of P3.88 billion from the 12% VAT. Bayan Muna’s recomputed study covers 8.4 million poor families who will collectively shoulder P12.54 billion. 
· Computed on a monthly basis, DOF says each “poor” family will shoulder an additional expense of P65.22 per month. But Bayan Muna pegs the amount higher at P123.90, or almost twice the DOF figure. The gap is P58.68 or 47%. (See Table 2)
TABLE 2.

COMPARING ESTIMATES OF THE IMPACT OF THE 12% VAT
	Variables
	DOF:

“VAT will not hit the poor”
(DOF findings using NEDA’s Family Spending Profile)
	Bayan Muna:

“Reality check”

(Recomputation by Bayan Muna, Anakpawis & Gabriela)

	Coverage
	Family Income Brackets 1-5

(Annual income: P59,999 and below)


	Family Income Brackets 1-7

(Annual income: P99,999 and below)

	Total Family Expenditures
	P199 billion


	P451.2 billion

	Percent to Total Family Expenditures


	11%
	25%

	Estimated revenue impact of proposed 12% VAT rate 
	P35.12 billion

(Based on DOF’s assumption of a 70% collection rate)
	P50.17 billion

(Full impact of additional 2% VAT to be actually shouldered by consumers regardless of government’s collection inefficiency)

	Incremental Impact


	P3.88 billion 
	P12.54 billion

	Tax burden per family

(Divided by number of families

in covered income class brackets)
	P762.59

(Divided by 4,956,394 families) 
	P1,486.80

(Divided by 8,435,893 families)*

	Add’l expenditures per month as a result of 12% VAT rate 
	P65.22
	P123.90




Source of Basic Data: NEDA Family Spending Profile as cited by DOF
IV. Additional Comments:
· Any additional tax burden on the poorest 30% of Filipino families would already be criminal. As it is, families belonging to these income classes are already in debt since they have been forced to spend more than their income, resulting in “dissavings,” as shown in the latest Family Income and Expenditures Survey (FIES). (See Table 3)
· Considering that low-income families have less and less disposable income, then any additional expenses as a result the VAT rate hike would only push them deeper in debt.
Table 3. Average annual income, average annual expenditures and average savings of families at current prices, by national income decile: 2000 and 2003

	DECILE
	2000
	2003

	
	Average

Income
	Average

Expenditure
	Average

Savings
	Average

Income
	Average

Expenditure
	Average

Savings

	PHILIPPINES
	145,121
	118,839
	26,282
	148,757
	125,277
	23,481

	FIRST
	24,506
	26,463
	(1,957)
	26,424
	28,699
	(2,275)

	SECOND
	39,620
	40,537
	(917)
	42,440
	43,730
	(1,290

	THIRD
	51,250
	50,795
	455
	55,113
	55,153
	(39)

	FOURTH
	64,231
	61,690
	2,538
	68,845
	66,286
	2,560

	FIFTH
	80,247
	74,015
	6,232
	85,222
	80,169
	5,053

	SIXTH
	100,549
	90,878
	9,671
	105,886
	98,866
	7,020

	SEVENTH
	128,203
	113,094
	15,109
	134,103
	120,731
	13,371

	EIGHTH
	169,290
	141,760
	27,521
	175,844
	153,435
	22,409

	NINTH
	237,029
	189,464
	47,565
	246,192
	206,228
	39,964

	TENTH
	556,277
	399,678
	156,599
	547,504
	399,468
	148,036


Source: FIES 2000, 2003

Note: More income deciles have registered “dissavings” in the latest FIES compared to FIES 2000
PAGE  
1

