The Census Bureau estimates that in 2001, about 33 million Americans lived below the poverty line.  For a family of four, that meant an annual income of less than $18,000 per year.   The late Harvard political philosopher John Rawls became famous when he wrote that the principal goal of a good society was the well-being of those worst off.    

Thirty three million Americans living below the poverty line is a national disgrace, and the premier goal of any serious tax proposal should be to eliminate it.  

President Bush’s tax experts should redesign his current tax plan and call for the exemption of both payroll and income taxes for any family earning less than $18,000 annually.  

Once that is done, President Bush ought to boldly announce scrapping the income tax and replacing it with a fair to every taxpayer consumption tax.  

Murray Wiedenbaum, economics adviser to Ronald Reagan, once observed, “The income tax is based on what a citizen contributes to society.  That is a perversion that encourages consumption at the expense of thrift.” 

Smith & Jones live next to each other.  Both earn about the same  with same exemptions and dependents.   Smith spends every dollar he earns.    Jones, however, deposits $100 each month in savings.   Who pays the most taxes?  

When hard times come and both lose their jobs, who qualifies for welfare benefits first --  Smith or Jones?   Is that fair?   God and the government think differently.  God helps those who help themselves.  The government rewards Smith for being irresponsible and punishes Jones for being thrifty.    That’s a perversion. 

A consumption tax would change that.  It would encourage savings.  Every dollar saved would be tax exempt.  The best way to reduce taxes?  Spend less, save more. 

The critics will say it would lead to an even greater concentration of wealth for the already wealthy.   That need not be so.   It is easy to ensure that the new tax system is fair to middle and lower income taxpayers. 

The method of doing so would include exemptions and deductions to shield persons with lower incomes from big tax bites.  The average taxpayer would not experience any change in his tax burden if we shifted to the consumption tax.   But savers would surely pay less and spenders would surely pay more. 

The attraction would be that citizens who want to save to go to school or buy a car would not be penalized.  The system would reward and encourage them, because they would not be taxed on their savings and interest, or the dividend they earn on investments. 
How about home mortgages?  We would redefine it. Payments increasing the taxpayer’s equity would be redefined as a savings. 

Replacing the income tax with a consumption tax will surely generate positive results.  It would guarantee an expansion of the economy, a higher standard of living and reduce the rate of growth of the deficit.   Professor Wiedenbaum predicted that it would cut $200 billion from IRS administrative costs alone. 

· Washington tax lobbyists devote most of their resources to seeking tax advantages and fending off tax threats.   A consumption tax would stop that.    It is politically neutral and it is good economics.   Do not mistake a consumption tax with a flat tax.  The chief advantage of a flat tax is that it simplifies filing a tax return.   While that is a good, solid Republican idea, it is not enough.   

Remember, our goal is to have a just society.  We must focus on the well-being of the least among us, not the wealthiest among us.   If we do that, we will also quickly fix the economy.     
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