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I would propose that our tax system, as Milton Friedman stated, “ought to be a flat-rate tax on consumption.” We should have no tax forms to fill out and no tax records to keep. That would save the country 300,000 trees and the labor and other costs involved in felling them and turning them into paper for the IRS. We could avoid the stress and costs associated with April 15.

The tax base would be every new good and service purchased by an individual consumer. We know that businesses have to raise the costs of their goods and services by an average of 22% to cover the costs of the corporate and payroll taxes. There is no point in hiding the cost of government in corporate or payroll taxes. That just adds to the cost of the current tax system. We should not tax used items since they will have been taxed once already.

There should be no deductions, exemptions or exclusions. A deduction forces someone else to pay your taxes. An exemption or exclusion seeks to tilt the “playing field” in favor of some one company or another. We should have no favorites. All industries, businesses, LLC’s, corporations, and sole proprietorors should be treated the same. The tax system should be fair. There should be a one-time credit for all businesses that have an inventory based on industry at the time of changing to this system. There should also be a credit to each entity collecting the sales tax of one quarter of one percent to cover the accounting costs for the month.
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The tax rate should be whatever makes this type of tax system revenue neutral. It is currently calculated as 23% inclusive and 30% exclusive. This would allow everyone to see the true cost of our government. Everyone would know that we all pay the same rate and we all decide how much we pay in taxes.
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Calendar Year 2000 and Estimated 2001 FairTax Revenue Neutral Tax Rate Calculation

 

	 
	Tax Base Analysis
	
	
	

	
	Description of Taxable Item
	FairTax Base
	FairTax Base (Estimated)
	Comments

	
	
	2000
	2001
	

	1
	Personal Consumption Expenditures
	$        6,728.4
	$7,064.5
	NIPA Table 1.1, line 2

	2
	Purchases of New Single-Family Homes
	$          220.7
	$231.7
	NIPA Table 5.6, line 30

	3
	Purchases of New Mobile Homes
	$            10.9
	$11.4
	NIPA Table 5.6, line 32

	4
	Improvements to Single-Family Homes
	$          102.4
	$107.5
	NIPA Table 5.6, line 33

	5
	Less: Imputed Rent on Owner-Occupied Housing
	$         (702.7)
	-$737.8
	NIPA Table 2.4, line 24

	6
	Less: Imputed Rent on Farm Housing
	$             (7.7)
	-$8.1
	NIPA Table 2.4 line 26

	7
	Additional Financial Intermediation Services 
	$            72.0
	$75.6
	Financial & Risk Intermediation greater than NIPA definition

	8
	Foreign Travel by U.S. Residents
	$           (40.4)
	-$42.4
	One half of NIPA Table 2.4, line 110

	9
	Less: Expenditures Abroad by U.S. Residents
	$             (3.3)
	-$3.5
	NIPA Table 2.4, line 111

	10
	Less: Food Produced and Consumed on Farms
	$             (0.5)
	-$0.5
	NIPA Table 2.4, line 6

	11
	State and Local Government Consumption
	$          929.0
	$984.2
	NIPA Table 3.7, line 28

	12
	Gross Purchases of New Structures
	$          165.0
	$183.1
	NIPA Table 3.7, line 36

	13
	Gross Purchases of Equipment
	$            56.8
	$56.5
	NIPA Table 3.7, line 37

	14
	Federal Government Consumption
	$          493.7
	$514.1
	NIPA Table 3.7, lines 4 & 15

	15
	Gross Purchases of New Structures
	$            16.1
	$16.6
	NIPA Table 3.7, lines 12 & 25

	16
	Gross Purchases of Equipment
	$            80.4
	$84.9
	NIPA Table 3.7, lines 13 & 26

	17
	Less: State and Local Government Sales Taxes
	$         (225.6)
	-$236.9
	NIPA Table 3.5, lines 19 & 27

	18
	Less: State and Local Excise Taxes (Retail))
	$           (18.2)
	-$19.1
	NIPA Table 3.5, lines 23 & 28

	19
	Less: Education Expenditures
	$         (159.9)
	-$167.9
	NIPA Table 2.4, line 104

	20
	Expenditures in U.S. by Non-residents
	$            97.9
	$102.8
	NIPA Table 2.4, line 112

	21
	Travel to U.S. by Non-residents
	$            47.1
	$47.1
	One half, SAOUS 2001 Table 450, OTTI Web Site

	22
	NRST Base
	$7,862.1
	$8,264.0
	

	 
	Revenues to be Replaced
	
	
	

	23
	Income Tax
	$        1,195.2
	$          1,146.7
	Table B-81 ERP

	24
	Estate & Gift Tax
	$            28.9
	$              28.2
	Table B-81 ERP

	25
	Payroll Taxes
	$          663.1
	$             697.5
	Table B-81 ERP

	26
	Excise Taxes
	n.a.
	n.a.
	

	27
	Total
	$        1,887.2
	$1,872.4
	

	
	Revenue Neutral Rate Calculation
	
	
	

	28
	Tax Exclusive Rate (No Rebate)
	24.0%
	22.7%
	

	29
	Tax Inclusive Rate (No Rebate)
	19.4%
	18.5%
	

	30
	Base Reduction Equivalent for Rebate
	$       1,781.7
	$1,781.7
	104 million rebate units

	31
	Net Tax Base
	$6,080.5
	$6,482.3
	

	32
	Tax Exclusive Rate (With Rebate)
	31.0%
	28.9%
	

	33
	Tax Inclusive Rate (With Rebate)
	23.7%
	22.4%
	


Note:  Italics indicates an estimate.

Note: Per SOI Bulletin, Winter 2001-2002, preliminary estimates for 2000 (in $ billions), adjusted gross income ($6,331), individual taxable income ($4,519) and corporate income subject to tax ($694)

Note:  Per May, 2002, Survey of Current Business, in 2001 GDP (in $ billions) was $10,208, national income was $8,217.5 and person income was $8,723.5.

The distribution of the tax burden should be to all people living in or visiting the United States. Even the poor and elderly could see what the cost of their government is. All American households should receive a rebate the first week of each month. This rebate would be calculated by multiplying the tax rate times the Department of Health and Human Services poverty levels. This rebate would cover the cost of the sales tax on all necessities. It would allow all of us to decide if, when, and how much tax to pay. The Social Security Administration could handle the dissemination of the rebate checks since many of them would be handled by electronic transactions. By taking home their gross pay and collecting a monthly rebate check the poor could actually begin to save. They could dream of a better future for themselves. Since the tax would not be collected on the purchase of used goods the poor and elderly could save even more. 
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The first thing that such a sales tax would do is lower the costs of new goods and services by the hidden taxes of 22%. Then we could add on our revenue neutral sales tax rate. This type of tax system has shown that it would place almost $2 trillion more into the pockets of Americans each year.

Most Americans give to charities from their hearts not because of tax laws. If we put more money into worker’s pockets it is more likely that they will contribute more. The golden age of giving was before our current tax system existed. Only 28% of taxpayers itemize on their tax forms.  This makes the benefit of a tax deduction a moot point. As to the treatment of charitable giving I have already stated that the amount given is determined by the amounts people take home. Since workers would be taking home almost $2 trillion extra it is likely that we would enter a second golden age of giving.

Home ownership should not be something determined to be good or bad by our government. If you want a new home you should be expected to pay the tax on it. If you buy a used home you would not pay the tax. This would enable many poor people to be able to consider home ownership for the first time in their lives. Research has shown that interest rates would drop about 25% with this type of tax system. This would further enable the poor to purchase home while assisting the middle-class to buy new if they wished. 

The collection method should be as simple as possible, at the checkout. 
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Since 90% of all retail sales are made at well-known department stores it becomes obvious that this should be the collection point. All retailers would collect this tax and all consumers could see the cost of their government on their receipts.

Businesses should not be taxed. As Alan Greenspan stated, “capital [business] doesn’t pay taxes.” “Only people pay taxes.” As Ireland has found, the lower the tax rate on businesses the more they flourish. We need a zero corporate tax rate. This would mean more jobs, a stronger economy, and less paperwork. Churches, clubs, and associations should be tax-free also.

All we really have to do is vote on this system since The FairTax Act of 2005 is in both the House as H. R. 25, and the Senate as S. 25. All of the research is available at www.fairtax.org. We had 57 federal legislators signed on in the 108th Congress and we have 31 already in the 109th. The research has shown that when taxpayers are educated about the FairTax 85% prefer it to our current tax system.

The FairTax would force those who derive their incomes from illegal means to pay taxes for the first time. Tourists would pay the FairTax, which would add roughly 51 million taxpayers to the roles. Those here illegally would also have to pay the FairTax, but they would not collect the rebate. That is a good thing.

The FairTax is fair, visible, and simple. We could grow our economy by 10% the first year of its inception. Trillions of dollars locked overseas because of our tax system would flow back to America. Foreign companies would rush to build plants here because of the new, harmless tax system. This is what Americans want.
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The FairTax would replace the income, payroll, corporate, gift, estate, capital gains, and self-employment taxes with a national retail sales tax. The administration of the FairTax would cost about $10 billion per year. The transition costs would likely run into the billions of dollars since each state would collect it and remit it to the treasury. The costs would not be as large as you may think since 45 states and the District of Columbia have sales taxes in place. The FairTax means adding one line to the receipt for retailers and adding some tax auditors for the state. The states would also retain one quarter of one percent of taxes collected. Of the people working at the IRS 30% are close to retirement and others might be useful in adding to the auditors numbers in various states. It will take about five years for the IRS to finish its current workload before it closes up shop. While there will be some transition costs, the gains from the FairTax will outweigh them.
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