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The current tax system is filled with loopholes and encourages congress to act in favor of certain industries at the expense of the economy on the whole.  Time has shown again and again that the income tax is a tool for dolling out political favors to various interest groups.  However, our economy does not need to drag the anchor of an archaic, complex tax code.  A much better tax system can be implemented.  One must first understand the problems with our current system before proposing any alternatives.
According to many economists, there are four main economic criteria that one should use to judge a tax system – Economic effects, economic neutrality, buoyancy, and distributive consequences.
  Each of these effects must be considered when proposing tax reforms.  A tax system should try to pass each of these standards.

First, the standard of economic effects says that taxes should not harm economic growth or distort business decision making.  Our current system certainly distorts the marketplace.  By taxing labor and businesses, government artificially inflates the price of goods and services made in America.  It is estimated that 20-30% of the price of every good made in the USA is the hidden cost of tax and paperwork built in.
  This distorts the marketplace by making foreign goods relatively cheaper than American goods, and Americans purchase more foreign goods as a result.
Second, the American tax system fails the economically neutral standard.  By exempting certain industries, such as health care, from tax, the tax system encourages unnatural business decisions.  Many employers provide health insurance for their employees tax-free.  This encourages Americans to consume health care instead of other goods and services where their income would be taxed first.  Taxing income also discourages savings.  The complex paperwork involved in investment decisions discourages many people from investing their money in the first place.
The buoyancy standard refers to the ability of the government to collect roughly the same amount of revenue regardless of changing economic standards.  Our current system, because it is based on income, fluctuates based on the average wage and the number of people who are employed.  During a recessionary period, revenues going to the government do keep up with disbursements, and the deficit increases.  Changing economic conditions make it difficult for the federal government to accurately predict deficits and surpluses, limiting the effectiveness of fiscal policy.  The Alternative Minimum Tax, because it is not indexed to inflation, is an example of tax rates increasing for the wealthy without their purchasing power increasing.
Finally, the current tax code fails the distributional consequences test.  The tax burden should not fall more heavily on certain people more than others.  Some policymakers argue that taxation should be based on the ability to pay.  The income tax assumes that because a person has a high income, they are perfectly capable of paying higher taxes.  Although the income tax is designed to vertically equitable, the many loopholes that exempt many types of income are more easily used by the wealthy who can hire accountants to shield their income from taxation.  The income tax by itself is rather progressive, assuming that no one is using loopholes to cheat the system.  The social security tax, on the other hand, is highly regressive.  Taxing a fixed percentage of one’s income below $90,000 a year gives the wealthy tremendous advantages over the poor.  More than two-thirds of Americans pay more in social security taxes then they do in income tax for this very reason.
Our current tax code fails miserably at the four economic tests, but it also fails the government’s standards:  tax adequacy, visibility, acceptability, and collectability.  The current tax code does not provide enough revenue to finance current spending levels, nor is it actually noticed by citizens, because it is taken from them before they even get their paychecks.  A tax system must be simple enough so that people and politicians can actually understand what is going on.  The current tax code in the United States is needlessly complex.  More then 60% of Americans must hire a tax preparer to figure out their taxes.  The complexity of the American tax system costs the U.S. economy at least $140 billion each year.

Although the progressive nature of the income tax has been accepted, the regressive nature of the payroll taxes fall hardest on the poor.  Income taxes are very hard to collect because it is relatively easy for people to conceal their income by being paid in cash or filling out their tax forms by using loopholes.  Even the IRS admits that 25% of Americans do not comply with the existing tax code.

One of the fundamental principles that politicians often ignore is that only people pay taxes.  All business gets its money from its customers (people) and pays wages to it employees and dividends to its owners if it is a for-profit organization.  When government taxes businesses, therefore, the business either raises the cost of its products, cuts benefits for its employees, cuts the payout of profit to its owners, or a combination of the three.  All three of these things hurt the productivity of a business and imposes a hidden tax on real people who are behind the scenes.
Taxing a business also gives the business a reason to hire lobbyists to ask for special provisions through the tax code.  If businesses were not taxed, they would have no reason to find special loopholes in the tax code.  Taxing businesses often forces business managers to make decisions based on tax implications rather than on good economic principles. 

The chairman of the Federal Reserve, Alan Greenspan, recently said that a broad-based, low rate tax system would provide the country with the greatest economic efficiency and simplicity, as well as making it much easier to administer.
  He also said that a consumption tax would have significant advantages over the current system, increasing the savings rate for Americans and allowing the economy to finance new investments.

Using these guiding principles, it is my personal opinion that a consumption tax above the poverty line would be the most equitable, efficient, understandable, and fair type of tax for all Americans.  Under such a system, income tax, payroll taxes, capital gains tax, self-employment taxes, and corporate taxes would be abolished.  By giving each household a poverty allowance, such a system would only tax personal consumption above the poverty line, not one’s savings or investments.

A consumption tax would not tax every level of production, only final consumption.  No used goods would be taxed.  People would be free to work as many hours as they like and invest in whatever industries they feel would be the best without excessive paperwork or punishment for succeeding.  Everyone would get to keep their entire paycheck.

A consumption tax does not distort the economic market as an income tax does.  The hidden taxes in American goods would disappear, causing goods to drop in price by 20-30%.  This would be countered by the 20-30% sales tax that would need to be levied, so overall price levels would be about the same, however, the tax would be mush more visible to consumers.
A consumption tax is economically neutral because it does not promote one type of consumption over another.  Every product would be taxed at the same rate.  A consumption tax is remarkably buoyant as well because consumption is a more stable macroeconomic variable then national income.  People generally keep their consumption constant even if they temporarily lose their job by spending their savings.
Finally the distributive consequences of a national sales tax are much more equitable then under the FairTax.  The income tax punishes people who work hard regardless of what they do with their money.  A consumption tax is progressive based on spending and lifestyle decisions, not based on one’s work ethic.  The poor, who currently pay a minimum of 15% in taxes would pay no taxes whatsoever if they lived at or below the poverty line.

A simpler system will allow Americans to feel confident that everyone is paying their fair share of taxes.  A consumption tax would eliminate the need for individuals to file personal tax returns.  Everyone would simply live their lives, knowing that they are paying their fair share every time they went to the store.  People would no longer be penalized for giving money to church, saving for college, or starting their own business.  Class warfare would become less of an issue in politics because every citizen would be treated the same way.  Finally, perhaps best feature of this system is that April 15th would be just another spring day, no longer dreaded by millions of Americans.
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