I was not aware that the panel was accepting comments.  My apologies for such a late submittal, but having studied tax policy for several years; it is necessary for me to voice my concerns.

Some of my observations may be outside the scope of the panel’s directive, but I believe they are essential to fair and comprehensive tax policy.

Tax policy must be fair, or at least seen to be fair; it must not be so onerous that compliance becomes problematic; it must avoid moral hazard; it must be enforced.

The only thing I despise more than high taxes are structural deficits and dishonest accounting.  The current unified budget concept is a violation of Congress’ own rules; reporting should not include the Social Security surplus as an offset.  The same applies to special appropriations for Iraq, Katrina, etc.  Honesty requires that the federal government use a cash accounting basis, so that the magnitude of our fiscal problem is evident.

The recent trend in tax policy has been to favor capital over wages.  While I understand the logic of encouraging investment in an effort to promote job creation, the data supporting that notion is scant.  Labor lacks the mobility of capital; note that China’s FDI now exceeds that of the US.  Investment may create jobs, but not necessarily in the US.  Additionally, there is no guarantee that investments will be wise, as was clearly demonstrated in the late 90’s.  The more you invest, the lower the rate of return on capital.

Philosophically, I believe it is unwise to culturally value capital over labor, as it works to create a business elite while denigrating the average worker.  As an engineer, I designed chemical plants and managed their construction.  My respect for labor only grew during my career.

Having said all that, the confiscatory level of tax rates in the 60’s was unwise, and the rate reductions since have been appropriate.  Yet, with all rate reductions, avoidance and evasion cost the treasury some $350 billion!  I am aware that, quietly, the government has made efforts since 2001, to close loopholes and investigate offshore accounts.  More effort must be made and IRS systems must be upgraded to allow cross-referencing of personal and business returns with tax shelters.  Investing in the IRS is simply a wise business decision.  As an honest taxpayer, I have no fear of the IRS.

Policy can address the avoidance technique of income shifting by eliminating all of the various rates for different income sources.  I believe that wages, capital gains, interest, and dividends should all be taxed at the same rate.  Dividends should be an expense at the corporate level, and taxed fully at the personal level, if eliminating “double taxation” is a goal (ask Alan Greenspan).  If one wishes to encourage investment over speculation, impose a penalty on short term capital gain, rather than advantaging long term capital gain over other sources of income.  I prefer the “X-tax” (a “flat” tax with bracketing) rather than a purely flat tax, as it maintains some progressivity.

The tax base should be as broad as possible.  All of the exclusions, deductions, and credits in the tax code are an efficient means of executing a desired policy, but they lack transparency.  If the government wishes to encourage a particular behavior, let there be a direct subsidy, published in the Federal Register, rather than an indirect payment hidden from view in the tax returns of individuals and corporations.  One can carry such a concept too far, but my point is that non-transparent subsidies hide the true costs and distort behavior and investment; the externalities are hidden.

I would recommend eliminating nearly all exclusions, deductions, and credits to allow the broadest possible base with the lowest possible rates.  I would retain the Earned Income Tax Credit, in some form.  The “sacred cow” of mortgage interest and property tax deductions should be phased out over time, as should the capital gains exclusion on homes (perhaps with a capped exclusion).  Home ownership is its own reward, it does not need to be encouraged.  Housing, beyond that necessary for a comfortable existence, is a non-productive asset – it is capital wasted.  The current housing boom represents a huge waste of resources.  All of those extra bedrooms and marble counter tops may boost GDP in the short term, but are non-productive in the long term.  Retiring boomers may find their investments stranded, as the long term trend is declining personal income – unless globalization falters.

I do not favor a national sales tax or VAT, due to their regressive nature.

I believe the estate tax has value, for the reasons it was initially implemented.  Too much wealth has avoided initial taxation to be passed on tax free in perpetuity.  I would be less inclined to support the estate tax if I felt assured that taxes on accumulated wealth had been paid, at some point.  However, it might be best implemented as an inheritance tax, paid by the beneficiaries.  Farms and businesses could be protected by postponing taxes due until the asset was sold.  It is worth noting that the Farm Bureau reports NO farms have been sold due to the estate tax; few small businesses survive two generations, and almost none survive three.

In conclusion:

· Maximize the income tax base by eliminating exclusions, deductions, and credits.

· Tax all sources of income at the same rate while maintaining some progressivity.

· The IRS should aggressively pursue tax cheats; loopholes and avoidance schemes should be eliminated.

· Retain the estate tax, with a capped exclusion, payable at the same rate as other income.

