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There is now meeting a bi- partisan panel on tax reform appointed in Jan by President Bush. They are due to present their recommendations to the President  by July 31 of this year. You can go to their web site at www.taxreformpanel.com and see what they are doing.. It’s a very helpful site  and  an excellent example of how the information going into government decision making is changing because of the Internet. . If you have any suggestions for reform you can submit them by email. You need to work fast though because they must be in by tomorrow June 10th. After my presentation today I plan to submit the summary of recommendations I’ll be discussing in the second part of this presentation. 

But before going into the dismal numbers let’s look at the light side for a minute.

For me Dante’s Divine Comedy is the one great work that comes most to mind when talking about the US Tax Code and tax reform. This is probably because I was recently enjoying one of the Great Teacher’s tapes on Dante and the presenter told about a cartoon he saw in the New Yorker. It was a scene labeled as Dante’s Inferno Comedy Club. There on stage was the Devil dressed as a stand up comic with a microphone saying to the crowd: “Soooo….How many here tonite are from Brooklyn ? Let’s have show of hands.”

Ok   I might have told it wrong…and I won’t ask to see your hands; but I’ll tell it straight about  our tax system.

First I’d like to give a very brief overview of the current tax revenue system. Now we’re speaking of the revenue system. In an ideal world these tax revenues will match the budgeted expenditures and we will have a balanced budget. It’s this revenue system that supports our federal government and its services, including my own personal favorite Social Security. We’ll look at these revenues in terms of the percentages of where the money is coming from each year. This is a quick flyover touching only on how our Federal taxes are generated. We will look at what the percentages of the whole revenue base by tax payer group and by type of tax.. We are trying to figure out who pays for our Federal Government and what the relative tax burden for each major taxpayer group is. These are simple facts but you may be surprised by them.  I know I was.

Then I’ll go over briefly a tax reform plan that I created just from the experience of paying taxes like all of us, and thinking things over about how we could make the income tax system simpler and fairer and have it all economic sense. I owe a big debt of gratitude to Professor Annette Nellen and her study available at the Tax Reform website. In many cases I’ve summarized and rounded off her data and of course any mistakes are my own.

First let’s look at where the money comes from to fund the Federal Budget.

The latest distribution available shows that Individual income tax funds 47 % of the Federal Budget, Employment taxes (known to most of us as social security and medicare deductions) fund 34% of the budget. This means that “we the people” fund 81% of the Budget while our world wide business sector funds about 12%, the rest coming from excise customs and etc..

In the twenty years prior to this study the citizen’s percentage has increased by 8% while the corporate share of the total contribution to the budget has decreased by 4%. In a sense we the people have experienced a personal short fall of 12% of our income over the past twenty years in relation to taxes alone. Given our share and burden this increase is built on an already very large base. We can sense why tax reduction is called for by these statistics.

This thump nail sketch also gives a sense of what has happened over the last generation. As our corporations have joined the global economy and benefited by larger markets and cheaper labor their revenues and profits have increased while their tax burden has lessened. Likewise as the citizen’s tax burden has risen the higher paying factory, manufacturing and increasingly financial jobs have left out shores. The reason I mention this connection is that it is naturally easier for a corporation to arrange it’s taxable income in a more favorable manner if its operations are spread throughout the world. Therefore corporate tax changes should be part of the tax reform measures. Unfortunately this is unlikely given the current administration. I don’t know if it is worth too much time discussing beyond this mention. Except I would try to dispel the idea that taxing the profits on corporations will be passed on to the consumer in higher prices. This is a nonsensical idea. The profits tax only kicks in after all the operational costs have been deducted from the revenues. The profits tax is no VAT tax and I do not recommend or favor.one.

One more perhaps political note about this generational creep of  the tax burden onto the individual taxpayers. It happened on the watch and control of the Democratic Party from 1977 to 1997. I would argue that it alone is enough to explain the loss of confidence in the Democratic Party on the part of its traditional working class base. I say this not for polemical purposes but merely to connect my argument to other important facts around us. And this point is demonstrated further in the explanation of the proposed changes.  

The tax burden

In 1955 after World War Two and Korean conflict our total taxes as percentage of income was about 27%. That is the Fed’s share of total income was about one quarter of the total. Since then the Fed’s share of the income has risen to one third of the total national income. 

One final point to make is that more than 50% of filers whose income is less than $30,000 do not pay income taxes; whereas it’s the case that 99% of  those whose income is above $40,000 ranging up to the top earning bracket  pay taxes. Given that the Supreme Court has ruled that spending money in politics is equivalent to exercising free speech it is fair to say that lower income people have no representation if we judge by the money going to the Federal budget or by the amount they could have to spend on political expression. This to me is a disturbing consequence of our current tax system which is likewise addressed in the proposed changes 

Summary o f Proposed Changes:

In line with the panel’s charge to reform the tax code in order to promote simplification, fairness and continued growth of the economy the following suggestions are respectfully submitted to the Panel for consideration.

A: Employment and Retirement Taxes

1) Reform of the Social Security tax system should be moved into center stage of tax reform. As noted above 34% of our budgetary system is supported by this single tax. Rather than be ignored in this round of tax reform it should be leveraged into the package. By making the simple and easy to implement changes outlined below a large step toward total tax reform will be taken. The social security tax should be restructured to become both an employment and retirement tax. Current social and medical entitlement programs should be moved to the general budget. The Social Security tax is a form of flat tax that has impacted in a negative manner the lower wage earners and on employer’s incentive to employ them. In other to promote growth, increase revenues and provide for ownership and fairness the following changes should be included in this part of the reform package. To see how this reform might be approached let’s first break adjusted gross individual incomes into four levels calling them A,B,C,D

a) The A level of income is defined here as from zero to $1000 per month for an individual rising by 50% of this amount for each added member of the family. The suggestion is to make the social security tax progressive for these lower wage earners. We could do this by reducing the required contributions to two percent. At this level the both the employer’s contribution of two percent and the employee’s portion of two percent of salary will go to an individual retirement  account. 

    b) At the B level for example between $1000 and $2000 per month adjusted gross income the proposal is to make the employment tax progressive from 2% to its current 6.8 % on a proportional basis over the range of the B level income. Two percent of the revenue from the employer’s contribution would go to the general fund while the remaining revenue would go to along with three percent of the employee’s contribution would go to an individual account and the remaining three point eight percent to the general fund. Actually of course the first $1000 would be treated the same as the A level income. 

c) At the C level of income (for example $2000 per month per annum up to $6000 the only proposed change in this bracket from the current system would be to provide for half of the current employee’s contributions to go to his personal retirement account. 

The objective of the changes outlined so far would promote growth in jobs, provide for fairness to the employer and employee and create a sense of ownership on the part of the employee through the creation of retirement accounts.

   d) At the D level of income above $6000 per month, in order to replace the reduced revenues that these changes would result in it becomes necessary to eliminate the cap on income for the employer’s contribution to the social security and retirement fund. This new D level would provide for contributions by the employer alone; two thirds of the current tax rate (6.8%) by the employer would go to the general fund and one third would go to the individual’s retirement fund. This new source of revenue would benefit both the general fund and the higher income individual who would acquire added equity ownership in his fund. Eliminating the cap for the uncapped employer’s portion would more than make up the shortfall created by the overall changes and make the system fairer to others. Money’s from this source would be used to create private sector employment and help pay off the accumulated bonds underlying the current system. 
.  

B) Adding a consumption tax and flat tax to the higher level incomes.

This proposal would change the current Tax Code. The flat tax is most fair to incomes above the current Social Security cap of $90,000.  Following the premise that the added value of, or extraordinary skills and/or harder smarter work adds exceptional value to our economic ecology warrants the exceptional rewards that the flat tax gives to the upper income brackets. In order to keep it simple the tax rate at this level would be flat but adjustable according to needs for overall revenue. The idea is to adjust the flat rate each year according the need to deliver a balanced budget

This bare outline of proposed simplification and reform needs intensive study and analysis to gauge its actual impact. One final component of tax reform is to move toward a consumption tax for such products as vehicles, planes and boats where considerable general funds are expended for infrastructure and repair projects across the nation. 
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