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Executive Summary

The President's Advisory Panel on Federal Tax Reform faces a daunting Executive Order: to promote growth, fairness, and simplicity in revised tax system.  While not providing fine detail, the Fair Pro-Growth Tax Framework serves as an objective measure of progress towards these three goals and its overarching Order.  Recognizing that the current system is somewhat more complex than necessary, the proposal seeks to encourage hard work and smart investment by giving a tax refund equivalent to the amount that investment would be taxed.  Encouraging hard work in this way has the effect of notifying and rewarding workers of their increase in productivity in the workplace, and encouraging a prudent investment in the financial markets means it reaches out to the growth areas of the economy where the investment is needed and most beneficial.
  While consumption as a whole in the economy becomes more heavily taxed and assets have light taxation, most individuals and companies will not experience any net tax change.  The proposal can be very gradually introduced, and the benefits can be realized incrementally, starting with the current tax system.  The proposal also introduces a simply understood concept of reward for effective work and is extremely fair, conforming to the realities of the marketplace.  Where economic benefits do not accurately reflect social benefits, the proposal encourages Congressional assistance, in a manner that is completely revenue-neutral.  The proposal encourages charity and homeownership, and as well as educational and familial investing.  Thus, the Fair Pro-Growth Tax Framework effectively prods the nation toward growth through tax accounting by increasing the information about our productivity.

Proposal Introduction

The Executive Order for the President's Advisory Panel on Federal Tax Reform states that its purpose is to submit revenue-neutral policy options that "simplify Federal tax laws", "share the burdens and benefits", and "promote long-run economic growth."  Unfortunately, the technical, logistical, and political effort required to execute this Order is tremendous, primarily because the current tax code is already quite lengthy and the necessary changes would be quite drastic.  This proposal attempts to provide a framework within which progress towards the above three criteria could be measured objectively, increasing the likelihood that the Panel would be able to fulfill its purpose in the long run.


The current tax code is dominated by phase-ins, sunsets, write-offs, provisions, and audits.  While well-intentioned, these amendments have both increased compliance costs and made intended rebates more difficult to redeem.  Total operating costs for the Internal Revenue Service have doubled over the past 33 years,
 non-government compliance costs are estimated as a 5% surcharge on the revenue collected,
  and tax evasion costs are estimated as a 10% surcharge.
  Clearly, too complex is too costly.

Investment, whether it be in the form of bank loans or venture capital or savings accounts, is the practice of disbursing capital assets to growing areas of the economy for a return on the principal at a later date.  Healthy growth in the economy is due to an increase in production capacity, and while both businesses and non-profit organizations are partners in this growth, it is ultimately the individuals who are the catalysts.  Collectively, and in a long-term sense, individual workers are both the source of economic stagnation and of economic growth.  Thus, a government tax that is designed to fully "promote long-run economic growth" will encourage individual workers to be more productive by tying each worker's tax relief to his or her contributions to national economic growth.  If implemented correctly, this type of tax is also optimized to fully "share the burdens and benefits" of living in the United States, because, at least on an economic basis, it holds the individual accountable to American society as a whole.  It also happens to "simplify the Federal tax laws," or at least make them more understandable, because every worker can readily comprehend the connection between effort and gain, as it is ingrained in our capitalist society.  Therefore, in the long run, the degree to which an individual's economic contributions to society are coupled to his or her tax relief, is the degree to which the President's Order is met.  This coupling may be called the Fair Pro-Growth Tax Framework.
Proposal Details

Details of the proposal that must be addressed are the tax base, tax rate, tax burden distribution, collection method, charitable giving treatment, home ownership treatment, and business treatment.  Beforehand, however, four distinctions must be made.  The first distinction is that between the income and the "economic contribution" of an individual.  For most workers, income is compensation for production, while an "economic contribution" on their part yields an increase in production capacity, and may be awarded in the form of a bonus.  Thus, whereas most of the workday is used to maintain the standard of living, certain insights and operational efficiencies actually increase the standard of living, and the latter should be rewarded in the form of tax relief.  

The second distinction is that between taxation on assets and taxation on income.  In the modern economy, economic growth occurs fast enough that not investing assets is equivalent to losing capital, and a government tax designed to "promote long-run economic growth" should encourage this investment.  Investing the assets to a third party might yield some "economic contribution" and thus a tax relief, which would offset a small tax levied on those same assets.  Thus, since assets in the global market often slowly diminish in value over time relative to GDP, the government should reward smart investments by giving tax relief and prod asset owners to invest by lightly taxing them.  

The third distinction is between individual contributions that are exclusively economic, and individual contributions that are primarily social, but that have economic value not captured by the market.  An example of the former would be the introduction of electronic stock trading, while an example of the latter might be raising a child.  Both examples require large initial investments, and both eventually yield a contribution that increases production capacity, and thus both should be given tax relief.  While the exact amount of tax relief to be given to the latter is to some extent a social and judgmental decision, there are also economic aspects, which can largely be evaluated on a statistical basis if greater objectivity is necessary.

The fourth distinction is between tax relief that is part of the Fair Pro-Growth Tax Framework and tax subsidies that are part of the Congressional spending budget but are included in the tax code to ease distribution to individuals.  The subsidies would likely be more targeted towards special Presidential and Congressional funding initiatives and, being subject to yearly Congressional approval, would likely be more variable than the proposed tax relief.

Under the Fair Pro-Growth Tax Framework, the tax base would work best as it would under an individual-based neutral tax.  The four types of neutral taxes (savings-deferred, flat, sales, value-added) are in general equivalent, but since the Fair Pro-Growth Tax Framework emphasizes the individual as the source of economic growth and stagnancy, the saving-deferred tax or flat tax might be preferred over the sales tax or value-added tax, though the latter two would not be precluded.  In fact, the current tax base would work quite well, although the tax methodology would change.  Thus, the proposal does not necessarily favor one tax base over another, so long as smart investment is excluded from taxation.


The proposal's exemptions, deductions, credits, and exclusions would not necessarily change significantly from those of today.  However, the Fair Pro-Growth Tax Framework would serve as a filter with which to identify current deductions and benefits as either production or productivity increases.  For example: Is the $337 billion tax break
 for mortgage interest payments an increase in productivity, or is it a subsidy that should be listed as a Congressional expenditure?  Perhaps it would be divided between the two, and Congress would need to draw the line.  This exercise, however, would more explicitly define what activities are contributing to the growth of the U.S. economy, and this feedback to consumers would be quite valuable.  Individuals are collectively much more attuned to macroeconomic activity than in previous decades, but what is needed in a pro-growth economy is attention to the microeconomic activities that drive growth.

Under the Fair Pro-Growth Tax Framework, the effective tax rate, tax burden distribution, and collection method would not necessarily change significantly from their current status.  For the sake of simplicity and uniformity, the shareholder tax would prudently shift to and be taxed at the corporate level, though this condition is not necessary.  Similarly, estate taxes could decrease to a lower level but then be taxed more highly at the point of sale, though this transition is not necessary either.  In principle, any investment that is experiencing near-market-level growth would receive both a tax and a tax relief that are equal, so that in effect it is not taxed at all.  Consumption, since it yields little production and often no productivity increases, would be taxed at a slightly higher level, though for many individuals this tax increase would be offset by tax relief from their own productivity increases.


The proposal treats familial, educational, and charitable giving as a key element of society, one that serves as the initial investment that yields increases in production capacity, both in an economic sense and in a social sense.  Economically, an individual's gift to a fund that helps families in Florida recover from hurricanes is seen as an initial investment that yields an increase in the production capacity of those families from what they could have achieved otherwise.  The payout to the individual would be proportional to the total economic value of that increase in productivity, which may or may not be equal to the amount invested.  For all donations that are primarily social productivity increases (i.e. goodwill with no economic benefit), Congress would subsidize the balance, as it in effect does currently.  While this proposal does not mandate such subsidies, it does encourage them, recognizing that social productivity increases are valuable but cannot be efficiently measured economically.


Under the Fair Pro-Growth Tax Framework, home ownership would be treated as a strategic initial investment that primarily yields an economic productivity increase of the family living in the home.  However, some people buy homes with mortgage interest payments that are too high for their income, and funding of their purchase is no longer a strategic investment.  Setting a cutoff to indicate what income percentage is acceptable for home mortgage interest payments is a decision that Congress would make.


 The proposal treats businesses largely the same as they are now, although some current tax deductions would explicitly become subsidies and others would become government investments expected to yield increased productivity.  As mentioned before, all assets would now be taxed on a low level, where in the average case the company investments that increased productivity would receive tax relief equal to the asset tax.  This change is primarily an accounting shift, but it underlines the portions of the company that are in fact generating growth, which is extremely helpful feedback for a company that has not adopted a merit-based bonus system company-wide.  This proposal uses tax accounting as a means of prodding companies to find where their corporate value and competitive advantage lies. 
Proposal Impact

Areas of the proposal impact to be discussed are simplicity, fairness, economic growth and competitiveness, compliance and administrative costs.  Regarding simplicity and economic growth, this proposal can be simply understood as the government transparently seeking to "promote long-run economic growth."  The implications to individuals and companies are that the government will more directly encourage productivity increases and discourage consumption without production.  This proposal also rewards hard workers in an extremely fair way, recognizing that creativity that leads to better use of resources is a part of this hard work.  Since the system conforms to economic (and via Congress, social) realities, the system is extremely unbiased and stable, while at the same time allowing much flexibility at the legislative level.  The proposal serves as a map depicting both the mountaintop and the windy road to it.

One question that has not been addressed fully is the way in which an increase in productivity should be measured, and how most efficiently to do so such that compliance and administrative costs would be low.  While increases in productivity today can effectively be measured knowing future the revenue and income increases, the difficulty is in estimating that increase in productivity at the present while simultaneously discouraging false reporting for financial gain.  Perhaps the most straightforward way is to estimate increases in productivity is, in a manner similar to financial markets, to shun volatility and wait for some consistent growth.  The difference, then, between a company's financial market reporting and its tax filings would be the granularity to which the company reported its areas of competitive advantage, since reporting these areas in detail would yield greater tax relief and thus lower taxes.  Reporting consumption, on the other hand, would only yield lower taxes if the penalty for consumption were modest in relation to the small tax on assets, and otherwise full reporting of consumption would only occur upon the individual's death or the company's dissolution.  However, at least in the process of tax auditing the individual or company would learn which activities were not productive or pro-growth. 
Proposal Transition

One major benefit of the Fair Pro-Growth Tax Framework is the ability to implement it now without many, if any, major changes.  While adopting the full package would presumably take a decade to fully implement, its benefits could be realized immediately to the degree to which it was implemented, and in a fully revenue-neutral way.  The transition period could be as smoothly and as slowly implemented as necessary.  The only tradeoffs and special issues to consider are the initial disadvantage of those who are not currently productive or increasing their productivity.  However, even these tradeoffs could be largely mitigated by making the transition quite gradual, and by possibly strategically investing in education opportunities for those in need of assistance in becoming more productive.  It should be noted that under the current system, these individuals are not notified of the need to seek an increase in productivity, whereas the proposal encourages this educational opportunity.
Proposal Transition

The Fair Pro-Growth Tax Framework is an efficient way to convey information about productivity via the tax system.  While inherently fair and simply understandable, this proposal promotes growth on both a macroeconomic and a microeconomic scale.  This change yields great benefits without requiring drastic changes to the current system, and allows for the proposal to be phased in very gradually.  The proposal serves as a map for legislators, individuals, companies, and auditors alike, giving a objective goal that is within reach and also providing a means of achieving it.
Thank you for your consideration of this proposal.

May God bless America, and may America bless God.
� Treasury Secretary John Snow dubbed the proposal "interesting."  (see � HYPERLINK "http://www.whitehouse.gov/ask/20050415.html" ��http://www.whitehouse.gov/ask/20050415.html�)


� See � HYPERLINK "http://www.irs.gov/pub/irs-soi/04db31ps.xls" ��http://www.irs.gov/pub/irs-soi/04db31ps.xls� and � HYPERLINK "http://data.bls.gov/cgi-bin/cpicalc.pl" ��http://data.bls.gov/cgi-bin/cpicalc.pl�


� See Page 281 of "Analytical Perspectives, Budget of the United States Government, Fiscal Year 2006" available at � HYPERLINK "http://www.whitehouse.gov/omb/budget/fy2006/pdf/spec.pdf" ��http://www.whitehouse.gov/omb/budget/fy2006/pdf/spec.pdf� (cost of $100+billion) and � HYPERLINK "http://www.irs.gov/pub/irs-soi/04db31ps.xls" ��http://www.irs.gov/pub/irs-soi/04db31ps.xls� ($2.02 trillion collected)


� See Page 1 of � HYPERLINK "http://www.irs.gov/pub/irs-soi/04dubin.pdf" ��http://www.irs.gov/pub/irs-soi/04dubin.pdf� (cost of $200+billion)


� See (69) in � HYPERLINK "http://www.irs.gov/pub/irs-soi/02in21id.xls" ��http://www.irs.gov/pub/irs-soi/02in21id.xls�
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