To:
Federal Tax Reform Advisory Panel 



April 6, 2005

Chairman Connie Mack III



Vice Chairman John Breaux

Subject: Invigorating the US Economy with a Shift from Income Taxes to Energy Taxes

As you consider options for overhauling America’s income tax policy you may find it valuable to consider a simple and straightforward idea for substituting a significant portion of our current individual and corporate income taxes with a comprehensive energy tax.  In one single step you would stimulate the growth of our economy, create a viable energy policy including reducing America’s dependence on foreign oil, improve our balance of payments, lower interest rates, and reduce greenhouse gas emissions.  Please give it some thought, particularly in light of the ongoing deliberations concerning overhauling the current tax system, and the upcoming energy bill.

What I am recommending is that the federal government implement a new tax on all energy consumed, that would incrementally increase by 4.0% per year over the next ten years.  Such a tax, culminating in a total tax of 48% by year 2015, would be offset by an income tax reduction equal in absolute dollars to the size of the new energy tax.  What this would effectively do is punish fuel consumption and environmental emissions, while encouraging the growth of income.  The reduction in income taxes could be proportioned between the business sector and individuals according to how much energy taxes they would incur.  This tax strategy would effectively be neutral to the budget deficit, but it would encourage individuals and businesses to reduce consumption of various forms of energy, while rewarding businesses and individuals for hard work and the creation of wealth.  Our current tax policy in effect discourages income growth, while it allows business and individuals to consume energy without incurring the cost of securing oil from the Middle East, and emit greenhouse gases without bearing any of the cost of damage to the environment.

While I fully support the many initiatives in the upcoming energy bill (drilling in ANWR, the proposed natural gas pipeline from Alaska, reviving the nuclear power industry, importing LNG, improving the nations electricity grid, R&D spending on clean coal technology and hydrogen power, and tax breaks for renewable energy), these efforts will not be sufficient to stem America’s growing dependence on foreign oil and our growing balance of payment problems, as well as the damage we are doing to the environment.  A fundamental shift in tax policy that incentifies the conservation of energy is essential to America’s well being.  I have been building and developing manufacturing plants in Ohio for the last twenty years, and I know of not one business or individual that would not reduce their energy consumption if properly incentified. 
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The American people have a tremendous capacity to address problems, take up a challenge, and creatively adapt.  We need leadership in Washington to create a framework that incentifies individuals and businesses to act in a way consistent with our national interests.  Our current tax system punishes individuals who work hard and longer hours by taxing them more.  We punish business owners who take risks and work hard to grow their business, by taking a substantial potion of their success away in the form of taxes.  We need Washington to shift from taxing hard work and success, and instead tax energy consumption which results in pollution and in one way or another damages us all.  

The above plan’s slow transition to energy taxes would give businesses and individuals time to respond and adapt.  The auto industry could accelerate the design and introduction of more fuel-efficient cars.  People, recognizing the coming increase in fuel prices, would slowly start buying more fuel efficient cars.  Homeowners would more readily install energy efficient furnaces, appliances and windows.  Industry would accelerate installation of more energy efficient production equipment.  A known schedule of increases in energy prices would provide a basis for businesses and individuals to make energy saving investments in cars, homes, production equipment, trucks, and buildings.  An energy tax would spur a wave of investment with long-term benefits, and be a considerable source of long term economic growth.  The ensuing reduction of imported oil would also reduce America’s growing trade deficit, as well as reduce upward pressure on interest rates.  Our trade deficit would shrink not only because we would import fewer barrels of oil, but because oil prices would drop with reduced demand.  If just one of you were to publicly announce that Congress is looking into a fairly substantial tax on energy, I think we can very safely guarantee that world oil prices drop, and OPEC would be much more thoughtful about keeping energy supplies tight.  Pressure on interest rates would also decline because the Federal Reserve would not have to factor defending the dollar into future interest rate decisions.  The stock and bond markets would likely rally to some extent based on the wave of investment described above, as well as confidence in a narrowing trade deficit, and less pressure on interest rates.  Finally, the reduction in all fossil fuel consumption would improve our environment, and show America is assuming a leadership role in the world in reducing greenhouse gases and addressing global warming.  

With respect to protecting America’s manufacturing base, some might consider a significant tax on energy consumption a threat to competitiveness.  However, not only will the reduction in income taxes partially offset energy taxes in energy intensive industries, but the decline in consumption and prices will mitigate the absolute amount of the cost increase.  In other words, if we have a 50% tax on energy, the total price for that energy may have only risen by perhaps 30% because demand will also have dropped.  Another counter balance to any deleterious effect on American manufacturers is that tens of billions of dollars Americans won’t be paying for foreign oil will likely be spent on mostly American goods and services.
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While building support for such a significant shift in tax strategy would be no small challenge, I believe that the energy tax I’ve described, or something close to it, would be supported by Republicans, as well as a number of Democrats that place a high priority on protecting the environment. With respect to concerns raised about the affect an energy tax would have on the poor, it can readily be demonstrated that the reduction in income taxes will offset the new energy tax.  For individuals or families that currently don’t make enough to pay taxes, the amount of the earned income tax credit should be increased to offset their new energy taxes.

Please be aware that I have shared the energy tax ideas above with President Bush, Vice President Cheney, and a number of members of the White House staffers on January 4th.  Mr. Cheney had one of his assistants write me back that my comments were “carefully noted”.  You may wish to also note that the Chairman of the President’s Council of Economic Advisors, Greg Mankiw made a similar proposal as the one I’ve suggested in an article he wrote for Fortune Magazine in May 24,1999 titled: “Gas Tax Now”.

I would appreciate it if you would give some thought to the idea of a new phased in tax on energy consumption, coupled with a reduction in individual and corporate income taxes.  A historic opportunity is at hand to in one fell swoop create long term incentives to the growth of the economy, deal with America’s energy shortages, make a major stride in America’s trade deficit, and take a huge stride forward in air pollution and global warming.  While my energy tax plan may not be perfect, let us not allow this opportunity to pass us by.  If you or anyone on your staff would like to meet with me to discuss theses concepts in greater detail, I would be very happy to do that.  Thank you so very much for all your time and efforts on behalf of us all.

George R. Zadigian
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