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Description of Proposal


I submit to you a proposal for tax reform that thoroughly addresses the President’s requirements for reforming the present tax code. Fortuitously this proposal is already a bill in the House (H.R. 25) and Senate (S. 25) known as the FairTax. This bill has been extensively researched and refined over several years. It has earned the support of a broad range of politicians, economists, businesses, and trade associations across the economic spectrum not to mention taxpayers. It clearly meets the objectives for effective tax reform.

Impact of Proposal Relative to Current System

1) Simplifying Federal tax laws to reduce the costs and administrative burdens of compliance.

a) The FairTax is a single, consistent consumption tax that does not require any taxpayer interaction beyond making his/her purchases. 

b) The cost of government becomes obvious to the taxpayers.

c) It eliminates a conservatively estimated $225 billion in compliance costs and $8 billion in funding for the IRS.

2) Sharing the burdens and benefits of the Federal tax structure in an appropriately progressive manner while recognizing the importance of homeownership and charity in American society.

a) The FairTax is designed to be revenue neutral. 

b) Loopholes are abolished so that everyone is taxed equally including those involved in illicit activities. 

c) Hidden taxes are eliminated.

d) The FairTax allows wage earners to keep 100 percent of their income (minus any state income taxes) while ending corporate taxes on goods and services.

e) The advantages of the FairTax are superior to the income tax deduction for mortgage interest, thereby creating the possibility for more families to save for home ownership, retirement, or just a rainy day.

f) Since the taxpayer’s income is not taxed they have more discretionary income available for charitable giving.

g) The infrastructure for implementing a national retail sales tax is essentially in place.

3) Promoting long-run economic growth and job creation while encouraging work effort, saving, and investment, thereby strengthening the competitiveness of the United States in the global marketplace is the greatest advantage of the FairTax.

a) The outsourcing of American jobs has as much to do with taxes and regulation as it does cheaper foreign labor. Elimination of corporate taxes will lower the costs of goods and services 20% - 30% making domestically provided products competitive with their foreign counterparts. There can be little doubt that this impetus will spur economic growth while providing a corresponding growth in jobs.

b) The elimination of company paid Social Security taxes and other hidden taxes should translate into more take home pay for workers because companies have fewer monetary factors to consider when calculating wage rates.

c) Provision for a universal monthly rebate fundamentally eliminates taxation on essential goods and services up to the poverty level. For low-income families this is a far greater benefit than the Earned Income Credit.

While it would be a simple matter to continue itemizing features of the FairTax that recommend it as a superior replacement for the present income tax system and the best choice for American taxpayers, the panel is undoubtedly familiar with documentation addressing its specific implementation and economic impact making further comments in this regard redundant. 

Transitions, Tradeoffs, and Special Issues

The true value of the FairTax cannot be understood by examining individual elements. It must be evaluated as a system in which each feature is to some extent both a dependent and an independent variable in our economic/sociological function. It requires an unfamiliar perspective of taxation that can easily lead to false assumptions and interpretations. The complexity of the FairTax does not lie in volumes of tax codes and rulings, but in its interaction with the economic and social environment. All concerned parties should realize that an honest evaluation of the FairTax requires much more than a prima facie examination of its features.


The primary proposals for consideration are a consumption tax, a flat tax, and a modification of the present tax. Justification for adopting one proposal over another obviously requires comparisons among these competing ideas.

· Income Tax: With forty plus volumes of tax codes and thousands of rulings and regulations, the task of modifying the present income tax to make it simpler and fairer would be pure folly short of simply starting over. However, even this desperate act would not resolve the underlying problems with this system of taxation. Complexity, taxation of success, loopholes, and unfairness are but a few of the factors that have brought us to this point. 

Even with a clean slate, how long would it take to return to the present situation? Old habits die hard. It is unlikely that lawmakers would adjust either their spending habits or their methods of funding. In addition there remain the issues of loopholes, unfairness, requirements to file an income tax statement, and the costs involved in complying with the law and continued funding of the IRS.

· Flat Tax: A flat tax is essentially no different than the income tax. In fact, when the income tax was first adopted it was basically a flat tax. While offering immediate advantages over the present system, the long-term benefits of a flat tax are uncertain as it would remain open to the manipulation of lawmakers and special interests intent on obtaining tax advantages.

· FairTax: Because full implementation of the FairTax requires abolishing the 16th Amendment, it is more likely to remain transparent to the taxpayer. While the tax rate can be adjusted, any such alteration is likely to bring a greater degree of scrutiny by the public. While this may be an undesirable outcome for some politicians and special interests, it is an aspect of good government (openness and public participation) that is also an essential element in the continued success of the United States both economically and socially.

The FairTax goes beyond meeting the needs of funding government and its programs by giving wage earners greater control of their income. It offers fairness in taxation and a clear statement of the impact of government spending on personal earnings. The increased economic productivity brought about by the FairTax will further enhance both individual and community prosperity by giving them a greater opportunity to be freed of governmental dependence and the ability to pursue successful outcomes for themselves unhindered by oppressive tax structures that perpetuate an increasing disparity between income levels.

