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Summary of the FairTax Proposal:  H.R. 25

In order to bring about true comprehensive reform of the current income tax system, rather than just cosmetic fixes, we need to realize that the current system is totally flawed and scrap it completely.  The best solution proposed thus far is the FairTax, a revenue neutral progressive consumption tax.  This system would fix many problems America faces today, to include unfair taxation of the poor, the ever falling savings rate of the American public, the pending Social Security Trust Fund crisis, the horrendous foreign trade deficit we are running, unnecessary environmental pollution, rapidly spiraling costs of higher education, and the outsourcing of manufacturing jobs overseas.

In brief, the FairTax would eliminate all federal taxation of income (to include payroll taxes), and replace it with a retail level national consumption tax.  A monthly universal rebate would be given to all Americans to prevent regressively taxing the poor.  There would be no loopholes, deductions, etc, making this the cleanest, most simple system to understand.  This system would only affect federal taxes, and every state would have the option of keeping its current tax structure if it so desired.

Thank you for accepting these comments and please make the FairTax your recommended proposal!!
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Simplicity and Fairness of the FairTax vs. the Current Income Tax

The largest complaint about the current system is the Byzantine complexity of it.  The Internal Revenue Code is so convoluted that even tax experts and employees of the IRS are often incorrect when giving out advice.  In order to make the new tax system simpler, the FairTax proposal would eliminate all deductions, exemptions, and credits and simply institute a flat rate 23% inclusive tax on all purchases of goods and services made in the United States.  The tax would be retail level only, unlike a VAT tax, which taxes every level of production.  This would mean that $.23 of every $1 spent at the register by a consumer would go to the federal revenue.  This sounds like a large percentage, but compared to current income tax rates it is not as bad as it sounds.  Most Americans fall within the 15% tax bracket, and all wage earners are required to pay 7.65% in payroll taxes for Social Security and Medicare  (regardless of how little money they make).  That right there is pretty much 23% of the total income of most Americans.  Even then, this figure does not reflect the true cost of the income tax on the public.

Most economists estimate that the hidden burden of the income tax on businesses (both with compliance costs and actual corporate income tax itself) account for 15 to 25% of the retail level price paid for every product and service purchased.  Corporate taxes are only an illusion.  All taxes placed on corporations merely pass on to individuals these taxes and the draconian compliance costs in the form of increased prices to consumers, decreased pay and benefits to employees, or reduced dividends to shareholders.  There is no reason for the government to hide the true cost of individual taxation by having the farce of “corporate taxation.”

The FairTax would remove all taxation on corporations and also substantially reduce compliance costs, thus removing this hidden tax burden on the public.  After competition kicked in, companies would cut into the excess profits resulting from the removal of taxation.  All goods and services would see a drop in prices of approximately 22% within the first year of passing the FairTax according to Dale Jorgenson, Ph.D., former chairman of the Economics Department at Harvard University.  This would mean that prices on new goods and services would remain roughly the same as current levels, even with the new tax factored in.  Taking even the conservative 15% price inflation of goods and services with the current system, the amount an individual pays out in income to federal tax and compliance costs under the current system is staggering.

For every $100 made by someone in the 15% income tax bracket, 7.65% is automatically removed.  That leaves $92.35.  Then another 15% is removed for the regular income tax.  That leaves $78.50.  If that person were to spend the entire amount remaining at the store, the hidden tax of 15% at the register would leave him or her with a real net remainder of $66.72 actually spent on products or services, with a whopping 33.28% of initial $100 in earnings going to federal taxation.  And that figure does not even begin to include the costs to the individual of time spent filling out IRS forms, paying for tax advice, and wasting energy on tax avoidance under the current system!

With the FairTax, the absolute most anyone could pay would be 23% of their total income, and that would be only if they spent every penny of income earned that year.  If they saved anything from their income at all, that money could be invested tax-free and their marginal tax rate would fall.

Preventing Unfair Taxation of the Poor

The FairTax proposal has included a universal rebate system to end burdensome taxation of the poor.  All taxation on spending up to the level of the poverty limit (as set by the Federal government) would be subject to a full refund, paid out in even monthly installments.  The rebate would be forwarded to each and every American in the same way that Social Security payments are sent out now.

For example, say the poverty limit was set at $15,000.  The tax rate for this amount of money spent at the register would be 23% inclusive, or $3450.  For someone who earned exactly the Federal poverty limit in income and spent that entire amount on new goods or services, the remaining marginal tax rate for the year after the monthly rebate would be 0%.  For an individual who earned less than the Federal poverty rate, there would be a net gain after factoring in the rebate.  This would mean someone who earned $10,000 in income would still receive the full $3450 in rebates.  Even if they spent their entire $10,000 income (paying out taxes of $2300), the $3450 in rebates would mean a net gain of $1150.  Compare this to the current system that would still tax that $10,000 at 7.65% for payroll taxes, as well as hidden taxation in all purchases made.  The effect of this rebate also adds a highly progressive nature to the FairTax.  A worker who earned $30,000 and spent every penny of it would only pay taxes on the remaining $15,000 above the poverty limit, leaving a marginal tax rate of 11.5%.  However, a worker who earned and spent $200,000 would still pay taxes on the remaining $185,000 in income, leaving a marginal tax rate of 21.275%.

By making the rebate universal to all Americans regardless of income, it removes any need for complicated bureaucracy to monitor people’s income to see who earns what every year and thus removes the burden of any tax filing from the individual.  It also would account for people who move between income brackets due to layoffs or sudden increases in pay.

Under the current system, the rich are the only ones who can afford expensive tax attorneys to shelter millions of dollars in income and thus achieve marginal tax rates substantially below what the average American could even dream of, whereas under the FairTax the system is clear and make tax savings available to anyone who chooses to exercise fiscal restraint.  Every $80,000 car or half a million dollar boat a wealthy person buys will provide the federal government with vast amounts of income and finally make them pay their fair share.

Taxation of Government Entities

Some question whether government agencies should be exempt from this tax on spending.  The FairTax does not exempt government purchases, but then again the income tax does not exempt the government either.  Every government agency has to deal with the complex and burdensome income tax compliance costs in determining and collecting income taxes for each of its employees, and while exempt from the “income” it receives in its budget, it still is spending that hidden tax of approximately 15 to 25% of every dollar in that budget on all services and products it purchases.  Because of this, the government is already taxing itself, so the FairTax is doing nothing different, merely making the cost of the taxation more visible.

Environmentally Friendly

In order to promote more environmentally friendly lifestyles, used goods would not be subject to the tax.  This would also eliminate costly compliance costs of collecting the tax from the general public who sell used goods to each other on a frequent basis, such as through services like Ebay or antiques markets.  However, as prices on new goods, even after factoring in the FairTax, will remain about the same as current levels, and as people will have their gross income at their disposal rather than just their net income, the impact of this tax exemption on used items would be minimal on consumer spending for new items and would mostly benefit those in lower tax brackets who buy more used goods than anyone else.

Effects on Charitable Giving

Charitable giving would not be affected by the removal of tax deductions.  For one thing, only 30% of income tax filers itemize their deductions, meaning that over 70% of Americans donate with after tax dollars.  Under the FairTax, every penny donated would be with pre tax dollars.  Also, there would be no need for the expensive and confusing process of charitable groups filing appropriate forms and exemptions with the IRS, saving them money that could be better spent on their own services.  The American people have always shown themselves to be among the most generous of the world, and it is insulting to say that they only do so because of the tax deduction they receive.  The health of the economy determines charitable giving amounts, not the tax benefits.

Increased Levels of Savings & Home Ownership

Home ownership would also be made more affordable under the FairTax.  The vast majority of Americans dream of owning their own home, but many are unable to save the money for a down payment because of the excessive tax burden they face.  By removing taxation of income, saving would be tax-free and spending would cost more (as opposed to the current system which penalizes saving and promotes spending), so more Americans would shift their income towards savings, which could be used for down payments or retirement.  The current home interest deduction only allows the interest of the mortgage to be paid for with pre-tax dollars, but the FairTax would allow the entire cost of the mortgage to be paid with pre-tax dollars.  With more income at their disposal, Americans will be better able to pay for homes under the FairTax

Method of Collection & Enforcement

Collection of the FairTax would be done by the states, eliminating the need for the IRS.  Many states already have sales taxes and appropriate compliance auditors as well, making it more cost effective to piggyback the federal tax off of their systems.  In order to reimburse both retail level businesses and the states for the costs of collecting the FairTax, each would receive a fee of ¼ of one percent of every dollar collected in tax, with the remaining amount being forwarded to the Federal Treasury.  If a state were to refuse to collect the tax, any other state could bid to take over collection in that state and thus keep the fee for itself.

Compliance and enforcement would be much easier under the FairTax as well.  According to the IRS, almost 40 percent of the public is out of compliance with the present tax system, mostly unintentionally due to the enormous complexity of the Internal Revenue Code. These IRS figures do not include taxes lost on illegal sources of income with a criminal economy estimated at a trillion dollars.  Under the FairTax, only retail level businesses would file returns, which would consist of “How much money did you earn in sales of new products and services?” and “How much tax did you collect?”  This is obviously a much easier return to audit than the current system, and with the number of returns dramatically reduced, there is a greater chance of being audited and thus a smaller incentive to cheat.

One unfounded concern is that the FairTax will allow people to sell new goods or services “under the table” and thus avoid taxation.  A good example of this would be the man who mows his neighbor’s lawn for cash and does not remit the tax for that sale.  This is hardly different from the same man who is probably mowing his neighbor’s lawn and not reporting the income from that service under the current system!  In fact, revenue would dramatically increase, as income derived from illegal sources (such as drug sales, prostitution, etc) would now be subjected to taxation when the criminals spend their money on flashy new cars and other luxuries at the register.

Saving Social Security

Removal of the payroll taxes would assist in fixing the Social Security Trust Fund crisis.  Under the current system, Congress has repeatedly “borrowed” money from the trust fund to spend today.  Due to this, a huge debt is owed to the trust fund and future payrolls taxes as they stand now will not be enough to pay for benefits once the baby boomers retire.  Eliminating the payroll taxes would allow the Social Security and Medicare benefits to come directly from the general revenue, rather than solely from collected payroll taxes.  This would give Congress greater flexibility to pay future retirees their fair share and also meet the needs of current budget constraints.  Benefits would still be calculated based on earnings, which would be reported by employers (as under the current system) to the Social Security Administration.  In addition, eliminating the connection between payroll taxes and future benefits would open up the way to possibly making the system a need based system, should Congress so desire to do so, which would promote better budget solvency and still ensure those that need Social Security get it.

Affordable Education

Education would be considered an investment under the FairTax, not a service or good, and so would be paid for with untaxed dollars, unlike the current system which only gives limited tax credits and deductions for education.  All colleges and universities would also benefit from reduced compliance costs with the IRS and would thus be able to lower their prices as well.  With these effects and with people having their full gross income at their disposal, higher education would finally become a realistic possibility for many lower income Americans would could only dream of it before.

Conclusion

By removing the heavy economic burdens of the current system, which is replete with hidden taxes and obscure exemptions that only the super rich can afford to take advantage of, and replacing it with a simple, fair rate that is clear to everyone, the economy will experience a tremendous boom.  Finally, the entrepreneurial spirit, which is the backbone of this country, will be unshackled and allowed to prosper again.  America would become the world’s tax shelter for corporations looking to avoid corporate taxes, meaning an influx of jobs at unprecedented rates.  Capital and investments would flow back into the country from overseas.  Foreign goods for sale in the United States would also be subject to this tax, making domestic goods more appealing.  Added to that, American companies would finally have the unfair tax burden of hidden taxes removed from their cost of production and could sell their products overseas and at home at much cheaper rates.  This would obliterate the alarming trade deficit America faces and replace it with a tremendous trade surplus.  The FairTax is the ONLY plan that is simple, fair, non-partisan, pro-growth, progressive, and pro-American.

