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The criteria

As detailed in Part 1 my choices of criteria for evaluating a tax are:

Participation – Is every adult affected and feel a participant?

Ability to pay – Does it track well the resident’s ability to pay?

Lifetime fairness – Does it track the lifetime wealth of each taxpayer well?

Transparency – Is it easy to see the real personal cost of the tax?

Compliance costs – What is the cost of collection both to the government and the victim?

Who does it favor  – Taxpayer or Tax harvester?

Cheating – Is it easy or hard?

There are many other possible criteria. I encourage you to apply your own to each of these taxes. 

Retail sales tax (RST)

Most of the relationship between a retail sales tax (RST) and taxpayer is clear and direct.
 Sales receipts usually show which part of the purchase is tax. Thus a RST is way too transparent for most tax harvesters; they can’t conceal the impact and therefore run into considerable resistance to increases.

The RST has the advantage of being a consumption tax, which, as opposed to any income tax, has much more demonstrated stability through economic good and bad times. 

Many versions of the RST are levied at state or local levels in the U.S.

Two major considerations of the RST are its rate and its coverage. Some states exempt food, and other products, because of their greater impact on low-income people. With those exemptions the rate must be significantly higher to produce the same revenue. As a child in Washington State our family paid a 3% sales tax on virtually everything. Now, with many additional items exempted, the tax has grown to 8% or more. Some of this increase is due to larger government, but a great deal is due to the exemption for food. There are always big political fights to see if you can get your product or service exempted. Exemptions give tax harvesters leverage to obtain contributions.

I will not evaluate plain RSTs because one very specific one has been carefully designed and proposed as a national sales tax, and it has some excellent and unique features.

The FairTax (FAIR)

This RST is a national sales tax (FAIR) that covers virtually every new product and service sold to a final user in this country. It is designed to replace the graduated income tax (both individual, alternate minimum, and corporate), capital gains, payroll taxes (Social Security and Medicare), gift taxes, estate taxes, and permit the repeal of the 16th Amendment (that permits the income tax). 

It also features an advance rebate (called a “Prebate”) to every legal resident family sufficient to pay the retail tax on a full poverty-level income. This is a much more consistent way to lift the tax burden on the “poor” than the food exemption used by other sales taxes. It also makes the tax smoothly progressive. The initial rate is expected to be 23% of the total retail price of each product in order to replace all those other taxes.
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The 23% rate on purchases of new goods and services is virtually universal to permit the broadest base and lowest rate possible while eliminating the more destructive taxes and financing the prebate. It is designed to totally replace the U.S. government’s income from the taxes mentioned above. 

Since savings and investment would not be taxed, we could expect personal saving to increase, particularly during a person’s high earning years. Tax would be paid when savings were used for consumption.

Businesses would not be taxed on the federal level. The corporate tax and all the niggling costs of collecting income and payroll taxes would be gone. Products sent to foreign countries would not be taxed. 

Businesses would no longer have to spend vast amounts of expensive management time and contributions to lobbyists to minimize their tax burden. If your state has no income tax, your paycheck would contain your entire gross pay. America would once again become the most attractive country in which to locate a business, instead of nearly the worst. The increase in the number of jobs should be electric.

Economists have calculated that 15 to 26% of the retail price of a product is hidden corporate taxes. They expect that, on average, the retail price of products would decline by 22% for the average consumer. Of course there may be some balancing as wages may increase. Thus the new sales tax would be almost unnoticeable as prices readjust. 

Almost all residents of our country would see an improvement in their financial position. How is this possible? The many current taxes have extremely high compliance costs, sometimes much higher than the amount collected. This tremendous waste would be replaced by a small fee to the retailer for collecting the tax. Another small fee would be given to state tax authorities for collecting the tax and auditing businesses. The federal tax authorities would be limited to spot check audits of both parties.

Having everyone paying tax on retail purchases would insure they all had an interest in the cost of government, and keeping the rate as low as possible. While our wealthy citizens have fewer worries about paying their bills, they also buy more, so they would constantly be reminded of what our federal government costs them personally. 

Participation would be universal for all residents, but the amount paid would be controlled by the individual decision to spend. The prebate insures that all households would have the ability to pay. 

The FAIR has the best lifetime fairness of any of the taxes examined since it would be collected on all retail consumption. Transparency is also top drawer since it would appear on every retail sales slip.

The cost of compliance would be much lower as cash registers can be easily be reprogrammed to compute the tax. The simplicity makes audits easy compared to current taxes. It also would reduce the number of people who send taxes to the government to about 10% of the current number, thus making auditing much, much easier. 

Who does it favor? Very strongly the taxpayer since tinkering by tax harvesters is greatly reduced and is much more transparent. Tax harvesters will hate this tax!
Cheating would be profitable because of the high rate, but in most cases would require collusion between buyer and seller. As a consumption tax it shares some problems with the VAT. The incentive for tax avoidance is greater than the VAT because the entire tax would be collected at one point. However auditing would be very much easier. The incentive for the incredible “missing trader fraud”iv is absent since rebates from the national treasury would not exist.
Summary

This brief examination would not be complete if I did not evaluate these taxes on my selected criteria. Please note that a zero on the Who does it favor line means that it very much favors the tax harvester, while a five means it very much favors the taxpayer.
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Tax: Corporate Individual Flat
Criteria Income Income  Payroll _VAT  Income FairTax
Participation 0 1 3 a 2 5
Ability to pay a 3 0 1 2 5
Lifetime faimess 0 2 a 1 3 5
Transparency 0 1 3 a 2 5
Compliance costs 0 1 a 3 2 5
Who does it favor? 1 0 a 3 2 5
Cheating 1 0 5 3 2 a

0= most dostructive, 5 = best n category (fromthe taxpayer's viewpoint) N 7m0




I have not totaled each column, because each of you will have a different weight in each category. In fact you may wish to change the categories to those you consider more critical.

I consider the FairTax an ideal replacement for the first 3 taxes (CIT, GIT and PT). And I believe it is the best single remedy to our country’s current depression. 

Notes




� The simplicity of a sales tax is possibly shown by the shorter article necessary to describe it in Wikipedia: http://en.wikipedia.org/wiki/Sales_tax
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