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Many agree that the simplest answer to current tax woes is to switch to a consumption tax as a stand alone system.  However, this proposed plan has many critics who feel that it would unfairly favor the rich, enabling them to save more, while low-wage earners would have to spend a bigger portion of their income on necessities.  While I agree with this argument, I do feel that a system based solely on consumption tax, if designed properly, is the best answer.
What’s Wrong with all of the Current Proposals for a Stand-Alone Consumption Tax?


The American for Fair Taxation suggest that the best system is one in which federal retail sales tax is collected at the final point of purchase of all new goods and services for personal consumption.  Used goods and business-to-business purchases for the production of goods and services would be exempt under this system.  To rectify the adverse effect on those living in poverty, they suggest sending everyone a monthly rebate equivalent to the “FairTax” paid on poverty level expenditures.  In addition, they argue against exempting food and medicine, because “the wealthy spend much more on unprepared food, clothing, housing, and medical care than do the poor”, and also because those goods are not currently exempt.

Obviously, this proposal has some flaws.  Foremost, having the federal government send out a rebate check to everyone once a month would be costly and complicated.  Doing so would likely negate any savings that would be incurred by eliminating the filing process.  Secondly, this system would unfairly burden low-wage workers who live in areas with a higher cost of living.  For them, spending at the poverty level would be higher, and the FairTax makes no mention of adjusting the rebate check for these situations.  

Furthermore, the argument against exempting food and medicine is weak.  The reason the wealthy spend more on unprepared food, clothing, housing, and medicine is because they can afford better food, clothing, housing, and medicine.  Studies have shown that obesity is a much bigger problem among low-income families, than in rich or middle class families.   Anyone who tries to argue that the rich spend more on food because they eat more simply needs to take a quick look around to see that this is not true.  The rich spend more on food because they can afford to eat better, and healthier than the poor.  Likewise, the rich don’t spend more on medicine because they’re sicker; they spend more on medicine because they can afford what they need. 
A Different Proposal for a Stand-Alone Consumption Tax


It is my opinion that the best system is one in which federal retail sales tax is collected at the final point of purchase of certain goods and services for personal consumption.  Like the Americans for Fair Taxation, I believe that used goods and business-to-business purchases for the production of goods and services should be exempt from taxation.  However, I strongly feel that “rebate checks” are not the answer to avoiding undue burden on low-income families.  The only fair answer is one in which the poor are not only afforded the same access to good food and medicine as the rich, but are actually encouraged to consume these things.  The way to accomplish this task is to exempt everything labeled as a necessity.
Food
Exempt necessity items would include foods such as produce, and meat.  It would not, however, include any food item; in fact, some unnecessary food items such as soda, candies, and cookies would be excluded.  At this point, many critics would ask, “where do you draw the line?”  Obviously, there would be a need for some type of panel that decides whether certain food items have “nutritional merit”, but that shouldn’t be a daunting task if clear guidelines are defined.  Another option is to only exclude “unprocessed, unprepared, one-ingredient” items such as milk, eggs, fresh fruit and vegetables, unprocessed/uncooked meat, beans, or whole grains like oatmeal and barley.  By selectively excluding the healthiest foods from taxation, everyone would have access to, and be encouraged to consume these goods.  I would argue that such access is not currently afforded to low-income families (as shown by recent studies), and therefore, this tax system would be an improvement on the current system.  In addition, this system would having the secondary benefit of helping to combat the obesity epidemic in America, because unhealthy, processed, nutrient-devoid foods would be taxed, and therefore (hopefully) viewed as either luxury or convenience foods that should be consumed in moderation.    
Medicine
Like food, medicines would also have to be divided between those that are deemed necessary (like cholesterol drugs, insulin, etc), and those that are not (such as Viagra).  Again, this would require a panel to draw up clear guidelines. 
Consumer Goods
For the case of clothing and other goods such as furniture, cars, etc, no complicated rules are required, since, by the proposal outlined, everyone would have access to tax-free clothing and goods since used items would not be taxed.  Taxes would only be applied to these goods if they were purchased new, and therefore, this policy encourages recycling.  In fact, a closer look at such a policy reveals that it has the potential for revamping the current consumer culture in a way that would positively impact the environment.  For example, packaging costs currently make up a significant portion of the cost of prepared goods.  If those package costs constitute a significant portion of the amount being taxed, perhaps people will think twice about all that unnecessary packaging that’s just going to get thrown away.  Maybe then, there will be a drive toward more reusable/recyclable packaging.
Housing
As far as housing goes, there should be a one-time tax on the purchase of any structure.  This tax may be amortized like a mortgage over several years if the buyer cannot afford to pay it all at once.  This addresses one key problem with the current system, where people buy a house with low taxes, and then new development comes into the neighborhood, driving up the property values, and driving out the little old ladies who can’t afford the new taxes.

Fuel
Gas should be one of the highest-taxed commodities of all, with one exemption made for public transportation.  One of the biggest, overlooked problems in America today are oversized vehicles, that unnecessarily pollute the environment, and are a dangerous hazard to both the people who drive them and the drivers of smaller, more economical vehicles.  Everyone dreads increases in fuel costs, but ironically, those increases drive both new technology innovations, and behavioral changes that have beneficial environmental impacts.  People will buy smaller cars, carpool, and/or find other modes of transportation if they have the impetus to do so.  This fact has been demonstrated in Europe, where more people drive smaller vehicles, and more alternatively fueled vehicles, including diesels.  Increasing fuel prices will also encourage a shift away from foreign oil, and a shift toward renewable sources like biodiesel, hydrogen, solar power, etc.
Conclusion
A consumption-based tax system such as this one would have many benefits over the current system.  First of all, it’s a much simpler system that’s easy to comply to and understand, and would save time and money currently associated with the filing process.  It would encourage more people to save since all savings would be pre-tax dollars, and interest earned would be tax free as well. It would encourage Americans to eat whole foods that are more nutritious, thereby discouraging obesity.  No one would be at risk of becoming a victim of increasing taxes they can’t afford since all taxes would be incurred in a one-time point-of-purchase fashion.  It would encourage innovation and more environmentally conscious decisions, like reducing packaging waste, recycling, and finding more economical modes of transportation.  Economic growth would be encouraged because businesses would not be taxed, only their consumers would pay taxes on the goods purchased.  Overall, it is a fair and flexible system that rewards those who conserve resources, live below their means, and consume wisely.  
Submitted by:  Janel Nixon


