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Summary:  This proposal recommends a demonstrably simple and fair system of consumption-only taxation, automated by a smartcard system.  The American ideal of fair play is inherently preserved, as all taxation is born by above-median personal consumption and by business consumption.  Income is neither reported nor taxed, removing at a stroke the staggering complexity and rampant inequities of the current system of income taxation.  

Description of Proposal


The description is as follows:
1. The tax base is entirely consumption based.  Income is not reported, it is not taxed.  Gifts, charitable or otherwise, are not taxed.  The only exposure to reporting and taxation is through consumption, and this process is automated.  

2. There is only one basic exemption to the taxation of consumption—personal consumption below the national median is untaxed.  Families may aggregate this exemption on behalf of family members.  Charitable organizations may aggregate this exemption on behalf of the individuals they benefit.  Application of this exemption is automated.  
3. All non-exempted consumption by businesses, organizations, and individuals is taxed at a revenue neutral flat rate.  Application of this tax rate is automated.  
4. The individual tax burden rests entirely on above median consumption.  No individual American seeking to raise their standard of living to the national median is burdened with federal taxation of their consumption.  No charitable organization seeking to aid such individuals is burdened with federal taxation of their consumption passed through to those individuals.  

5. Individual or family housing follows the same rules given above.  Consumption of housing is just consumption—it matters not if the housing is rented or owned.   Lower income individuals and families typically rent, higher income individuals and families typically own.  All benefit from the same simple and fair taxation formula.  Housing is just another component of consumption, like any other—rent, mortgage, RV purchase, it’s all consumption.  
6. The collection method is automated using a smart card issued to each tax paying individual or entity permitted an exemption.  At the start of each tax year the  smartcard is programmed with the amount of the exemption, based upon compiled statistics for the median consumption level.  Purchases are processed by the smartcard, and the appropriate exemption is automatically taken at the point of sale, with the exempted purchase portion deducted from the remaining exemption balance within the smartcard.  The smartcard may be programmed to track spending patterns and release the exemptions at a measured rate so the consumption tax, if any, is spread evenly throughout the tax year.  

7. Businesses do not possess an exemption, only individuals, families (on behalf of their individual members), and charitable organizations (on behalf of the individuals served).  Thus businesses require no smartcards for exemption purposes.  The government, at its option, may require exemptionless smartcards for consumption tracking and reporting by businesses.  
I. Impact of Proposal Relative to Current System

Relative to the current system, this proposal possesses the following advantages:

1.  This proposal is simplicity itself, it is a pure consumption tax.  There is no burdensome reporting or complex taxation of income.  The taxation of consumption is automated by a simple smartcard system.

2. This proposal is objectively fair and readily accepted since it based on exemption of personal consumption below the median consumption level, and flat rate taxation of consumption above the median consumption level.  

3. This proposal encourages economic growth by simplifying investment decision making with a simple transparent tax formula. The tax burden is spread as evenly as it could possibly be.  If there is a competitiveness issue, it would stem from the overall rate of taxation, which is flat, and which is under legislative control, and not from the system of taxation as proposed.  
4. Compliance is automatic through the smartcard system.  All consumption is automatically reported for audit purposes.  Even if it were not, consumption is difficult to conceal.  Measurement of consumption is typically used to combat tax fraud even in systems that tax income, where it is only an indirect measure of income.  Since consumption is tautologically a measure of consumption, enforcement is greatly facilitated under this proposal.
III.  Transition, Tradeoffs, and Special Issues

Transition from the present system to the proposed system should be greatly welcomed by all taxpayers—a universal cause for jubilation.  It would be natural to implement the proposed system at the start of the next tax year following legislative adoption of the proposal.  Smartcard systems are already widely used and understood, and necessary expansion to all taxpayers should be straight forward.  
Privacy of consumption reporting is a special issue.  The smartcard system should be designed to only report necessary detail for tax audit purposes, and not for tracking of individual consumption patterns.  Audit should be simple, automatic, and timely, so that even the minimal data collected need not be retained for a long span, and should be promptly deleted per appropriate statute.  

A systemic change in the system of taxation would be difficult to predict so some flexibility in the level of taxation would be necessary.  Unlike an income tax system, a consumption tax system can receive minor periodic adjustment throughout the year.  The estimation error should be a small percentage, and the smart card system can adjust the rate by minor amounts as necessary.  This would achieve far greater revenue stability than the current income tax system.  Of course this is for minor adjustment only, and cannot be expected to compensate for a major change in the business cycle.  
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