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Introduction—Purpose and Scope
The purpose of this paper is to identify major problems associated with tax reform proposals presented to the President’s Advisory Panel on May 11—12, 2005. Points made in this paper could also apply to similar reforms that have not yet been examined by the Panel, or similar reforms which may appear in the public domain. 
This analysis includes a critique of The Value Added Tax (VAT), Consumed Income Tax, National Retail Sales Tax [i.e, FairTax], Reform Proposals for the Existing Income Tax Code, Alternative Proposals for Reform, Flat Tax, and proposals brought before the President’s Advisory Panel regarding business and international taxation. Most of the reform proposals are not mentioned by specific name in this overview. Rather, they are grouped by type (i.e., income tax, sales tax).
This paper, after the critique, concludes by listing those areas which should be addressed in the implementation of a sound, federal tax system for the country, and suggests a specific remedy, the details provided in other documentation.

I.  General Problems with Reform Proposals
1-1. Definition of Tax System Proposals. The proposals put before the President’s Advisory Panel and examined here are taxes on the creation of wealth (net earnings, or income tax), and taxes on the transfer of wealth (sale of goods and services, or sales tax). The VAT, for instance, is basically a multi-tiered sales tax. [A consumed income tax may share some characteristics of both types.] All tax reform proposals examined could fit under one or both categories.
1-2. Historical and Philosophical Background. Early American public policy emphasized political and economic liberty and minimal government. Taxes were arbitrary but minimal—mostly excise taxes and tariffs. Academics and policy makers in the 20th and 21st Centuries, however, began advocating and implementing central economic planning, social engineering, and redistribution of resources through national tax policy. 
1-3. American Tradition and Constitutional Law. The systemic seizure of wealth, or earnings, as in the income tax, was prohibited by the Constitution until the 16th Amendment. After passage of that Amendment, the government—or special interests operating through the government—could then seize citizen assets merely because they were produced. A blanket sales tax is merely the inverse of the income tax—seizing assets merely because they are spent. 
1-4. Taxation and Spending and the Individual. Income and sales taxes incorporate little or no relationship between the assessment and an implied level of government service and the actual cost of government at the individual taxpayer level. This means that the income and sales tax systems operate for the convenience of the state for economic management and redistribution of resources, instead of assigning native liability for the cost of government.
1-5. Taxation and Spending and the Economy. Total tax receipts under an income or sales tax can be wildly under or over budgetary requirements, depending on performance of the economy. A revenue surplus (tax revenue which exceeds budgeted expenditures) can later induce additional, unwarranted government spending. A revenue deficit can increase debt with associated interest charges—an additional future cost for taxpayers. 
1-6. Disincentive to Production. Income and sales taxes are an attack on basis of prosperity in the modern world—the division of labor. Businesses and individuals may move toward less efficient imputed income to avoid chronic tax liability under an income or sales tax. Lower productivity, heightened economic inefficiency, aversion to inter-business trade, and lost jobs can be the result. 

1-7. Business Entities and Objective Assessment. A sound tax should be related to a logical assessment schema and the actual cost of government—not the legal status of the taxed entity. [An example of an objective assessment is a uniform utility rate for water and power that is applied against the user—whether the user be an individual or corporate entity.] Income and sales tax laws, unfortunately, have historically extended preference for or prejudice against individuals, sole proprietorships, partnerships and corporations, and have made tax law more complicated than necessary. 
1-8. Economic Management and Redistribution. Income and sales tax proposals help perpetuate the myth that tax policy mechanizations can create wealth, when in reality they most often just shift benefits, layer third parties with increased costs, and heighten economic inefficiency. 
1-9. Philosophical Underpinning of the Reforms. Income tax and sales tax proposals entail citizens reporting everything they have earned or spent to a central governmental authority—by person or in aggregate—to be approved of or redistributed by the state. This is a Marxist concept inculcated into contemporary economic policy in the name of economic management and tax reform. Aid, subsidy, and economic planning, when appropriate, should be accomplished in the daylight of direct appropriations—and not through political manipulation of the tax code. Although certain groups may indeed benefit (and others indeed pay) from command economy directives, the alleged macroeconomic and long-term individual benefits of income and sales tax proposals are more than questionable.  
II.  The Flat Tax
2-1. Flat Tax is Not “Flat.” Although deductions and exemptions may be reduced, a Flat Tax does not usually eliminate them. And at the business level, there are still the issues of calculated net income and business and corporate benefits. Even if the tax was perfectly “flat,” the assessment is never ending: the government seizes money every time it is produced, merely because it is produced.
2-2. Economic Inefficiency and Special Interest Subsidy. The Flat Tax represents a continued attack on the division of labor—the basis of prosperity in the modern world. Flat Tax systems can still incorporate social engineering or special interest subsidies, which later might be easily manipulated or expanded.
2-3. Public Accountability and Right to Privacy. Ex Post Facto laws and violation of due process have been endemic under income tax policy.  Additionally, the right to financial privacy and public accountability cannot be reconciled under the income tax system. Hence, administrative secrecy and lack of public accountability would likely continue under a Flat Tax.

2-4. Economic Management and Redistribution. There is no relationship in the Flat Tax between the assessment and an implied level of government service and the actual cost of government at the individual taxpayer level—we still have a tax system being used as a mechanism of arbitrary, forced redistribution where the productive are punished (taxed) for merely being productive.
III. National Retail Sales Tax 
3-1. Attack and Penalty on Commerce. A citizen under a national sales tax, such as the proposed FairTax, would be hit with a 23 percent penalty—the tax—every time he engaged in peaceful commerce with his fellow man. The tax would apply to all retail sales, and assessment would continue no matter how much the taxpayer had previously paid, or whether revenue needs for the current budget had already been met.  

3-2. Inhibition to Free Trade. Production and savings would—ostensibly—be encouraged under a national sales tax because savings and investment would not be taxed. But how beneficial is any production or investment if it cannot be sold because of an increased penalty on sales?
3-3. Penalty on Innovation. The FairTax would be an extra penalty on innovation and new development—because new items would be taxed but not used ones.

3-4. Discrimination on American Commerce. Items sold for export would not be taxed, but Americans buying the same goods would be.

3-5. Cost Loading on Manufacturing Concerns. Businesses pay a “use tax” under a sales tax, such as the FairTax, for non-taxed purchases they utilize internally. The problem with manufacturing concerns in defining capital costs and in-house consumables—now endemic under state sales tax law—would be exacerbated if a national sales tax was implemented.

3-6. Massive and Costly Rebate Scheme. With a national sales tax, low-wage earners might spend a higher percentage of their income on monthly expenses, so the FairTax promises relief with a rebate scheme. Imagine the logistics, auditing problems, and administrative issues in sending out monthly rebate checks for a nation of 295 million people. The FairTax would morph a portion of federal revenue acquisition into a government entitlement program. This is not the direction the country should be going.
3-7. Division of Labor. A national sales tax is an attack on the division of labor and economic efficiency. Large businesses that normally subcontract would be induced to less efficient internal production to avoid the sales tax, and related suppliers might lose business or go bankrupt. The result could be substantial lowering of national productivity.

3-8.  Avoidance and Evasion. Combine a national sales tax with state sales taxes and there may be a very substantial impediment to trade. People may turn to tax avoidance, and if that doesn’t work, tax evasion. And those conditions can induce creation of black markets, which in turn attracts organized crime—another problem.

3-9. Forced Redistribution. Like the income tax and Flat Tax, there is no relationship in the FairTax between the assessment and an implied level of government service. A national retail sales tax is another proposal for arbitrary seizure and forced redistribution for the promise—or illusion—of bureaucratic efficiency.
IV. Summary and Conclusions

4-1. The Basic Problem.  Governmental policy, including the type and level of government spending, can be debated by Republicans, Democrats, socialists, and libertarians. Whatever budget is finally passed, however, should be applied objectively against the tax base under a stable and objective federal tax system. Contemporary policy makers, unfortunately, have moved toward subjugation and control of citizens and centralized economic management through political manipulation of the tax code, instead of maintaining a stable and objective assessment schema based on the implied level of government service and the actual cost of government.
4-2. Tax Reform Solution. The first step toward a solution is to understand the philosophical and economic primaries involved in the operation of government and governmental tax policy, and then to identify the principles of a sound tax system. The final step is the development and design of a tax system for general revenue acquisition which comports with those principles.  This has been accomplished—after a major research project and published thesis—and a summary overview of the proposal is offered on the Tax Reform Advisory Panel Website.
4-3. Reference. Please see www.taxreformpanel.gov, then select “View Comments Received,” “Request for Comments #2, From Business,” then select “RPUT – Tax Reform/Research Project” for the proposal overview.  The published book on the tax reform proposal, Taxation and National Destiny: A Tax Systems Analysis and Proposal, is available at Amazon.com or BarnesandNoble.com, your local library, or bookstore. Additional information can be found on the tax reform Web site www.rput.com.
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