CHAPTER 13
TAXATION AND THE CONSTITUTION:
Taxes should be continued by annual or biennial reenactments, because a constant hold, by the nation, of the strings of the public purse is a salutary restraint from which an honest government ought not wish, nor a corrupt one be permitted, to be free. Thomas Jefferson, letter to John Wayles Eppes, June 24,1813.

To take from one, because it is thought his own industry and that of his fathers has acquired too much, in order to spare to others, who, or whose fathers, have not exercised equal industry and skill, is to violate arbitrarily the first principle of association, the guarantee to everyone the free exercise of his industry and the fruits acquired by it. Thomas Jefferson, letter to Joseph Milligan, April 6, 1816.

 
There must have been a real and pressing reason why the writers of the Constitution prohibited an individual personal income tax under Article I, Section 8.  And, there was! Many of these patriots had come over from England and other European countries, or were second generation citizens, where the ruling government was in the hands of kings, emperors, and other despots. They knew first-hand how these sovereigns over-taxed their "subjects" to the extent that the "common folk" were kept in virtual poverty. In the Declaration of Independence it is written about the many abuses and usurpations of the present King of England, followed by the words: For imposing taxes on us without our Consent. Unless you were a member of the gentry, those who had nobility and titles, you had no say in how you were governed. It is doubtful that even the "chosen" had much to say as well. They went along with the excesses of their sovereign in order to retain their exalted positions. In fact, they were expected to do the actual taxation of their subjects and share most of what they collected with the king or emperor.

If there is a valid reason and purpose for imposing a federal income tax on the earnings of the workers of this Nation, then there must be an equally valid and properly proposed and ratified amendment to the Constitution. In this proposed amendment it must be spelled out exactly how this tax will be executed. Under the present federal income tax system it is neither honest nor fair to those it taxes. The Internal Revenue Service (IRS) has been given power way beyond what the Constitution gave to the federal government under Section 8 of Article I. The code is so gross (currently with over 70,000 pages) that even the IRS agents cannot accurately advise a taxpayer on his/her tax problem, which. If not properly advised may cause fines or even imprisonment. Therefore, the first order of business in 2011 would be to scrap the present ridiculous tax system and develop a fair and humane method of providing the federal government with “adequate” revenue.

Currently there are at least three tax reforms being either discussed or with bills setting in the House Ways and Means Committee of Congress. They are: (1) The Value-Added Tax (VAT), (2) The Flat Tax (FT) H.R. 1040, and (3) The Fair Tax (TFT) H.R. 25/S.296. It is NOT the intent of this chapter on Tax Reform to present anything other than a brief description of each of these reforms, but hopefully that the reader will be encouraged to seek more information to intelligently understand each proposal and to then encourage our representatives in Congress to do what they have admitted for years needed to be done – and that is to reform the current tax system.

(1)
The Vat Tax (VAT):

The VAT is a tax added on top of all other taxes, and is similar to a national sales tax, but is collected at every stage of business production until the entire burden is ultimately passed onto the consumer – you and me. It actually does absolutely NOTHING to solve the current tax system. Proponents suggest that the VAT would be an “easy fix” for the current deficit since it would be difficult to be exempt since it is “added” at the retail level.  This argument by the proponents only leads to avoid it by businesses and individuals by fraud, which would lead to limiting VAT’s ability to reduce any deficits. In an article by Curtis S. Dubay, Published by The Heritage Foundation, January 21, 2010, made the following comment about fraud and VAT:

“Fraud Rampant. VATs are common in other countries, especially in the European Union (EU). Despite the perception in that VATs are difficult to evade, data show that fraud to avoid VAT is widespread in the EU. In fact, the fraud is causing revenue shortfalls large enough that many EU countries are scrambling to prevent the abuse.

“Under the most common form of VAT – the credit-invoice method – businesses pay the tax on their purchases and collect it on their sales. After deducting the taxes they paid on purchases from the amounts they collected on sales, businesses remit the difference to the government.

“This system is supposed to insure that every business in the supply chain pays the correct amount of tax. For instance, if a business under charges the VAT to the next company in the production chain, the second company has to pay a higherVAT to the government. The total amount of tax collected by the government remains the same regardless of which company pays it.”

And, on top of the VAT being passed onto the consumer, the business will also pass on the compliance cost just to make sure that the federal government doesn’t penalize them if they do not collect the correct amount of VAT. 

The biggest fault of the VAT is that it does NOT reform the current Income Tax System, payroll taxes or corporate taxes. In the EU the Vat tax 15% to 25%, and in Mexico 12%, Australia 10%, New Zealand 12% and 7% in Canada. According to Mr. Dubay in the same article mentioned above, he states “Some suggest a VAT rate of 20 percent for the U.S. At this rate it would have raised $1.26 trillion based on the size of the economy in 2008, a 50% percent tax increase for that year.”

Under the VAT the IRS would still be intact to handle income taxes as well as VAT. The VAT is imposed and collected at every stage of production and distribution, as well as at the sale of goods and services. In addition there is a tremendous amount of administrative paperwork on the part of businesses, which will be passed onto the consumer. The VAT is an economy drag, and without reduction of other taxes it becomes more of a drain as the economy rises or falls, and generally it discourages consumption. Compared to the FT and TFT, the VAT, in my opinion, is the least desirable mainly because it does not fix the current system.

(2)
The Flat Tax:


A Flat Tax is a tax system with a constant tax rate, which means that everyone pays the same tax rate on their earned income with a standard deduction. Unlike the current tax system, a FT is simple (a single postcard for both individual and businesses), consider fair, and good for growth. With the single postcard form the FL eliminates the 893 forms required by the current system. In his “A Brief Guide to the Flat Tax (published on July 7, 2005), Daniel J. Mitchell, Ph.D. wrote the following:


“Unlike the current tax system, which discriminates based on the source, use, and level of income, a flat tax treats all taxpayers equally, fulfilling the ‘equal justice under law’ principal etched above the main entrance to the U.S. Supreme Court building. And unlike the current system, which punishes people for contributing to the nation’s wealth, a flat tax would lower marginal tax rates and eliminate the tax bias against saving and investment, thus ensuring a better economic performance in a competitive global economy.” Dr. Mitchell is the McKenna Senior Research Fellow in the Thomas A. Roe Institute for Economic Policy Studies at the Heritage Foundation.


Dr. Mitchell further points out that the major features of a FT are: (1) A single tax rate; (2) elimination of special preferences; (3) no double taxation of savings and investments; (4) territorial taxation; (5) consumption based; and family friendly. On the advantages of a FT he makes the following statement:


There are two principal arguments for a fair tax-growth and fairness. Many economists are attracted to the idea because the current tax system, with its high rates and discriminatory taxation of savings and investment, reduces growth, destroys jobs, and lowers incomes. A flat tax would not eliminate the damaging impact of taxes altogether, but by dramatically lowering rates and ending the tax code’s bias against saving and investment, it would boost the economy’s performance when compared with the present tax code.


Bottom-line of a FT is that it does reform the monstrous current tax code and does greatly simplify the paper-work and is fairer to the taxpayer, but it does not eliminate the payroll tax and is more like a VAT. It still requires reporting, audits, and collection activates.  H.R. 1040 (related bill S. 963), which was introduced by Representative Michael G. Burgess (R-TX), may be down loaded from the Library of Congress by clicking onto THOMAS in the MENU and entering the bill number in the appropriate block.

(3)
The Fair Tax:


Before beginning this discussion on The Fair Tax (TFT) I must admit that I am very bias in favor of this tax reform and feel this IS THE correct solution to the removal of the current tax system. TFT does what neither of the two above will do. TFT will completely replace the entire current federal tax code. This tax reform was first introduced in Congress by Representative John Linder (R-GA) in 1999 as H.R. 25. 


The idea of a national consumption tax has been around for a long time, but the “birth” of the Fair Tax Movement actually began in Houston, TX, by a group of businessmen who saw first-hand what the federal tax code was doing to economic health of the nation.  They formed the group AMERICANS FOR FAIR TAXATION (AFFT), and began soliciting proposals from several major universities for research and studies on how to reform the tax system. From this research came the bases for H.R. 25, and was perhaps the most extensive and expensive study of tax reform ever. “The goal of the AFFT was to develop a system that would raise the same amount of revenue for the federal government as the current income tax system, but which would be less intrusive, abusive, coercive, and corrosive.” (Page 770, The FairTax Book, by Neal Boortz.)


Here is a brief summary of how H.R. 25 proposes to reform the federal tax system:


1.
It will create jobs where the current system destroys jobs. By stripping out hidden federal income taxes and compliance costs, the Fair Tax makes U.S. goods more competitive overseas and more affordable at home, therby sharply increasing job creation, while sharply reducing our balance of payment deficit.


2.
It gives you your whole paycheck, with no federal withholding, so what you earn, you get.


3.
It will eliminate Social Security withholding, which is the most regressive tax of all, while ensuring that the system will fulfill its promise to one generation without being a terrible burden on the next.


4.
It will eliminate the corporate taxes and cost of compliance hidden in both wholesale and retail prices.


5.
It will dramatically lower the effective tax rate for lower and middle income with a rebate to every individual or family up to the federal poverty level.


6.
It will allow families to save more and faster for home ownership, education, and retirement.


7.
It allows homeowners to pay their entire house payment with pretax dollars, which will be a great improvement over the current home interest deduction.


8.
It will free up time wasted on filling cumbersome and inscrutable IRS forms throughout the economy to the tune of $325 billion or more per yeas.


9
It is revenue neutral as it raises the same amount of revenue.

           10.
It will abolish the IRS as we know it!


To accomplish all of the above and to retain the federal revenue at its current level economists have calculated that it will require a maximum 23% National Sales Tax on all NEW goods and services. (At least prior to the 2008, 2009 and 2010 disastrous spending by the government to bail-out the auto, banking and housing industries.) The 23% is based on the current tax collected from income and payroll taxes, which is 23.82%. It is estimated, once the national debt is returned to normal levels that the  23% can be reduced over time to as low as 10%. 


An important point in the revenue collected by a national sales tax is that every person will be paying their “fair share” based on their consumption. Billions of dollars currently goes uncollected from the “underground economy”, criminal and drug activities, and other similar individuals. The Fair Tax will also encourage the return of billions of dollars that are deposited off-shore and in Swiss banks, not to mention the return of thousands of jobs from companies who operate outside the United States. With the elimination of all corporate taxes there remains only “cheap labor” to entice them to remain in other countries.


The complete text of H.R. 25 (related bill S. 296) may be down loaded from the Library of Congress by clicking on THOMAS in the MENU and entering the bill number in the appropriate block. Also, additional information may be found on the AFFT website @ www.fairtax.org.


In closing this chapter on taxation, let me stress that one of the most pressing reforms in the federal government is in the reform of the current tax code. Ronald Reagan made the following observation on our federal tax system:


“Our federal tax system is, in short, utterly impossible, utterly unjust, and completely counterproductive. It reeks with injustice and is fundamentally un-American. . . . It has earned a rebellion and it’s time we rebelled.”


Plato (427-437 BC) had this incite: “When there is an income tax, the just man will pay more than the unjust less on the same amount of income.”
Almost every politician who has campaigned for elective office has run on the fact that our income tax system and taxes in general needs drastic reform. Yet congress after congress has ignore this fact and refused to take any action to correct this broken system. It is past time for the American citizen to demand that action be taken before it is too late to reverse the trend that system is heading our nation into –complete bankruptcy! 

The Fair Tax Act – H.R. 25 & S-3 – is the only tax reform that will save our economy and put 

our unemployed back to meaningful jobs. It is the only reform that will eliminate the need for the IRS, thus saving millions of taxpayer’s dollars and the tremendous cost of compliance. It is the only reform that will bring American jobs lost to other countries back to the USA. It is the only reform that will eliminate over 70,000 pages of the current tax code, which no one can fully understand. It is the only reform that will curb the influence of lobbying in the halls of Congress and reduce spending. 
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