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The Path To Tax Reform: Cutting Taxes For Those
Who Pay For Them

The famed fiscal cliff looms. The Bush adminigtratincome tax cuts expire at
the end of the year, along with the Obama payaalreduction. Congress should
extend all of the cuts rather than play the sociddistructive game of class
warfare.

The U.S. faces a fiscal crisis. However, it igiais of spending. Outlays have
exploded under both Presidents George W. BusiBanack Obama Domestic
and military expenditures are up dramatically. &pdpending accounts for an
abnormally high percentage of the GDP.

However, President Obama remains fixated on inagrgdaxes. No doubt, one
reason is the traditional leftish enthusiasm fgger government. In general, the
more one taxes the more one can spend.

Uncle Sam has primarily paid for his recent exgosof outlays with a tsunami of
debt—more than $1 trillion in red ink in each oétlast four years. But with the
American people growing more concerned about irszgdsorrowing, higher

taxes have become an imperative to continue furnithi@gxpansive and expensive
welfare/warfare state.

Taxesalso offer a means for Democrats to play thediti@nal class war

card. Seeking reelection in the midst of difficetionomic times, the president
would prefer to talk about anything other than esoirc growth and
unemployment. Hence President Obama’s insistdrateongress allow tax cuts
to expire for the “rich.”

The wealthy always have been a convenient politarglet. A recent Pew
Research Center poll found that 58 percent of Acaes believe the rich don’t
pay enough in taxes. This sentiment animates woeldass warriors. “I’'m not
proposing anything radical here,” argued the pedid “| just believe that
anybody making more than $250,000 a year shoulibgk to the income-tax
rates we were paying und@ill Clinton.” (In fact, the president’s health care bill
imposed a 3.8 percent investment income surchardegh earners, so rates
would be higher.)



However, most Americans are not moved by the appeatvy. An
overwhelming 68 percent believe it is “importard’dxtend all of the Bush tax
cuts, including for those earning above $250,000.

President Obama professes shock over the “coséixatuts. The AFL-CIO
complains of “tax giveaways.” However, tax cuts apt a government
expenditure but a return of tax payments. Tax atgsnot transferring income,
taking money from Peter to pay Paul and the latebbyists, but returning
money previously earned, giving Paul what origynalas Paul’s.

As a result, the rich normally receive more thampbor in tax cuts because the
former pay more in taxes. Indeed, the wealthyg#t more in taxes. So any fair
tax cut gives more money back to the rich tharptha. Presidential spokesman
Robert Gibbs said that “millionaires, billionairélsey don’t need a tax cut.” But
the issue is justice. In contrast, “tax cuts” whgive money to those who don’t
pay taxes are welfare, not tax cuts.

Mere possession of wealth does not justify confisoaby the state, or even high
tax rates. A government which ensures a securéraadociety operating under a
rule of law warrants support. However, these comak benefit everyone,
irrespective of income. There’s no reason in ppiecto prefer progressive to
proportional taxation, other than the natural desirthe majority to shift the cost
of government onto someone else. And politicisangeemo legitimate claim to an
unlimited share of other people’s money, whethey thre rich or poor.

Moreover, the rich already pay a disproportionat@s of taxes. According to a
recent study by the Congressional Budget Office ttip one percent of earners
pays 22.3 percent of income taxes and an averégefrd8.9 percent. The next
four percent pays 17.3 percent of income taxesaanalverage rate of 24.1 percent.

The top income quintile pays 67.9 percent of incéaxes and an average rate of
23.2 percent. The second quintile accounts fa3 p8rcent and pays an average
rate of 15.1 percent. The middle quintile pays@eent and an average rate of
11.1 percent. Quintile number four pays 3.8 pdroéiotal collections and an
average rate of 6.8 percent. The bottom quinalgsp3 percent of tax collections
and an average rate of 1.0 percent.

The only group which pays more than their propodicshare is top
earners. Everyone else comes in under average.

Moreover, the rich pay a higher share than thareslof income. The top quintile
accounts for 50.8 percent of before tax and 47r@2epe of after tax income. The
respective numbers for the next quintile are 2bd 21.6. The middle quintile
comes in at 14.7 and 15.8 percent. The fourthtdgiis 9.8 and 11.1

percent. And the lowest quintile is 5.1 and 6.&ppt. Noteworthy is the income



impact of taxes: under the current system, ordf l@arners end up with a smaller
share of total income after taxes. Everyone edsesgshare.

The differences in shares of income taxes paighargcularly dramatic. The
respective quintile shares are 94.1 percent, 1&dept, 2.7 percent, -3.5 percent,
and -6.6 percent. That is, the bottom 40 perceAntericans collect more
through income tax credits than they make in inctemgpayments.

Other analyses offer equally striking results. Taeone percent of earners pays
36.7 percent of all income taxes collected. Tlrefive percent pays 58.7
percent. The top ten percent pays 70.5 perceime. tdp quarter pays 87.3
percent. The top half pays 97.8 percent. Whichmaehat the poorest half of the
population pays virtually no income taxes. (Therage tax rate paid by the
bottom two quintiles actually is negative, 9.3 @ericand 2.6 percent, due to
refundable tax credits, especially the earned irectan credit.)

No surprise, the wealthy also pay a disproportieshare of corporate taxes. The
shares per quintile, respectively, are 77.2, 1R02,3.2, and 1.8 percent.

Class warriors point to payroll taxes, but thesgele make “much less difference
than people might think,” noted Stephen Moore ef\tfall Street Journal in a

new study for thélanhattaninstitute. Anyway, high earners also pay thedatg
share of social insurance taxes, though their gbaret so disproportionate. The
top quintile accounts for 45.3 percent, compare@dt@ercent for the next quintile,
15.4 percent for the middle quintile, 9.7 percenmtthe fourth quintile, and 5.3
percent for the bottom quintile. Even excise taxdsch are imposed with no
relationship to income, are paid disproportionatsfythe wealthy, though the
numbers are closer: 32.1, 21.3, 18.8, 15.1, arfdl d&cent.

Overall, Moore argued that it is a myth “When ak other taxes are counted, the
rich get off easy.” Scott Hodge, president of Tlax Foundation, figured that the
U.S. takes a higher share of the earnings of tretimethan any other wealthy
industrialized state. He explained: “the U.S. thesmost progressive income tax
system among industrialized nations.”

America’s top ten percent of taxpayers accounéifopercent of all collections, 50
percent above the 32 percent average for the Qrgigom for Economic
Cooperation and Development (industrialized) statesontrast, the wealthiest
ten percent of taxpayers pay 42 percent in Itayp&cent in Great Britain, and
37 percent in Australia. The comparable numbergumt 28 percent in France, 27
percent in Sweden, and 21 percent in Switzerland.

Of course, one still could believe that the ricbhwdd pay more. But not because
they aren’t paying their “fair” share, whateverttheeans.



President Obama also contended that “We can't@timkeep” up tax cuts for
those earning above $250,000. However, higheraims create a disincentive to
work and invest. Wealthier taxpayers are likelghoose consumption activities
and tax shelters in response to rising taxes. clisxmay not literally pay for
themselves, at least when the rates are at toteets (going from 100 percent to
90 percent clearly would raise revenue; going fldhpercent to O percent equally
obviously would not; in between is an empirical sfien). However, static
estimates always overstate lost revenue. Moorarteg that past rate reductions
“brought in more money because they helped theaugrio grow and created
more jobs and more wealth.”

Further, there are two sides of every deficit: nejoieg as well as taxing. Itisn’t
possible to sustain America’'s modern welfare/wartsate only through taxes on
the rich. And it wouldn’t be fair if it was possél

In fact, “we can’t afford” today’s policies because are spending too much, not
because we are taxing too little. Social Secutg Medicare are middle class
welfare, fake social insurance in which the youunlgssdize the old. ObamaCare
will inflate demand for health care, inflating fedeexpenses. The bulk of U.S.
military outlays go to protecting prosperous angylous allies, rebuilding failed
societies, and making other nations’ conflicts own. Corporate welfare
underwrites profit-making firms. None of these engitures warrant higher taxes
on anyone, rich or poor.

Before they think, let alone talk, about raisingets Congress and the president
should cut spending. Even a passionate liberafpssive should take a hard look
at Uncle Sam’s $3.6 trillion in outlays. Policyneak should assess effectiveness,
eliminate duplication, rethink priorities, and makade-offs. Until they do so,
there is no serious argument for raising taxes.

The GOP should not stop with supporting the Buglttas. So far Republicans
say they have no interest in extending the twogeege point payroll tax cut,
leaving them open to attack—already launched byteeklajority Leader Harry
Reid—for favoring wealthier Americans with tax retions. Ironically, the
administration also is not pressing to maintainghgroll cut. Jason Furman of
the president’s National Economic Council explain€t@ihat was always intended
to be a temporary measure to support job creatidreaonomic growth.”

The GOP is missing an opportunity to highlight thet that Social Security is not
social insurance, that payroll taxes are not thevadent of private IRA
contributions. “l don’t think we can keep cuttimgo Social Security,” said House
Speaker John Boehner. Yet program benefits wipddid irrespective of payroll
tax levels. Barry Rand, AARP’s CEO, complained #raextension would “put at
risk Social Security’s dedicated funding stream #redhard-earned benefits of



millions of Americans and their families.” Howeyéhne tension between
taxpayers and retirees must be addressed, therdbeniaetter.

Taxes should be simplified as well as reducedevenue code of 72,000 pages
invites abuse. “Tax expenditures”—special inteesgmptions from general tax
obligations—have become a prime tool for enrictimginfluential. Slipping an
obscure tax provision into a large bill hides exgiires which would be
embarrassing if provided through a direct apprdjoma Bloomberg columnist
Caroline Baum complained: “The rich employ pedpléobby Congress on
behalf of their particular business or industryhey make large campaign
contributions to committee chairman, who might bespaded to craft a specific
tax break or vote in a certain way on a piece gislation. And they hire tax
consultants and lawyers to walk them through theentd loopholes, shelters and
strategies to shift income and reduce the estatbtteden on their heirs.” The
president, who has declared himself for reform, @odgress should simplify
taxes before arguing for increased rates.

Finally, government employees who make and enftire¢ax law should pay
what they owe. Earlier this year the IRS repotted federal workers owe $3.4
billion in back taxes. The IRS cited 36 White Hewsdes who owe $833,970 in
back taxes. An even more astounding 1,181 Tred3epartment employees,
who are in charge of federal finances and taxes, V3 million. (At least
Timothy Geithner paid up after being nominated esa$ury Secretary.) Worse,
2,069 staffers at the Department of Justice, whithorces the law, owe almost
$17 million. The same problem exists on Capitdl, iihere tax law is

made. House staffers owe $8.5 million; Senate eyags owe $2.1 million.

Taxes should be lower, simpler, and fairer. Inghert-term Congress should
extend the Bush tax cuts as well as the payrolteduction. Over the long-term
Congress should enact fundamental tax reform. Mewyéixing the tax system

will be near impossible as long as federal spendirgit-of-control. The basis for
tax reform is spending reform. Shrinking the fed&eviathan should be the most
important election issue for November.



