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When our enemes agree with us, we should listen, . . . very,
very carefully.

The heir to one of the great American nedia fortunes, an
intellectual equal of George Il (and naybe even George I1l), a
sonetinme candidate for president, has even witten a book about
our subject, nanely the FLAT TAX. | nust respectfully admt that
| have not read the book in question, though |I have read nunerous
articles by the author concerning the ideas expressed therein on
the Wall Street Journal's editorial pages. | do believe in market
forces, that the value of goods eventually reaches a true |evel
When the book, in good condition, or even new, is available for
99 cents, or less, | will buy it. |I nmay even read parts of it.

Wen the fox is arguing loudly, even coherently, for greater
security for the chicken coop, there is usually a reason. And the
reason is seldom one that the chickens, if they have any idea
what is going on, which they usually don't, would approve of.

So what does the incessant drum beat for a Flat Tax, from the
right, in the W8J, and on NPR (which should be renaned NCR -
Nat i onal Corporate Radi o) nean?

At this point, as a Populist and a Geen, | wuld like to put
forward a sinple, noderate, and, | hope, reasonable, proposition:

To wit; that there should be a direct connection between the
obligation of any individual, or corporation, to pay taxes, and
the ability of that sanme individual, or corporation, to pay
t axes.

In the background | can here the excited rustling of the W5J
Edi torial Page:

"But, that is what we have been saying all along! The Flat |Incone
Tax is a fair tax. Ooviously sonmeone with a large incone has a
greater ability to pay taxes than soneone with a small incone."

"A Flat Tax, at a reasonable rate, say 20% w thout | oopholes,
woul d be easier to adm nister, increase revenue and be nore in
keeping with the ideals of our denocratic society."”

This is all true.

"And how about people with very snmall incomes living at, or
bel ow, the poverty |ine?"

The i nmmedi ate answer to that question is always a deduction, say
the first $10,000 of incone should be exenpt from taxation. This
is still fair and it seens conpassionate. It is also not flat.



But let us skip over this small contradiction for the nonent. The
editorial pages of the WSJ abound in contradictions. If the W5J
advocated a flat tax that was flat, THAT woul d be news.

* % %

This just in; February 17,2006, from the Editorial Page of the
WEJ:

A Denocratic Senator from Oregon and a Denobcratic congressman
fromIllinois propose "The Fair Flat Tax Act"”, which would have
". . . just three personal tax rate brackets - 15% 25% and 35% -
instead of the current six.

Wwell, fair it mght be, but howis it flat? "Flat" now, at |east
on the editorial pages of the WAJ, seens to nean "good". WII we
soon have a "Flat Patriot Act?"

* % %

We need exanpl es; let us take George and Any:

Bot h have incones of $1,200,000 per year, well above the nedian
income, but still nodest. These are not greedy people.

George has net assets of about $100,000,000 and chooses to
subsi st on $100,000 a nonth, before taxes. George could just as
wel | decide to subsist on $200,000 a nonth. He can well afford
it. But his innate sense of decency, and perhaps an inborn
frugality, tell him that $100,000 a nonth, something |ess than
$20,000 a week after paying the Flat Tax on his incone, is
enough.

Any works on Wall Street. She has sone assets, a new condo,
nortgaged to the hilt (that mght, or mght not, be worth what
she paid for it), a leased autonobile, a nenbership in a good
country club (a very necessary business expense) and other odds
and ends, sonme of which were not paid for by credit card debt.
But her net worth, on a good day, is zero. Don't ask about a bad
day.

Under the proposed Flat Incone Tax both have the sanme obligation
to pay taxes. But do they have the sane ability to pay taxes?
Can, and shoul d, George pay nore than Amy?

Again, in the background, the Editorial Page of the WSJ is
excited, but this tinme with true indignation

"The taxes on George's assets have already been paid. If Any has
no assets that is, a) her fault, b) God's will, c¢) the nora
weakness and failings of her ancestors, d) just the way the
cookie crunbles. W do not live in an egalitarian society, nor
should we want to!"



Now imagine the fox, architect of the new, inproved security
system for the chicken coop, quietly locking the door ... from
the inside! The Fox is smling.

Here's why. And this is really inportant, so listen up.

The Holy Grail for the truly rich has always been to disconnect
the obligation to pay taxes from the ability to pay taxes. The
Flat Income Tax is a small concession to pay in the greater
schenme of things. And the truly rich have the power to determ ne
what their incone is.

Harry is much, much richer than George. Anong other things, he
has one billion dollars in gold buried in his backyard. He has no
income at all, but he has to eat. Fromtine to tine he deposits a
smal | amount of gold in his local bank, and borrows some noney,
at a very low rate of interest, against it. O course he does
have to pay interest, and the interest is conmpounded in this
exanple. (Harry is not very sophisticated, there are better ways
to do this. But then lawers would have to be paid.) If Harry
manages not to live too long, paying interest is still cheaper
t han paying incone tax, be it flat or not.

Harry has a greater ability to pay taxes than either George or
Any, and he should al so have, arguably, a greater obligation to
do so. But being truly rich, he can avoid paying taxes
al t oget her.

Are we then to conclude that the Flat Incone Tax is a bad thing?

Yes, the Flat Incone Tax is a bad thing. But not because it is
Flat. It is the incone tax itself that is bad, flat or no, and it
should be gotten rid of. The income tax began as a consunption
tax that affected only the wealthy, and it has becone a tax on
| abor which the very wealthy are nostly able to avoid. There
seens to be sone consensus on this as the noney raised through
the inconme tax, as a percentage of GDP (G oss Donestic Product),
is decreasing every year. Maybe the incone tax has cone to its
senses and is phasing itself out.

But if we don't tax incone, what, or whom do we tax? And how?

| don't like to change the subject, but there is another question
that has to be asked, and answered, first:

HOW MUCH MONEY SHOULD TAXES HAVE TO RAISE? Or, to put it another
way, how much noney, as a percentage of the GDP, do we need to
adequately finance the public sector in order to have a decent,
just, and livable society?

According to the 2005 edition of the Statistical Abstract of the
United States, the expenditure level for the United States, for
all levels of governnment, is 36% of GDP. The expenditure |evel



for the nost prosperous of the Common Market countries runs close
to 50% of GDP, or slightly above. This conparison is distorted by
the fact that the US is using about 6 of that 36% in an all out
effort to bring peace, denocracy, prosperity and the bl essings of
private property to various parts of the world through the use of
smart bonbs and depleted uranium But this, of course, is
irrelevant to the GDP. Wether we pay for parents to raise their
children, spread collateral damage throughout the world, or piss
the noney down the toilet, is all the same to the GDP

The 36% al so contains transfer paynents between the Federal and
state and |ocal governments. Thus our expenditure |evel, when
conpared to Europe, is closer to 30%than 36%

O course the Anerican per capita GDP is higher than al nost all
the European countries (Denmark and Luxenbourg being quaint
exceptions), but it is also evident that the standard of 1iving
of ordinary people is much higher in many, even nost, European
countries.

The countries of Wstern Europe are either very close to
achieving the nodel of a just and decent society (at |east when
conpared to us), or they are at |east progressing towards that
goal, towards econom c justi ce.

We are regressing. The nunber of poor people is increasing, the
standard of living of the mddle class (what's left of it) is
decreasing, and the rich . . . , well, the rich are doing quite
wel | thank you

O course Europe has problens, and we are not Europe.
What woul d economic justice look like in this country?

Let's start with a rate for public expenditures al nost 50% hi gher
than we have now (correcting sonewhat for our bloated "defense"
budget and for transfer paynents between the different |ayers of
governnent), say 45% still Jlower than the nobst prosperous
European countries. W are nore efficient, aren't we?

This woul d be about 5.4 trillion dollars. This is a | ot of nobney.
But would it be enough for a just and decent society?

This begs the question of what constitutes a just and decent
soci ety.

Three things cone imediately to m nd:

A basic mninmum inconme for every individual, so that while sone
woul d still be poor, none would be destitute. (This could also be
achi eved through a Basic |Income Guarantee, but | nuch prefer the
concept of a basic income [Gundeinkomren], and a flat one at
t hat.)



Compl etely free universal nedical care, and an abandonnent, on
t he national healthcare |evel, of the concept of fee for service.
This does not nean the socialization of nedicine. Private
heal thcare would still be available, as it is in all European
countries, but no one would have to depend on it for quality
heal thcare, for their own lives, or the well being of their
chi | dren.

Free education from preschool through the PHD, for those who can,

and want, to go that far, as well as free, high quality,
vocational training for those who are not academ cally inclined.
Again, private universities can still exist, but they would have

to conpete, much as CUNY (Gty University of New York) and
Columbia did during the depression, when CUNY was free, and
produced nore Nobel Prize w nners than Col unbi a.

These are the three big ticket itens. How big?

A Basic Income of $500 a nmonth for every citizen of this country
would cost a little under 1.8 trillion dollars a year. This would
be taxable incone paid to each and every citizen frombirth to
death, as long as they are breathing.

Uni versal healthcare, estimated at between 6.7% (Canada) and 9%
(Germany) woul d cost about 900 billion dollars a year. W already
pay 16% of GDP for healthcare and still have 45 mllion
uni nsured, and countless underinsured. Swtzerland pays 11.5%
including private healthcare, and everyone is insured.

Education would cone to no nore than 300 billion, for preschoo
and hi gher education, in addition to what we spend now. State and
muni ci pal colleges and universities would be free. Perhaps a
National Free University, including a School of Medicine, would
be a good i dea.

This all cones to 3 trillion dollars, or about 25% of GDP. This
woul d leave 2.4 trillion left over for everything el se.
How are we to raise 5.4 trillion in taxes, without an income tax,

when we are straining to raise (on the Federal |evel) about half
that now wth the incone tax?

| ncrease taxes under the present systenf
Not a viable political option.
Go back to the progressive tax rates under Roosevelt and Truman?

The confiscatory tax rates during the Second Wrld War, and
after, had, as their main purpose, the maintenance of the status
quo, that 1is, the protection of existing corporations and
financial institutions from undo conpetition, from new noney
created by war. The worst result of this, perhaps unintended, was
to preclude the newest wave of immgrants, the blacks from the



Sout h, driven off the land by agribusiness, who mgrated north to
find work in the war industries, from acquiring capital and
maki ng the traditional transition to the mddle class.

Tax the rich?

This is always an unpopul ar stance in American politics. The rich
feel discrimnated against, and the non-rich, who fully intend to
be rich soneday, feel threatened in advance.

A much better approach is to demand that the rich pay taxes just
i ke everybody else. The rich don't nmuch like this idea, mainly
because they are just not wused to paying serious taxes in
proportion to their ability to pay. But nost other people will go
along with this.

Redi stri bute weal th?

This just doesn't work. Wen an attenpt is made to redistribute
wealth redistribution wusually only occurs wthin economc
cl asses, not between econom c classes. That is, wealth is rarely,
if ever, distributed fromthe top to the bottom w thout nost, or
all, of the wealth being destroyed. Unfortunately redistribution
in the opposite direction, from the bottom to the top, often
works quite well.

So what do we do?

| would Iike to propose a sinple, and flat, tax systemthat would
rai se the noney we need for a livable country. | amnot asserting
that this is the only way the noney needed, 5.4 trillion dollars,
can be raised, nor even that this is the best way to do it. But I
would like to show that it is possible, and that the proposition
itself is not unreasonabl e.

Let us consider four kinds of taxes. Al would be flat. The first
three woul d rai se revenue, the |ast would be an expenditure.

First is a Net Asset Tax, in other words a tax on net wealth

This would not be a tax on persons, but a tax on the property
itself. If you own sonmething of value, and wanted to keep on
owning it, you would have to pay the tax. But ownership itself is
voluntary. If you don't want to pay the tax, walk away from the
property, or tell the government to cone and get it.

In the past wealth, or asset, taxes have not worked because they
were arbitrary and, usually, rmuch too high. Any asset tax over 3%
per annum just won't work. This isn't a way to tax wealth but to
destroy it. Proposition 13 in California was a good exanple of

this, an extreme reaction against excessive and arbitrary
property taxes, that, in the end, destroyed the best educati onal

systemin the country. New Jersey may be next in line.

In conputing asset taxes (real estate taxes are an exanple of an
asset tax) there are three different rates to be consi dered:



THE ASSESSED VALUE: Real property is usually assessed at sone
percentage of its full value less than 100% If the property is
assessed at 100% of the current nmarket value, that is, for what
it can actually be sold for in a reasonable anmount of tine, this
is called full value assessnent.

THE NOM NAL RATE: This is the tax conputed as a percentage of the
assessed val ue.

THE EFFECTIVE RATE: This is the rate that you actually pay as a
percent of the full market value. If the property is assessed at
full value, the nomnal rate and the effective rate are the sane.

To understand just how confusing this can be; for the 50 sel ected
urban areas tracked by the Statistical Abstract of the United
States the nomnal rates vary between 0.38% and 3.88% the
assessnment rates between 4% and 137% and, the effective rates
al so between 0.38% and 3.88% The odd symretry here results from
the fact that both the highest taxed city in the US, Providence,
Rhode I|sland, and the |owest taxed city, Honolulu, Hawaii, both
have full value assessnent, but the effective/nomnal tax rate in
Providence is ten tines that of Honol ul u.

In the case of property taxes the assessed value represents the
portion of real value, usually, but not always, |ess than 100%
that is taxed. For incone taxes the taxable incone, a portion of
your total incone, always less than 100% is the part of your
income that is taxed. Nobody is expected to pay taxes on 100% of
their inconme. The Alternate Mninmum Tax (AMI) was instituted
because so many wealthy tax filers, wth high incones, had
taxabl e incones that were so low that they did not have to pay
any inconme tax at all.

Much of the inane debate about who pays how nuch taxes in this
country is fueled by the confusion, often intentional, between
these different rates. For instance a nominal income tax rate of
150% can seem unreasonabl e, but if your taxable income is only 2%
of your real incone, then your effective tax rate is only 3%
whi ch is not unreasonable at all.

In the end it is the effective tax rate that is inportant when
conparing taxes. In order for a Net Asset Tax to work well, the
nom nal tax rate and the effective tax rate should not be far
apart.

But, if an asset tax is ever enacted, the real battle will be
over assessnments. There will be endless argunents over whether
one pot of gold is worth nore than another, eventhough both are
the sane size. Argunents as to why 200,000 acres of land are only
worth 20 cents an acre when a few hundred acres have just been
sold for $2000 an acre to build a new shopping center. The
Editorial Page of the WBJ will rant and rave about "taking" and
"class warfare" in a nost entertaining way.



But this is a very serious problem 1In New York Cty al
residential property is assessed at 8% Yet the effective tax
rate on the nost expensive properties is often 0.20% (one fifth
of one percent), while very nodest hones in working class areas
are often taxed at an effective rate of 3.5% or higher.

The only real solution is transparency, that all wvaluations of
taxabl e property are a matter of public record easily accessible
to everyone.

The next questions are, what is the value of all assets in the
United States, and what constitutes an asset?

The answer to the second question is sinple. Anything that you
can legally alienate, that is sell, or give away, is an asset.
The answer to the first question is a bit nore conplicated.

The first big problem here is that a tax on assets wll change
the value of the assets thenselves. Assets that bring a generous
return will probably increase in value. Assets that bring no
return (such as art works) w Il probably decrease in value. The
Capitalization of the stock nmarket today is about 16 trillion
dollars, residential real estate is a little nore than double
that, and there is a lot of noney (which is an asset) kicking
around. A low value, taking into account the early stages, or the
anticipation, of an asset tax, would be about 100 trillion
dollars, or about 8 tinmes GDP. If assets were taxed at a nom nal
rate of 2% and an effective rate of 1.8% then this would bring
in about 1.8 trillion dollars. This is the same anmount that the
Basic Income would cost. If each individual in the country were
worth exactly $300,000, the net asset tax and the Basic |ncone
woul d cancel each other out. One way to | ook at the basic incone
is that an individual wthout assets has the entitlement (a
| oaded word) to the return on $300,000 at 2% nt erest.

Should the Net Asset Tax really be flat? Wuldn't it nmake sense
to excuse the poorest people fromthis burden?

This is a really ticklish problem but the answer has to be no.
Even a honel ess person, and there will be sonme no matter what we
do, who estimates his belongings to be worth $100 (poor and
wor ki ng people tend to overestimate the value of their assets),
will still have to send the IRS a check, or noney order, for two
dol | ars.

The two dollars is not inportant, but the fact that even the
poorest among us are included in the tax paying process is. A
great deal of tinme was expended by progressives in the 1990s in
regi stering the poor to vote. But the poor didn't vote. There was
al ways a subtle nessage in the air that if you were not a
"taxpayer", then, although you had the legal right to vote, you
were not wel cone. Anyone can march in the Easter Parade, but if
your clothes are too shabby, you won't. Reagan cut mllions from
the tax roles, because they were too poor to bother with. This
was not conpassion. Reagan was sending the poor a nessage, "you



don't count." The poor got the message. Reagan wasn't called the
great communi cator for nothing.

Anot her problem is the different |ayers of taxes. The 2% asset

tax is the maximumtax for ALL |evels of governnent conbined. Wo
gets what is sonething they, the different |evels of governnent,

will have to work out anmong thenselves. But there is a bias. If a
| ocal governnment has an effective property tax of 1% then the
taxpayer still has to pay 2% to the Federal governnent, but he
can deduct the 1%l ocal tax payed fromthe noney owed to the I RS

This is not a tax deduction, but an acknow edgnent that the 1%
has already been paid. O course the |ocal governnment would
quickly raise its tax rate to 2% so that the IRS would get

nothing fromthe property tax. This would not be a bad thing, it

woul d keep the noney down on the farm

The Net Asset tax would be a tax that woul d be paid by the owners
of property, whether they are real persons or corporations. O
course, as the corporations thenselves are property, they would
be owned, and constitute, in thenselves, an asset to be taxed

This inplies a double taxation on corporations. Under our |aws
corporations enjoy huge advantages, the right to shanelessly
bri be and mani pul ate government, anong other things. There no
reason why they shouldn't pay for their privileged status.

This double taxation will not be w thout effect upon both the
corporations thensel ves and the stock market. On the one hand the
sinplification of corporate structures would be encouraged
resulting in a much greater transparency. Corporations could

still hide their liability, and dirty deeds, by neans of nested
corporate ownership, that is, corporations owning corporations,
owning corporations . . . , but it would be very expensive. On

the other hand, since corporations would have to list, for tax
pur poses, their actual assets, corporations with small assets and
smal |, or nonexistent, profits, mght be hard put to justify
their, often wildly inflated, market val uations.

The institution of a Net Asset Tax mght will change the val ue of
the things being taxed. The relative valuation of real estate,
financial assets, stocks, works of art, and alnost everything
el se that m ght be deened an asset, will change. But 100 trillion
dollars still seens a reasonable estinmate.

Make no m stake about one thing, an asset tax of 2% is a very
high tax. A nore confortable rate would be between 1 and 1.5%
But a tax rate of 2% phased in over a period of years, conbined
with the Basic Income would do a lot to soften the unreasonable
gap between the rich and poor in this country. Once this gap is
smaller, the rate can be, and should be reduced. But under no
circunstances, even in time of dire national energency, should
the tax exceed 2.5% If this has to be guaranteed by a
constitutional amendnent, then so be it.

The next tax is the Asset Conversi on Tax:



This is a lousy nane for a tax, and if anyone has a better one,
pl ease | et nme know. What the Asset Conversion tax is, is a vastly
i nproved Value Added Tax, conbined with sonme attributes of a
consunption tax, which will, for nost of us, sinply be a sales
tax. O course any good Liberal (a word that | always use in a
pejorative sense unless |I'mtal king about the 18th century) knows
that sales taxes are "regressive". But the same Liberals are hard
put to explain why countries that depend heavily on sal es taxes
are so often the nost progressive in the world.

The weakness of the traditional VAT is that only the seller is
responsible for collecting the tax, not the buyer. Under our
system both would be equally responsible. Wen you buy sonething
you woul d receive a receipt for the anount paid including the tax
listed separately, and the tax ID nunber of the seller. This is
proof that the tax has been paid.

If the tax hasn't been paid by the seller, or you can't prove
that the tax has been paid by the seller, then YOU have to pay
t he tax.

If we assume a tax rate of 14% lower than all European
countries, this tax would bring in about 1.2 trillion dollars
(2004). However the basic incone distribution, which would nostly
be spent, not saved, could increase this to at least 1.5
trillion. This is of course just a guess, which is what all
estimates, projections and forecasts are anyway.

The tax return for the IRS would be a sinple mtter. For
instance, if your income is $100,000 a year, and at the end of
the year you have $20,000 |left over, then that $20,000 becones
part of your net assets, and is taxed at 2% For the $80, 000 you
have spent you will have receipts for nost of it, proving that
the 14% has been paid. For what is left, that portion for which
you have no transaction receipts, you pay the 14%+t ax.

The third tax is the payroll tax, which, at present covers Soci al
Security, disability insurance, unenploynent insurance, and ot her
things. Social Security is by far the |argest conponent of this,
accounting for alnost 80% The taxes withheld by the IRS for
inconme tax appear from the outside to be a conponent of the
payr ol | tax, but they aren't and will go away when the incone
tax itself disappears.

Social Security works well and should basically be left alone

Over the last few decades Social Security has been used as a cash
cow to finance governnent's general revenue. That is why the
government owes the Social Security Trust Fund sonme 3 trillion
dollars. There is no "Social Security Crisis". The crisis is that
Social Security paynents can no |longer be diverted to genera

revenue. The Social Security Trust Fund is, of course, a joke. It
makes as much sense as ny left pocket owing ny right pocket a
mllion dollars. The Social Security paynents (and other FICA
taxes) should be converted to a payroll tax (which they already



are anyway), flattened out (extended to all wages, not just the
first $90,000) and be counted as general revenue. At a rate of
20% conpared to the present rate of 17.6% the extended payrol
tax could raise about 1.2 trillion dollars. This would entail the
recognition that Social Security is a pay as you go system but
it was never anything el se.

The average withholding tax in the US is now about 30% Wth the
dem se on the incone tax this would be reduced to 20% conpared
to about 50% or nore, in many European countries.

The last tax is a capital tax, a head tax, and it is negative -
your BIG or Basic Income. A Basic Incone of $6000 a year
certainly won't solve all the problens of the poor. But a famly
of three, with one child, and one parent with a m ni num wage | ob,
would have an income of $30,000 a year. This is at least a
toehold on entry into the mddle class. A single nother, with one
child, and a half tinme m ninum wage job, would have an incone of
$18,000 a year. This is not prosperity, but, with free education,
including day care, and free nedical insurance, it is not poverty
either. She, and her child, would have a chance.

Al'l together these first three taxes would bring in about 4.5
trillion dollars. There is still a gap of a nmeasly .9 trillion.

Let's not forget the corporations. Corporate inconme and profit
taxes bring in about 200 billion dollars a year now. And now the
WSJ will intone one of its favorite mantras, "Corporate taxes in
the US are higher than in any other industrialized nation!"

As long as we are talking about the nomnal rate (see above) of
taxation, this is true. The effective rate, especially for our
| argest corporations is another story. The rate of 38% on
corporate profits is extrenely high, but when this rate is
actually paid, that is when the effective rate cones close to the
nomnal rate it is alnost always paid by relatively smal
corporations, ones that <can't afford |obbyists. The Ilarge
corporations have their depletion allowances, their accelerated
depletion allowances, their oil depletion allowances, their
exenptions, exclusions, ... etc., the whole panoply of goodies
that a small arny of 10,000 overpai d Washi ngton | obbyi sts deliver
on a regul ar basis.

Many of our |largest corporations pay little or no corporate tax,
or even better, get noney fromthe governnent. That is, they have
a negative tax rate, less than zero. (The W8J is silent. . .)

The Alternate Mninmum Tax is on its way out, along with the
income tax, but an AMI for corporations mght be a good idea
Shoul dn"t corporations who can afford to pay their CEGCs severa
hundred mllion dollars per year in conpensation (conpensation
for what?) be able to pay a reasonable anpbunt of taxes like the
rest of us (after all, they are persons)?



The conparison with foreign corporations is bogus because the
foreign corporations are taxed at another |evel, before profit or
| oss, nanely the afore nentioned payroll taxes of around 50%
conpared to 30%in the US. The European governnents don't care if
a corporations nmakes a profit or not, they want their noney up
front.

The tax burden on corporations could easily be increased to 300
billion dollars, while, at the sane tinme lowering the taxes on
smal | corporations, which are often nuch too high. Exxon will
survive.

There are, of course, a whole host of taxes that we haven't
touched yet; excise taxes (nostly sin taxes such as al cohol and
t obacco - drugs are still tax free), tariffs, highway taxes, user
fees etc. There could and should be other taxes, carbon taxes,
taxes on corporate externalities, such as pollution and
destruction of natural resources. My favorite would be a Hot Air
Tax on political advertising. Wy shouldn't the governnent

benefit in some way when a billionaire buys a political office?
But all these together won't bring in a huge anmount of noney.
Even with sone new taxes, 200 billion is about the upper limt.

These secondary taxes are also often earmarked for specific
purposes. This is ALWAYS a mstake and Ileads to severe
distortions. Two particularly egregious exanples from where |
live (New York State) are the ear marking of lottery revenues for
education, and highway taxes (gasoline taxes) for highways.

In the first case the lotteries suck huge suns of noney out of
poor comunities that can least afford it, and then the net
revenue is wused to reduce, not augnent, state spending on
education. In the second case the highway taxes finance
magni fi cent thruways in upstate New York, that go nowhere, while
the 100 year old subway systemin New York City, used by mllions
of people every day, rots.

In many ways nodern econonmics is not very nodern. W like to
t hi nk of the cash flow within governnent as sonmething akin to the
wor ki ngs of an 18th century clock, that it is possible to keep
track of an individual event as it enters the system wanders
through it, and comes out the other end. This a useless, and very
m sl eadi ng endeavor. Tax noney goes into the system and noney,
in the form of expenditures, cones out of the system Wat
happens within the systemis indetermnate. Internal governnent
finances are a black box in a quantum universe.

We are alnost at the end, only 400 mllion dollars to go.

The nonetary systemis itself a resource and can, and should, be
used as a source of revenue. Oddly enough our nonetary systemis
in very good shape. In fact, as a country, it is what we are
living from Qur manufacturing base is declining every year,
i nnovation is noving offshore, and our higher educational system



is being trashed by the needs of honel and security.

What we are producing, in ever increasing quantities (and no one
knows how nuch) is noney. The world econony is expanding and
needs a flexible reserve currency. The EURO though prom sing and
solid, is way too small, and too well controlled, to neet this
need.

The Chinese are amassing large dollar reserves in cash and
Federal bonds. They are doing this to forma foundation for their
own trade and currency, not because they |love and admre us. They
don't love or admre us. And they are well on their way to
formng their own East Asian reserve currency, together with Hong
Kong (which though part of China has its own currency), Singapore
and Mal aysia. This group will be expanded to include nost of East
Asia, including Taiwan, but not Japan. This wll take a |ong
time, and until then we can buy cheap stuff at VWl mart.

The nonetary system is perhaps the |east understood artifact of
government. It is not understood well by the general public, and
by econom sts nostly not at all. A thorough explanation of the
nmonetary system is way outside the scope of this paper, and

probably, ny own conpetence. But wth that half hearted
di scl ai nmer:

W have three kinds on noney in this country, noney that is
created as credit, noney that is created as debt, and noney that
is neither.

Credit noney is noney issued as credit by private banks under a
system supervi sed by the Federal Reserve. The Treasury Depart nment
prints Federal Reserve Notes and sells themto the private banks,
menbers of the Federal Reserve System for the cost of printing.
The private banks then "issue" these sanme Federal Reserve Notes,
that is, it places themin circulation. This is the cash in our
pocket. This is how our nonetary system worKks.

There is nothing wong with this. It is a good system The paper
noney, mandated by governnment as "... legal tender for all debts
public and private" is issued against the assets of the private
banki ng system not against the assets of the Federal Governnent.
The alternative to this system would be for each bank to issue
its own "banknot es". You can imagine the  confusion.
Counterfeiting would be a maj or national pass tine.

Most credit noney exists in the formof bank deposits of one kind
or another. Cash is only a small part of this system about 600
billion dollars. Credit cards are an extreme exanple of the
creation of noney as credit. They are also the nost efficient
mechani sm yet devised for noving people from the working, and
| oner m ddle class, into poverty.

Debt noney is noney issued as debt by the Treasury Departnent, by
State agencies, or by private corporations. Treasury bonds are



debt noney. On an individual level, an I1QU is debt noney.

The third type of noney is noney that is issued neither as debt,
nor credit, but sinply coined by the Treasury Departnent and sold
to banks at face value. These are the coins in your pocket.

Qur present nonetary system does work, and works well. But the
systemitself is built upon a strange paradox.

If alnmost all the noney floating around is issued as credit
nmoney, then this inplies a constant flow of revenue, in the form
of interest, back to the private banks, the issuing institutions,
fromevery dollar in circulation. It is hard then to explain why
the banks and financial institutions don't own everything. |If
peopl e, and corporations, who borrow noney always paid the noney
back, this is exactly what would happen and the whole system
woul d col | apse. However, for one reason, or another, quite |arge
amounts of noney are borrowed and never paid back (corporations
are really good at this). But this noney, does not disappear, it
continues to circulate in the systemforever (or at |east as |ong
as the system itself lasts). | like to think of this noney as
being liberated. It should be possible to bring |iberated noney
into the system without the ritual of |loan and default, but the
messy arrangenment we have now does work. At the beginning of the
Reagan years nmany econom sts predicted a depression. In fact we
got a mmjor recession. One inportant reason that the economc
downturn was not steeper than it was, was that at about the sane
time the Savings & Loan disaster |iberated a huge anount of
noney, close to a trillion dollars, just at a tinme when the
econony needed it the nost.

The question that puzzles people nost is "what is behind the
noney that gives it value?" Wen noney was "hard" a dollar could
be exchanged for a fixed anmount of gold or silver, but not any
nore. However it is still legal tender for "all debts public and
private." The real bedrock backing for our currency is the fact
that we need it to pay taxes, and that it is the only way we can
keep our property, avoid bankruptcy, or stay out of jail. The Net
Asset Tax woul d greatly increase the solidity of the currency, as
the currency would be nuch in demand by the nost wealthy of our
citizenry. That is, in order for the rich to keep their property
and maintain their wealth, they would need | arge anounts of cash
noney to pay their taxes every year. They would either have to
sell a portion of their assets, and thus becone |ess wealthy, or
do sonething useful, and, hopefully, legal, to earn the noney to
pay their taxes.

Qur monetary system and our tax system are no |onger separate,
but part of the sanme system They have becone two sides of the
same coin. It is difficult to conprehend how inportant this is.
It no longer mekes any sense at all to try to reform the tax
system or the nonetary system wthout recognizing the deep
connection between the two. Taxes regulate the supply of noney.
The supply of noney creates the basis for taxation. Wthout noney



taxes can't be paid, w thout taxes the size of the noney supply,
and inflation, cannot be controlled. This is a new world order
and we m ght best get used to it.

There are two things wong with our nonetary system at present.

First as banks consolidate, the reserve requirenents used by The
Fed to manage the size of the noney supply cease to function

Reserve requirenents are al nost meani ngl ess for the | argest banks
when the noney issued, as credit, remains in the accounts of one
| arge bank or the other. And with credit cards, an extrenme nethod
of issuing noney as credit, it is no |onger even possible for The
Fed to keep track of how nmuch noney there is.

The second thing wong with the nonetary system is that the
private banks have a nonopoly, except for coinage, on the issuing
of noney.

This leads to sone ridiculous situations, for exanple, student
| oans. The private banks | end noney to students, and the Federal
Government accepts all the risk. This is, to put it mldly, a
good deal for the banks. Wiy shouldn't the governnment, through
the Treasury Departnment, issue the noney itself? It already
assunes all the risk, and wthout using the private banking
system the interest could be nmuch, much |ower, perhaps zero, or

pegged to the rate of inflation. There is nothing illegal about
this. The Treasury Departnent used to issue Treasury notes that
| ooked very nuch |ike Federal Reserve notes, and circul ated

freely as currency (of course they were backed by gold or silver
that the governnent actually possessed).

The United States Treasury is part of the United States
Governnent, and that government is ours. Shouldn't the Treasury,
our treasury, while busily printing noney for the private banking
system also print sone noney for us?

Am | suggesting that the governnment just print noney? Yes, | am
suggesting just that, within reason and very tightly limted.

The GDP is growing (including inflation), on the average about
3.5% per year. Money could be issued directly by the Treasury
Departnment, and if the anmount of noney issued did not exceed the
growh in the GDP the noney supply itself would not be affected.
It would not cause inflation.

3.5% of 12 trillion dollars would be 420 billion dollars, the
final amount we need to reach 5.4 trillion dollar expenditure
level, with a whopping 20 billion left over (.0037%.

Are these estimates, guesses really, accurate? | believe they
could be, with one big caveat. Such a conplete change in our
system of taxes and expenditure, with a concurrent fundanental
changes in our nonetary system wll take tinme. | can't inmagine
the Net Asset Tax being fully phased in in less than ten years.
The other parts of the proposed tax structure could happen



faster, but they will also take tine. This should not discourage
us. It took over 200 years to bring our nation to its present
sorry state. Ten, or even nore, years is not a long tinme to turn
this nmess around.

This | ast source of incone, noney issued directly by the Treasury
Department, has, for Geens, a fundanental problem it depends on
gromh. Is it possible, or even desirable, to posit a system
that, to some degree at least, is predicated upon continual and
never endi ng growt h?

The answer depends on what you nean by grow h.

I nherent in any segnment of a line are two possible infinities
The Iine can expand, get |onger and |onger, forever, or it can be
subdi vided, cut into smaller and smaller pieces, also forever.

If we see growmh as an expansion of what we have now, nore
pollution, nore destruction of the rain forests to grow
hamburgers, nore SUVs that cost $80,000 and get 9 miles to the
gallon, then all our problenms will be solved. W won't be around
much | onger.

But another kind of growth is possible. The GDP will grow if we
spend nore tinme growi ng better food w thout allow ng governnment
subsi di zed agri busi ness to grow frankenfoods while destroying the
| and and depleting and poisoning the aquifers. Food will be nore
expensive, but we will be healthier and our children will live
| onger. Qur food will also taste better. W can build networks of
safe, confortable mass transit systens that use |ess energy. The
GDP can grow while we, as a society, use |less energy, and | ess of
the earth's precious resources. Perhaps the earth will then et
us stay around for awhile.

And a final consideration: isn't a Basic Incone, or a BIG just
anot her form of Liberal welfare?

This is a profound question, and we have to get the answer right.
Just as in the physical universe, where subatom c particles are
continuously created and destroyed, in our economc universe
wealth in continually created and destroyed. As econom es expand,
or grow, new wealth is created faster than old wealth is
destroyed. Up until now there has been no nmechanismto distribute
this newy created net wealth other than theft. In fact for nore
two hundred years our country has been divided into tw great
factions, the great division in Anerican politics. The one
faction advocates the stealing of small sunms of noney by |arge
nunbers of people. Since the Cvil War we have been told that
this is "corruption.” The other faction advocates the stealing of
| arge sunms of noney by a small nunber of people. W have been
told that this is "legal.” As the mddle class dies and the top
5% of wealth holders own 90% of the country there is little
qguestion as to which faction is w nning.



The answer is not the redistribution of the wealth that already
exists, but the equitable distribution of wealth as it is
created. And this is what a Basic Incone, or a BIG can do. It is
not just about econom c justice.

An econony is |like a human body. A body can only stay alive, and
be healthy, if blood circul ates everywhere. If all the blood goes
to our head, to our stomach, or to our feet, we will die. Mney
is the blood of any economc system and it has to circulate
everywhere. O herw se the econony sickens and di es.

But a gentle and stable circulation of noney throughout the
econony has another beneficial effect, it pronotes |eisure, that
is, free time without anxiety, and this would facilitate the
broadest possible participation in the political life of our
society, in the politics of denocracy that is the |ifeblood of
our country, and our future.

And the wealthy need a BIG or a basic inconme, just as nuch as
the poor. If the present trend continues, and the gap between the
rich and the poor becones even nore outrageous than it already
is, this country wll becone a very dangerous and unpleasant
pl ace for the rich as well as the poor. Maybe the rich need a BIG
nore than the poor. They have so nuch nore to | ose.



