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FairTax Analysis Not Quite Fair
June 14, 2007

We very strongly disagree with FactCheck.org’s analysis of the FairTax, believing that it failed to escape the class warfare arguments the public has been conditioned over the past 50 years to accept as the only true measure of tax proposals and that FactCheck has uncritically accepted many misleading arguments by defenders of the income tax system who profit handsomely from the status quo. 

The FairTax, in truth, represents a very different kind of federal tax proposal that defies common definitions because it entirely changes the paradigm of taxation at the federal level.  Can a consumption tax be fairly compared to a tax on income, for example?  An “apples to apples” comparison suggests that in order to do so, both must be expressed in either “inclusive” or “exclusive” terms (whether the amount of tax is included in the calculation of the total or excluded).  This is a difficult challenge because sales taxes are almost always expressed in an “exclusive” manner, but income taxes are almost always expressed in an “inclusive” manner.

Although 85 percent of the admittedly unscientific sample of letter writers noted in FactCheck’s article understand the difference, although explanations of the two calculation methods abound on the FairTax Web site, and although every other tax proposal (as well as the income tax itself) is described in “inclusive” terms, FactCheck unfairly spins even our ubiquitous notes on this distinction as somehow misleading the public.  We would have preferred a more fair, neutral, and accurate description that “comparisons with income tax rates are difficult because…”.

Similarly, can a proposal that entirely untaxes the poor but also offers the elimination of the corporate income taxes and capital gains taxes be fairly described as "regressive"?  FactCheck embraces one traditional view, wrongly applied in this case, that any tax proposal that does not impose higher rates on the wealthy can fairly be described as “unfair” or even “regressive.”

In our view (and that of many economists), the true measure of the fairness of a tax is not what the rate may be but rather how much wealth each income segment, at different periods of life, has left to spend on itself after taxes are paid.  By this measure, the FairTax is the only tax proposal that actually increases the purchasing power of every income segment while delivering the greatest improvement to the poor, the second greatest improvement to those in the middle class, and the smallest – but still significant – relative improvement to those at upper-income levels. 

This calculation, unlike critics’ flawed descriptions of retail consumption taxes, incorporates the “progressive” benefit of eliminating the FICA taxes, looks more deeply at spending at different periods of a citizen’s life, and takes into account the elimination of not only the significant cost of compliance with the complexities of the income tax system but the FairTax effects of lower interest rates, elimination of downward pressure on wages, untaxing capital accumulation, investment, and growth.  Although all of our $20 million of research was made available to FactCheck.org, the article relies on critics’ contentions to the contrary for its assessment of “who benefits,” largely without disclosing those critics’ assumptions or research.  We flatly reject as flawed FactCheck’s narrow conclusions of who benefits under the FairTax.

FactCheck has also relied upon unnamed sources, as well as the discredited President’s Advisory Panel on Federal Tax Reform, to wrongly conclude that the FairTax uses unsound accounting principles to arrive at the FairTax rate.  Those more familiar with the science (and art) of economics accept that all conclusions in economics are conditioned upon assumptions and that much debate surrounds each assumption.  But FactCheck skips over the point and counterpoint of the debate on whether taxing the government, as just one example, is sound (as is currently practiced at the federal level with FICA taxes and every purchase) and accepts unnamed critics’ contentions that this (and other methods) is not only unsound but that the FairTax did not take the apparent (but illusory) required increase in federal spending into account when calculating the FairTax rate.  Inexplicably, FactCheck rejected the assurance by our chief economist that both revenues and spending were carefully accounted for and, instead, posits that an “accounting trick” is employed despite the fact that this assertion has been vigorously proven wrong in debate and published study.

Great wealth and profit, intensive academic activity, and congressional and lobbying power surround – and defend – the income tax system, but FactCheck failed to bring any measure of healthy skepticism to the self-interested claims of FairTax critics.  We would have preferred that the article made clear that accounting methods differ, that economists examine the effect of taxes in different ways, and that debates continue over the complexities of the current (and proposed) tax systems.  Instead, we believe this analysis to be unfair, inaccurate, and incomplete because FactCheck failed to assemble all the parts of the FairTax and consider the proposal as a new paradigm-shifting “whole,” but instead relied on self-interested critics to describe only “pieces” that do not account accurately for the positive effects on the economy and individual taxpayers when considered in its entirety.  The entire description of the FairTax, our research, and a full rebuttal of this piece can be found at www.FairTax.org.
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