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The U.S. tax structure and the IRS have been soundly condemned by everyone including the pundits, the media, and all the politicos including Trump, Cruz, Kasich, Clinton, and Sanders. All justifiably.

But correction seems almost an impossibility. Among the many suggested offerings in the press has been the enclosed article with several suggestions for change which conceivably might be possible.

Let us reasonably go through the readily available fixes, and discuss how effective each might be, how conceivable each might be to reality, and what the chances are that realty (enactment) might take hold.

And how we might achieve fixes in the real world??

--- ---

Tax reform by Samulson, April 17, 2016 in the Washington Post.

----

Almost everyone agrees that America’s income tax is too complex. Considering this, you might expect that simplifying the income tax would be a slam dunk. Sure enough, the various presidential candidates have proposed sweeping overhauls. But any agreement is mostly rhetorical. The odds that the next president — whoever it is — will engineer genuine tax simplification are negligible. In the wake of another Tax Day, it’s worth pondering why. 

Make no mistake: I think we’d be better off with a simpler system. By this, I mean a system with a broader tax base and lower rates. I’d eliminate most tax preferences and cut the top personal rate (now 43.4 percent) to 30 percent. There would be no preferential rate on dividends, interest and capital gains (profits on the sale of stocks, bonds and other assets) — income enjoyed mostly by the upper middle class and the wealthy. They’d pay as much or more in taxes as today.

Here are some tax preferences (a.k.a. “loopholes” or subsidies) I’d repeal along with government estimates of how much tax revenues would rise in 2016:

● The exclusion from taxable income of employer-paid health insurance ($211 billion).

● The deductibility of state and local taxes ($84 billion).

● The deductibility of mortgage interest ($62 billion).

● The deduction for charitable contributions ($54 billion).

● The partial tax-free status of Social Security ($40 billion).

In total, the income tax would raise as much revenue as it does now, but top rates would be lower and preferences fewer. If more money were needed to close budget deficits (as is likely), I’d slowly introduce a carbon tax. Still, I would keep two big tax preferences, because they advance crucial national goals. 

The first is the earned-income tax credit (EITC), which is a federal wage subsidy for low-income workers. It’s a better way than the minimum wage of rewarding people for connecting to the labor market. The second exception would be tax-favored retirement accounts: IRAs and 401(k)s. By the time people reach their 40s or 50s, most realize they should have been saving for retirement. Tax-favored accounts give a nudge to people in their 20s and 30s. 

The resulting tax system would be a vast improvement over today’s. It would be simpler, fairer and more efficient. It won’t happen.

Glance at my list of targeted tax preferences, and you can understand why. If proposed, comprehensive tax simplification would trigger a firestorm of complaints. Workers would have to pay taxes on employer-provided health insurance; they’d scream. Home builders and homeowners would denounce the loss of the mortgage-interest-rate deduction. Real estate values would be affected. Churches and colleges would protest ending the charitable deduction. Retirees would object to making all Social Security income taxable. 

The truth is that these tax preferences have woven themselves into the nation’s social and economic fabric. Removing them would be disruptive and unpopular. Even if Congress accepted that, there would probably be complex “transition” rules. For a while, the tax code might become more complicated. But of course, Congress wouldn’t end most tax preferences, because the benefits of doing so are diffuse and obscure. 
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I believe that lower marginal tax rates should promote faster economic growth by encouraging greater work effort and investment. But as White House economist Jason Furman has noted, the effect is hard to measure and could be quite small — not large enough, he argues, to justify the dislocations of purging the tax code of most preferences. My view is that simplification is worth doing even if the effect on economic growth is zero. It would get the White House and Congress out of the business of using the tax code to reward and punish various behaviors and causes. People and firms would act based more on underlying motives, not tax benefits. 

The trouble with my view is that the White House and Congress want to use the tax code to reward and punish. This enhances their power; relinquishing it reduces their power. We know this from history. The Tax Reform Act of 1986 followed the dictum of lowering rates by broadening the tax base. It was a commendable achievement, a rare example of bipartisanship. President Reagan  supported it, as did many Democratic and Republican congressional leaders. It might have, if followed by similar laws, transformed the tax code.

But it wasn’t. Instead, President Clinton sabotaged it by raising the top rate and peddling new tax breaks. This spirit is alive and well among Democrats. By contrast, Republicans are hypocrites. They’d rather attack the Internal Revenue Service than undertake the hard political work of making the IRS’s job easier.

Accountants’ and tax lawyers’ jobs are safe. Our hideously complex tax code has staying power. It survives not because it serves the nation’s best interest, but because it placates so many groups that make up the nation
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