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United States House Committee on

Ways & Means

FOR IMMEDIATE RELEASE CONTACT: 202-225-3625
November 29, 2023
No. TAX-02

Chairman Smith and Tax Subcommittee Chairman Kelly
Announce Subcommittee Hearing on Tax Policies to Expand Economic
Growth and Increase Prosperity for American Families

House Committee on Ways and Means Chairman Jason Smith (MO-08) and Tax Subcommittee
Chairman Mike Kelly (PA-16) announced today that the Subcommittee on Tax will hold a
hearing on the benefits of pro-growth tax policy for American families, workers, and small
businesses. The hearing will take place on Wednesday, December 6, 2023, at 2:00 PM in 1100
Longworth House Office Building.

Members of the public may view the hearing via live webcast available at
https://waysandmeans.house.gov. The webcast will not be available until the hearing starts.

In view of the limited time available to hear the witnesses, oral testimony at this hearing will be
from invited witnesses only. However, any individual or organization not scheduled for an oral
appearance may submit a written statement for consideration by the Committee and for inclusion
in the printed record of the hearing.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit written comments for the

hearing record can do so here: WMSubmission@mail.house.gov.

Please ATTACH your submission as a Microsoft Word document in compliance with the
formatting requirements listed below, by the close of business on Wednesday, December 20,
2023. For questions, or if you encounter technical problems, please call (202) 225-3625.
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FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing record. As
always, submissions will be included in the record according to the discretion of the Committee.
The Committee will not alter the content of your submission but reserves the right to format it
according to guidelines. Any submission provided to the Committee by a witness, any materials
submitted for the printed record, and any written comments in response to a request for written
comments must conform to the guidelines listed below. Any submission not in compliance with
these guidelines will not be printed but will be maintained in the Committee files for review and
use by the Committee.

All submissions and supplementary materials must be submitted in a single document via email,
provided in Word format and must not exceed a total of 10 pages. Please indicate the title of the
hearing as the subject line in your submission. Witnesses and submitters are advised that the
Committee relies on electronic submissions for printing the official hearing record. All
submissions must include a list of all clients, persons and/or organizations on whose behalf the
witness appears. The name, company, address, telephone, and fax numbers of each witness must
be included in the body of the email. Please exclude any personal identifiable information in the
attached submission.

Failure to follow the formatting requirements may result in the exclusion of a submission. All
submissions for the record are final.

ACCOMMODATIONS:

The Committee seeks to make its facilities accessible to persons with disabilities. If you require
accommodations, please call 202-225-3625 or request via email to

WM Submission@mail.house.gov in advance of the event (four business days’ notice is
requested). Questions regarding accommodation needs in general (including availability of
Committee materials in alternative formats) may be directed to the Committee as noted above.

Note: All Committee advisories and news releases are available on the Committee website at
http://www.waysandmeans.house.gov/.
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TAX POLICIES TO EXPAND ECONOMIC
GROWTH AND INCREASE PROSPERITY FOR
AMERICAN FAMILIES

WEDNESDAY, DECEMBER 6, 2023

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON TAX,
COMMITTEE ON WAYS AND MEANS,
Washington, DC.

The subcommittee met, pursuant to call, at 2:00 p.m., in Room
1100, Longworth House Office Building, Hon. Mike Kelly [chair-
man of the subcommittee] presiding.

Chairman KELLY. Good afternoon, everybody.

Thank you all for being here, and thank you to my colleagues.
We are still waiting for some of them to show up.

As you all know, Mike and I are from the private sector. Nobody
runs a business this way. So we are—we are trying to get to where
we need to get by doing what America has always done and that
is looking for ways to take what we have and make it better than
policy.

Now the topic of today’s hearing is to discuss the success and
economic benefits of the 2017 Tax Cuts and Jobs Act and explore
other tax policy proposals.

Some of you know I am an automobile dealer. So, when I talk
about exploring other tax policies, if you were to come to my store,
I would not just have one car in the showroom. I would have a
whole group you take a look at, and you find the one that best fits
you and the needs that you have.

So I think that everything we do, we need to look at the private
sector, look at success, and see what we can do to enhance that
success and make it even better.

So today is going to be an interesting meeting and an oppor-
tunity for us to hear different variations of what you think we
should do.

Now, in 2017, Republican tax reform legislation helped millions
of Americans, families, workers, and small businesses, which re-
sulted in a thriving economy.

TCJA, and I hate to use this. We use acronyms for everything
here. TCJA promoted a broad-based low tax rate code, creating the
foundation for record high tax revenues, record wage growth, and
lifting millions of Americans out of poverty.

Now, to highlight some of those facts and figures about the suc-
cessful legislation, the first 2 years after TCJA, real median house-
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hold income increased by $5,000, exceeding income growth during
the prior 8 years combined.

Main Street, small business deduction, and TCJA created over
$66 billion per year in tax savings for Main Street businesses.
These policies created a strong foundation for U.S. economic growth
and prosperity in our small businesses.

Now wages increased by almost 5 percent in 2018 and 2019. That
is the fastest two-year growth for real wages in over 20 years.

Now, according to the Federal Reserve, low- and middle-income
families received the largest increase in wealth during 2018 and
2019 with more than 6 million lifted out of poverty.

Now, to highlight an important part for my constituents, in 2017,
TCJA created something called Opportunity Zones. It was a bipar-
tisan idea that has transformed communities across the country,
especially in my home district of Erie, Pennsylvania. Now, with the
right mix of hometown people and business leaders in the Erie
Downtown Development Corporation, they hit the ground running
in 2019, breaking ground in what was at the time the poorest zip
code in America, 16501. That was hard for me to believe in Erie,
Pennsylvania, that we would be the poorest zip code in America.
Unbelievable, but it’s true. TCJA made it possible for Erie to have
unimaginable growth.

Opportunity Zone investment reached almost 4,000 communities
during its first two years. This is nearly half of the total number
of designated Opportunity Zone communities across the country.
My home State of Pennsylvania saw 132 communities, 44 percent
of the Opportunity Zones in the State, receive investment through
the end of 2020.

Now Opportunity Zones created growth. An Opportunity Zone in-
vestment is going to communities that are substantially more eco-
nomically distressed than the rest of the country. That is why we
continue to lead this legislation.

I want to make a point about that too. You know, and I think
we should all be aware. I would rather see private dollars go into
an opportunity as opposed to taxpayer dollars. So creating a pro-
growth tax policy enables people to look at that and say, you know
what, I think that is something I will take a shot at. It was an in-
credible opportunity for the country. It was an incredible effort for
us to lift people out of poverty.

The Tax Cuts and Jobs Act helped American families and small
businesses and resulted in a booming economy. As a committee and
a Conference, we are committed to economic growth, opportunity,
and fiscal responsibility. And, looking ahead to 2025, when many
of the TCJA provisions are set to expire, we need to ensure our Tax
Code encourages investment, job growth, and economic security for
American working families.

Now, as a car dealer, I spent a lifetime fighting for my family’s
business. And I know how important this community—this commit-
tee’s responsibility is to expand TCJA’s win for American workers.
And, when I say that, it is such a highly competitive business and
you have to be on top of everything.

And, when you have an opportunity, if an opportunity comes to
you and you pass up on it, don’t look at anybody else and say, I
wish you would have done for me. You know, get up off whatever
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it is that you are sitting to and get to work and take advantage
of something that makes sense.

Private investment, private investment, not taxpayer dollars but
pretax money, getting invested, and growing an economy I think
was an incredible effort that took place. And I am really looking
forward that hearing from all of you today.

And now one of my really good friends—and most of them are
here at the table. I think for the lot of us, we look at what happens
and wish we could tamp down the political rhetoric and talk about
policy.

So my good friend, Mr. Thompson, from California.

Mr. THOMPSON. Thank you, Mr. Chairman.

And I hope I am one of them on the dais that you are talking
about.

Thank you to all the witnesses, as well, for being here. We really
appreciate your participation.

Mr. Chairman, I know we have some disagreements, but I have
always appreciated the work that you and I have done together. In
fact, we have a number of bills together which I will discuss in a
bit that I think are very relevant to today’s hearing, and I look for-
ward to continuing our partnership on these and other important
issues.

Unfortunately, today’s hearing appears to be focused on some of
the most extreme and unpopular tax proposals ever put forth. Chief
among them is the FairTax, legislation from the furthest right
fringes of the Republican Conference that would continue the long
Republican tradition of cutting taxes for the wealthy instead of
helping ordinary Americans.

Six years ago, Republicans on this committee passed a multi-tril-
lion-dollar partisan tax bill, expected to add over $2 trillion to our
debt. That bill slashed taxes for corporations, gave tax cuts to busi-
ness owners earning over a million dollars, and made it easier for
high-income families to avoid paying taxes on their wealth.

And the $2 trillion price tag that I mentioned doesn’t account for
any extension of the 2017 provisions, which I suspect my colleagues
in the majority will push for.

The FairTax measure is more of the same. It represents a mas-
sive cut for the wealthy, a 30 percent increase in the price of nearly
everything, plummeting Federal revenues and trillions more in
deficits, while once again making it easier for folks to avoid paying
their fair share in taxes.

I said this before, but I will say it again. The majority seems to
think programs for the needy count as government spending but
tax cuts for the rich do not. It is absurd, and it always has been
absurd.

Meanwhile, my Democratic colleagues and I have put forth nu-
merous proposals, many of them bipartisan, to invest in those who
truly need the help, American families trying to get ahead.

Democrats on our committee expanded the Child Tax Credit dur-
ing the COVID pandemic. That measure cut child poverty in half.
We have proposals to lower the cost of caregiving, boost union
workers, reduce the offshoring of American jobs, and invest in the
American renewable energy.
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I know there is a bipartisan interest in addressing a number of
business issues, especially with respect to research and develop-
ment.

Mr. Chairman, you and I have several bills together which I
think we agree would have a profound and positive impact on our
economy including our bill providing blind and vision-impaired in-
dividuals with the assistance they need to join the workforce, to
put people to work.

Our bill to inject billions of dollars into brain and mental health
research, something that will also put people to work and will re-
duce the cost—the government cost—of dealing with the symptoms
of mental health, it is not hyperbole to say that addressing our
mental health crisis is one of the single best things we can do to
boost our economy for everyone.

And so I hope we can continue finding ways to work together,
where possible.

And, again, Mr. Chairman, thank you, and I yield back.

Chairman KELLY. Thank you, Mr. Thompson.

I now will introduce our witnesses.

Mr. Alan Auerbach is professor of economics and law at the Uni-
versity of California, Berkeley. Thank you for being here.

Alan Viard is a Senior Fellow Emeritus at the American Enter-
prise Institute.

" Grover Norquist is the president of the Americans for Tax Re-
orm.

Steven Hayes is chairman and president of Americans for Fair
Taxation.

Leonard Burman is Institute Fellow of Urban-Brookings Tax Pol-
icy Center.

I want to thank you all for being here today.

For you to give up a day in your life to come here and give testi-
mony for us is absolutely incredibly important. So I think this is
the only place in the world where we get to do things like this. So
thank you all for being here today.

Mr. Auerbach, would you please start? You have 5 minutes, sir.

STATEMENT OF ALAN AUERBACH, PROFESSOR OF ECONOM-
ICS AND LAW, THE UNIVERSITY OF CALIFORNIA, BERKELEY

Mr. AUERBACH. Thank you very much, Mr. Chairman.

Members of the subcommittee, it really is a very great pleasure
to have this opportunity to offer my views on the advantages of
adopting consumption-based taxes with a special focus on the role
that these taxes can play in promoting a stable, competitive envi-
ronment in an international setting.

In my written testimony, I discuss the alternative approaches to
consumption taxation, the benefits that such taxes provide in a do-
mestic context, their additional benefits in the international econ-
omy, and how to move to such a system of taxation from the cur-
rent system.

My main focus in my comments and, Mr. Chairman, excuse the
acronym, is on the destination-based cash flow tax, sometimes
called the DBCFT, which doesn’t exactly roll off the tongue, I un-
derstand. But it would be a simple pro-growth alternative to our
current approach to business taxation.
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In my written comments, I note that consumption taxes can take
many forms including retail sales taxes, valuated taxes, flat taxes,
consumed-income taxes. What ties all these together is that they
effectively exempt the returns to saving and investment and im-
pose taxes on consumption typically in a broad-based manner.

In the domestic context, there are two major attractions of adopt-
ing a tax like this, any of these forms. One 1s the promotion of cap-
ital formation and growth which can lead to a substantial improve-
ment in long-run living standards, even if progressivity of the tax
system is maintained.

But another benefit, often overlooked, is the major potential sim-
plification afforded by eliminating the need to measure capital in-
come. Concepts like asset basis, depreciation, amortization, the dis-
tinction between capital gains and ordinary income, all these
things go away.

As an illustration, under a business cash flow tax, the tax base
is simply the business’ revenues net of its expenditures measured
on a cash basis, and that is all that is necessary for the calculation.

In the international context, a major additional advantage comes
from the fact that consumption taxes are based on the destination
of goods and services, that is, where they are sold rather than
where they are produced.

And because the location of customers is considerably clearer
than the location of intangible assets or income and where that is
earned, this reduces the ability of businesses to shift profits, and
it also provides an incentive for these businesses to locate their op-
erations in any country that adopts such a tax system.

And the DBCEFT illustrates these benefits. It is a business cash
flow tax, combined with border tax adjustments. Sometimes—these
adjustments received a lot of attention when this has been dis-
cussed—referred to on their open as a border adjustment tax. And
it plays a key role in making this tax a tax on consumption and
also in eliminating business incentives to shift production and prof-
its out of the United States.

I deal in my testimony with several misconceptions about the
DBCEFT including that it would distort international trade, would
be regressive, or would leave the U.S. open to profit shifting by
multinationals, none of which are true.

I also deal with a number of design issues that should be consid-
ered in constructing the DBCFT including how to make a transi-
tion from our current tax system.

Finally, I discuss how to think about tax reform in the current
international setting where Pillars One and Two of what has been
called the inclusive framework developed by the OECD are being
presented as the only option for international tax reform. This lack
of flexibility is unfortunate. As some elements of the inclusive
framework are similar to provisions already adopted by the U.S. in
TCJA, others might be attractive if modified. But in their current
form, Pillars One and Two have a variety of fundamental problems,
and there are many ways in which these propositions may fail.

So it is important not only to develop better alternatives but also
to be prepared to move forward with them, to help speed the proc-
ess of achieving a simple, stable, and efficient international tax sys-
tem.



Thank you very much.
[The statement of Mr. Auerbach follows:]
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Consumption-Based Taxation in an International Setting

Testimony before the Tax Subcommittee of the Committee on Ways and Means, U.S. House of
Representatives

by

Alan J. Auerbach
Robert D. Burch Professor of Economics and Law
Director, Burch Center for Tax Policy and Public Finance
University of California, Berkeley

December 6, 2023

Mr. Chairman and Members of the Subcommittee:

I am pleased to have this opportunity to offer my views on the advantages of adopting
consumption-based taxes, with a special focus on the role of such taxes in promoting a stable,
competitive tax environment in an international setting. Today, I will discuss the alternative
approaches to consumption taxation, the benefits of such taxes in the domestic context, their
additional benefits in the international economy, and how to move toward such taxation from our
current tax system. My main focus will be on the Destination-Based Cash Flow Tax (DBCFT), a
tax reform that has been considered by Congress in the past and which still merits attention,
given the current international tax situation. As I will discuss, the DBCFT would be a simple,
pro-growth alternative to our current approach to business taxation.

THE MANY TYPES OF CONSUMPTION-BASED TAXATION

Consumption taxes can take many forms, and this often makes a simple reference to
“consumption taxation” ambiguous in its meaning. What all true consumption taxes have in
common is that they effectively exempt from tax the returns to saving and investment and
impose taxes on private consumption, typically in a broad-based manner.

Retail Sales Taxes

Retail sales taxes are the primary form of consumption tax in the United States, imposed at the
state and local level, and the simplest to understand, as taxes are imposed directly on consumer
purchases at the point of sale. However, a weakness of retail sales taxes in practice is that their
tax bases extend well beyond consumer goods and services to include many business-to-business
sales. This move away from taxing only consumption introduces a cascading effect, arising from
the imposition of the tax at different points in the production process, that raises the overall tax
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rates on final consumption and distorts production decisions by encouraging vertical integration
to avoid business-to-business taxes.

Value Added Taxes

Value added taxes (VATs) differ from retail sales taxes primarily in imposing tax at each level of
production, rather than only at the retail level, with credits provided at each stage for taxes
previously paid to avoid the cascading effect that plagues retail sales taxes when imposed on
business-to-business transactions. Outside the United States, the VAT is a standard form of
consumption tax, although it is in some cases referred to by a different name; for example, the
VAT in Canada is called the Goods and Services Tax.

Flat Taxes

As originally conceived by academics Robert Hall and Alvin Rabushka,? and supported by many
in the political sphere,? the flat tax would still tax value added, and hence would be a
consumption-based tax. It would be applied by separating value added into two parts, taxing the
capital component of value added at the business level in the form of a business cash flow tax (a
tax on business revenues with a deduction for all business expenditures, including wages and
salaries and capital investment) and taxing the wage and salary component of value added at the
personal level, at the same rate as the business cash flow tax but only above a substantial
taxpaying threshold. This exclusion of a considerable amount of wage and salary income from
taxation makes the flat tax a progressive form of consumption taxation.

Personal Expenditure or Consumed Income Taxes

The U.S. federal income tax already provides “consumption tax” treatment to certain forms of
saving, notably saving for retirement through such vehicles as Individual Retirement Accounts
and employer 401(k) plans, with saving in the form of contributions to such accounts being
deductible from income and withdrawals for purposes of consumption being taxed.* An
expansion of such tax treatment to all saving would effectively convert the income tax into a tax
on personal consumption expenditures, or a tax on “consumed income.” This approach to
taxation has been evaluated in the academic literature® and has been featured in Congressional
tax proposals.® An advantage of the consumed income tax is that it is based on the existing

! See the discussion in Alan J. Auerbach, Consumption Tax Options for California, Public Policy Institute of
California, June 2011. https://www.ppic.org/publication/consumption-tax-options-for-california/

2 Robert Hall and Alvin Rabushka, The Flat Tax, Hoover Institution Press, 1995.

3 Notably, former presidential candidate Steve Forbes and former House Majority Leader Dick Armey and former
Senator Richard Shelby.

4 Although the timing of tax payments differs for Roth-type versions of retirement saving accounts, which provide
no deduction for saving and exempt withdrawals from accounts, the economic effects are similar to those of
traditional retirement accounts.

° See, e.g., William D. Andrews, “A Consumption-Type or Cash Flow Personal Income Tax,” Harvard Law Review
87(6), April 1974, 1113-1188.

6 In particular, the USA (“Unlimited Savings Allowance™) Plan put forward by former Senators Pete Domenici and
Sam Nunn.
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income tax, although there are challenges to be overcome in designing the transition to the
expanded system of incentives for saving.

DOMESTIC ADVANTAGES OF CONSUMPTION-BASED TAXATION

In the domestic context, there are two major attractions to the adoption of any form of tax based
on consumption. One is the promotion of capital formation and growth, through the elimination
of the tax burden on new saving and investment. This can lead to a substantial improvement in
long-run living standards, even if the overall progressivity of the tax system is maintained.’
Another benefit, often overlooked, is the major potential simplification afforded by eliminating
the need to measure capital income. The concepts of asset basis, depreciation, and amortization,
the distinction between ordinary income and capital gains, and the borderline between labor
income and capital income all become superfluous with the shift to consumption as a tax base.
As an illustration, under the business cash flow tax that is part of the flat tax, the tax base, subject
to a single tax rate, is simply revenues net of expenditures, measured on a cash basis.

Some forms of consumption-based taxation, notably the retail sales tax and value added
tax, have the additional advantage of collecting all taxes from businesses, completely eliminating
the need for personal tax filing and sharply reducing the number of taxpayers. But this
advantage is paired with the disadvantage of not being able to have relative tax burdens vary by
individual income and other family attributes.

CONSUMPTION-BASED TAXATION IN THE INTERNATIONAL CONTEXT

The domestic advantages of taxing consumption carry over when one considers the broader
global economy, but the attractiveness of consumption-based taxation is considerably enhanced
when one evaluates the effects of taxation on international business decisions, including the
location of production and investment. The simplicity of consumption-based taxation stands in
stark contrast to the enormous complexity of existing international tax provisions, and the focus
on consumption as the object of taxation has the added benefit that taxation is now determined
by the destination of goods and services, rather than where they are produced. This added
advantage reflects the fact that the location of consumers is considerably clearer than the location
where assets are used and income is generated. This reduces the ability of firms to shift profits
and provides an incentive for them to locate their operations in the country adopting such an
approach to taxation. These significant benefits may be illustrated by considering the

7 See David Altig, Alan J. Auerbach, Laurence J. Kotlikoff, Kent A. Smetters, and Jan Walliser, “Simulating
Fandamental Tax Reform in the United States,” American Economic Review 91(3), June 2001, 574-593, who find
that a shift from the current income tax to a modified flat tax (with three tax brackets rather than one) would
improve well-being throughout the income distribution and would increase GDP in the long run by over 6 percent.

Q3
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Destination-Based Cash Flow Tax (DBCFT), as laid out in many academic writings® and put
forward in the initial June, 2016 House tax reform proposal.”

THE DESTINATION-BASED CASH FLOW TAX (DBCFT)

The DBCFT is a business cash flow tax, as already described, combined with border tax
adjustments, which refund the tax that would otherwise be collected on revenues for products
that are exported, and impose tax on goods and services that are imported. These combined
border adjustments on imports and exports, sometimes referred to on their own as a “border
adjustment tax” (BAT), are a key step in shifting the location of taxation from where items are
produced to where they are consumed. Goods and services produced in the United States but
exported for use elsewhere would not be taxed in the United States, and goods and services
produced elsewhere but imported for consumption in the United States would be taxed in the
United States. Because the tax is now based on where consumption occurs, there is no tax levied
as the result of U.S. production — the tax rate on U.S. production activities is literally zero.

Moreover, border adjustments eliminate any ability of companies to shift profits out of
the United States through related-party transactions, because there are no U.S. tax consequences
arising from such transactions. Deductions for imported inputs from related parties are offset by
the border adjustments on imports, and taxes on revenues from exports to related parties are
offset by the border adjustments on exports. Hence, under- or over-valuation of transactions
cannot be used to shift profits to related parties in other countries. As a consequence, there is no
need any longer for transfer pricing rules or monitoring, as transfer prices are no longer relevant
to the calculation of U.S. tax liability.!’ Indeed, the cash flow tax calculation is even simpler
than without the border adjustments, for revenues from exports and expenditures on imports can
simply be ignored in measuring a company’s tax base, given that the border adjustments
neutralize the tax on export revenues and the deduction for import costs.'!

The DBCFT has other advantages as well. First, as a tax only on business cash flows, it
would be a progressive tax, with wage and salary income exempted. U.S. workers would benefit
further from the wage-enhancing investment that the zero tax rate on domestic production would
promote. Second, international cooperation and coercion would not be needed to make U.S.
adoption of the DBCFT attractive. Making the U.S. an attractive place to invest, and eliminating
the incentive to shift profits from the United States, would result from adoption, even if done

8 Alan J. Auerbach, A Modern Corporate Tax, The Hamilton Project/Center for American Progress, December 2010.
https://www .brookings.edu/articles/a-modern-corporate-tax/, Alan Auerbach, Michael P. Devereux, Michael Keen,
and John Vella, Destination-Based Cash-Flow Taxation, Oxford Centre for Business Taxation Working Paper
17/01, January 2017. https://oxfordtax.sbs.ox.ac.uk/files/wpl17-01pdf, Alan J. Auerbach, “Demystifying the
Destination-Based Cash-Flow Tax,” Brookings Papers on Economic Activity, Fall 2017, 409-432, and Michael P.
Devereux, Alan J. Auerbach, Michael Keen, Paul Oosterhuis, Wolfgang Schén, and John Vella, Taxing Profit in a
Global Economy, Oxford: Oxford University Press, 2021.

9 https://www.novoco.comy/sites/default/files/atoms/files/ryan_a_better_way_policy_paper_062416.pdf

19 Profit shifting through other mechanisms than transfer pricing is also ineffective under the DBCFT, as discussed
in Alan J. Auerbach, Michael P. Devereux, Michael Keen, and John Vella, “ International Tax Planning under the
Destination-Based Cash Flow Tax, National Tax Journal 70(4), December 2017, 783-802.

11 Auerbach, 4 Modern Corporate Tax, op. cit.
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unilaterally. Indeed, other countries would be encouraged to follow suit, to align their own tax
incentives with those of the United States in order to prevent the loss of business activities and
profits.'? In short, the DBCFT would work by making the adopting country a more attractive
place to do business, not by forcing other countries to become less attractive.

Misconceptions Regarding the DBCFT

As a relatively novel proposal, the DBCFT has been subject to considerable misunderstanding on
the part of policymakers, tax practitioners, and academics. Some of the most common
misconceptions include the following.

Misconception #1: The DBCFT would distort international trade through its border tax
adjustments.’

The adoption of border adjustments on their own might appear to make a country more
competitive in international trade. But any such effect is at most a temporary one. The border
adjustment on imports, on its own, by making imports more expensive, would discourage trade;
by contrast, the border adjustment on exports, by making exports cheaper abroad, would
encourage trade. These two effects on trade would cancel, a well-established result in
international economics known as the Lerner symmetry theorem. For a country, like the United
States, with a floating exchange rate, the primary result would be an appreciation of the dollar,
which would serve to offset both the apparently reduced cost of exports and the apparently
increased cost of imports, leaving the trade balance little changed. This is not to say that a shift
to the DBCFT would have no impact on the trade balance, because the increased incentive to
produce and invest in the United States could well strengthen the U.S. position with respect to its
trading partners. But this would be due to the shift to consumption-based taxation, not to any
direct disruption of trade flows.

A similar misconception has plagued discussions of VATs, which, like the DBCFT,
include border adjustments on exports and imports, and attempts to dispel the misconception
regarding the VAT have been made over the years.'* This is not to say that there would be no
short-run affects on trade arising from the adoption of large border adjustments, as the process of
adjustment of exchange rates and domestic and foreign prices might not occur instantaneously.'®
Note, too, to the extent that other countries also adopted the DBCFT, exchange rate adjustments
would be less necessary, for (if the border adjustment tax rates were comparable to those of the

12 This is illustrated using examples in Tables 9-12 in Alan J. Auerbach and Douglas Holtz-Eakin, 7he Role of
Border Adjustments in International Taxation, American Action Forum, November 2016.
https://www.americanactionforum.org/research/14344/

13 The discussion here follows that in Devereux et al., Taxing Profit in a Global Economy, op. cit., Chapter 7, and
Alan J. Auerbach, Border Adjustment and the Dollar, American Enterprise Institute Economic Perspectives,
February 2017. https://www.aei.org/wp-content/uploads/2017/02/Border-adjustment-and-the-dollar.pdf?x91208

14 See, e.g., Martin Feldstein and Paul Krugman, “International Trade Effects of Value-Added Taxation,” in Assaf
Razin and Joel Slemrod, eds., Taxation in the Global Economy, Chicago: University of Chicago Press, 1990,
Chapter 7.

15 See Omar Barbiero, Emmanuel Farhi, Gita Gopinath, and Oleg Itskhoki, “The Macroeconomics of Border Taxes,”
in Martin Eichenbaum and Jonathan A. Parker, eds., NBER Macroeconomics Annual 33, 2018.
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United States) the appreciation of the dollar with respect to the currencies of other adopting
countries would not need to occur.

Misconception #2: As a consumption tax, The DBCFT would be a regressive tax.

As discussed above, there are many types of consumption-based taxes. The most familiar in the
United States is the retail sales tax, which some argue is regressive, because expenditures on
taxed items account for a large share of the budgets of lower-income families. While this
argument can be overstated, because sales taxes typically include exemptions for necessities such
as food and utilities, it is completely inapplicable to the DBCFT. In particular, as already
mentioned, the deductibility of wages and salaries from the base of the DBCFT means that itis a
tax on the earnings of businesses, just as our existing corporate income tax is, but with the added
benefit of enhancing the incentive for domestic investment that can boost wages.

Misconception #3: If the United States adopts the DBCFT unilaterally, multinational
companies still can engage in profit shifting at the U.S. expense.

As already discussed, adoption of the DBCFT would eliminate the opportunities for companies
to shift profits out of the United States. Profit shifting opportunities would still exist with respect
to other countries maintaining a more traditional tax system, but such tax avoidance would not be
at the expense of the United States.

Design Issues to Consider in Adopting the DBCFT*

Among the important technical issues to be resolved in formulating the DBCFT are those that
follow.

Net Operating Losses

The number of firms experiencing net operating losses could increase under the DBCFT,
particularly those with substantial untaxed exports, given that domestically incurred expenses
would still be fully deductible. The House Blueprint would have dealt with this issue by
allowing firms to carry forward unused losses with interest. But this might not suffice for firms
with significant export shares that might have persistent losses as a result. For such firms, some
additional policy could be needed, with alternatives ranging from more generous treatment (such
as refundability) of losses attributable to exports to a liberal policy toward transferability of
losses to other taxpayers. Another potential approach would be to allow losses due to untaxed
exports to offset other taxes paid by the business, notably payroll taxes.

Treatment of Financial Institutions

How should financial institutions be taxed under the DBCEFT? One possible approach would be
to include all cash flows associated with financial transactions (of financial and nonfinancial
companies) in the tax base, retaining the current system’s tax on interest received and tax
deduction for interest paid, but now also taxing amounts borrowed and allowing a deduction for
amounts lent. This option would have the disadvantage of requiring all companies to include

16 The discussion here follows that in Auerbach, “Demystifying the Destination-Based Cash Flow Tax,” op. cif.
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financial flows in their tax calculations. However, given that this approach would resultin a
large number of offsetting transactions among domestic taxpayers, one can reduce the scope of
what is needed to capture the profits of financial institutions to the transactions between those
institutions and domestic non-business entities.!”

Pass-Through Entities

To avoid exacerbating incentives for companies to change organizational form in response to
inconsistencies in tax provisions, one would want major elements of the DBCFT to apply at least
to large pass-through entities as well. (The House Blueprint would have covered all such
entities). To avoid distorting trade flows between corporate and pass-through sectors, the system
should have the same rate of border tax adjustment for both types of entities, regardless of their
regular tax rates.

Getting There from Here

The DBCFT would represent a major change in the U.S. system of business taxation. It should
be noted that we took several steps in the same direction in 2017 with the Tax Cuts and Jobs Act
(TCJA), notably the adoption of a territorial system of taxation and investment expensing and
the introduction of the Foreign-Derived Intangible Income (FD1II) reduction in the tax rate on
export-derived income and the Base Erosion and Anti-Abuse Tax (BEAT) on certain related-
party imports. Both FDII and BEAT may be thought of as limited border adjustments, and they
were adopted for similar reasons — to reduce opportunities for profit shifting and encourage the
location of assets and production in the United States. We still have a considerable distance to
g0, but the journey needn’t be accomplished in a single step. One possible route would be to
introduce the DBCFT at a low rate to run in parallel with the existing system (at a reduced rate)
or, equivalently, to implement the border tax adjustment and other elements of the DBCFT
within the current system, but at a tax rate substantially below the corporate tax rate. Such an
introductory step would provide time to evaluate the performance of the new system and, if
necessary, introduce modifications. 1t would also give other countries an opportunity to learn
from the U.S. experience and decide whether it provides a better option than the path they are
currently following.

A MORE MODEST APPROACH TO DESTINATION-BASED TAXATION

While the DBCFT is a simple, effective approach to international taxation, it remains an
unfamiliar concept to many practitioners and policymakers. As just discussed, one response to
this lack of familiarity would be a gradual implementation of the DBCFT, to increase
understanding and confidence in the system. However, should that approach not prove feasible,
there are more modest approaches that involve lesser departures from the current system but still
provide some of the advantages of destination-based taxation in an international setting. One

17 This issue is discussed at greater length in Auerbach et al.. Destination-Based Cash-Flow Taxation, op. cit. and
Devereux et al., Taxing Profit in a Global Economy, op. cit., Chapter 7.
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such approach that I have worked with co-authors to develop is what we call the Residual Profit
Allocation by Income (RPAT) approach.'®

The RPAI approach would maintain the existing transfer-pricing approach for
determining the profits associated with routine activities, assigning such activities a modest, fact-
based rate of return in the locations in which they are performed. For a company’s remaining, or
residual profits, the RPAI would allocate such profits among countries in proportion to the
company’s net sales revenues in each country.!® The main appeal of such an approach, relative
to the current system, is that it would use the destination basis to determine the location of those
profits for which existing transfer pricing methods are inadequate. This not only would
eliminate the ability of companies to use transfer pricing to shift these profits, but would also
encourage companies to locate their profitable production activities in an adopting country, for
the location of such production there would have no impact on the company’s domestic tax
liability.

Even the RPAI approach would involve significant changes from the current tax
environment. In particular, the allocation of profits based on the location of sales would mean a
departure from the current rules regarding permanent establishments, for companies could face
tax liabilities even in countries in which the current PE threshold were not satisfied. In addition,
the RPAI would require additional restrictions to prevent particular tax avoidance strategies,
such as through resales via unrelated parties in low-tax jurisdictions.

TAX REFORM IN THE CURRENT INTERNATIONAL TAX ENVIRONMENT

Decisions about the best path forward for the United States are complicated by the current
international tax reform process. The so-called “inclusive framework,” promulgated by the
OECD and strongly supported by the Biden Administration, has been promoted as the exclusive
approach to tax reform, through a process that encourages countries to participate but also
includes provisions that would coerce the reluctant to do so. The framework includes two
“pillars” that would each introduce a new approach to taxing income. Pillar 1 would impose a
tax based on the location of customers on a portion of profits (25 percent over a threshold of a 10
percent rate of return) earned by very large corporations. Pillar 2, which is further along in its
adoption abroad, calls for countries to a adopt a domestic minimum tax of at least 15 percent on
a measure of income based on accounting statements, and also includes a so-called “top-up” tax,
referred to as the income inclusion rule (IIR), under which countries would impose additional
taxes on their resident corporations on profits earned in non-complying countries, and an
undertaxed profits rule (UTPR) that would allow countries to impose taxes on corporations based
in other countries that are deemed to be noncompliant.

18 Michael P. Devereux, Alan J. Auerbach, Paul Oosterhuis, Wolfgang Schén, and John Vella, Residual Profit
Allocation by Income. Oxford University Centre for Business Taxation Working Paper 19/01, March 2019.
https://oxfordtax.sbs.ox.ac.uk/files/wp19-01pdf and Devereux et al., Taxing Profit in a Global Economy, op. cit.,
Chapter 6.

19 Net sales revenues would be calculated as sales revenues less allocable costs and a proportionate share of non-
allocable costs (including the routine profits attributed to such costs).
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Some of the elements of Pillars 1 and 2 overlap with U.S. tax provisions; other elements
resemble alternative tax reform approaches. The IIR top-up tax is similar in nature to the Global
Intangible Low-Taxed Income (GILTI) provision of TCJA, and the minimum tax shares some
features with the new 15 percent corporate AMT included in the Inflation Reduction Act, which
is also based on accounting income measures. The apportionment of income based on
customers’ location contained in Pillar 1 represents a move in the direction of the RPAL but it
applies only to a small share of income and would be imposed on a very small number of
companies, many of which are based in the United States. Thus, there are elements of Pillars 1
and 2 that might, with some modification. be compatible with existing U.S. law or potentially
attractive reforms. However, the inclusive framework has been presented not as a starting point,
but as the only option for international tax reform, and the IIR and UTPR are designed to
promote participation by countries that might otherwise not be inclined toward adoption.

The fundamental problem with Pillar 2 is that it still tries to tax income based on where
that income is earned, which in the modern global economy based on international supply chains
and the use of intangible assets is a daunting task. In addition, it confronts definitional problems
that have already become apparent, notably which tax credits and subsidies to count as reducing
taxes paid and which to treat as additional income. Despite its incentives for participation, there
are many ways in which Pillar 2 may fail, either immediately or after initial adoption, so it is
important to have alternatives in mind. A failure of Pillar 1, which seems even more likely,
would likely bring back the digital service taxes that Pillar 1 was intended to replace, leaving the
need for alternatives even more pressing. Thus, one need not, and should not, view the current
international tax process as one in which the outcome has already been determined, and it would
be of considerable value not only to develop alternatives, but also to move forward with them, to
help speed the process of achieving a simple, stable, and efficient international tax system.
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Chairman KELLY. Thank you, Dr. Auerbach.
Dr. Viard, please.

STATEMENT OF ALAN VIARD, SENIOR FELLOW EMERITUS,
THE AMERICAN ENTERPRISE INSTITUTE

Mr. VIARD. Chairman Kelly, Ranking Member Thompson, mem-
bers of the subcommittee, thank you very much for the opportunity
to testify on this important topic today.

My testimony reflects my personal views, not those of the Amer-
ican Enterprise Institute which does not take institutional posi-
tions on any issue.

The United States faces a large, long-term fiscal imbalance.
Under current policies, Federal debt will soar during the upcoming
decades as rising healthcare costs and population aging cause
spending to outpace revenue. The impending debt buildup will bur-
den future generations and impede economic growth.

A value-added tax, or VAT, must be part of our response to this
challenge. Benefit cuts in the largest entitlement programs, tax in-
creases on high-income households, or both can play a role in ad-
dressing the fiscal imbalance. However, they not provide a full so-
lution.

Entitlement cuts would promote economic efficiency, but they
would be severely regressive, imposing far heavier burdens as a
share of income on low-income households than on high-income
households. Moreover, significant cuts would likely face resistance
from both Republicans and Democrats.

High-income tax increases would reduce inequality but would im-
pose significant economic distortions. Also, high-income tax in-
creases have limited revenue potential. Even commentators who
strongly support such increases recognize that they will need to be
accompanied by measures that—by policies that affect the broader
population.

The United States should follow the lead of 170 other countries
and territories by adding a VAT to its tax system. A VAT is a con-
sumption tax is that economically similar but administratively
preferable to a retail sales tax. The advantage of the VAT is that
it offers a middle ground between entitlement cuts and high-income
tax increases. The VAT cannot match the progressivity of high-in-
come tax increases, but it is vastly less regressive than entitlement
cuts.

Under a VAT, households in the bottom 20 percent of the income
distribution would face a burden as a share of income somewhat
less than double the burden borne by high-income households, by
households in the top 1 percent.

For comparison, under an across-the-board Social Security ben-
efit cut, households in the bottom 20 percent would bear a burden
as a share of income 100 times larger than the burden on house-
holds in the top 1 percent.

Moreover, the VAT’s regressivity can and definitely should be ad-
dressed by providing relief to low-income household. The Urban-
Brookings Tax Policy Center has estimated that a 7.7 percent VAT
with low-income relief would generally be progressive, reducing
after-tax incomes by 0.6 percent for households in the bottom 20
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percent, 2.9 percent for households in the middle 20 percent, and
3.6 percent for those in the top 1 percent.

Although the VAT does not share the efficiency advantages of en-
titlement cuts, it is far less distortionary than high-income tax in-
creases. Unlike income of State, gift, and wealth taxes, the VAT
does not penalize saving. Unlike the corporate income tax, the VAT
is neutral between corporate and noncorporate businesses and be-
tween debt and equity and does not penalize investing or booking
province in the United States or operating with a U.S. charter.

Because the VAT occupies a middle ground between the other
two alternatives, it offers the best basis for bipartisan compromise
which will be absolutely essential in addressing the fiscal imbal-
ance. When the limits of entitlement cuts and high-income tax in-
creases are reached, people across the political spectrum should
turn to the VAT.

In designing the VAT, we can draw on the experiences of 170
other jurisdiction. I will just mention a few key issues.

The VAT should be listed as a separate item on customer re-
ceipts. Making the VAT visible to the taxpayer will ensure that it
is not a money machine that the government can surreptitiously
hike. In Canada, where the VAT is listed on receipts, the tax rate
today is lower than when the VAT was introduced in 1991.

As I mentioned before, relief should be provided to low-income
households. The VAT should apply at a single tax rate to a broad
base of consumer goods and services.

In-house production by State, local, and Tribal governments and
nonprofits should be included in the tax base. Small businesses
should be offered an optional exemption.

When addressing the fiscal imbalance, time is not on our side. To
meet the looming challenge, we should adopt a VAT sooner rather
than later.

Thank you.

[The statement of Mr. Viard follows:]
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Chairman Kelly, Ranking Member Thompson, and distinguished members of the Tax
Subcommittee, thank you for this opportunity to testify on tax policy, economic growth, and
prosperity.

T am Alan D. Viard, a Senior Fellow Emeritus at the American Enterprise Institute. I have
written extensively on fundamental tax reform options, including the value-added tax. This
testimony reflects my personal views and does not reflect the views of the American Enterprise
Institute, which does not take institutional positions on any issues.’

The United States faces a large long-term fiscal imbalance that will burden future generations
and that threatens long-term economic growth. A value-added tax (VAT) is an essential
component of a well-designed response to this challenge.

Other policy options, including entitlement benefit cuts and high-income tax increases, could
play arole in addressing the fiscal imbalance. However, they have serious limitations that
prevent them from providing a full solution. Entitlement benefit cuts would be severely
regressive, imposing much heavier burdens (relative to income) on lower-income households
than on higher-income households. High-income tax increases would induce economic
distortions that would impede long-term growth. Moreover, benefit cuts in the largest entitlement
programs would likely face opposition from both major political parties and high-income tax
increases would have limited revenue potential.

The United States should follow the lead of 170 other countries and territories by adding a VAT
to the federal tax system. The VAT is economically similar, but administratively preferable, to a
retail sales tax. The VAT is far less regressive than entitlement benefit cuts, although it cannot
match the progressivity of high-income tax increases. The VAT also avoids most of the
economic distortions induced by high-income tax increases, although it is not as economically
efficient as entitlement benefit cuts. Because it occupies a middle ground between those two
alternatives, it offers a plausible basis for bipartisan compromise, particularly once the
limitations of the alternative options are understood.

Because the arithmetic of the long-term fiscal imbalance makes it likely that a VAT will
eventually be adopted, the real question may simply be when to adopt it. We should act sooner
rather than later to limit the debt buildup and ease the fiscal burden on future generations.

1. The Long-Term Fiscal Imbalance

Relentless Debt Buildup

The federal debt held by the public now stands at 98 percent of annual GDP, near the peak value

of 106 percent reached in 1946. While the debt incurred during World War IT was quickly
reduced (relative to GDP) after the war ended, the current debt is on track to relentlessly rise

! Portions of this testimony are drawn from Alan D. Viard, “Rethink Tax Policy to Address the Long~Term Fiscal
Imbalance.” in Governing Priorities: Advice for America’s President in 2021 and Beyond, ed. Yuval Levin
(American Enterprise Institute, 2020), pp. 59-69.
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throughout the upcoming decades.

In its June 2023 long-term budget outlook, the Congressional Budget Office (CBO) projects that,
under current policies, the federal debt will soar to 181 percent of annual GDP in 2053.
Moreover, with the 2053 deficit projected to be 10 percent of GDP, the debt buildup will
continue in subsequent years.

Debt is slated to accumulate as rising health care costs and population aging cause spending on
health care programs and Social Security to grow more rapidly than federal revenue. The debt
buildup will be even larger if Congress extends part or all the individual income tax cuts
scheduled to expire at the end of 2025.2

CBO offers a forceful warning about the costs of allowing the impending debt buildup to occur.
Higher debt would reduce long-term economic growth by crowding out private investment, and
would push up interest payments to foreigners. It would also increase the risk of a crisis in which
investors lost confidence in the US government and demanded higher interest rates to hold its
debt. Furthermore, higher debt could lead to higher inflation expectations and reduce Congress’
and the president’s flexibility to respond to unforeseen events.’

The VAT is initially unappealing because it raises taxes on the middle class. Unfortunately, there
is no viable way to fully address the fiscal imbalance without middle-class tax increases.

Little progress can be made by cutting spending on programs other than Social Security and the
major health care entitlement programs (Medicare, Medicaid, and the refundable health
insurance premium tax credits). CBO projects that other noninterest spending, which includes
national defense, other annually appropriated spending, and the smaller entitlement benefit
programs, will shrink from 10.7 percent of GDP in 2023 to 7.5 percent in 2053 under current
policies, leaving limited space for additional reductions.*

Cuts in Social Security and the major health care entitlement programs and tax increases on
high-income households may seem more promising. Although either or both of these options
may have some role to play in addressing the fiscal imbalance, they have limitations that
preclude them from providing a full solution.

Limitations of Entitlement Benefit Cuts

CBO projects that spending on Social Security and the major health care entitlement programs
will surge from 10.9 percent of GDP in 2023 to 14.8 percent in 2053. Restraining this rapid
growth seems worthy of consideration. Also, scaling back entitlement programs could reduce
economic distortions, such as incentives for early retirement. Also, reducing retirement benefits
for current workers could prompt additional saving. Entitlement benefit cuts would therefore
likely promote long-term economic growth.

2 Congressional Budget Office, “The 2023 Long-Term Budget Outlook,” June 2023, pp. 7, 13-23,

https://www.cbo.gov/publication/59014.
3 Ibid., pp. 8-10.
41bid., p. 7.
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Chairman KELLY. Thank you, Dr. Viard.
Mr. Norquist, you are recognized.

STATEMENT OF GROVER NORQUIST, PRESIDENT, AMERICANS
FOR TAX REFORM

Mr. NORQUIST. Yes, Chairman Kelly, Mr. Thompson, as you
are moving forward, I think the first thing to recognize is both the
success of the Tax Cuts and Jobs Act to protect it, to continue its
success, and to build on it. There are a number of the pieces of that
which phase out, particularly R&D tax credits and expensing.
Maintaining those at the lower levels is particularly important to
economic growth.

As we look at the Tax Cuts and Jobs Act, we saw it left—led to
regular incomes for the American people and particularly the me-
dian family income moved up. That which was said about it both
before and during the discussion that it was just going to benefit
the high-income people is just probably untrue. We saw the median
income increase significantly, more than during previous years of
different approaches in the previous 8 years, dramatically different
and moving in the right direction.

But also life savings. We tend to forget that about half of Ameri-
cans have 401(k)s, IRAs, have defined contribution pensions. And,
when we saw the dramatic increase in the life savings of the Amer-
ican people and wealth through the increased value of companies
that they were invested in, it was not just that wages went up. It
is not just that jobs went up. It is that people’s life savings went
up, and their ability to face the future were tremendously in-
creased. And moving back on that on expensing, for instance, or
R&D, would hurt the life savings of the American people, not just
the wages.

One of the things that we did in Americans for Tax Reform at
our website, we kept track of, when it first passed, companies knew
exactly what it was doing.

They immediately went to significant bonuses and said, we don’t
know how much we are going to raise your taxes, but here is a
thousand dollars to start with.

We have 1,200 different examples of large and small companies
that made just that immediate reaction.

We are going to need to pay workers and work to compete with
workers. We are going to be able to invest more in their produc-
tivity. So it is going to be valuable to us to do this, and we are writ-
ing the checks now, not waiting down the line.

Expensing is one of the issues that I think we need to be sure
and maintain. We saw it during the Obama years. He had expens-
ing targeted for smaller businesses, and it was the one tax change
that Obama put in that you could dramatically see actually helped
the economy. We saw jobs and small business successes as a result
of those, of expensing there.

And it is something that Democrats and Republicans have been
willing to support in the past, as long as—as well as with the R&D
tax credit.

It is important also to remember the things that didn’t happen.
We were told that the $2 trillion tax cut last year, did you feel it,
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did you get anything from it, of course not, of course not, all of it
went to folks at the top and corporations.

That was given by the Washington Post four Pinocchios. That
was Mr. Biden’s assessment of what became an in—what was at
the time he said this a very successful job-creating, wealth-cre-
ating, life savings-enhancing effort.

I would add that competitiveness was dramatically increased.
People spent a lot of time claiming to care about our competitive-
ness with China. And what the Tax Cuts and Jobs Act did was
they took our corporate rate, which was the highest in the world,
and took it from 35. Japan used to be higher. They got tired of
being stupider than us. They brought it down. We were at 35, high-
er than France is 25. Not as competent as France is not where we
want to be. We were at 35 when China was at 25, when we won-
dered why, when we shot ourselves in the foot with our own tax
policy, we weren’t doing better. 35 came down to 21.

President Biden says he wants to take it back higher to China.
Higher than China is at 28. Remember you have to add the 4 per-
cent average corporate income tax at the State level, at the State
level. So you are really talking about 32 that Biden wants to take
it up to.

That would make us less competitive with China going forward
and would see a decline, as we saw in the opposite, in the value
of stocks and on how we deal with people’s life savings. You see the
value of people’s life savings decline as well.

So each of these tax—I mean, there are a number of other things
we can talk about in terms of some of the ideas that people have
of new and additional taxes. It doesn’t excite me. But looking at the
progress you have made so far and the 90 percent of Americans
who no longer have to file and do all the paperwork because you
have dramatically increased the exemptions so that more people,
30 million people aren’t fiddling with that on tax day.

So competitiveness, wealth creation, job creation, simplification,
and privacy, all advance.

[The statement of Mr. Norquist follows:]
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Chairman KELLY. Thank you, Mr. Norquist.
Mr. Hayes, you are recognized for 5 minutes.

STATEMENT OF STEVEN HAYES, CHAIRMAN AND PRESIDENT,
AMERICANS FOR FAIR TAXATION

Mr. HAYES. Thank you.

Chairman Kelly and Ranking Member Thompson, thanks for the
opportunity to speak to you.

First of all, I am not an economist. I don’t work for a think tank.
I came here because I became convinced during my time of practice
that the existing income tax was actually harming the country and
that there should be a better way of collecting the taxes needed to
fund the government.

I didn’t realize I was far right until Mr. Thompson’s comments
told me because I have never felt myself that way. I felt myself
much more moderate. I am looking at this not as a Democrat-Re-
publican issue but as a what I believe would be a more effective
way of funding the government.

I worked for a long time, I will confess, as a tax attorney. I made
a lot of money out of all the confusion in the Tax Code. But I saw
time and again people who I worked with, who were in different
parts of the country, get audited and get widely different results
from no tax to assessment of tax on the same investment. The Tax
Code is not sensible. It is very difficult to apply. As a practical mat-
ter, it makes life worse for most people who are working in this
country and employing those who are working in this country.

So what I am looking at is trying to be a resource. Maybe it is
not the sole answer, but I believe you need to start looking as a
committee at ways in which you can fund the government without
putting all the compliance issues on the American people and
American business.

Let’s do it in a way that is pro-growth, that is a consumption tax.
I think everybody at this table will agree with me it is going to
produce more growth than the income tax. And let’s do it where we
grant people some authority over their own taxes. Because one
what am I promoting? The FairTax. It is a retail sales tax on new
retail goods and retail services, underline new retail goods.

If you have got a family of four, because of provision that we put
in the bill, call it 6 pre-bate, you are going to see that your expend-
itures up to $40,000 are not subject to tax at all. You talk about
a tax credit. They get $40,000 of spending without any tax of a
FairTax at all.

Very, very different than the present system because what you
are also doing with the FairTax is not only are you repealing all
of the income taxes, the gift tax, the estate tax, but you are also
taking and getting rid of the most regressive tax that we have
which is the payroll tax. Every single American, if they make a
thousand dollars, or this year %,160,000, is going to pay it regard-
less of family size, regardless of anything else. It is the very defini-
tion of regressive. That is gone, eliminated.

It is funded through the FairTax, the national retail sales tax.
It is very obvious. If you don’t want to pay as much tax, don’t
spend as much. If you don’t want to pay as much tax, buy used
goods and don’t pay the tax. But you have a choice. It is not every-
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body pays the same tax and they save money. We are not children.
Treat us like adults. Let us make the decision.

Now having said that, anything that I can do to assist you in any
way, I am happy to do it. Whether it means not pushing through
the FairTax but it helps improve the system, then I am fine. And
so I am here. I am happy to answer your questions. Thank you
very much.

[The statement of Mr. Hayes follows:]
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Chairman KELLY. Mr. Hayes, thank you very much.
Dr. Burman, you are recognized for 5 minutes.

STATEMENT OF LEONARD BURMAN, INSTITUTE FELLOW,
URBAN-BROOKINGS TAX POLICY CENTER

Mr. BURMAN. Thank you, Chairman Kelly, Ranking Member
Thompson, and members of the subcommittee. Thank you for invit-
ing me to share my views on tax policies to expand growth and in-
crease prosperity for families.

In my oral statement, I would like to focus on two proposals that
would boost growth and equity. First, increase support for children
in low-income families because that will make them better edu-
cated, healthier, and richer adults. Second, support the wages of
workers who have been falling behind for the past half century.
That will make them more likely to support pro-growth policies.

The first idea isn’t a new one for the subcommittee. The tem-
porary, fully refundable Child Tax Credit that you enacted as part
of the American Rescue Plan Act of 2021 was an incredibly success-
ful anti-poverty program for families with children. The larger re-
fundable CTC cut child poverty in half in 2021.

This is not simply a matter of fairness. A wealth of research has
found that investing in children pays higher returns than almost
anything the government can do. Ending child poverty so all chil-
dren have a chance to grow into healthy, well-educated adults
would be good for our economy and the Federal budget. Child pov-
erty costs the U.S. as much as $1 trillion a year because children
experiencing poverty tend to earn less and pay less in taxes and
they are more likely to require public assistance as adults.

This reminds me of the old air filter commercial that had the
punch line: You can pay me now, or you can pay me later.

But kids aren’t cars. If a car breaks down because of poor main-
tenance, that is an inconvenience. Maybe it is even additional busi-
ness for Mr. Kelly. But if a child’s life is ruined by poverty, that
is a tragedy and it is a drag on the economy.

The second idea is to support work. We all want to increase eco-
nomic growth because it creates the possibility that everyone can
be made better off. But for the past 50 years, many American
workers have been left behind. Making sure workers at all levels
share the benefits of economic growth is also not just a fairness
issue but essential to preserving the forces that fuel that growth.

For most of our country’s history, economic growth has helped
most workers by making them more productive. But several fac-
tors, especially unprecedented technological change, have altered
that equation. Machines and Al are increasingly substituting for
labor, and that trend is unlikely to abate. It is one reason why me-
dian wages have barely kept pace with inflation over the past half
centué'y, despite a doubling of real GDP per capita over the same
period.

I believe that wage stagnation is a significant factor behind the
discontent of many American workers, even as we remain the rich-
est country in history. Unless we can find a way to share the gains
from growth more broadly, resistance to pro-growth policies will in-
crease. History dating back at least as far as the industrial revolu-
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tion suggests that workers will resist mechanization when it is per-
ceived as a threat to their livelihood.

One way to prevent a 21st century Luddite rebellion would be to
turbocharge the income tax credit.

My favorite option for do that would be to expand the EITC to
provide a large enough subsidiary so everyone who works full time
at the minimum wage or above could escape poverty.

In a 2021 paper, I proposed a new universal Earned Income Tax
Credit that would provide 100 percent wage subsidy on the first
$10,000 of earnings. The single person making $15,000 per year be-
fore tax would earn $25,000 including the credit. Because the credit
would be universally available, it could safely be advanced to work-
ers throughout the year, unlike the current EITC.

The maximum credit amount would be indexed to per capita
GDP. For the first time in a very long time, all workers would be
guaranteed a share in be the benefits of economic growth, even if
their wages do not increase.

The proposal would be expensive but probably not more than the
universal basic income that is built into the FairTax. I suggest two
options to pay for it in my written testimony. And they are incre-
mental, less expensive options like expanding the current EITC to
grovide meaningful support for single adults without custodial chil-

ren.

I would be happy to answer your questions.

[The statement of Mr. Burman follows:]
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Chairman KELLY. Doctor, thank you for your testimony.

By the way, the commercial was: You can pay me now or pay me
later.

That is Fram, and it is not—it is having an oil filter. The whole
idea was the oil filter was a lot cheaper than replacing the engine.
So the economics of that kind of works in the best interest of the
person who knows the vehicle.

But thank you for highlighting it, and I will take that into our
service department when I get home and see if we can do some-
thing with it.

Mr. Norquist, so I would be remiss if I didn’t mention this. And
every time we are together, you know what, I know you started off
in Sharon, Pennsylvania. You didn’t stay there too long, but so
we're both from a part of the country that is pretty strong blue-col-
lar people who really understand, you know, exactly what it is they
have to go through.

I wanted to ask you, because you mentioned a few times in your
testimony about the economic benefits of the Tax Cuts and Jobs
Act of 2017 and the importance of ensuring this crucial legislation
be made permanent.

Can you expand on the economic impact TCJA had on our econ-
omy and the impact we will face if Congress does not act and make
these tax policies permanent?

Mr. NORQUIST. Well, if they are not moved to make permanent,
you have got both the R&D phasing going away, as well as the ex-
penses phasing down and expensing, which says when you put a
million dollars into job creating factory or equipment, you don’t de-
preciate it over 3 years, 5 years, or 10 years. You expense it be-
cause it is—you don’t have it anymore. It is not profit. It is you
spent it.

And it dramatically drops the cost of new investment, and it was
the new investment that floated into the economy both when on a
smaller scale Obama did this with small businesses and expensing
and when it was done with Tax Cuts and Jobs Act on a national
basis for everybody.

You saw it a whole bunch, you know, billions and billions of dol-
lars put into the economy to job creation. And that is what gave
us the increased productivity and, therefore, the increased wages.
Wages cannot on any period of time rise faster than people’s pro-
ductivity. Productivity increases when people have more capital
available for them to work with. When, you know, when using
trucks instead of horses, you can pay the driver more because he
has more capital involved and he is more productive.

We need more capital available per worker to allow people’s
wages to increase and to see their life savings in a 401(k) and IRA,
to find benefit pensions. Those savings are very important to most
Americans, and hopefully increasing numbers of Americans will
have those pensions as the economy moves forward.

Chairman KELLY. You know, so as you talk about, that because
I was here for TCJA, and I know part of TCJA was the Oppor-
tunity Zones.

Mr. NORQUIST. Yes.

Chairman KELLY. Now I know we hear a lot of, well, this was
just designed for rich people to avoid taxes and make an invest-
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ment. And I thought at the time what was unusual that people
said, well, you know, this is designed for rich people to go ahead
and invest. And I said, well, who else has the money? There are
very few poor people that can invest in something if they don’t
have the revenue to do it.

And I always thought that was kind of—we are always taking a
swipe at the rich. In my lifetime, in my lifetime, I think we have
become so polarized on what is rich. Rich usually refers to some-
body who makes more than I do.

So if you all could just expand. I know you have different ideas
on this. I would like to get your opinion on Opportunity Zones.
That to me is one of the greatest parts of the TCJA and what we
are able to create through pro-growth tax policy. And, if you were
to come home with me—and which we will do next year. We are
going to go to Erie, Pennsylvania, and I can show you the spot
where the Opportunity Zone took an area where nobody, nobody in
their right mind would come in and invest money there.

It is almost like the different neighborhoods that we have. There
is no longer—we call them food deserts. People say, why do you call
it a food desert? Because there is nobody there to serve those
needs. And the answer to the question is, well, why aren’t they
there? I said, because it is not profitable for them. You can’t oper-
ate a business at a loss very long other than the United States
Government.

Yes, sir.

Mr. NORQUIST. Just one thought on Opportunity Zones. I think
it is extremely helpful. You get a small area. You say we are going
to make certain changes, and you see capital and jobs flow into
those areas. What we can learn from that is perhaps we should do
that for everybody.

If you don’t have a capital gains tax on investing in a particular
area and you see the tremendous advantage to that, you might
want to think about doing that nationally for everybody.

Chairman KELLY. Yeah, you know, we left it up to the different
areas to point out what Opportunity Zones they have, working
within a different framework. But I have always been amazed, if
the idea is to gain revenue, I would rather have a small percentage
of a big number than a big percentage of no number at all.

And, in my lifetime, when we were doing TCJA, we had a—we
were going back and forth. I said actually in my business there
were a couple of years where I didn’t pay any taxes with the excep-
tion of wage taxes, real estate taxes, and all the rest of the things
that are attached to you. Right?

And people said, well, how in the world did you do that? I said,
it was not fun but we just lost money that year.

Now you can do that everything once in a while, but you can’t
do it consistently. That is not a good business model.

If T could, just because you all have different views of what you
could do or what you couldn’t do and different tax policies, and this
truly is a showcase for you to bring forth what you think is a great
idea, is there anything in the Opportunity Zones or tax, the TCJA,
that you look and say there is just no way, you can’t go through
it because the incredible, the incredible growth that we had in that
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is sometimes, when people talk about it really wasn’t that good,
any of you have any comment on that?

And then we will move on to Mr. Thompson but I am always—
I am always amazed by a model that is so pro-growth and created
so many jobs and created so much revenue and created so much
blue-sky as opposed to dark-sky days. And I do mean this in the—
at the end of winter we are going to Erie, Pennsylvania. I will take
you to Perry Square, and I will show you the difference between
before and after when it comes to good policy.

So anybody that has any type of a comment on TCJA and espe-
cially the Opportunity Zones, Dr. Auerbach.

Mr. AUERBACH. Two things. On TCJA, and I think I am echo-
ing what has already been said, I think the extension of expensing
and also the going back to expensing of R&D, rather than requiring
amortization over 5 years, I think would be very helpful. I think
those are good for, you know, frankly, not that controversial in
terms of their being helpful.

I think one thing I would mention about Opportunity Zones, I
think they are—and I am not sure how to think about this. But
there is some evidence, I think research done at the Joint Com-
mittee on Taxation, suggesting that the Opportunity Zones that
benefitted the most from inflows of investment were those that
were relatively affluent among the qualifying opportunity—the
areas qualifying to be Opportunity Zones.

And that is not really surprising because if you think of, you
know, where will investors think their money is most likely to yield
a good rate of return, it is not likely to be in the very most de-
pressed areas. It is likely to be in areas that could stand some ad-
ditional investment but might be doing a little bit better already.

I am not saying that is anything wrong with the model of Oppor-
tunity Zones, but it is something we are thinking about in terms
of which areas were helped and which areas might still need addi-
tional help.

Mr. HAYES. Yes, the opportunity seasons, because you are look-
ing at it from the paradigm of the present tax system where in-
come is taxed, investment income is taxed, they are a benefit in
that you lure people in because they have not only a vested interest
in making profits but in avoiding the same amount of tax on their
investments.

The FairTax is a totally different paradigm, and it is hard to nec-
essarily think about the difference because, when you go to a tax
that is strictly on consumption, that eliminates the income tax to-
tally, then all profits are exempt from taxation. You pay money at
the counter.

And to look at it and say, no, we want to keep a tax system that
allows us to make all these Americans file returns, make all these
businesses spend anywhere from $200 to $400, $600 billion in com-
pliance costs, that allows an increasing number by the IRS, $542
billion of unreported income, we want to keep that paradigm, then
I think Opportunity Zones and some of these, expensing solely
makes sense.

But with a FairTax, it is all expense because there is no taxation
on income. So it is totally different. I know it is thinking differently
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than what all of us have grown up thinking because we have had
an income tax for so long.

But it is an alternative if you are going to keep the income tax,
and I think it has a lot of benefits. But I think the benefits are so
much more if you get rid of taxing income. Thank you.

Chairman KELLY. Anybody else?

Dr. Viard.

Mr. VIARD. Thank you, Mr. Chairman.

So I think that the Tax Cuts and Jobs Act did something very
important and very useful when it reduced the corporate tax rate
from 35 to 21 percent. It made no sense, as you said earlier, Mr.
Chairman, for the United States to be so far out of the inter-
national alignment to have a higher corporate tax rate than many
Socialist governments have in Europe.

I do think that that, you know, you would certainly expect that
self-interested corporations would move their investment to the
United States in response to this dramatically lower tax rate.

The Tax Cuts and Job Act did, of course, have one major draw-
back, which is it added to the long-term fiscal imbalance that I was
discussing earlier. It was not—the revenue loss was not offset by
spending cuts or in other—any other matter. It is that, of course,
is obviously a factor that has to be weighed into the balance.

I will just briefly mention two minor provisions of the TCJA,
minor in terms of revenue impact anyway, that I think were philo-
sophically misplaced. The TCJA removed most tax relief for em-
ployee business expenses and for moving expenses. And, because
those are cost-of-earning income, I think it was philosophically im-
proper and economically mistaken to take away that tax relief.
Cost-of-earning income should be deductible from income.

On the Opportunity Zones, I am not an expert on that, those pro-
visions. I think it probably is useful to try experiments of that type
and see if they can provide benefits to distressed areas. However,
the ideal tax policy clearly would be trying to provide opportunity
throughout the country and not in specifically, you know, targeted
areas where there is always going to be a great deal of uncertainty
as to the right way to choose those areas and where, as Dr.
Auerbach said, the largest benefits may not go to those that are the
most distressed.

Thank you.

Chairman KELLY. Thank you.

We are going to move on. I am going to go to Mr. Thompson.

We could do this all day. You know that, right? And I think we
all have different opinions on it. But to be fair, Mr. Thompson now
is going to have his turn.

Mr. Thompson, please.

Mr. THOMPSON. Thank you, Mr. Chairman.

Again, thank you to all the witnesses.

Dr. Burman, the Republican supporters of the FairTax claim that
at 23 percent or 30 percent, if referring to the tax-exclusive rate,
the proposal would be deficit neutral.

Is the FairTax proposal deficit neutral?

Mr. BURMAN. Not unless you include it in really large cutting
government spending. It basically assumes that the governments at
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all levels are going to be paying the tax and there is no offset to
provide additional resources to cover that.

Bill Gale of Brookings Institution and Kyle Pomerleau of the
American Enterprise Institute estimated that a revenue-neutral
FairTax would have to be more like, you know, 30 percent or 40
percent including on a tax-exclusive basis like other sales taxes are
measured.

And, if you accounted—it assumes there is no evasion, which is
absurd. There is evasion in every tax, and the FairTax is a particu-
larly poorly designed sales tax, so even if you include even a mod-
erate level of evasion. If you assume that the sales tax would look
like state sales taxes that don’t tax medicine and food, often the
tax rate could be much, much higher, or you could be looking at
a giant increase in the debt over the next decade.

Mr. THOMPSON. So, under more realistic parameters, how
much would enacting the FairTax in its current form cost?

Mr. BURMAN. Gale and Pomerleau estimated that it would be
$27.7 trillion over the next decade.

Mr. THOMPSON. $27.7. So right now, we have a situation where
many of our colleagues on the other side of the aisle are threat-
ening our country’s stability by demanding spending cuts—includ-
ing the much needed IRS funding that we provided—and fighting
Democrats over the Nation’s budget and our debt ceiling. They con-
tinue to push proposals through Congress that would further add
to the Federal deficit, $2 trillion on the TCJA and 27-plus trillion
dollars on the FairTax measure.

One more question for you, Dr. Burman. In your testimony, you
state that, to advance growth and opportunity, our tax policy and
spending policy should do much more that to support children. How
do you suggest that we do that?

Mr. BURMAN. Well, the easiest thing would be to go back to
something like the fully refundable Child Tax Credit that was im-
plemented as part of the American Rescue Plan Act. As I think you
noted, it cut poverty in half.

There are other things you could do for kids, obviously, improv-
ing education, providing more opportunities would be good. The key
thing is that—mow I am trying to remember the name of the econo-
mist. Nate Hendren and colleagues look at, you know, a hundred
different spending and tax policies. And the ones by far that had
the highest rate of return were the ones that were investing in chil-
dren, because they provide lifelong benefits. Those kids grow up to
become productive taxpayers. They are healthier. They are less
likely to have problems with drugs or the criminal justice system.
They are better parents themselves.

Mr. THOMPSON. So, when you see the Child Tax Credit cut
child poverty rates in half, that is impressive. Anybody has to rec-
ognize that. But can you quantify that more? I mean, these are
parents—have money to buy their kids gym shorts and backpacks
to go to school and better food.

Isn’t there a lot more to it than just they cut the poverty rate
in half?

Mr. BURMAN. I mean, I think the main thing is eliminating or
vastly reducing financial stress in families. I mean, the financial
stress is really damaging. Kids have enough food so they are prop-
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erly nourished. They have, you know, clothing and heat in the
home so they can go to school and be prepared to learn.

I don’t know if studies have specifically looked at how the fami-
lies spent the money, although I would be happy to research that
after the hearing but——

Mr. THOMPSON. Money for childcare to allow parents to work
more?

Mr. BURMAN. Yeah, and act—there was a complication that this
was enacted during the pandemic. So some childcare centers closed
down, maybe making it possible for parents to take care of their
kids when childcares were closed and schools were having kids at
home.

Mr. THOMPSON. Thank you very much.

I yield back, Mr. Chairman.

Chairman KELLY. Thank you, Mr. Burman.

Mr. Schweikert, 5 minutes.

Mr. SCHWEIKERT. Thank you, Mr. Chairman.

The tyranny of this clock, because there is no way we can actu-
ally have an intellectually honest conversation in 5 minutes, Dr.
Auerbach, I swear I have a book of yours sitting—don’t laugh at
me too much—on my nightstand. Is that possible?

Mr. AUERBACH. It depends on your taste in reading.

Mr. SCHWEIKERT. Yeah, it is—you know, the terrifying thing
is—never mind.

So, if I came to this panel right now and said, because this is
really the conversation, ultimately, intellectually, we should be
having, clean slate. Okay. What tax model maximizes receipts and
maximizes prosperity, economic growth, expansion, opportunity?
What would it be?

It is, you know, most people say Laffer Curve. We all know,
Laffer Curve has been around, versions of it, for a hundred years.
So, because we are heading into a really interesting time, because
the demographics of America, we are getting old. We are getting
old fast.

And, whether anyone here wants to admit it, it is true from
today through the next 30 years, 100 percent of the projected def-
icit is demographics. It is 75 percent Medicare and if we backfill
Social Security. It is the math, and that is from all the different
think tanks.

So I am going to start with you, Dr. Auerbach. You have a clean
slate. And, like, 30 seconds, tell me a tax system that max—that
gets us a rational, stabilized rate of GDP and receipts but we grow
and we grow robustly.

Mr. AUERBACH. Well, I would like to thank you for giving me
a clean slate. I am sure you would like to be given one, as well.

Mr. SCHWEIKERT. Oh, more than you would ever know.

Mr. AUERBACH. I would—you know, I talked about consump-
tion-based taxes in my testimony. I focused on the business level
taxation, but I think that also applies at the individual level. And
there are various models for taxing at the individual level which
I go through in my testimony, and I think there are different ap-
proaches, the valuated tax, the flat tax, progressive consumed-in-
come tax.
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And I think, combined with a destination-based cash flow tax at
the business level, I think that would really help growth.

And let me add, as you are talking about aging, if you want to
think about the consumption versus income earning, you are going
to have a lot of consumers out there relative to the number of earn-
ers as the population continues to age.

And if you are thinking just about the size of the tax base, con-
sumption is going to be an even more effective tax base to use rel-
ative to income as the old age dependency ratio increases.

Mr. SCHWEIKERT. So you would do a consumption with a VAT.

Mr. AUERBACH. With a VAT or another kind of—some sort of
consumption.

Mr. SCHWEIKERT. Or destination.

Mr. AUERBACH. Yeah, some sort of consumption taxation, yes.

Mr. SCHWEIKERT. All right. Doctor.

Mr. VIARD. So actually I wrote a book with Bob Carroll in 2012.

Mr. SCHWEIKERT. I don’t have that one on my nightstand.

Mr. VIARD. What we would do—yes, I don’t know if this is on
anybody’s nightstand or not.

But “Progressive Consumption Taxation,” the Bradford X-tax, it
is a modification of VAT that can allow you by setting the param-
eters to achieve almost as much progressivity as you would want.

I have decided, however, in the years since writing that book
that that particular tax design is simply too complicated to explain
and to market. And I now accept that a fallback, as a fallback posi-
tion that we should have a value-added tax, which is not a progres-
sive consumption tax on its own, as part of the Federal tax system,
along with individual and corporate income taxes.

Mr. SCHWEIKERT. So you would keep corporate—individual. Go
to a national VAT. Would you do any type of inbound cash flow tax,
a VAT, or something?

Mr. VIARD. A VAT, yes, would be a destination.

Mr. SCHWEIKERT. No, no, VAT here—but so you would do a
type of VAT that also extended into imported goods.

Mr. VIARD. Yes, which all of the world’s VAT do.

Mr. SCHWEIKERT. All right. Grover—I mean Mr. Norquist.

Mr. NORQUIST. Thank you.

Since you aren’t starting from scratch and you have to do it
through Congress and Presidential signature, I think it is better to
say: What are the steps you take in the right direction that one can
achieve politically?

And for there, I would recommend you look at the 50 States and
see what they are doing. They have a lot of the same problems the
Federal Government does. The politicians there lied to people and
said we have pensions for our State workers that they don’t have
the money for or the local workers, just as people promised folks
on Social Security and Medicare stuff that they have no ability to
pay for.

So they do have the same problem which is all this expenditure
that they hadn’t planned on or hadn’t organized around. But what
are they doing? Look at right now you have got—there is our
States. Seven States have no income tax but, more interestingly, 12
States are moving toward no income tax. The Governor, the House,
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and the Senate leadership have said we are going to zero. Arizona
is one of those. You move from 4%5.

Mr. SCHWEIKERT. You know, I have been a tax administrator
in, you know, my State. So——

Mr. NORQUIST. To 2%2 percent, right? And looking to put on the
ballot to go to zero.

And what they do there is put a spending cap. Here is what we
are going to spend. When money comes in above that, you then re-
duce the income tax and bring it down until you get to zero. North
Carolina has been on this path for 11 years now, getting towards
zero.

You can phase the income tax down, bring it to a single-rate tax.
Twelve states are already flat taxes, and another seven are going
there.

Mr. SCHWEIKERT. I am making the chairman nervous because
we are going way over time.

At some point, if we have follow-up questions, we need to have
an honest discussion of what different tax proposals produces in-
come as a percentage of GDP, remembering we borrowed 8.4 per-
cent of GDP last year which is the borrowing.

So with that, I yield back.

Chairman KELLY. Mr. Doggett, you are recognized for 5 min-
utes.

Mr. DOGGETT. Well, thank you very much, Mr. Chairman, and
thank you also that we have differing perspectives on much of the
tax code. The fact that you and I are together on the tax-free Pell
Grant, trying to assure that students, many first-generation stu-
dents, are not having to be taxed on any aspect or use of their Pell
Grant. I appreciate your help on that.

You know, in listening to the testimony, I found bits and pieces
that I was in full agreement, and maybe some disagreement on
some aspects of each of you—I reflect on a time when instead of
you sitting there, Alan Greenspan was sitting there. And that was
when we had balance in our federal budget under Bill Clinton.

And he sat there where you are, Mr. Norquist, and he told us as
a great sage and he did contribute greatly to the economic pros-
perity of our country, that our problem was that we were paying
down the debt too much.

And, because we were paying down the debt so rapidly, there
would be economic repercussions. And he said that in defending the
Bush tax cuts, which when you look at any of the charts, unpaid
tax cuts put us on the road to the predicament that we are in
today, exacerbated by the Trump tax cuts.

And there is no doubt we have to look at getting our fiscal house
in order at the spending side, but we also have to realize that when
you do tax cuts for free, when you cut revenues it is the same as
when a family that is and cuts it, you get into a hole very quickly
if you continue to borrow and borrow.

Now the FairTax has really already had some success because
without it, Kevin McCarthy might not have won that 15th vote to
be Speaker. One of his pledges, I understand, was to have a hear-
ing like we are having today on the FairTax.
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I think our tax system would be much fairer if we had many
fewer of the loopholes, advantages, tax preferences, and the like
that clutter our Internal Revenue Code of the type.

Mr. Hayes, you said you dealt with throughout life and may have
been put in there by both Democrats and Republicans, and they
create a system of incredible complexity and inequity in my opin-
ion. Of course, everyone’s tax loophole is someone else’s tax advan-
tage that they feel is an incentive for growth, and that is the prob-
lem in eliminating them.

My big problem with the FairTax is first, what impact it would
have on ordinary working folks if, as I understand, at 30 percent,
Dr. Burman, you told Mr. Thompson it is $27.7 trillion that we
would fall short in revenue. So, first thing is, we would have a lot
more of that debt of the type that we got out of the Trump tax cuts
and the Bush tax cuts even more under—going to a FairTax.

What would it take to just keep it even? How high would you
have to raise the tax in order to keep it even?

Ms. SMITH. Well, there is some debate about that.

Mr. DOGGETT. Sure.

Ms. SMITH. But Pomerleau and Gale estimated that the top tax
rate measured the same way State sales taxes are on tax exclusive
basis, would have to be over 80 percent to basically make up for
all the revenues that would be lost.

Mr. DOGGETT. Whether it is 30 percent, 23 percent as some of
its supporters say, or 70 or 80 percent or somewhere in between,
suddenly loading up American consumers with that much added to
the cost of a car, to a house, to just the ordinary goods that they
rely on, even with some credit seems to be very difficult for the or-
dinary American family, and more likely to produce even more debt
than these previous provisions have had.

I just have to say in closing, I am glad if there has been good
news from opportunity zones in Erie, Pennsylvania but right at the
American Enterprise Institute, some of your colleagues, Dr. Viard,
have pointed out that it is been pretty much losing. Opportunity
zones are mainly an opportunity for tax avoidance. They have not
produced much in the way of investment. They lack the provisions
that the new market’s tax credit has in trying to really focus
growth on ways that help in impoverished areas, and I certainly
hope that they are not extended.

There are other ways that we can encourage progress in dis-
advantaged areas without taking a provision that unfortunately
never had anyone like you come before the committee and testify
in favor of it. It was one of those provisions that was stuck into
the many pages of the Trump tax law without it ever having a
hearing or a fair debate about the nature of its provisions.

And I yield back, Mr. Chairman.

Chairman KELLY. Thank you, Mr. Doggett.

Chairman Smith is here. Chairman, 5 minutes.

Chairman SMITH. Thank you, Chairman Kelly.

Mr. Hayes, when it comes to the Tax Cuts and Jobs Act, the facts
speak for themselves. TCJA delivered tremendous benefits to
American’s economy as well as American families, in particular
working-class families. Following passage of TCJA, the lowest in-
come earners saw their wages increase at a rate that was 50 per-
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cent higher than the rate for those with higher incomes. The bot-
tom 20 percent of earners saw their average federal tax rate fall
to its lowest level in 40 years with low- and middle-income families
saving at least $2,000 on their tax bill.

At the same time, in the first 2 years after TCJA passed, eco-
nomic growth was a full percentage point higher than forecasting.
Wages increased by 4.9 percent. The fastest 2-year growth in real
wages in two decades. Part of the reason for this success was
TCJA’s simplification of the tax code and a focus on delivering for
working families.

Mr. Hayes, what are the benefits of a simpler tax system to
working families?

Mr. HAYES. Well, the benefits for not only working families but
for all families, retired or otherwise, is that you have got away
from a system that requires the IRS, it requires determination of
income, and it requires reporting and compliance by all Americans
to a system that allows you to pay your taxes when you go to the
store and make retail purchases. You get to keep all your money,
Chairman. You get to keep all your money and you decide what to
pay.

I have got reams of economic data I am happy to provide to you
that dispute what has been said here about the rate on the
FairTax, the idea that you have to increase to 80 percent is a dif-
ferent bill. Obviously, I read the report. They said, here is the way
it should be written, and here is why it should cost this much. It
is not accurate to say it is the FairTax bill. But, if you don’t like
the bill, but you do like simplification and eliminating the income
tax, leﬁ’s take it as a base. And with someone like you, let’s make
it work.

Chairman SMITH. So part of the FairTax sales pitch and other
1similéu" proposals is to massively simplify how revenues are col-
ected.

Mr. HAYES. Right.

Chairman SMITH. Can you please elaborate on how a funda-
mental shift in the tax code that the FairTax represents would im-
pact how families interact with the IRS and comply with their tax
obligations?

Mr. HAYES. Well, they are not because they are no longer com-
plying with their tax obligations except for the fact that the retail
merchant or retail provider of services charges them a tax when
they check out at Wal-Mart or wherever they are. There is no com-
pliance for the—we have taken the burden of compliance off the
American people, individuals, and we have placed it with busi-
nesses who are now doing the same thing in 45 states and the Dis-
trict of Columbia. So we are not making it more difficult. We are
actually making it much more simple.

If you take out the cost of compliance, if you take out the fact
that every single product has a chain leading up to that product,
a production, and each step is taxed, you are eliminating that with
the FairTax. You are eliminating it with a vat. But the FairTax is
much simpler because there are many fewer people.

And they talk evasion. I hear this about evasion. When you go
to Wal-Mart, how are you going to evade the FairTax? Over 90 per-
cent of the retail sales are now made from less than 10 percent of
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the retailers. How you going to evade it? You are going to tell Wal-
Mart I don’t want to pay it today? No.

Chairman SMITH. So, Mr. Norquist, first off thank you for your
many years of fighting to lower the tax burden on hardworking
Americans and keep the IRS off their backs. However, you and I
know that it is not just enough to address marginal tax rates with
the complexity of the code when trying to deliver for working fami-
lies and spur economic growth. We also have to be aware of the at-
tempts by those here in Washington to use the tax code to unfairly
target Americans.

As we all well know, in their so-called Inflation Reduction Act,
our Democrats colleagues gave an $80 billion pay raise to the IRS
so that agencies could hire an army of 87,000 new IRS agents to
go after working families.

Can you describe how that effort by the Democrats will impact
low- and middle-income Americans who are already struggling to
make ends meet in Biden’s economy?

Mr. NORQUIST. Some of the politicians like to say, well we are
going to go after rich people and corporations. We did see when the
IRS leaked thousands of people’s private data illegally, 5 years in
jail for each count except this administration isn’t pressing any
more than one of the 5,000 cases, they are not punishing that viola-
tion of people’s privacy. So they have signaled to everybody we
could give your IRS data to anybody we want to, and nothing will
happen. And the company that guy worked with the IRS for, just
got a $2-and-a-half-million contract. That is punishment? No, that
is reward.

And what happened with the IRS—I served on the commission
on restructuring IRS because all the crises and scandals we are
hearing about now were happening in the 90s too. And I asked the
head of the IRS, then the commissioner, talking to friends who run
right of center groups, they are all being audited, NRA, Heritage,
others, talking to friends on the left, none are being audited. What
is going on? We have a system that is terribly fair. It is an algo-
rithm. And very nonpartisan. I said, that is great. Show it to us.
Oh, it is a secret. You will have to trust us.

Later, we saw during the Obama years, for three years, one con-
servative group in three years actually was allowed to incorporate
and form. So the entire Tea Party movement was destroyed by the
government. You could not organize and have a bank account and
get your nonprofit status for three years. And the Tea Party move-
ment died during that period, was killed by the IRS.

Instead of going after the IRS as to what is going on, why are
you making these—doing this, they gave an award to the person
at the IRS who—and gave a raise for exemplary work. Also, the
person who went into the White House more than any other IRS
person ever. These challenges, the 30 million documents that the
IRS destroyed out in Utah, and now they are going after people be-
cause they couldn’t prove the documents that were destroyed by
the IRS, all of these challenges, the government’s response is we
are going to give you—the last Congress’s response, thank you we
are going to give you $80 billion more to do more of the same.
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They need to be reformed. There isn’t any reform in that big—
here is a bunch of money. It is all a thanks for past abusive crimi-
nal behavior by the IRS.

Chairman SMITH. Mr. Norquist, our Democrat colleagues are
fond of suggesting Washington should tax the wealth of the Amer-
ican people. Most often, this manifests itself in trying to tax assets
owned by individuals, which may sound like going after the
wealthy, but, in the real world, it includes family farms or unreal-
ized assets that are not helping the individuals who own them, liv-
ing lives of luxury. This is in line with the Democrat’s love of the
death tax as well.

What would these so-called wealth taxes actually mean for Amer-
ican families?

Mr. NORQUIST. It is important to remember that when politi-
cians say we are going to tax the rich, they haven’t finished the
sentence. We are going to tax the rich first. The alternative min-
imum tax was to hit 155 people. Until the Republicans stopped it,
it was headed to hitting 30 million. The income tax top rate 7 per-
cent was going to hit people who made more than $11 million a
year, in today’s terms, $11 million. Now, you don’t have to make
$}}1 million to pay more than 7 percent. Half the country is doing
that.

So they bring in the income tax, only the rich. Now it is just
about everybody. They bring in the alternative minimum tax, just
the rich. My favorite i1s the Spanish American War Tax, which was
a tax on long distance phones. A phone costs like $5,000 at the
time, so only well-to-do people had phones. So it is tax on the rich.
And that tax lasted 100 years. And, within a few decades, 99 per-
cent of Americans had phones. So we went from taxing the super-
rich to the 99 percent.

They didn’t get rid of the tax. And, similarly, the idea of a wealth
tax, that is not a wealth—it is a property tax, a tax on property.
They will decide later at what point you are to be taxed. The last
three presidential campaigns had people announcing nobody will
pay higher taxes if they are not in the top 1 percent, Clinton. It
wasn’t more than 150,000, Obama. More than 400,000, now
477,000 because of the inflation adjustment in Bidenomics, but
400,000.

Every one of those guys broke that promise within months of
being president. So, when they tell you they are not going to go
after middle income people, but the—got a tax on property, be
aware your car is property, your house is property, your 401K is
property, and they will be right at that.

Chairman SMITH. Thank you, sir. Thank you, Mr. Chairman.

Chairman KELLY. Thank you, Mr. Smith.

Mr. Larson, you are recognized for 5 minutes.

Mr. LARSON. Thank you, Mr. Chairman.

And let me join with my colleague, Mr. Thompson, applauding
you for you convivial and congenial way you conduct these hearings
and the inclusive manner. And this has been fascinating and inter-
esting.

Mr. Hayes, I appreciated your opening comment about not being
doctor, et cetera. Neither is Mr. Norquist, but he just gave us a
tour deforce of what we need to know about economics.
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Now, let me start with FICA. What is that? Mr. Auerbach.

Mr. AUERBACH. Well, that is the payroll tax.

Mr. LARSON. It is a tax. What is it called?

Mr. AUERBACH. I forget the words behind the acronym.

Mr. LARSON. Is it Federal Insurance Contribution.

Mr. AUERBACH. Yeah. Right.

Mr. LARSON. Whose?

Mr. AUERBACH. Well, it was established by the Social Security
Act to fund the Social Security system. At the time, there was no
Medicare being funded by the payroll tax.

Mr. LARSON. Yes. It is often called an entitlement. Is it an enti-
tlement, or is that an actual earned benefit that people pay for?

Mr. AUERBACH. Well, it is actually somewhere in between.

Mr. LARSON. Really? Where is the in between?

Mr. AUERBACH. Well, because the benefits that people get are
related to the earnings on which they pay taxes, but only partially.

Mr. LARSON. The other part is paid by who?

Mr. AUERBACH. Well, it is not so much that it is paid by whom.
It is there is redistribution within the system. Earners who were
in the higher end of the payroll—of the income, the labor income
distribution receive lower benefits.

Mr. LARSON. It was a way to balance out our capitalistic system
after the Great Depression and people saw what happened to indi-
viduals. And a way for us to make sure that in a system like ours
where we want to encourage people to go out and be entrepre-
neurial and invest, et cetera, then through no fault of their employ-
ees when people fall through the cracks, that there was something
there to protect and save them.

When do you think the last time was Congress enhanced Social
Security? Anyone want to guess?

Mr. AUERBACH. Well, to my knowledge, Social Security hasn’t
really changed since 1983.

Mr. LARSON. Since 1971, actually. It did make some changes in
83, but they didn’t enhance it. What they did is they moved to
raise the age.

And do you know how many people that for every year you raise
the age, that cuts your Social Security benefit by 7 percent? Now
we are taking great faith in the fact that we are living longer. So
yeah, we are living longer, and we are going to live on less?

Twenty-one percent across the board cuts have been proposed by
our colleagues on the other side in a system that hasn’t been en-
hanced that preserves capitalism. How so? Well, first of all, where
do people who get Social Security checks spend their money? Right
back in their district, right back in their home economy. And where
do you find them on that scale? They are usually for the most part
the neediest in our society that have to do this.

And we are proposing cutting these benefits from people, not en-
hancing them with money that they are going to spend right back
in the economy. We are also proposing in our bill to give 23 million
Americans a tax cut. Why? Because we agree with what you say,
especially when the poor people get it. They actually invest it right
back in their community. What a great thing during this time of
economic development and uncertainty after a pandemic and with
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regard to everything that is going on in the world as it relates to
inflation. What a way for the little person to be able to help that.

So now Mr. Hayes, the FairTax, I have to say it doesn’t look as
though it is going to help out an individual on Social Security. So,
I wanted to ask Dr. Burman whether or not—I will give you a
chance to response because—whether or not this—you know, what
would the fair—how would the Social Security be replaced by the
FairTax? What would it—how would you compensate for that?

Mr. BURMAN. Well, FairTax would be like actually any con-
sumption tax would be a big hit on retirees overall, although those
on Social Security would be better off because their benefits are ad-
justed for inflation. People close to retirement age could have a big
hit because basically their real wages would go down. So the wage
base on which the benefits are calculated would now be a lot less
valuable.

Mr. LARSON. And, Mr. Hayes, I took you sincerely. So how
would you correct that? Would you end the Social Security pro-
gram?

Mr. HAYES. Absolutely not.

Mr. LARSON. Okay.

Mr. HAYES. It is funded through the FairTax. When you look at
the components of the 23 percent which is the inclusive right, like
you do every other tax that you pass.

Mr. LARSON. Right. Is that tax or is that an insurance policy,
Social Security?

Mr. HAYES. It is a policy that has been agreed upon. I am on
it. I don’t want to lose it. You may be on it or soon, and you don’t
want to lose it. And most of the people that get it need it. So there
is no reason not to. And, if you cut evasion, $542 billion of unre-
ported income the IRS says, and you look at how much that rep-
resents in income, say 10 percent tax, it is 5 trillion of income.
What is 15 percent 5 trillion when you had an $85 billion deficit
last year?

Mr. LARSON. I know we just railed against the IRS, but they
said in 2021, there is over a trillion dollars that goes uncollected
from cheats.

Mr. HAYES. I believe it is more than that. But IRS published
$542 billion unreported income. It is in my report.

Mr. LARSON. Thank you. I would like to talk further about that.

Mr. HAYES. I will be happy to. Love to.

Chairman KELLY. Thank you, Mr. Larson.

Mr. Arrington, you are recognized for 5 minutes.

Mr. ARRINGTON. Thank you, Chairman. Let me just continue
on the line of questions and comments by my colleague, Mr. Lar-
son.

Mr. Hayes, on Social Security, what happens if Congress doesn’t
do anything to address the solvency crisis which exists within this
budget window to Social Security beneficiaries, what happens?

Mr. HAYES. Well, what is going to happen, I believe, is you are
going to borrow more money.

Mr. ARRINGTON. We are going to borrow more money.

What happens to seniors who are expecting their benefits who
are on fixed incomes in a high inflation environment? What hap-
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pens to those good people we are trying to care for and give peace
of mind to?

Mr. HAYES. I think we are heading for a cliff. I think that is
your point.

Mr. ARRINGTON. I think my point is, if we don’t do anything,
then they take a 20 percent cut in their benefits, and both par-
ties—Ilet me be clear, when the Democrats had control of Congress,
both chambers and the Presidency, they didn’t do a lick on Social
Security.

Now, my friend, Mr. Larson, has put his plan on paper. And I
respect that. I have told him that. He is leading on it. I disagree
with many of the policies in his legislation, but, at some point, we
have to come together and find bipartisan consensus to address not
only the solvency, but the sustainability for future seniors.

I know you want to say something. I will give you just 5 seconds.
Go for it. Go for it.

Mr. HAYES. No. All I am saying is we believe the FairTax helps
solve the problem permanently. Because you take it away from
being levied on increasingly less—number of workers per retired
worker, and you spread it across the entire population. You cut
evasion markedly, which gives you more money for Social Security.

Mr. ARRINGTON. Let’s talk about the topic at hand, which is
economic growth. As budget chairman—and I am not the only one,
I just happen to be in that role—I am very concerned about the
rapid deterioration of our nation’s fiscal health.

Mr. HAYES. Right.

Mr. ARRINGTON. And we are obviously going to have to reign
in deficit spending that is driving our unsustainable debt. And we
have to grow the economy. We have to provide incentives to grow
the economy. This was the play out of playbook of our post World
War II elected leaders; reign in the spending and create an envi-
ronment for economic growth.

Mr. HAYES. That is right.

Mr. ARRINGTON. The last two years I would say are anything
but a path to success in this regard. My Democrat colleagues spent
$11 trillion over the last twoplus years. 6 trillion of which went to
the national debt, all of which went to a cost-of-living crisis on sen-
iors and every American.

Mr. HAYES. Everybody.

Mr. ARRINGTON. Okay, with inflation and soaring interest.

In addition to that, President Biden and my Democrat colleagues
had an economic plan that included more taxes, more regulations,
all of which exacerbated the inflation crisis because most of those
costs by businesses are passed to whom? To the consumer.

Mr. HAYES. Right.

Mr. ARRINGTON. In addition to that, they levied an unprece-
dented whole-of-government assault against domestic conventional
energy production. Well, that is a bad idea since 75 to 80 percent
of our economy runs on conventional fuel sources. Turns out, that
has been inflationary—massive inflationary impact and detri-
mental effect on the economy.

So I can add to this. I guess one of them that should not go
unmentioned is paying people not to work. I don’t think that was
necessarily the intent by most of my colleagues. But when you pay
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people more with unemployment insurance than they made in their
previous job, that is what you get. These are rational people.

As I round this—tie a little bow on this, that is my colleague’s
path to future American prosperity. It is a failed one. I think we
have seen that experiment play out. I am glad it was short lived.
We have to work together because both parties have contributed to
the spending side. I do not give Republicans a pass. Right-size the
bureaucracy post COVID. We should do that. Republicans are stuck
there. I don’t blame them. I blame us.

All of us have to reign in the mandatory spending with entitle-
ment reforms. Nobody has mentioned to do that, not even Repub-
licans who talk more about it than the Democrats. And then we
need to lock in pro-growth policies and tax policies are a big part
of that. We saw record revenue, record job growth, lowest unem-
ployment, lowest poverty rates in the history of the country. So
that is part of equation. I know I have run over time, and I didn’t
even give Mr. Hayes

Mr. HAYES. Well, I am going to answer by saying we are looking
at raising money. You are going to have to figure how to spend it.
We are going to raise it in a very effective way. If you think it was
great to cut taxes, what if you cut them to 0? What kind of incen-
tive is that going to be on growth? You are going to have the same
revenue you get now from these taxes that are replaced. You are
going to put Social Security on very firm footing going forward, and
you are going to have an opportunity then to make decisions as to
what you want because Mr. Viard is right, it is going to cost an-
other 10 percent to raise the FairTax amount to cover the deficit.
But that is on you. That is on what you want to do. We make it
very simple.

Mr. ARRINGTON. Thank you. Thank you for the indulgence, Mr.
Chairman.

Chairman KELLY. You are welcome, sir.

Ms. Sanchez, you are recognized for 5 minutes.

Ms. SANCHEZ. Yeah. I am so glad that we are having this dis-
cussion today. And, with respect to TCJA, which has been invoked
numerous times by my colleagues on the other side of the aisle, I
would just remind them because I was here for that debate, that
we heard multiple times during the debate on TCJA, that it was
going to simplify the tax code so much that we were going to be
able to file our returns on a postcard. I don’t know how many times
I heard that, but I don’t know anybody that files their income tax
return on a postcard because it is that easy.

TCJA, we hear all kinds of outrageous claims about what it did,
but the fact of the matter is that job growth under the Biden ad-
ministration, best in our nation’s history for the last several dec-
ades. Unemployment rates historic lows, 50-year lows of unemploy-
ment rates. The benefits in terms of real wages going up and job
creation are astonishing.

So I don’t want to hear about how TCJA was so great because
really what it did was it cut taxes for the very wealthy and very
well connected, and middle-class and lower-class families really
didn’t get much relief at all.

Similarly, today the FairTax Act is not a serious proposal. It has
been championed by extreme members of the Republican party.
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And what this reckless piece of legislation would do is eliminate
the IRS and establish a hefty sales tax administered by states on
behalf of the Federal Government.

I want to just say with respect to the IRS, the money that we
approved for the IRS was so that they could modernize their com-
puter systems, so that live people could speak to taxpayers on the
phone when they had questions, so that people could get their re-
turns processed more quickly and get their refunds more quickly.
You know, there is this big boogieman about armed IRS agents. I
have not seen that yet. It is just a tactic used to scare the average
American person.

But the FairTax Act, the so-called FairTax Act, would make our
nation’s tax system more regressive. It would increase the burden
on working families while delivering tax cuts to the wealthy. Now,
why is that always the only move in the Republican’s playbook?
For decades now, Republicans have focused on cutting taxes for the
wealthy and the well-connected, leaving low- and middle-class
households far behind.

This committee’s consideration of the FairTax Act shows that Re-
publicans aren’t really serious about addressing our nation’s deficit
and inflation. This ultra conservative tax proposal is just another
win, win, win for wealthy taxpayers who are the people that you
guys always stand up for.

Mr. Burman, I want to ask you: How would the FairTax Act af-
fect high-income households?

Mr. BURMAN. It would be a big tax cut. High income people
only spend a fraction of their income. Only about half of their in-
come comes from wages and salaries compared with people lower
down for whom it is a very large percentage.

Ms. SANCHEZ. So again, another tax for those with the most in-
come. So high-income households would generally face lower tax
burdens under the FairTax Act than under current law. Isn’t that
right?

Mr. BURMAN. Yes.

Ms. SANCHEZ. And, assuming the government maintains exist-
ing programs and accounts for evasion and adjustment, how would
the FairTax Act affect middle-income households?

Mr. BURMAN. So basically, the tax is designed to hold low-in-
come people harmless. There is a lump sum rebate they get. And
high-income people have a tax cut. So, if it is revenue neutral, it
must be true that middle-income people would pay a lot more. I
think that was the thing that convinced the Bush tax reform panel
that it really wasn’t going anywhere because the rates would be
really high, and it would really hit middle-income people.

Ms. SANCHEZ. So it really screws the middle-income folks in
this country?

Mr. BURMAN. Yes.

Ms. SANCHEZ. Yeah. It sticks it to them. They get stuck with
the tab, right? Like when you go out to eat with your friends and
you are going to divide up the bill, you know, among the four peo-
ple having lunch, and two people get exempted from paying, what
happens to the other two? They end up picking up the tab for ev-
erybody else.
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I want to ask you about retired workers who already paid their
fair share of income and payroll taxes, according to the U.S. Social
Security Administration, there are 48.6 million retired workers in
the United States.

Mr. Burman, would the FairTax Act prevent retired workers
from being subject to double taxation?

Mr. BURMAN. Yeah. Particularly the extent that they say the
value of the savings would decline because prices of goods would
go up. .

Ms. SANCHEZ. So a retired person who worked their entire life,
dutifully filed their federal income tax returns, and paid their taxes
each time they were due, and saved enough to retire somewhat
comfortably, that retiree would be taxed again on the same earned
income. Isn’t that right?

Mr. BURMAN. Yes.

Ms. SANCHEZ. Thank you so much for your time being here.
And I yield back.

Chaiman KELLY. Dr. Ferguson, you are recognized for 5 min-
utes.

Mr. FERGUSON. Thank you, Chairman. To the witnesses, thank
you for being here today.

Mr. Auerbach, I am going to start with you. Mr. Viard, if you will
kind of weigh in on this too. We have got an evolving economy that
has—that is moving much more to a digital economy than it is to
the physical economy that we have known for the better part of a
century here.

Do you think that the value of data overall in our economy is ac-
curately captured or efficiently captured in the tax code?

Mr. AUERBACH. I am not sure I understand your—what you
say, efficiently captured. We certainly know that businesses have
a lot of—that businesses that depend on intangible capital, such as
the large digital companies, have enormous value because of the
value of the digital data that they have, which is certainly not re-
flected in their measured assets. So, in that sense, it is true.

Mr. FERGUSON. All right. So that answers that question.

Do you think, Mr. Viard, that there is a way to create some bal-
ance between the physical economy and the digital economy by
looking at the value of data, defining it as an asset and then using
that to create fairness in the tax code at least at the business level?

Mr. VIARD. Well, it is very difficult to do that in an income tax
system because an income tax system requires you to measure the
change in the value of assets. So, for example, a business deducts
the cost of its investments over time as the investments depreciate.
We cannot reliably measure the values of these intangible assets
and therefore it is very difficult to provide a neutral treatment be-
tween them and the physical assets where we can measure them.

Today, many of those intangible assets are immediately expensed
while the physical investments have to be depreciated over time.
Now, under a consumption tax, a cash flow tax, all of the invest-
ments are expensed, regardless of whether physical or digital or
Whlatnot. So that automatically gives you a greater degree of neu-
trality.

The other challenge that income tax systems face is locating the
intangible assets, as Dr. Auerbach mentioned. It is very difficult,
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if not impossible, to say where patent or another intangible asset
is located as opposed to a factory where we easily can locate it. All
of these problems are resolved if you do go to some kind of con-
sumption tax basis.

Mr. FERGUSON. Okay. Mr. Norquist, when I look at our tax
code, I guess you have to philosophically say what are you trying
to do with this tax code, what are you trying to do? In my view,
we should be doing things that make America the most competitive
place in the world to do business. We should be doing things that
reward investment and not only new technologies, but our people.
We should be driving more and more people to work as opposed to
pushing them onto the sidelines.

If you were going to have two or three provisions as you look
over the next couple of years, it would be vitally important to mak-
ing sure that America stays competitive, that the world continues
to invest their dollars here in America, and that we continue to cre-
ate jobs, what would those three things be?

Mr. Norquist. I build on the success of reducing the corporate in-
come tax during Reagan, and the Democrats in a bipartisan man-
ner in 1986 reduced that from 50 down to 34 percent. The rest of
the world saw that, and they all brought their corporate income
taxes down below ours. In the United States, we sat around cliff,
and took it back to 35 and we just didn’t do anything. Every other
country, eventually even Japan, came in under us, and then we
were punishing investment in American businesses worse than
Communist China, worse than other countries.

And then we took it from 35 down to 21. That was tremendously
good, and both the increase in people’s life savings that shot up,
and the wages that shot up as well way beyond what happened in
the previous 8 years with a different approach. Take a look at that
success. Take the corporate income tax down to 14 percent at least.
And the reason 14 is the Europeans want to set up a cartel at 15,
and Biden has said let’s join the cartel so the American people will
have their taxes decided by guys in Germany and France.

We need to break the idea of that cartel. Take the corporate tax
down. That will get you more investment and more growth. The
other thing is index capital—the basis for capital gains because the
inflation of the last 3 years is very damaging to the country. Talk
about wages going up, they haven’t gone up as quickly as inflation
has. People are getting poorer in this country.

Mr. FERGUSON. Yeah. We are all feeling that. I will make one
final comment. Thank you for that.

We can raise all the revenue that we want here through what-
ever method that this body decides. But we have a broken budg-
eting process, a broken appropriations process. Until we have the
courage to go and deal with our budget process and do the reforms
in this country and to have the intellectual honesty to talk about
mandatary spending in a way that is good for Americans, the
whole system—we are shooting rubber bands at the moon.

With that, I yield back. My time has expired.

Chaiman KELLY. Thanks.

Ms. DelBene, your 5 minutes, please.

Ms. DELBENE. Thank you, Mr. Chairman, and thanks to all our
witnesses for joining us today.
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Dr. Burman, in your testimony, you mentioned that the 23 per-
cent sales tax rate proposed by the FairTax Act is too good to be
true. Why is that?

Mr. BURMAN. A couple of reasons. One is that—well, it is rep-
resented differently from other sales taxes. It would actually add
30 percent to the price of a good at the register. And I talked about
how there were just some conceptual errors in the way the math
was done that assumes basically you are going to have a big tax
on all the State and local governments and the Federal Govern-
ment unless they are prepared to reduce their spending by some-
thing like 30 percent, they would need additional revenues to be
except from the tax. It assumes that there is no tax evasion. That
is not true of any sales tax. And this isn’t a particularly well-de-
signed one. And it also assumes an impossibly broad tax, much
broader than in any of the states. Everything, every new purchase
would be subject to tax.

Ms. DELBENE. So let’s work through an example. And on an or-
dinary transaction, say you go to the store, you buy something that
is a hundred dollars.

So how much tax would I owe on that transaction? Wouldn’t I
just owe $23 since it is 23 percent tax on this product following the
approach of the states that impose the sales tax?

Mr. BURMAN. The 23 percent rate would imply that there would
be $30 added to the price.

Ms. DELBENE. Which is not how most people think of a sales
tax today?

Mr. BURMAN. Not the way people think of sales taxes.

Ms. DELBENE. So there is this big difference in terms of this tax
exclusive rate as opposed to what the tax rate is that most people
think about?

Mr. BURMAN. Yes.

Ms. DELBENE. I also wanted to follow up on an earlier conversa-
tion. Mr. Hayes suggested that the FairTax is airtight. You go to
Wal-Mart, you buy something, you are subject to the tax. And the
30 percent tax, I guess, versus the 23 percent tax. But is it really
that simple, or are there other compliance issues that we should
be concerned about?

Mr. BURMAN. Yeah. I mean every State has issues with compli-
ance with their sales taxes. People go to other places and buy
things, and then don’t report the tax when they come into the
State. I remember there is a liquor store in New Hampshire right
when you cross the border in Massachusetts. Liquor is not taxed
in New Hampshire, and it is in Massachusetts. You are supposed
to pay the tax when you come back to the State. Chances are, most
people didn’t do that. Compliance with use taxes is really, really
low.

There are lots of ways to avoid a retail sales tax. Unlike a value
added tax, which Alan Viard talked about, this one is tax collected
all at the cash register, all at the final retail level. So, if the re-
tailer does not remit the tax, the revenue authority loses all of the
revenue. That could be really significant at a 30 percent rate, it is
30 percent of the sale price. If you correct some of the other errors,
it could be 60 or 70 or 80 percent.
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If you adopted a model that was more like the one that the states
have adopted, which is generally that food and medicine are ex-
empt from tax, some other things are exempt from the tax, prob-
ably reflecting political reality, then there is an incentive to try to
make things that are taxed look like they are not taxed. I don’t
have an example for Wal-Mart, but I lectured about this when I
was teaching at Syracuse University, and I talked about tax eva-
sion. And a student raised her hand and she said, well you know
Wegmans, if you eat food there it is subject to the State sales tax,
if you take it home with you, it is not.

So I would buy the food, go out the door, then come back in the
other door and sit at one of the counters and eat their food and you
avoid the tax. That was to avoid a 7 or 8 percent tax, and a not
30 or 40 or 80 percent tax.

Ms. DELBENE. Thank you. You also talk in your testimony
about how investing in children is one of the most productive in-
vestments we can make. I could not agree with you more, which
is why I have been very much focused on restoring the enhanced
child tax credit that we enacted in the American Rescue Plan. We
cut child poverty nearly in half and could have done more beyond
that. Some of my colleagues on the other side of the aisle want to
add work requirements to the child tax credit or want to limit the
refundability of the credit so families who need it the most would
not be eligible to receive the full credit.

I wondered if you could speak to the long-term economic benefits
of the enhanced child tax credit, and specifically ensuring that low-
income families have access to the full credit?

Mr. BURMAN. Yeah. It is really important that low-income peo-
ple have access to the credit. There is some evidence that some
families took time out of the workforce in response to the child tax
credit. But the reason that they do it is probably because they have
young children who during the pandemic didn’t have childcare
available to them. They might have other dependent disabled rel-
atives who need their help. They might be investing in skills devel-
opment, job skills that would help them to earn higher wages when
they go back.

Ms. DELBENE. Thank you. I yield back, Mr. Chairman.

Chaiman KELLY. Thank you.

Pursuant to committee practice, we are now going to move to two
to one on questioning. Mr. Estes, you are recognized for 5 minutes.

Mr. ESTES. Thank you, Mr. Chairman. And thank you to all of
our witnesses for being here at today’s important hearing.

You know, 2023 is a tipping point for our nation. U.S. has more
than $33 trillion in debt, and we borrow more than $90,000 a sec-
ond. This crisis has been decades in the making, and the key to
solving this problem is reigning in our spending. But it is essential
that we implement tax policies to boost our economy, increase our
tax revenue, and provide us the means to pay down our debt and
reduce our bloated federal deficit.

A crucially important means to boost our economic competitive-
ness in support of a flourishing economy at home is a robust re-
search and development sector. The private sector accounts for
more that 75 percent of total research and development spending.
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For nearly 70 years, the tax code has allowed businesses to fully
deduct their R&D expenses in the same year they incurred it. How-
ever, since the beginning of 2022, businesses have been required to
spread out or amortize R&D expenses for 5 years domestic research
and development, or 15 years for foreign R&D.

Since amortization took effect, the growth rate of R&D spending
has slowed dramatically from 6.6 percent on average over the pre-
vious 5 years to less than one-half of one percent over the last 12
months. As companies spend far less on research and development,
this sector is down by more than 14,000 jobs.

Three quarters of research and development spending is on
wages and salaries making R&D amortization primarily a jobs
issue. To correct this issue, my friend and colleague Congressman
Larson reintroduced the American Innovation and R&D Competi-
tiveness Act on Tax Day this year. This straightforward bill allows
for immediate expensing of eligible R&D costs, bringing us back to
where we were a few short years ago in securing our dominance
in research and development. This legislation will help businesses
here in the United States and encourage economic development.

Mr. Norquist, what negative effects have you seen as a result of
the R&D amortization, and do you agree that restoring immediate
R&D expensing will help spur economic growth and jobs in the
United States?

Mr. NORQUIST. Yes. Expensing R&D, and, in fact, all invest-
ment reduces the cost of that investment. As you point out, some
people seem to think corporations pay taxes. People pay taxes. Con-
sumers pay taxes. Workers get paid less. Companies spend about
70 percent and higher of the money they get on workers. So, when
you take a dollar out of a corporation, 70 percent of it came out
of the workers anyway. So, getting these expensing, as we expense
wages, expensing R&D, expensing investment will increase the
amount of investment you get, make people more productive, and
grow the economy, which will allow us to hopefully grow away from
the deficit, debt that we have now, as we did after World War II.
But it does take restraint on spending.

Mr. ESTES. You know, over the last few years we have also seen
the Biden administration lobby for tax policies that would harm
the United States.

We all need to not only reject the harmful pillar two tax scheme
that the Biden administration has negotiated with the OECD. Ac-
cording to the joint committee on taxation, worldwide implementa-
tion of the global minimum tax as defined in Pillar Two will cost
the United States $120 billion in lost tax revenue.

And, if the United States is forced to change its tax code to com-
ply with Pillar Two, it will still lose $58 billion in revenue. This
will lead to lower revenue for the United States Treasury, job
losses for our workers, and decreased investment in the United
States.

Mr. Norquist, I believe you mentioned and used the term cartel.
Is it true that you view that Pillar Two would encourage companies
to ship profits and investments outside the United States, and how
will that hurt the U.S. economy?

Mr. NORQUIST. Well, we should be encouraging more invest-
ment in the United States, meaning don’t tax it as heavily. It is
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not that the government can do things to help the economy, but it
can stop doing things that damage it. And that in this world counts
as helping the economy.

When the government gets out of way, things roll faster, wages
go higher, people’s life savings increase. The deals that the Biden
administration have cut with the European governments at the ex-
pense of the people of Europe and the American people are ex-
tremely damaging. The cartel, the OPEC they want to set up for
governments. We don’t like OPEC for oil prices. I don’t know why
we like it for the price of government. I know why governments
like it, people benefit from government like it, but to try to cut that
deal as he has and the Europeans basically paid off all the mem-
bers of the European Union; Ireland, Poland, Hungary, and now
they are fine because they all got money, nobody is paying us to
shoot ourselves in the foot.

We need to walk away loudly and clearly from the idea that we
are going to let the Europeans or the Japanese or the Chinese or
the Russians set our minimum tax rates. We hurt ourselves when
had a 35 percent rate for decades after everybody else had figured
out that was way too high. We took it down to 21. We are still not
above all of the European—many other companies. We are at least
a little bit below China now. Biden wants to take it to 28 percent
above China, put every American company at risk and less able to
compete with China. You could either compete with lower taxes
and less regulatory burden, or you can compete on lower wages.
And Biden is putting us in the position of competing on lower
wages, and you have the opportunity to allow us to compete with
lower taxes, not lower wages.

Mr. ESTES. Thank you. I yield back, Mr. Chairman.

Chaiman KELLY. Thank you, Mr. Estes.

Mr. Smucker, you are recognized for 5 minutes.

Mr. SMUCKER. Thank you, Mr. Chairman. This is a great dis-
cussion here today. I have just a few thoughts. One is the impor-
tance—let me back up. There was a hearing in this room earlier
today led by Chairman Schweikert, the oversight subcommittee of
Ways and Means, looking at our national debt and the fiscal trajec-
tory and the dire situation we are in with growing interest rates
and all. That is another story.

But the point I want to make is tax policy is not only important
to ensure that, you know, there is—we have sufficient funds to
fund the government, the core functions of government, but we also
have to think about tax policy in terms of the importance of growth
in our economy, which is absolutely critical.

It would be very difficult for us to get out of the trajectory that
we are on and to avoid some calamity if we don’t grow the economy
faster than CBO is projecting that it will grow. The difference be-
tween a 3 percent growth, which is our historical average, over a
period of 20 or 30 years compared to the 1.6 percent they are pro-
jecting is astronomical. It is huge. So we have to, I think, think of
these policies in terms of that. Very, very important.

Just a second thought on the Tax Cuts and Jobs Act, you have
heard I think from Members on the other side here today talk
about the Tax Cuts and Jobs Act as if it didn’t work. And you just
look at the numbers, we had about an average $6,000 increase in—
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average household income. Think about that, compared to under
the Biden administration, real wages, true actual wages have gone
up, but you take actual wages and subtract out the increased price
of goods and inflation, and they declined precipitously.

If you don’t believe the numbers, just talk to any average middle
American working class family right now, and they will tell you
how they feel now compared to just a few years after the Tax Cuts
and Jobs Act. The difference is really astounding. And it wasn’t
just wages.

Post TCJA, low-income families saw their net worth increase by
37 percent. Middle-income families by 40 percent. 6 and a half mil-
lion people were lifted out of poverty. It was the lowest poverty
rate in the history of the country. I am really proud of that statistic
actually. We have talked—one detail of the Tax Cuts and Jobs Act
is important to extend—we talked about lowering the corporate
rate. And, Mr. Norquist, you talked about the importance of low-
ering the rate to allow our businesses to compete across world.

Well, we also lowered the rate for our Main Street businesses to
then allow them to compete with the larger companies here. That
was the 199A, which is a 20 percent tax deduction for business
owners that I think is equally important to encourage the kind of
investment and job creation that we want to see. Pass-through
businesses. This is the S Corporation, LLCs, and so on employ the
majority of private sector workers, about 62 percent.

So we should maintain a tax code that provides not only parody,
as I mentioned, but incentivizes that growth, boosts productivity,
fosters more job creation, and I think it is really important we
make this pass-through deduction permanent. I cosponsored a bill
that would do that. It will expire of course in 2025. We should act
sooner rather than later because businesses need to understand.
Ehe()lr (\ivant stability and predictability and to know where we are

eaded.

Again, Mr. Norquist, don’t you—you have talked a little bit about
this in your written testimony, but would you share what would
happen if this deduction expires in 2025? What will happen to
small Main Street businesses if that expires?

Mr. NORQUIST. As you point out, a lot of businesses pay their
business taxes through the personal income tax. And, because of
the desire by some people to use the tax code as a way to work out
their envy problems, you have this marginal tax structure, grad-
uated income tax. The Russians are a flat rate of 13 percent, by
the way. We decided to go with a graduated rate. They learned
some lessons from their previous history. Also Hungary. Also Ro-
mania. Also most Eastern European countries go with flatter rates
comp?ored to the Soviets or where some of our friends would want
us to be.

By having those high rates on rich people, they impose them on
small businesses, and most of the money that is taxed actually is
money—it is in a small business, but it looks like a rich person be-
cause there are 20 people that work for a small business, and that
ends up allowing people tax to rich people when they are hitting
small businesses.

Mr. SMUCKER. Thank you. I am out of time already. Thank
you, Mr. Chairman.
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Chaiman KELLY. Mr. Schneider, you are recognized for 5 min-
utes.

Mr. SCHNEIDER. Thank you, Mr. Chairman. I want to thank
my dear friend, Ms. Moore, for allowing me to skip. I have a group
of tax experts upstairs talking about OECD, and I had to step
away. But thank you.

I am going to start with you, Dr. Auerbach. You are a professor,
an economics professor. So, a little bit of economics.

We had earlier the mention of the FRAM oil filter commercial
and economics of that. I will use a different example, but I have
a leaky roof and I want to take an expensive vacation. And, if I do
the vacation this year and say I will fix the roof next year when
I get my Christmas bonus, what are likely economics of that deci-
sion?

Mr. AUERBACH. I wish all the questions I am asked are as easy
to answer as that one. Obviously, it would be a foolish thing for you
to do to spend money on a vacation.

Mr. SCHNEIDER. So, if I think about it,—and I will use a past
business. I have my own business. I am thinking I can take a vaca-
tion, or I can invest in a new machine that has got a 6-month pay-
back and a 40 percent ORI.

What are the economic consequences of taking that vacation in
this case?

Mr. AUERBACH. Well, they are comparably unfortunate.

Mr. SCHNEIDER. And it is opportunity costs. And that invest-
ment, I can take more vacations if I buy that machine.

Mr. AUERBACH. Sure.

Mr. SCHNEIDER. Basically, it is better for my personal econ-
omy.

I ask the question in the context of Child Tax Credit. Maybe, Dr.
Burman, I will switch to you. Because we have made all these deci-
sions, but we have already demonstrated earlier a couple years ago
that the Child Tax Credit reduced child poverty in this country by
50 percent in a single year. That is an extraordinary accomplish-
ment, something to celebrate.

But I am going to equate the investment in children is similar
to that investment for a business in their equipment. It is our peo-
ple are our greatest resource. They are what is going to determine
our future, our ability to compete with other countries to drive in-
novation, to make a difference from healthcare to artificial intel-
ligence, to exploring space, is they come from the kids that we are
investing in today, and every kid has potential to be the next Bee-
thoven or rocket scientist, neuroscientist, finding the cure to can-
cer.

What are the implications long term for not investing in the
Child Tax Credit? Dr. Burman.

Mr. BURMAN. Thank you for the question. It is just a huge loss.
I am thinking of those—United Negro College Fund had a motto
that a mind is a terrible thing to waste. Well, there are a lot of
minds that are wasted because kids grow up in economic stress.
They don’t have adequate food, reliable housing. There are kids
who go to school who are homeless and going back to a homeless
shelter every day.
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Investing in those kids, letting them have a stable, safe environ-
ment to grow up in has been proven to provide humongous bene-
fits, looking at very long-term data that, if you invest in kids, they
are healthier when they grow up, they earn more money, they are
more likely to finish high school, they are less likely to be incarcer-
ated. Those are all good things, and they cut down on public costs.
They don’t have to pay for

Mr. SCHNEIDER. Investment that pays off over the course of
their education of 12 years, but also would pay off over the course
of their adulthood over the next 7 decades, 8 decades has a huge
impact. I will borrow the words of Dr. Auerbach, it is basic econom-
ics. This is economics 101, an easy question, yet a hard thing for
us to do.

I will ask a second question that is somewhat related. I can ask
the whole panel this. Raise your hand if you think by reducing our
investment in compliance, we will get greater compliance and more
tax receipts of people who owe taxes based under current law?

Let me ask the opposite question: If we reduce our investment
in compliance, do you think that tax gap will grow? Who thinks
that? So, without changing our law, Mr. Hayes, I will give you the
chance. You think if we reduce compliance.

Mr. HAYES. I look at the study from the CBO that the Peterson
Foundation put out that said that additional $80 billion that was
allocated to help, you know, not only modernize the IRS but reduce
evasion, they predicted over 10 years a $180 billion reduction in
the tax gap. That is $18 billion a year—it is actually a $100 bil-
lion——

Mr. SCHNEIDER. You had earlier said it is a $500 billion tax
cut.

Mr. HAYES. No. No. I am talking about the extra money reduc-
ing what they say is a $542 billion. They say it is going to—reduce
over 10 years if it stays the same

Mr. SCHNEIDER. The CBO said it was going to be far more. I
am out of time.

Mr. HAYES. I will be happy to send you the study.

Mr. SCHNEIDER. Please do.

Chaiman KELLY. Mr. Kustoff, you are recognized for 5 minutes.

Mr. KUSTOFF. Thank you, Mr. Chairman.

Thank you for calling the hearing today, and thank you for the
witnesses for appearing.

Obviously, we have been talking about the Tax Cuts and Jobs
Act. We heard a lot of statistics. Maybe, if I can, if I can take it
to 30,000 feet, my opinion, the Tax Cuts and Jobs Act led to one
of the strongest economies in our lifetimes, providing real relief for
to middle-class families, the abilities for businesses, or at least
small businesses, to expand.

And that is why I think as we are approaching this 2025 dead-
line on all these provisions, it is important not only to extend these
provisions but also to continue to advance the pro-growth tax policy
that gives businesses the tools that they need to expand.

Now, Mr. Norquist, I appreciate the fact that the Americans for
Tax Reform endorsed something that I proposed earlier this year,
which is the Small Business Investment Act, H.R. 2767.
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And, Mr. Chairman, if I could, I would like to submit for the
record a post from ATR that was published on April 20, 2023, in
support of H.R. 2767.

Chaiman KELLY. Without objection.

[The information follows:]
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Mr. KUSTOFF. Thank you.

What this does is it builds upon section 1202 of the Internal Rev-
enue Code, commonly known as the qualified small business stock
exclusion, which allows capital gains from investments into eligible
small businesses to be tax-free under certain circumstances.

Section 1202 is designed to help new businesses attract investors
and raise the funds that they need to survive while they work to-
wards profitability.

Mr. Norquist, if I could, can I ask you about H.R. 2767 and how
it would help small businesses in our country grow and create jobs?

Mr. NORQUIST. I am a strong supporter of this. The Americans
for Tax Reform has endorsed your bill because new and smaller
businesses will find it easier to attract capital. You don’t have to
hold the—have to hold it as long to get the lower taxes, the exclu-
sion, greater exclusion.

We want to be getting people to put more, make more resources
available to new and startup businesses. Your legislation does that.
And I hope that it will be part of all ongoing efforts to have a more
pro-growth, less destructive tax policy.

Mr. KUSTOFF. I should note, if I didn’t, that that bill actually
passed out of this committee earlier this year on June 13 as part
of the Republican Economic Package, the American Families and
Jobs Act.

Can you generally—I used the term 30,000 feet earlier. Can you
talk about why it is important to have a tax code that does encour-
age innovation and entrepreneurship?

Mr. NORQUIST. Well, it is one of America’s competitive advan-
tages. We are able—we innovate more. We invest more. When we
mistreat investment, because we think we are taxing rich people
instead of destroying the jobs of people yet unborn, we do great
damage to that. And we make ourselves less competitive with Eu-
rope and with countries that we don’t like very much or don’t like
us very much anyway.

So your effort here and the others that this committee has
worked on are very important to creating new and better jobs and
creating more capital per job, per worker to make it—if you don’t
have increases in productivity, you can’t have sustainable wage in-
creases.

And that is why all efforts to increase the amount of capital per
worker are competently put in. I am not talking about tax credits
which throw money into make-believe industries that don’t exist.
But when it is actually an unsubsidized, just less taxed approach,
you bring more capital to—again, you are not telling people whose
friend of yours gets the capital the way the White House allocates
capital with its IRA and so on. But rather any business, any small
business has the opportunity to attract capital. We are going to
make it more open, and you avoid the Prony’s approach that others
have taken.

Mr. KUSTOFF. Thank you, Mr. Norquist.

Thank you, Mr. Chairman.

I yield back my time.

Chairman KELLY. Ms. Van Duyne, you are recognized for 5 min-
utes.

Ms. VAN DUYNE. Thank you very much, Mr. Chairman.
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All day we have been hearing from my Democratic colleagues
that TCJA was nothing but a bailout for the rich. I just smile when
I hear that. You know, it did nothing for the middle- and low-in-
come households. They were all left behind. And yet somehow my
friends on the other side have missed that, according to the Federal
Reserve, low- and middle-income families received the largest in-
crease in wealth during 2018 and 2019, that low-income families
saw their net worth increase by 37 percent, while middle-income
families’ net worth increased by 40 percent.

So, in the 2 years after TCJA, more than 6.6 million people were
lifted out of poverty, dropping the poverty rate to 10.5 percent, the
lowest level in U.S. history.

And then we hear the Trump tax cuts were just for big corpora-
tions. But, yet again, my friends have missed the small business
deduction which created over $66 billion in tax savings for Main
Street businesses, strengthening their bottom line ahead of the
global pandemic.

According to the Tax Foundation, making TCJAs permanent
would increase Americans’ after-tax income by 3.4 percent, it would
grow GDP by 1.2 percent, and it would create 830,000 additional
jobs.

Analysis by the Joint Committee on Taxation shows that house-
holds earning less than $500,000 will receive 70 percent of the ben-
efit of TCJA permanency, nearly $2 trillion in tax relief.

So I do smile when I hear that it is doing nothing for the middle-
and low-income people. It is laughable. I don’t know if they just
don’t know their facts or if they just choose to remain ignorant of
them.

TCJA also includes provisions which saw record investments on
things like research and development.

Mr. Chair, as we come close to the end of the year, I would like
to urge my colleagues to pass a bill to extend already-expired provi-
sions such as the R&D tax credit. TCJA was a success for the mid-
dle class and for small businesses, but that is not to say we can’t
do more as we begin to look at renewal of these taxes.

I would like to see us expand opportunities for individuals to
save more through personal savings accounts, more flexibilities
when it comes to their 529 plans, and more simplified tax codes for
families.

Now, Mr. Viard, I do not have your books next to my bed. I have,
though, a number of them from Mr. Norquist including “Leave Us
Alone” and “End the IRS Before It Ends Us,” which I found bril-
liant.

Earlier this year, the IRS recently noticed a proposed rulemaking
on when it comes to digital expanding reporting requirements for
digital asset transactions.

Mr. Norquist, one of the items that Congress will have to address
in the near term is how the IRS addresses digital assets and how
that is treated. But based on what we have seen so far, it is not
too promising. But how should Congress look at treating these dig-
ital assets?

Mr. NORQUIST. In a way that keeps taxes low, allows more
flexibility in terms of how people operate here, and I would talk—
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take a look at what has happened so far with other countries and
simply look to have the lightest possible touch.

Ms. VAN DUYNE. Do you think that those reforms are going to
be necessary, that actually identifying it strengthens that industry
by giving it some kind of borders?

Mr. NORQUIST. I haven’t focused on that but it—if it takes that
for Congress to focus on that and not have other, it may well be
the approach to take. I haven’t looked at that.

Ms. VAN DUYNE. And you and I have talked. We have been
friends for years. One of the things I always was very appreciative
of is the way that we look at taxes. I feel like folks on the right
side of the aisle look at taxes as it is a mandate, while folks on the
left side tend to look at it, as taxes, they call them revenues, as
if they are somehow earned.

Now, you know, we had this administration who earlier this year
proposed $80 billion additional IRS funding. Now I know about
your books. Tell me what you think that does to the economy, be-
cause what we are hearing is if we don’t spend all that money on
the IRS, we are going to lose out on revenues. Tell me what it does
for the American people.

Mr. NORQUIST. Well, one of the questions you have to ask is:
What is the history of the IRS? At our website at ATR, John
Kartch compiled all the news report about every time the IRS said,
if you just gave us more money, we would get you a jillion dollars.
And then, if you just gave us more money, we would all spend it
on computers, and that would make us more efficient.

And then, within 4 or 5 years, there is a little story in The New
York Times or The Washington Post—these are not obscure publi-
cations—about how nothing worked. The new computers really
didn’t happen. It didn’t work. We need another round. And it goes
again and again in cycle.

This is just the most recent, most expensive, if you gave us
money, we would find a jillion dollars for it.

The CBO itself told Congress that you guys couldn’t anymore—
people used to say, I would like to spend money on a bridge. And,
if T hired three IRS agents, the money for the bridge, and that is
to pay for it.

And that—and that passed the laugh test. When they realized
that there wasn’t that kind of number, ratio, they said okay. You
can’t do that anymore. So that level isn’t done on the microlevel.

Biden is doing that at the macrolevel what they realized you
couldn’t do at the microlevel and what has turned out not to be
true again and again and again in

Ms. VAN DUYNE. I appreciate that.

Mr. NORQUIST [continuing]. The history of the IRS.

So we have been through this before. But to your point on view-
ing taxes as revenue or an outgo, it depends on who you are stand-
ing next to.

If you are standing next to somebody who works for a living, you
see taxes as a cost. If you stand next to somebody who gets paid
by the government for a living, you see taxes as income, income,
not an outgo.

Ms. VAN DUYNE. I appreciate that.

Mr. NORQUIST. So there is a reason——
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Ms. VAN DUYNE. Yeah.

Chairman KELLY. Mr. Norquist, I am sorry. We are running out
of time.

Ms. VAN DUYNE. I yield back.

Thank you, Mr. Norquist.

Chairman KELLY. Thank you, Ms. Van Duyne.

Ms. Moore, you are recognized for 5 minutes.

Ms. MOORE. Thank you so much, Mr. Chairman.

And, you know, we have heard these fantastic, phenomenal num-
bers of how poverty was reduced, and everybody did well and the
middle class benefited from the Tax Cuts and Jobs Act. Where are
these numbers coming from?

And maybe I will start not with the Democratic witness.

But, Mr. Viard, where did they get these numbers from?

Mr. VIARD. Well, different people are certainly discussing the
TCJA in different ways. Many of the numbers we have heard are
simple comparisons across two different time periods of what hap-
pened after the TCJA to what happened before.

Ms. MOORE. Okay.

Mr. VIARD. That is a very treacherous basis for comparison, ob-
viously, because numerous things would have happened.

Ms. MOORE. That is a treacherous basis for comparison. Thank
you for that.

Excuse me. I am just trying—I only have 5 minutes. I am not
in charge.

The tax cut, you say, Mr. Viard, from 35 percent down to 21 per-
cent was a wonderful thing but the only drawback is that we didn’t
cut spending to make up.

Mr. VIARD. Or offset it in some other way.

Ms. MOORE. Right. We should have cut spending——

Mr. VIARD. Well, you are also offsetting:

Ms. MOORE [continuing]. To other programs?

Mr. VIARD [continuing]. Tax increases. So, for example, you
could have taxed corporate income at the shareholder level.

Ms. MOORE. Okay. So let me ask this. How does that declara-
tion square with the Tax Cuts and Jobs Act paying for itself?

Mr. VIARD. It didn’t.

Ms. MOORE. Exactly.

Mr. VIARD. The Tax Cuts and Job Act lost revenue.

Ms. MOORE. It lost revenue, the Tax Cuts—Jobs—thank you so
much for the record.

Mr. Auerbach, you said maybe we should have this consumption
tax because, you know, you have a broader tax base of elderly peo-
ple, people old like me.

And, I mean, was that a tongue-in-cheek comment or did you
really mean that?

Mr. AUERBACH. No, [——

Ms. MOORE. Because, if you eliminated poverty for the elderly,
that would kind of bring it back.

Mr. AUERBACH. I meant it, and I am afraid I also am in that
category.

But remember that Social Security benefits are indexed for infla-
tion which means the lower half of the income distribution, who
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are the people who really rely primarily on Social Security benefits,
would be protected against consumption tax.

Ms. MOORE. If we don’t get rid of Social Security, thank you.
And this goes strictly to this 30 percent.

Let me ask, a lot of retirees around here, I hate to see Mr. Rom-
ney go. I really do, because he had a lot of integrity, you know, him
and his running mate for VP, Paul Ryan, who used to be the chair
of this committee, and was famous for making up the phrase, Tak-
ers versus Makers, talking about the 47 percent of people who don’t
pay taxes.

And so, I just did a little back-of-the-envelope math here. And,
if you are making minimum wage and you work full time, your
gross income is $15,080. Your FICA would be $1,153 but this 30
percent tax would be $4,524 if you trust my little back-of-the-enve-
lope arithmetic.

Is that fair?

You know I am talking to you, Mr. Hayes.

Mr. HAYES. I am happy to respond. The only part of your math
that is incorrect is that under the FairTax Act, as written, there
is an allotment that goes toward that $15,000 earner which basi-
cally exempts them, not from any tax

Ms. MOORE. They got to eat the food on the farm.

Mr. HAYES. I am sorry?

Ms. MOORE. Do they have to eat the food on the farm to qual-

Mr. HAYES. No, ma’am. No, ma’am.

Ms. MOORE. Okay.

Mr. HAYES. Every American in this country is going to be eligi-
ble to apply for the pre-bate which allows them to have spending
up to the poverty level for that income group or unit group, family
group to be exempt from the FairTax.

You correctly stated they are not exempt from the most regres-
sive tax we have, the payroll tax.

Ms. MOORE. Well, the most regressive is the sales tax.

Mr. HAYES. I don’t disagree.

Ms. MOORE. Reclaiming my time, Mr. Burman, the Earned In-
come Tax Credit doesn’t allow tax fares between the age of 18 and
25 to use that benefit. How is that fair? I will let you go for it and
also the Child Tax Credit. These things are regarded as spending.
But how would that contribute to more tax fairness to enhance the
Earned Income Tax Credit and have the refundable Child Tax
Credit? I also want to you answer whether or not the Child Tax
Credit has caused a disincentive to work.

Go for it.

Mr. BURMAN. I am not an expert in any EITC, but I talked to
one yesterday. And she said she thought it would be a really good
idea to lower the age threshold to 18 for the EITC.

The Child Tax Credit doesn’t produce—doesn’t have a disincen-
tive to work. It is income. If it is refundable, it is income you get
even if you don’t work. And that is the objection that some people
have it to. But there is not really any evidence that it reduced em-
ployment in the one year it was in effect.
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Ms. MOORE. Thank you for all of you all witnesses. It is a mas-
ter class to be on this tax committee and to be able to talk to such
experts.

Mr. Chairman, I will yield back.

Chairman KELLY. Thank you.

Ms. Malliotakis, you are recognized for 5 minutes.

Ms. MALLIOTAKIS. Thank you, Mr. Chairman.

In the 2 years after the implementation of President Trump and
Republicans’ Tax Cuts and Jobs Act, we saw unprecedented growth
in our economy and American families were able to exhale.

We saw higher wages in the first 2 years after the law was
passed. Workers’ wages grew 4.9 percent, faster than inflation.
Lower-wage workers saw 50 percent higher wage growth than
those with higher income. Income inequality decreased, and the
poverty rate reached its lowest point in half a century.

Tax cuts across the board, the nonpartisan Congressional Budget
Office found that the 2017 law reduced Federal tax rates for fami-
lies at every income level while actually increasing the shared
taxes paid by the top 1 percent of American households.

We also saw bigger deductions. In 2017, the law doubled the
guaranteed deduction, also known as a standard deduction, pro-
viding tax cuts and easier tax filing. And, today, 9 out of 10 house-
holds claim the guaranteed reduction, which reduces their tax bill
and eliminates the headache of tracking receipts and itemizing,
very beneficial to the middle-class families that I represent.

That all changed when Democrats took control of the Federal
Government in 2021. Of course, COVID played—but look at what
is happening now. Families are struggling. Why? Because the
Democrats took control of the Federal Government. They continue
their inflationary policy, the Green New Deal tax credits, billions
of dollars to corporations. In fact, the so-called Inflation Reduction
Act included a $50 billion tax hike to Main Street, while shelling
out over $650 billion in special interest tax breaks for big banks
and other corporations.

The JCT did an analysis that shows it was the corporations with
annual gross receipts over $1 billion that are receiving over 90 per-
cent of the green electricity investment and production tax credits.

So, when the other side says that it is the Republicans that are
always looking out for the wealthy corporations, I think this anal-
ysis speaks otherwise.

I want to go back to the standard deduction because I actually
introduced the Working Families Tax Cut Act which would provide
a $4,000 guaranteed deduction bonus for the next 2 years. The cur-
rent level for joint filers is $27,700 because of current levels of in-
flation, let’s say the inflation adjustment for 2024 tax year is
$1,300, for a total of $29,000. Should this become law, the $4,000
would be added on top of that for a deduction of 33,000 in 2024.

A bigger tax deduction will reduce the Federal tax bill for rough-
ly 107 million Americans including 350,000 families in my district
and it would allow them to keep more of their hard-earned money.

Many middle-income households will see up to $775 more in
their pocket per year, providing relief from President Biden’s cost-
of-living crisis.
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What would my legislation of a guaranteed deduction bonus
mean for American families in this economy?

Start with Mr. Norquist.

Mr. NORQUIST. Well, it would be a help. It would reduce the
cost of government to people, and that makes it a little easier to
get through life.

dl(\i/I‘?s. MALLIOTAKIS. Okay. Alan Auerbach, would you like to
add?

Mr. AUERBACH. I think, in addition to the income that it would
provide to, much needed income it would provide to families, I
would add it would also represent a major simplification of the tax
system because one of the things the TCJA did by increasing the
standard deduction and by capping itemized deduction was by
making—make it desirable for most people to file—to claim the
standard deduction, which is a great simplification.

And increasing the standard deduction further would further
that process, and that is a major benefit of simplification.

Ms. MALLIOTAKIS. Yeah. Middle-class families in my district
were getting crushed by the Alternative Minimum Tax.

Can you guys speak to that, about how the elimination of that
has provided relief?

Ask Mr. Norquist.

Mr. NORQUIST. Getting rid of the Alternative Minimum Tax for
people, remember that was a tax put in by the hate-and-envy
crowd that argued there were 155 people who weren’t paying any
income taxes largely because they were invested in municipal
bonds. Now why one wants to subsidize loaning money to govern-
ments as opposed to productive factories is beyond me, but that
was the decision by the government. So, if you loan money to a city
or a State that you wouldn’t have to pay taxes on it,—and some
rich people did that. So 155 people were paying no income tax be-
cause they were investing in lower returns.

They decided to punish that, to come up with the Alternative
Minimum Tax. And they ended up hitting as many as 30 million
people or about to before the Republicans took that out.

So it was one of those situations where, in trying to hit a few
rich people, so you go, ha, ha, ha, we are mean to rich people, look
at us, they ended up hitting millions of middle-income families
and—undoing that damage. It was extremely helpful and a true
blow to the hate-and-envy crowd.

Ms. MALLIOTAKIS. Thank you. I have run out of time.

Chairman KELLY. Mr. Feenstra, you are recognized for 5 min-
utes.

Mr. FEENSTRA. Thank you, Mr. Chair.

Mr. Chair and witnesses, I just want to thank you for your testi-
monies today. They are important, what we do for tax policies as
we move forward as a country.

There are a lot of things obviously in Tax Cuts and Jobs Act that
sunset in 2025 or are sunsetting already. We are feeling that with
199A. If that sunsets, it is going to affect 23 million businesses. I
mean, this is catastrophic, I mean.

And I say catastrophic is because all these businesses have al-
ready taken it. They have already put it into their operational costs
of how much they pay for taxes, and all of a sudden it goes away.



105

We can talk about corporate tax. I heard that earlier. You know,
wonderful, going down to 21 percent, could go back to 28 or 32 if
you add 4 percent for States. That is going to be a big deal, but
I am worried about Main Street businesses.

With that, there is something I am very passionate about. Being
from Iowa, it is the death tax. And, if you think about the death
tax, it is actually a pilfer tax meaning that the Federal Govern-
ment and the States, some States, has actually taken their arm
into the grave and digging that person up and saying you owe tax.
I mean, that is how bad this is. It is a double tax.

So I am working. I have got a bill that is going to eliminate the
death tax. We have done some work, obviously, with Tax Cuts and
Jobs Act to extend it or to increase it. That will go away also.

So, Mr. Norquist, can you talk about how multigenerational fam-
ilies and businesses are impacted by the death tax and why it is
so important to provide relief in this area?

Mr. NORQUIST. This must stop. Companies, farms, ranchers,
particularly, and every generation, it breaks them up so you can
pay the death tax. And it is—the good news is it is a sign of health
in the American psych key that 70-plus percent of people oppose
the death tax, period, and have for the last 50 years.

Mr. FEENSTRA. And they should, right? I mean, it is a double
tax.

Mr. NORQUIST. Yes, but actually they tax it when you earn it,
when you spend it, when you invest it, when you

Mr. Feenstra. That is a good point. More than double.

Mr. Norquist. Then they come back and steal half when you are
dead but—if you are stupid enough to die.

But it is healthy that the country goes, no, you shouldn’t do that
to somebody else. I don’t have a million dollars but, you know, or
$10 million or whatever they set the threshold at. They always
creep it back down again when nobody is looking.

But people recognize that it is just wrong to do it. That money
has been taxed and taxed again and again, and it is healthy that
people don’t want to pay envy games on this. And it is very healthy
in allowing businesses to grow and family businesses to grow and
strengthens families in that capacity.

So this is—I would love to be helpful on your bill. I have been
supportive of all efforts to get rid of the death tax permanently. It
has gone away and come back every once in a while. Sometimes it
has been put in as an emergency because of a war and then, unfor-
tunately, the war ends and they don’t get to keep the tax.

Mr. FEENSTRA. Right, it stays there. Exactly.

Mr. NORQUIST. It comes back.

Mr. FEENSTRA. So I want to talk a little bit more about that.

You know, we talk about China buying our farmland. We have
in Towa not only China coming after us and buying our land but
it is also we have absentee landowner. And we also have, you
know, businesses that are being bought obviously by corporation.
Why is this all happening? It is really because they see that that
n};axt generation can’t afford it because of the death tax, all these
things.

So do you think that it would be a paradigm shift, meaning that
the next generation would be able to keep that farm, keep that
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land, keep that business if we are get—if we were to get rid of the
death tax? I mean, do you see an increase in our economy or a ben-
efit to our economy if we get rid of the death tax?

Mr. NORQUIST. Yes, that would certainly be the case. And there
have been a number of studies which suggest the increase in GDP
and jobs that flow from not doing that at every end of every gen-
eration.

Mr. FEENSTRA. Well, thank you. And I look forward to working
with you. This is probably my number one passion when it comes
to tax. Again, it is so unfair.

Finally, I got to ask you one question because I started with it.
199A, again, back to small businesses, Main Street businesses,
what happens if it goes away, Mr. Norquist?

I mean, in 2025, I am worried about another party saying, hey,
we want to get rid of all the tax things that—tax pieces that were
in the Tax Cuts and Jobs Act. So what happens to that bakery,
that hardware store, that grocery store if 199A goes away?

Mr. NORQUIST. Their taxes go up, and it becomes more difficult
to keep going.

Mr. FEENSTRA. Operational costs, all of a sudden you have to
add it. You have to make decisions. I mean, the cash flow issues
become a real problem.

Mr. NORQUIST. Yes. And that is why it was a good idea to
brings it down. We should take the individual rate down because
that is what we are trying to compensate for is an overly high indi-
vidual marginal tax rate.

Mr. FEENSTRA. That is the best solution. I agree.

Thank you, and I yield back.

Chairman KELLY. Thank you.

Mr. Davis, you are recognized for 5 minutes.

Mr. DAVIS. Thank you, Mr. Chairman. And although I am not
a member of this subcommittee, I want to thank you for giving me
the opportunity to waive on.

Before I inquire, I would like to yield a minute to the ranking
member.

Mr. THOMPSON. Thank you, Mr. Davis.

I just want to point out there is nothing the Tax Code, no ref-
erence, no section, no nothing about the death tax. That is not a
tax.

And, number two, I want to guarantee you that, once you die,
you are not going to have to pay taxes. It is over. You won’t get
called to jury duty. You won’t have to pay taxes. It is done.

I yield back to Mr. Davis.

Mr. DAVIS. Thank you very much, Mr. Chairman.

You know, listening to the comments—and I want to thank all
of you for your participation—and Mr. Thompson just reminded
me. I am a pretty avid churchgoer. And listening to our discussions
sometimes reminds me of parishioners. Everybody wants to go to
heaven, but nobody wants to die.

And it seems that finding agreement relative to approaches, and
I think this FairTax is very cleverly termed. FairTax, it sounds like
we are really in pursuit of something. But I think of fair to who
and fair for what and trying to make that determination.
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You know, I represent a very diverse congressional district. Some
of the wealthiest people in the country live in some parts of it but
then also some of the lowest-income people in the country. And I
am trying to think that about 25 percent of my population of chil-
dren are poor, 25 percent.

And I am trying to figure out: How does the FairTax benefit
them and their families? I find difficult to finding it, but there are
some things that we do know. I do know that the enhanced Child
Tax Credit benefited them, many of them. I know that it did. There
is no doubt in my mind about that.

Let me ask you, Mr. Burman. How does the Earned Income Tax
Credit and the enhanced Child Tax Credit, how do they really fit
into being in pursuit of fairness of these individuals that I just
mentioned?

Mr. BURMAN. The Earned Income Tax Credit is the only fully
refundable—I think it is the only fully refundable tax credit, which
means you get the benefit even if you don’t have income tax liabil-
ity. When we are talking about possibly raising the standard de-
duction, it would make things simpler. But it wouldn’t benefit peo-
ple that didn’t have tax liability.

The Earned Income Credit is targeted at low-income people. It
provides a subsidy I think up to 45 percent of wages, up to a cap.
And then, as earnings get above a threshold, it phases down again.
It can have a huge effect on the after-tax, after-credit income of
low-income working families.

And I think when you look at the things that affect poverty, the
Earned Income Tax Credit and the Child Tax Credit are two of the
biggest factors that reduce the poverty rate in the United States.

Mr. DAVIS. Wouldn’t it be fair if we could enhance those?

Mr. BURMAN. [——

Mr. DAVIS. Would we call that fair?

Mr. BURMAN. I suggest that both should be increased, yes.

Mr. DAVIS. I will rest right there.

Thank you, Mr. Chairman.

Chairman KELLY. Thank you, Mr. Davis.

I want to thank our witnesses for being here today.

Thanks for taking timing out of your lives to come and talk to
us. I wish we could do this all day, really, because I think there
are so many features and benefits that you could add it to. But it’s
coming to an end. I just want to thank you for being here.

I also want to advise members that they have 2 weeks to submit
written questions to be answered later in writing. Those questions
and your answers will be made part of the formal hearing record.

And with that, this subcommittee stands adjourned. [Whereupon,
at 4:36 p.m., the subcommittee was adjourned.]
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