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Memo: Martin is an editorial writer for the Wisconsin State Journal. For a fuller explanation of the automated payment transaction tax, check "Rethinking Taxation: The Automated Payment Transaction (APT) Tax" by Edgar L Feige. It can be downloaded at http://econwpa.wustl.edu/eps/pe/papers/0106/0106002.pdf.  If you've been trying to fill out your tax return, you may already be riled up about the complexity and unfairness of the U.S. Tax Code. But if you really want to get angry, take a look at how simple and fair the tax code could be.  Take a listen to Edgar L. Feige. 

Feige, a UW-Madison professor emeritus of economics, has proposed a new kind of tax so simple that you would no longer file a tax return and so fair that there would be no loopholes whatsoever for the favored few to slither through.  Too good to come true? Maybe. Feige admits that adopting his system would be such a radical change that it has scant chance of occurring anytime soon. But what is immediately true about Feige's plan is this: By its stark contrast with today's tax system, it demonstrates how wasteful, unfair and downright damaging our current system is.  Feige's plan is called an automated payment transaction tax. It would impose on all financial transactions a flat tax, collected when the transactions are settled through the banking system.  It's helpful to think of it as not so much a tax at all but rather a brokerage fee collected by the federal government anytime any individual or business incurred a credit or a debit in an account. Payer and payee split the fee. (Feige includes ways of collecting on cash and e-cash transactions.)  This fee, or APT tax, would replace all federal taxes. No more individual income tax, no more corporate income tax, no more excise taxes, no more estate taxes -- just one APT tax.  The APT tax that each party to a transaction would pay, Feige has calculated, would be 0.3 percent. That would provide the government as much revenue as it gets now.  Put $20 worth of gasoline on your credit card, pay a six-cent tax. Deposit a $500 paycheck, pay a $1.50 tax. Withdraw $1,000 from your savings account, pay $3 in tax; deposit that $1,000 in a brokerage account, pay another $3 in tax, and so on, with all taxes collected automatically.  Think of it. Taxpayers would not have to spend what is now estimated to be $70 billion to $134 billion on preparing taxes. The government wouldn't lose the estimated $200 billion a year it now fails to collect because people cheat or make mistakes on tax returns.  The Internal Revenue Service could be reduced to a fragment of itself, if not eliminated altogether.  Estimates of the cost of complying with and running our current tax system range up to $600 billion a year. We could save almost all of that by adopting the APT tax.  Moreover, consider the impact on politics. We wail now about how special interests have corrupted politics by financing campaigns in exchange for favors, such as tax loopholes. The APT tax, with absolutely no loopholes, would be its own brand of campaign finance reform.  The absence of loopholes would also boost confidence in the tax system's fairness. No longer would we hear stories of wealthy people and corporations escaping tax. In addition, although the APT tax is a flat tax, it is also progressive: The wealthy, because they account for a disproportionately large share of transactions, would pay a bigger share of the tax than lower income people.  The APT tax has enemies, including the financial services industry, which would face taxes on its multitude of transactions and reduced fee income as customers cut back on their transactions to avoid the tax. Charities would also likely oppose the APT tax because there would be no special tax incentive for philanthropy as there is now with the deduction for charitable contributions.  There's also a question about whether a tax so painless as the APT would make it too easy for government to raise taxes and too easy for government to grow.  Nonetheless, the APT tax's simplicity and fairness put our current tax system to shame. That's the important lesson.  We deserve tax reform that reduces frustration, restores faith and allows us to collect more money with fewer resources and less waste. And we deserve it now.      
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