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I. Overview Thesis 

A convergence of reasons -- our need t o  deal with a s t  i 11 out-of -control 

budget def ic i t ,  maintain lowered income tax rates and bring tax pol icy i n t o  the 

trade debate -- continues t o  support the case fo r  a consumption tax and for a 

serious national debate thereon. 

I f .  Pub1 i c  and Business Opinion 

Surveys suggest t ha t  only 20-35% of the public rea l l y  supports a federal 

consumption tax, but larger numbers of Americans support i t  i n  preference to  an 

inc'he tax increase, and s t i l l  others r a l l y  t o  the idea of being able t o  tax 
. 

imports. 

Businessmen and business organi rations are somewhat more supportive. A 

recent survey of corporate government re1 ations executives found a 1 arge majority 

either supporting the consumption tax idea or favoring a dialogue on it. 

But i t ' s  premature t o  launch the issue i n to  the court of  public opinion 

without further developing a number of important arguments. 

Ill. The Def ic i t  

The FY 1986 d e f i c i t '  w i l l  be close t o  $230 b i l l ion;  the FY 1987 def ic i t  

i s  a good bet t o  be $180-200 b i l l  ion; and if a recession comes i n  the next 18 

months, the prospect could get even worse. There's no easy answer, but a con- 

sumption tax may be the only real  solution. 

I V .  Income Tax kate Pressure 

I f  troubles l i e  ahead for the economy, and i f  the 1986 tax refom 

package gets s tnt  of  the blame, then pressure f o r  a substantial r i s e  i n  income 

tax rates could develop, Sunner po l l s  show that the public i s  unenthusiastic and 



even skept ica l  about the Packwood-Rostenkowski package, and these doubts may have 

l a i d  the groundwork for a turnabout i n  pub l ic  f i s c a l  psychology w i th in  a year or  

two. I f  so, development o f  the consumption tax idea could prov ide an important 

a l t e r n a t i v e  d i rec t i on  for new revenue r a i s i n g  -- and i t ' s  a d i r e c t i o n  t h a t  would 

be less detr imental  t o  U,S. cap i ta l  format ion and g lobal  competitiveness. 

Trade v -  - 
Some people i n  Washington t h i n k  tha t  the U.S. trade d e f i c i t  c r i s i s  i s  so 

great t h a t  currency realignment and tougher trade 1 aw enforcement shoul dnl t have 

t o  handle the problem without new help from tax po l icy .  A "border neutra l "  con- 

sumption tax l i k e  a VAT or a BTT -- rebatable against exports, lev ied  on imports 

-- would g ive the U.S. a new pol i c y  lever .  Western Europe already has a "border 

neutralI1 consumption tax system. Canada i s  moving tha t  way. Even Japan has 

shown in te res t .  So we may have t o  move t h a t  way, too. 

V I .  Relat ing U.S. I n s t i t u t i o n s  t o  Those Elsewhere i n  t h e  World 

Over the  l a s t  decade, the U.S. has been drawn i n t o  t h e  world economy t o  

an unprecedented degree. At  the same time, many global i n s t i t u t i o n s  launched or  

b luepr inted by the U.S. a t  the peak o f  our power a f t e r  World War Two now seem 

less  usefu l  o r  workable -- the  UN, the  World Court, UNESCO, GATT, etc. Arguably, 

t h e  U.S. i s  going t o  have t o  begin ad jus t ing  more t o  what t h e  r e s t  o f  the world 

does, Tax, t rade and budget p o l i c y  a r e  par t  o f  t h a t  readjustment -- and a con- 

sumption tax should be, too. 

V I I .  A Strategic Framework f o r  Developing the  Consumption Tax Issue 

Any strategy must be f l e x i b l e  t o  allow f o r  various outcomes i n  the  econ- 

omy. However, it seems reasonable t o  assume t h a t  i f  the economy booms i n  the 

next few years under the  new tax code, and i f the  budget d e f i c i t  eases accor- 

dingly, Congressional and publ ic  support f o r  a consumption tax  n i l 1  be th in.  

Good arguments w i l l  f a l l  on un l i s ten ing  ears. Unfortunately, t he  most p laus ib le  



strategy f o r  a consumption tax  l i e s  i n  a 1987-88 economy t h a t  develops i n  a way 

t o  underscore the  f i sca l ,  tax  and trade problems noted i n  sections 111, I V  and V. 

If t h i s  happens, the p o l i t i c a l  cl imate i s  l i k e l y  t o  be qu i te  d i f ferent ,  too --and 

any r e a l i s t i c  strategy w i l l  have t o  contemplate that. But i n  the meantime, i t ' s  

not  too soon t o  open a technical and educational dialogue. 


