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Paul Ryan’s Roadmap to Inequality
By Edward D. Kleinbard

Introduction

The only consolation enjoyed by the minority in
the House of Representatives is that a member is

free to introduce bills representing his most ideal-
ized legislative agendas, free of any troubling com-
promises, because both he and potentially affected
parties are secure in the knowledge that the legis-
lation will not receive a hearing, much less become
law. For this reason, it is fair to treat as the purest
expression of Republican vice presidential nominee
Paul Ryan’s fiscal belief system his 2010 Roadmap
for America’s Future.1

Ryan has a deep knowledge of federal budget
arcana and equally deep convictions about the
direction that long-term budget policies should
take. Unlike many other politicians, Ryan has ar-
ticulated those convictions in comprehensive fiscal
proposals, both when he was in the minority party
in the House and in his current capacity as chair of
the House Budget Committee. His roadmap, pre-
pared when he was in the minority, includes a
detailed report and a 629-page legislative draft, of
which the tax sections alone (titles V and VI of the
draft legislation) total some 100 pages.

The roadmap contemplates a much more radical
restructuring of the federal tax system than is
commonly appreciated. The Ryan roadmap essen-
tially would convert the current income tax into two
consumption taxes, economically indistinguishable
from sales taxes or a European-style VAT. Its eco-
nomic effect and redistribution of tax burdens are
broadly similar to Herman Cain’s 999 plan, ana-
lyzed in a prior report.2

It is possible to implement consumption taxes
without radically affecting the distribution of tax
burdens, but this is not what the Ryan roadmap
does. Instead, it uses the rhetoric of economic
efficiency to propose the elimination of most taxes
on capital income (for example, dividends, interest,
capital gains, and net business profits) and the
lowering of the top tax rates on labor income. The
roadmap finances those goals by greatly increasing
the tax burdens on labor incomes below the highest
levels, which is to say the incomes of most Ameri-
cans.

1Paul Ryan, ‘‘A Roadmap for America’s Future: Version 2.0’’
(Jan. 2010), Doc 2010-2100, 2010 TNT 19-31.

2Edward D. Kleinbard, ‘‘Herman Cain’s 999 Tax Plan,’’ Tax
Notes, Oct. 24, 2011, p. 469, Doc 2011-21789, 2011 TNT 205-25.
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The purest articulation of
Republican vice presidential
nominee Paul Ryan’s fiscal
belief system is his 2010

Roadmap for America’s Future. The tax provisions
of this extensive proposal would convert the cur-
rent personal and corporate income taxes into two
consumption taxes and repeal the gift and estate
tax.

This article explains how the roadmap, like
Herman Cain’s 999 plan, would operate in practice
like a large new payroll tax. The roadmap would
immunize the highest-labor-income earners from
this tax through a large reduction in the top rate of
the roadmap’s labor earnings tax, compared with
current law or policy. Unlike the 999 plan, the
roadmap further would largely immunize ‘‘old’’
capital from the efficient (if arguably unfair) impo-
sition of consumption tax when that capital was
consumed, by providing a write-off of existing
depreciable basis. The roadmap would further re-
duce the tax burdens on the most affluent capital
owners by eliminating the gift and estate tax.

For those reasons, it is not surprising that the
roadmap contemplates an extraordinarily large re-
distribution of tax burdens from the affluent to
middle- and lower-income Americans. For middle-
income families, tax burdens would increase on the
order of 50 percent. At the same time, the impact of
the roadmap’s reprioritization of government
spending also would be regressive. Proponents of
the roadmap or plans like it must explain how any
projected increase in economic growth will com-
pensate the majority of Americans for shouldering
more tax burdens while receiving fewer govern-
ment benefits.
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Like Cain’s 999 plan, the Ryan roadmap’s mecha-
nism for redistributing tax burdens down the in-
come scale is a large increase in payroll-tax-
equivalent taxes, in this case by about 50 percent for
Americans under the payroll cap (currently about
$110,000). The Ryan roadmap then would immu-
nize the very-highest-labor-income Americans from
any adverse consequences by pairing that higher
effective payroll tax with much lower income taxes
on large labor incomes.

Because payroll taxes are the dominant federal
tax burdens on middle- and lower-income working
Americans,3 and because by definition capital in-
come is a property of capital ownership, which in
practice in the United States is highly concentrated,
most ordinary Americans would see their tax bur-
dens increase by about 50 percent, while the most
successful individuals would see reductions in their
labor income tax rates and elimination of all capital
tax burdens — including the gift and estate tax.

This article briefly analyzes the most salient
features of the tax system proposed in the roadmap.
Because the overall economic effects of the Ryan
roadmap and Cain’s 999 plan are more similar than
might at first be apparent, this article reprises a few
paragraphs on the basics of consumption taxation
from my earlier analysis of the latter plan.

The Roadmap’s Tax Plan
Very generally, Ryan’s roadmap contains the fol-

lowing tax proposals:
• eliminate all tax on capital income earned by

individuals;
• reduce the top tax rate on what is left (labor

income) to 25 percent;
• repeal the corporate income tax;
• eliminate gift and estate taxes; and
• introduce a new 8.5 percent business consump-

tion tax (BCT). This has the same economic
characteristics as a national VAT or sales tax.

More specifically, the roadmap would offer indi-
vidual taxpayers a choice between paying tax under
the current income tax and a new ‘‘simplified
income tax.’’ The detailed legislative specifications
for the new simplified income tax are surprisingly
ambiguous, but apparently the intention was that
the definition of gross income would be modified
for purposes only of the simplified income tax to
exclude from gross income net capital gains, quali-

fied dividends, and interest income.4 Also, the
alternative minimum tax would be repealed. Tax-
payers could flip once in a lifetime between the two
systems, or again as a result of some major life
events.

The Ryan roadmap’s capital income exclusion
would not reach every form of nonbusiness capital
income. It would not, for example, exclude from
gross income rents, royalties, or net short-term

3The best single overview of the relative individual tax
burdens of Americans is a table prepared by the staff of the Joint
Committee on Taxation in 2010. See JCT, ‘‘Present Law and
Background Data Related to the Federal Tax System in Effect for
2010 and 2011,’’ JCX-19-10, at Table 11 (Mar. 22, 2010), Doc
2010-6171, 2010 TNT 55-25.

4Proposed section 139D in the roadmap draft legislation
(Ryan, supra note 1, at 434). The reading of the draft legislation
adopted in the text as applying only to the simplified income tax
arguably is inconsistent with the actual language of the draft
legislation, but follows the interpretation adopted by the Tax
Policy Center, infra note 25, in its analysis of the Roadmap. The
Tax Policy Center in turn had the advantage of direct conver-
sations with the drafters in resolving some of these ambiguities.

Read literally, that proposed new code section simply modi-
fies the definition of gross income, which in turn is the starting
point for determining an individual’s tax base under both the
existing income tax and the new alternative simplified income
tax (proposed section 5). Accordingly, a straightforward reading
of proposed section 139D would have it modify both tax
systems.

This literal reading is consistent with the text of the road-
map’s explanation, which consistently lists the elimination of
capital income tax as a separate feature from the new simplified
income tax. See, e.g., Ryan, supra note 1, at 57, which lists the first
two tax components of the roadmap as ‘‘Full repeal of the AMT’’
and ‘‘Elimination of Double Tax on Savings.’’ The third compo-
nent, ‘‘Taxpayers Choice,’’ introduces the simplified income tax,
and it neither constrains the application of the capital income
provisions discussed in the second heading to that new tax
alone, nor limits the capital income provisions to the regular tax
base.

On the other hand, proposed section 5 (Ryan, supra note 1, at
426) is oddly drafted. The tax base of the simplified income tax
is ‘‘alternative taxable income,’’ defined in section 5(c). Section
5(c)(1) provides that alternative taxable income means ‘‘(A)
gross income, [sic] (B) the amount excluded from income under
section 139C [sic] for capital gains, dividends, and interest,
minus (C) [the standard deduction, dependent allowance, and
personal exemption].’’

There is no conjunction between clauses (A) and (B), and
clause (B) technically is unnecessary if its purpose is to exclude
capital income from taxation (for example, by assuming that
there should be a ‘‘minus’’ after clause (A)), because that already
is resolved through the definition of gross income as excluding
those amounts. Nonetheless, because the entire thrust of the
roadmap’s explanation in this regard is to eliminate capital
income taxation, the roadmap has universally been read to
exclude capital income from the base of the simplified income
tax, which suggests that one should not read an implied ‘‘plus’’
after clause (A).

For the reasons suggested at the beginning of the note, this
article adopts the view that proposed section 139D was in-
tended to apply only to the simplified income tax. Even if the
proposed exclusion were to have applied to both tax systems, in
practice little would have changed, as the great preponderance
of owners of substantial amounts of investment capital could be
expected to opt into the simplified income tax.

To add to the confusion, after the roadmap was drafted,
Congress added another section 139D to the code. That section
deals with Indian healthcare benefits.
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capital gain.5 Nonetheless, the exclusion is suffi-
ciently broad that for convenience I refer to it below
as covering individuals’ capital income, without
repeating the qualifier each time.

The simplified income tax base would not in-
clude any deductions beyond personal exemptions,
dependent allowances, and a $25,000 standard de-
duction. Similarly, the simplified income tax system
would remove all existing personal credits like the
child tax credit or the earned income tax credit (but
would include a proposed new medical coverage
tax credit). Taxable income up to $100,000 would be
taxed at a 10 percent rate; taxable income beyond
that would be taxed at a 25 percent rate.

By way of one example, in the first year of the
simplified income tax a family of four would be
entitled to a standard deduction, personal exemp-
tions, and dependent allowances totaling $39,000. If
this family had gross income of $139,000 from
wages, its tax liability under the simplified income
tax would be $10,000. By contrast, if the same family
in 2011 claimed the standard deduction, four per-
sonal exemptions, and no credits on its income tax
return, its income tax liability would be more than
double that amount ($20,400). (Of course, actual
liabilities under current law could be lower, for
example by virtue of itemized deductions, but
subject to the reach of the AMT.)

The most affluent Americans generally would
opt for the simplified income tax, since it lowers
marginal tax rates relative to the current system.
(One exception might be individuals who regularly
give a large percentage of their income to charity.)
The principal price for doing so would be the loss of
personal itemized deductions, but as one climbs to
the top of the income ladder, these benefits often
will be dominated by the large marginal tax rate
cut. Families climbing the income ladder from a
more modest base presumably would avail them-
selves of current law until their income rose suffi-
ciently to warrant the one-time switch to the
simplified system with its lower rates but no credits
or itemized deductions.

The BCT essentially would operate as a subtrac-
tion method VAT.6 All outflows, including for capi-
tal improvements, would be currently expensed,
other than labor costs, which would not be deduct-
ible; all inflows from sales of goods and services
would be included in the tax base.7 Financial flows
generally would be ignored, so in standard public

finance terminology, the BCT generally would op-
erate as an ‘‘R-based’’ consumption tax.8 The BCT
would be border adjustable so that it would apply
to imports and essentially be refundable for ex-
ports.9

The BCT would apply to all businesses, including
sole proprietorships and other entities not subject to
tax today.10 In a move designed to elicit bipartisan
support from tax students everywhere, the road-
map also would repeal the consolidated tax return
rules.

Business entities today have large stocks of capi-
tal investment subject to future depreciation or
amortization. Under a special transition rule, the
BCT would permit corporations to write off their
existing tax basis in capital investments over the
shorter of their remaining depreciable lives or five
years.11

One important question is the revenue impact of
the roadmap’s tax provisions. Neither the staff of
the Joint Committee on Taxation nor the Congres-
sional Budget Office has released to the public any
study modeling the projected revenue conse-
quences of these tax provisions. Instead, Ryan di-
rected the CBO to assume that in equilibrium, the
new tax regime would raise revenues equal to 19
percent of GDP (a bit higher than the 1977-2007
average).12 It can be argued that the CBO ought not
to have agreed to assume conclusions that were in
fact testable under its existing models, but its analy-
sis of the roadmap does so in this regard and in
several other important respects.

Income Taxes and Consumption Taxes
Income in the broadest sense comes from only

two sources: labor and returns on investments
(capital). Outside classrooms, we do not worry
much about treasure troves or cash stuffed inside
pianos bought at the flea market.

In recent years, roughly 60 percent of U.S. gross
domestic income has come from labor, and 40
percent from capital.13 (This allocation is more

5Proposed section 139D would exclude only net capital gain,
which for any year is the excess of net long-term capital gain
over net short-term capital loss. See section 1222.

6See Ryan, supra note 1, at 59, which describes the BCT in
these terms, albeit without using the phrase ‘‘value added.’’

7Proposed sections 202-205. Ryan, supra note 1, at 440-449.

8Kleinbard, supra note 2, at 475.
9Technically, an exporter’s cost of goods would be deductible

but its export sales would be ignored. I have not found a
provision allowing for cash refunds if a company is predomi-
nantly an exporter and therefore incurs a net loss from the
deduction of its costs.

10Proposed section 206. Ryan, supra note 1, at 449.
11Proposed section 290. Ryan, supra note 1, at 527. That

proposed code section also contains a similar five-year transi-
tion rule for interest expense. See also proposed section 226. Id. at
472 (no double deduction or double inclusion for amounts
deducted or included under prior law).

12CBO, letter to Ryan, at 4 (Jan. 27, 2010), Doc 2010-2040, 2010
TNT 19-17.

13CBO, ‘‘The Budget and Economic Outlook: Fiscal Years
2012 to 2022,’’ Figure 2-8 (Jan. 2012), at 42, Doc 2012-1855, 2012
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heavily weighted toward capital income than was
true a few decades ago, when the split might better
have been summarized as 65-35.14) This means that
we can expect the taxation of capital income to be
relevant as a matter of government revenues, as
well as having important economic efficiency con-
sequences.

Income taxes are designed to tax both labor and
capital income, although often at different rates (in
the case of the U.S. tax system today, at a hodge-
podge of different rates on different forms of capital
income). By contrast, well-designed consumption
taxes exempt from tax one slice of capital income:
the ‘‘returns to waiting’’ — the core, boring ‘‘nor-
mal’’ rate of return on investment.15 Well-designed
income and consumption taxes thus are identical in
their economic effect when applied to a taxpayer
who spends her entire income on a current basis;
their only economic difference lies in the treatment
of the return to waiting.

The reasoning behind consumption taxes is that
money’s only purpose is to fund consumption,
either today or tomorrow. The ‘‘normal’’ return on
investment is seen as the price I demand for defer-
ring the current enjoyment of my labor income. By
exempting this one slice of capital income from tax,
a consumption tax preserves neutrality in my con-
sumption decisions: If I consume tomorrow, I pay
tax on my larger total consumption, but not on the
internal compounding of my savings at the normal
rate of return. I therefore theoretically am indiffer-
ent, as a tax matter at least, between consuming
today and consuming tomorrow: In either case, the
present value of my total consumption experience is
the same. This is why a well-designed consumption
tax is said not to ‘‘double tax’’ savings, once when
the money is earned through my labor, and again
by taxing the minimum return necessary to com-
pensate me for deferring my consumption.

By eliminating this double tax on savings, it is
argued, consumption taxes will lead to higher sav-
ings, which in turn will fund greater business

investments, leading to higher national incomes.
Surprisingly, the empirical case for increased sav-
ings in response to lower capital income taxes is
much more ambiguous than might be expected. The
explanation for this weak response is fraught with
questions and filled with conflicting theories and
strongly held opinions.

A consumption tax can be implemented as a sales
tax or VAT, a labor-income-only tax, or one of
various forms of ‘‘cash flow’’ taxes. The idea in
every case is the same — the tax system should not
encourage current consumption over future con-
sumption by taxing the return to waiting. All con-
sumption taxes implement this theme in one
fashion or another, offering taxpayers the opportu-
nity to compound their returns from waiting at a
tax-free rate of return.

A sales tax reaches this result directly by taxing
consumption when it occurs, rather than when the
income to fund that consumption is earned. (Sales
taxes of course are notoriously easy to evade, which
is why most countries have adopted a VAT, but this
report ignores those practical issues.) For example,
if the return to waiting (the normal return on
investment) is 6 percent per annum, the world
values $106 of consumption next year as equivalent
in value to $100 of consumption right now. If we
wish to preserve that relationship so that the tax law
does not distort my decision to spend today or to
wait and spend tomorrow, we theoretically can get
there through a sales tax alone; because there is no
income tax in this hypothetical world, interest
earned on my bank account (at a compounding rate
of 6 percent) while I wait to consume is not itself
taxed (that is, accumulates at a tax-free return) until
it is withdrawn from the account and consumed.
The point is not that I escape tax in perpetuity on
any of my capital income returns, but that by
deferring tax I am preserving the present value of
consumption at different points in time.

For example, imagine that I have $100 to spend
today, including any sales tax bills, and that the
sales tax rate is 8.5 percent. With that $100 spending
constraint, I can spend $92.17 on stuff and pay $7.83
in sales tax. Alternatively, and again assuming that
the return to waiting interest rate is 6 percent, I can
invest that $100 today and have $133.82 to spend
five years from now. If the only relevant tax is the
sales tax, I would then be able to buy $123.34 of
stuff and pay $10.48 in sales tax. As a tax matter I
would be indifferent between the two scenarios,
because $92.17 of stuff today and $123.34 of stuff in
five years have identical present values to me, at a
discount rate of 6 percent per annum — which by
hypothesis is the fair market price for waiting.

I like to conceptualize this point as follows. When
I earn $100 in compensation income in the example

TNT 21-26 (labor income share of gross domestic income
estimated to be roughly 60 percent in 2012 and 2017).

14Id. at 41, n.27. The CBO allocates 65 percent of proprietor-
ship and partnership income to labor and 35 percent to returns
to capital, based on this older benchmark.

15For discussions of the underlying economics, see, e.g., JCT,
‘‘Present Law and Analysis Relating to Individual Retirement
Arrangements,’’ JCX-53-08 (June 24, 2008), at 3-7, Doc 2008-
14045, 2008 TNT 123-15 (and articles cited therein); JCT, ‘‘Present
Law and Analysis Relating to Tax Treatment of Partnership
Carried Interests and Related Issues, Part II,’’ JCX-63-07 (Sept. 4,
2007), at 6-7, Doc 2007-20256, 2007 TNT 172-13; and Daniel
Shaviro, ‘‘Replacing the Income Tax With a Progressive Con-
sumption Tax,’’ Tax Notes, Apr. 5, 2004, p. 91, Doc 2004-6003, or
2004 TNT 66-48.
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above, I immediately incur a contingent $7.83 sales
tax liability — that is, the $100 of earnings can buy
only $92.17 of stuff, plus sales tax thereon. If I spend
all $92.17 immediately, the tax liability crystallizes
instantly. If I defer consumption, I can understand
my situation as my putting $92.17 in the bank to
fund future consumption, where it will earn 6
percent tax free until I withdraw it for consumption.
At the same time, I establish a little $7.83 rainy day
tax fund, which also grows at the same 6 percent
and therefore will always cover my tax liability on
my growing consumption account. So in sum, a
well-designed consumption tax allows me to earn a
tax-free yield (here, 6 percent) on my after-tax income
($92.17) — that is, my income after setting aside
enough to cover my contingent sales tax liability.

In theory, one also can implement a consumption
tax by starting with an income tax structure and
then exempting capital income from tax — that is,
by imposing tax only on labor income. Instead of
the 8.5 percent sales tax in the example above, one
can imagine a tax system that imposes an immedi-
ate 7.83 percent income tax on my $100 of compen-
sation income but then imposes no further tax on
my investment income.16

A labor income tax gets you to the same place as
a sales tax if three conditions are satisfied: (1) tax
rates do not change; (2) all investments yield a
normal return (that is, I earn no supersized returns,
as discussed below); and (3) the tax system can
easily distinguish my (taxable) labor income from
my (tax-exempt) capital income. In real life, of
course, tax rates change, some corporate invest-
ments in particular yield supersized returns (in
more formal discourse, ‘‘economic rents’’), and tax
systems do a terrible job of teasing apart labor
income from capital income, as the sad saga of
carried interest taxation demonstrates.17 For these
reasons, a labor income tax is usually thought to be
a poor way of implementing a consumption tax.

A cash flow tax is the third basic way of imple-
menting a consumption tax.18 What’s the theory of
cash flow taxes? Remember that the idea of con-
sumption taxes is to exempt from tax the return to
waiting — that is, low-risk ‘‘normal’’ returns on
investment — so that future consumption has the
same present value as current consumption. The
theory of cash flow taxes is that you can get to the

same point as exempting normal returns from tax
simply by deducting all your investments currently.
That is, deducting the cost of an investment has the
same economic consequences as exempting from
tax the normal yield on the investment.

How so? If you can immediately deduct the cost
of the investment, you get (in this theoretical world)
an immediate tax benefit, which the government
hypothetically instantaneously refunds to you. You
can use that refund check to buy more of the same
investment and get another (smaller) check, and
reinvest that, and so on. The end result is that you
get enough in tax savings to ‘‘scale up’’ your
investment to the point where your after-tax yield is
the same as tax exempting the yield on your origi-
nal investment.19

For example, imagine that tax rates are 50 per-
cent, normal returns are 6 percent, and you buy for
$100 a perpetual machine yielding normal returns.
An ideal income tax system would provide that you
could never claim any depreciation deductions on
this machine that never wears out; as a result, your
returns from the machine (and more mini-machines
that you buy each year with your after-tax earnings)
would compound at a rate of 3 percent per annum
(the 6 percent pretax rate less tax of 50 percent). By
contrast, a labor income tax (or ‘‘yield exemption’’)
approach to a consumption tax would give you a 6
percent after-tax compounded return (by imposing
zero tax on normal returns to capital); the only tax
would have been collected when you earned the
labor income out of which you funded your $100
purchase.

Finally, the ‘‘deduct now, include later’’ model —
that is, a cash flow tax — would provide that the
returns on that $100 machine are fully taxable but
that you get an instant write-off when you make the
investment. Then in theory you could spend $200
on two of the machines, which would cost you only
$100 after tax (the same as the first case). You would
now earn $12 per year and pay tax at the 50 percent
rate, which would yield you $6 per year after tax.

A cash flow tax can be analogized to a regular
IRA; a pure labor income tax can be analogized to a
Roth IRA. The two have identical economic payoffs
(for the same after-tax contributions), as long as one
is talking about constant tax rates and normal
returns on investment. The two differ, however, in
how supersized returns (economic rents) are taxed.
A cash flow tax is generally thought to tax economic
rents on a current basis because the scale-up hy-
pothesis doesn’t work here. By definition, economic
rents aren’t infinitely scalable, because if they were,

16The two rates are nominally different because one is
expressed as a ‘‘tax-inclusive’’ rate and the other as a ‘‘tax-
exclusive’’ one. Kleinbard, supra note 2, at 471-472.

17On the general difficulty of separating labor from capital
income, see Kleinbard, ‘‘An American Dual Income Tax: Nordic
Precedents,’’ 5 Nw. J. L. & Soc. Pol’y 41 (2010).

18The following discussion of the cash flow theory comes
from Kleinbard, supra note 2.

19This is the famous ‘‘Cary Brown theorem.’’ See the sources
in note 15, supra.
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everyone would have done so already. By contrast,
a pure wage tax (investment yield exemption) sys-
tem effectively exempts economic rents from tax.

Imagine, for example, that you sort through the
coins in your pocket and discover you received as
change for your last purchase a magic penny that
has the unique property of throwing off $100 a year
in income. In a cash flow tax, that $100 would be
taxable on a current basis. (You would get a tax
deduction for your $0.01 investment, but that has
no meaningful consequence.) In a wage tax (yield
exemption) system, the full $100 of income would
escape tax permanently as a return on capital (albeit
an enormous return) and therefore as outside the
scope of the wage tax. For this reason, readers
should hold their magic pennies in a Roth IRA
rather than in a regular IRA.

Labor Income Under the Ryan Roadmap
Characterizing a given tax as an income or con-

sumption tax is helpful because it enables an ob-
server to fairly compare the new levy with ideal
forms of the relevant tax. It also is helpful in
predicting the incidence of the tax — that is, which
individuals are likely actually to suffer the burden
of the tax.

It follows quickly from the above analysis that
the Ryan roadmap converts current law’s personal
and corporate income taxes (which admittedly are
ragged old things, full of holes and uneven treat-
ment of different forms of capital income) into two
new consumption taxes. The personal tax would
become a pure labor income tax (a yield exemption
system). The corporate income tax would be re-
placed by a subtraction method VAT (a sales tax
collected at each step along the production process,
rather than just from final consumers) with a new
name (the BCT).20 This BCT would be payable by all
businesses, corporate and noncorporate.

As in Cain’s 999 plan, the real impact of the Ryan
roadmap on individuals is largely buried in the
operation of the BCT. The reason is that the BCT
operates in part as a large hidden wage tax collected
directly from employers.

The BCT is designed not to burden normal
returns to capital, and to impose tax directly pro-
portionate to wages paid. As a result, it operates in
a manner that is conceptually indistinguishable
from current law’s employer share of payroll taxes.
Economists are unanimous that an employer-level
payroll tax economically is borne by the employee
(or in economists’ lingo, the incidence of the tax

falls on the employee). To a first approximation,
therefore, the BCT also operates in economic sub-
stance as just another wage tax.21

To see the differing impacts of the simplified
income tax and the BCT on labor and capital income
and how the two taxes relate to each other, it is
helpful to consider three little companies, unimagi-
natively named A, B, and C.22

Company A employs no capital, but it has
workers who provide services to other companies.
Company A today takes in $107.65 of fee income,
pays out $100 in wages, pays $7.65 in the employ-
er’s share of payroll taxes, and has zero income tax
liability.23 In my terminology, to pay $100 in wages,
this employer today must set aside from gross
income a wage pool of $107.65 from which to pay
both wages and the employer’s half of payroll taxes.

Under the BCT, Company A will incur a BCT
liability of 8.5 percent of $107.65, or $9.15.24 Unlike
the Cain 999 plan, the Ryan roadmap imposes this
BCT in addition to existing payroll taxes.

If one accepts the usual economic assumptions
that markets are efficient and wages are freely
negotiated between employer and employee, and
that the incidence of a tax that is measured by
wages, which describes the BCT insofar as labor
inputs are concerned, falls on employees, then the
aggregate amount paid by an employer for the
services of an employee (including employer taxes
directly measured by wages) — that is, the wage
pool — should remain constant when moving from
current law to the Ryan roadmap.

If the wage pool (here, $107.65) remains constant,
wages must go down substantially. From its $107.65
wage pool, Company A first will pay $9.15 in BCT,
leaving it with only $98.50 from which to pay both
wages and the employer’s share of current law
payroll taxes. Assuming the wages in question fall
below the payroll wage cap (about $110,000 in
2012), the wages that A pays to its employees will
drop to $91.50 — on which amount employees in
turn will suffer the employee’s half of payroll taxes
and any income tax liability.

20Alternatively, the BCT can be described as a cash flow tax,
so long as it is understood that unlike David Bradford’s X tax,
this cash flow tax does not permit a deduction for compensation
paid to workers.

21The text briefly considers below the alternative possibility
that the incidence of the BCT would fall on consumers.

22Cf. Stephen Leacock, ‘‘The Human Element in Mathemat-
ics,’’ in Literary Lapses (1910).

23See Kleinbard, supra note 2, at 474.
24Neither compensation nor payroll taxes are deductible in

calculating the BCT base. Proposed section 205(a)(3) and
(b)(2)(C). Ryan, supra note 1, at 444. By contrast, under current
law the employer’s share of payroll taxes is deductible as a
section 162 business expense. See IRS Publication 535, Business
Expenses, at 17, Doc 2012-5581, 2012 TNT 53-59.
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Ignoring the temporary payroll tax holiday, this
means another $7 in employee payroll taxes, bring-
ing take-home, pre-income-tax wages down to
$84.50, against current law’s $92.35. Measured by
reference to $100 of current law wages with its
attendant 15.3 percent payroll tax rate (as a percent-
age of wages), the new system therefore imposes
total wage taxes at a rate of 23.15 percent of wages
— about a 50 percent wage tax increase from
current law. Like the Cain 999 plan, this is the
source of the Ryan roadmap’s revenue pickup and
its regressivity.

It might be argued that the BCT would not
burden consumers rather than workers, but that
argument changes almost nothing. Workers also are
consumers: If you imagine that their wages stay
constant but the prices of all goods increase under
the BCT tax burden, workers’ effective after-tax
wages would be just as burdened by the BCT as in
the simpler case of ascribing the incidence of the tax
entirely to wages. In either case, after implementa-
tion of the Ryan roadmap, the same worker would
be able to buy fewer goods and services out of the
compensation income that Company A could afford
to pay than she can under current law.

Unlike current Old Age, Survivors, and Disabil-
ity Insurance taxes, the BCT would be uncapped,
which suggests that its distributional consequences
would be less regressive than current law payroll
taxes. But here the Ryan roadmap’s simplified in-
come tax would come into play to immunize the
most successful workers, and only those workers.
Many high-income workers would receive large
income tax cuts under the simplified income tax for
their labor incomes, as a result of the sharp reduc-
tion in tax rates, including the reduction of the
highest marginal tax bracket from 35 percent (or
39.6 percent, under current law as scheduled to take
effect in 2013) to 25 percent. Moreover, the most
affluent workers would enjoy a zero tax rate on
their capital incomes. The net effect of both compo-
nents of the new system therefore could be expected
to be very favorable to the highest-income tax-
payers.

And indeed this is the case. Shortly after the
release of the Ryan roadmap, the nonpartisan Tax
Policy Center (TPC) performed a comprehensive
distributional analysis of the plan’s tax provisions.25

That analysis took into account the distributional
aspects of both the income tax (including the ability

of taxpayers to optimize their liability through
choosing between the traditional income tax and
the simplified income tax) and the BCT (which the
TPC treated as burdening all individuals in propor-
tion to their total income, not just their labor
income).26 The TPC distributional study reached
extraordinary conclusions:

The Roadmap’s tax provisions would be
highly regressive compared with the current
tax system. . . . [T]he top 1 percent would gain
an average of 26 percent and the top 0.1
percent a whopping 36 percent. The share of
total taxes paid by the bottom 80 percent
would rise from 35 percent to 42 percent, while
the share paid by the top 1 percent would fall
by nearly half from 25 percent to 13.5 percent.
Taxpayers at the top of the income distribution
gain most because they get the bulk of capital
income, which the Roadmap would exempt
from taxation. The change in average tax rates
reflects that situation. While average rates
would change little among the bottom 80
percent, they would fall dramatically at the
top. For example, the average tax rate for the
top 0.1 percent would plummet from 30 per-
cent under current law to just 11 percent under
the Roadmap.27

When the proposed tax provisions were meas-
ured against the lower tax rates in effect in 2010
(that is, ‘‘current policy’’) — the comparison most
favorable to the Ryan roadmap — the TPC’s distri-
butional analysis concluded that the net effect of
both components of the new tax system would be to
raise taxes on average for each grouping of tax units
with cash incomes in the range of $20,000-$200,000
— that is, most Americans.28 Those earning be-
tween $200,000 and $500,000 would save about
$5,500 on average, although a preponderance of tax
units in this range would still come out worse than
under 2010 tax rules. And the relatively few tax
units with cash incomes exceeding $1 million
would on average see their tax bills decline by more
than $500,000.

From the other direction, a family of four today
with wage income of $46,000 pays essentially zero
in income tax, after taking into account the standard
deduction, the four personal exemptions, and
$2,000 in child tax credits. But that family will have
suffered FICA taxes (considering both the employee
and the employer’s share, since the incidence of the

25The analysis is summarized in Joseph Rosenberg, ‘‘Prelimi-
nary Revenue Estimate and Distributional Analysis of the Tax
Provisions in a Roadmap for America’s Future Act of 2010,’’
TPC (Mar. 9, 2010), Doc 2010-5140, 2010 TNT 47-40 (includes
both the overview and related distributional and revenue
tables).

26Unlike distributional studies by the JCT, TPC analyses
include the distributional consequences of existing law’s corpo-
rate income tax.

27Rosenberg, supra note 25, at 4-5.
28Id. at 46, TPC, T10-0092.
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latter unquestionably also falls on the employee) of
more than $7,000 (ignoring the temporary payroll
tax holiday). For this $46,000 family, the Ryan
roadmap constitutes a pure tax increase of roughly
50 percent, to $10,650.29

These tax distributional points are incomplete in
that they look only to the distribution of income and
consumption tax burdens. They ignore the regres-
sive consequences of eliminating the gift and estate
tax, which is levied only on the largest accumula-
tions of capital.

More fundamentally, the net effect of govern-
ment interventions also includes how government
spends those tax revenues (that is, which individ-
uals directly benefit from given expenditures). As a
result, a complete distributional picture would take
into account both the tax and the spending sides of
the Ryan roadmap. I do not know of such an
integrated distributional analysis, but on a stand-
alone basis the spending side of the Ryan roadmap
is substantially more regressive than current policy,
which exacerbates the distributional impact of the
roadmap.30

As previously described, the Ryan roadmap’s
simplified income tax is definitionally a consump-
tion tax because it exempts from tax all returns on
investment. Like other labor income taxes, however,
it suffers from the design problems identified in the
section above. It exempts supersized returns (eco-
nomic rents) from tax, but in practice that actually
might not be a terrible flaw if one assumes that
those supersized returns come from business opera-
tions, because there is still a theoretical chance of
taxing those returns under the business-level BCT,
considered below. (As it happens, the BCT system-
atically undertaxes these supersized returns.)

What is more directly troubling is that the sim-
plified income tax offers no mechanism for teasing
apart labor and capital income when both are
conjoined in the net business income of a closely
held business. Under the simplified income tax,
small businesses would have every reason system-
atically to understate compensation paid to owner-
employees. Compensation income would not be
deductible under the BCT, so BCT liability would be
unaffected by wages paid to an owner-employee.
Returns (beyond $100,000) received by the owner-
employee as compensation income, however,
would be taxed at 25 percent under the simplified

income tax, while returns received as dividends or
interest would be tax free.31

Imagine, for example, that Company A had only
one owner-employee. By treating the entirety of the
firm’s after-BCT liability as a dividend, the owner-
employee would suffer an all-in tax of only the BCT
rate on the company’s income, bringing his total tax
rate on his personal labor income to close to 8.5
percent (as the importance of current law payroll
taxes diminished with income).32

This problem is not theoretical. It has been exten-
sively explored in the context of Nordic dual in-
come taxes, which impose lower tax rates on capital
than on labor income.33 Experiences there and in the
United States regarding carried interest show how
difficult it can be in the absence of a statutory
centrifuge to disaggregate privately owned compa-
nies’ net business income into labor and capital
components.

The very strategy that the roadmap invites is
used today to evade the payroll tax obligations of S
corporation owner-managers. This often is de-
scribed as the ‘‘John Edwards gambit,’’ in homage
to that former presidential candidate — although a
more bipartisan name might be in order, given that
the same strategy apparently has been relied on by
Newt Gingrich.34

29For the reasons previously described, the text takes into
account both sides of payroll taxes and further ascribes the
incidence of the labor income component of the BCT as falling
directly on workers.

30Paul N. Van de Water, ‘‘The Ryan Budget’s Radical Priori-
ties,’’ Center on Budget and Policy Priorities (Mar. 10, 2010), Doc
2010-5109, 2010 TNT 47-41.

31Interest expense would not be deductible to the company,
so there is no extra incentive in that regard.

32The roadmap appears to retain current law’s uncapped
Medicare tax on labor income, but as described below, this tax is
routinely evaded today through exactly the strategy outlined in
the text.

33Kleinbard, ‘‘An American Dual Income Tax,’’ supra note 17.
34See, e.g., David Cay Johnston, ‘‘Newt and the NEWT Act’’

(Feb. 3, 2012), available at http://blogs.reuters.com/david-cay-
johnston/2012/02/03/newt-and-the-newt-act/ (describing the
avoidance strategy and the Narrowing Exceptions for Withhold-
ing Taxes (NEWT) Act of 2012 introduced by Rep. Fortney Pete
Stark, D-Calif., on Feb. 2, 2012); Shamik Trivedi, ‘‘Shades of John
Edwards in Gingrich Return,’’ Tax Notes, Jan. 30, 2012, p. 499,
Doc 2012-1260, or 2012 TNT 15-2. Legislation to address this
issue also was introduced in 2010. See Sam Goldfarb, ‘‘Critics
Attack S Corp Payroll Tax Increase in House Extenders Bill,’’
Doc 2010-12544, 2010 TNT 109-2.

John Edwards’s use of an S corporation, from which he paid
himself a modest salary in relation to the corporation’s earnings
from his personal services, spawned a large collection of articles
and letters in 2004. See, e.g., Kenneth A. Gary, ‘‘Edwards’s S
Corporation Not an Abusive Tax Shelter,’’ Tax Notes, July 26,
2004, p. 365, Doc 2004-15186, or 2004 TNT 144-2; Kip Dellinger,
‘‘Edwards’s S Corp Can Be Abusive Even if It’s Not a Tax
Shelter,’’ Tax Notes, Sept. 6, 2004, p. 1092, Doc 2004-17291, or 2004
TNT 174-40; Tom Daley, ‘‘Edwards’s S Corporation, Medicare
Tax, and Fair Share,’’ Tax Notes, Sept. 27, 2004, p. 1577, Doc
2004-18829, or 2004 TNT 188-38; Dellinger, ‘‘Edwards’s S Corp:
The Beat Goes On,’’ Tax Notes, Oct. 11, 2004, p. 253, Doc
2004-19639, 2004 TNT 198-49.
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The basic idea is to organize one’s labor-intensive
business (speaking engagements, the sale of auto-
graphed books, recordings of lectures, etc., in the
case of Gingrich) as an S corporation and then to
pay oneself as modest a salary as possible. Such an
individual’s current law federal income tax liability
is unaffected by how he allocates the returns on his
business between a stated salary paid by the S
corporation and a distribution of the S corporation’s
net (after-salary) income as a dividend to himself:
Both streams of income flow directly to the indi-
vidual owner-manager, where they are taxed at
identical rates. For payroll tax purposes, however,
the distinction matters; amounts paid to the owner-
manager as dividends generally are not subject to
any of the social contribution payroll taxes.35 Con-
versely, if an owner-manager operated through an
entity taxed as a partnership, all of his business
income would be characterized as self-employment
income, regardless of whether he extracted it as
compensation or as a distributive share of profits.36

According to a 2009 Government Accountability
Office report, ‘‘13 percent of S corporations paid
‘inadequate wage compensation’ in 2003 and
2004.’’37

Notwithstanding an occasional victory by the
government in this area,38 we have abundant evi-
dence of the inability of tax common law to tease
apart labor from capital income, even when the
stakes relate only to a 2.9 percent tax. Because the
stakes would be so much higher, the problems of
labor income masquerading as capital income
would be greatly exacerbated by the roadmap’s
statutory scheme in the absence of some new statu-
tory mechanism for distinguishing between the
two.

Capital Income Under the Ryan Roadmap
The simplified income tax would impose no tax

on the capital income of individuals.39 The BCT
would exempt boring ‘‘normal’’ returns from tax
but would burden supersized returns (economic
rents). The Ryan roadmap also would eliminate the
gift and estate tax, which burdens only the largest
accumulations of capital.

Consider Company B, which needs no em-
ployees but holds a perpetual machine that never
wears out and that throws off 6 percent per year in
income (the normal return). Under an ideal income
tax, when Company B purchases the machine, it
obtains no depreciation deductions and includes $6
per year in income. Under the BCT, by contrast,
Company B will write off its investment immedi-
ately, which, as explained above, is the economic
equivalent of exempting the 6 percent yield from
tax. When Company B pays that return to investors
as interest or dividends, they include nothing in tax.
All this is by design and is consistent with standard
consumption tax principles: The normal return to
capital is exempt from all tax burdens.

Finally, consider Company C, lucky owner of the
one and only magic penny described earlier. It
cannot scale up its investment by buying more
magic pennies, and so its supersized returns would
be subject to the BCT. Again, this is neither concep-
tually irrational nor inconsistent with consumption
tax norms. Ideal consumption taxes just neutralize
the consumption decision between consuming to-
day and consuming tomorrow, and to do that only
the return to waiting needs to be shielded from tax.
Phrased differently, even in a high-tax environment,
companies will scour the earth for magic pennies,
because by definition their returns are unique, and
even after tax they yield superior returns to the
normal return.

But this in turn implies the problem with the BCT
as it applies to economic rents: It systematically
undertaxes those returns. There is no reason to offer
these returns an 8.5 percent tax rate environment to
attract investment. Companies would be thrilled to
find magic pennies even if taxes were imposed at a
25 percent rate, or higher.

If you analogize (imperfectly) to current law,
corporate income is taxed at a marginal rate of 35
percent. While many companies can reduce their
tax rates on economic rents below that rate, particu-
larly when global intangibles are at stake,40 that rate
is a useful starting point from which to think about
the appropriate tax burden on economic rents. Even

35Rev. Rul. 59-221, 1959-1 C.B. 225. Timothy R. Koski, ‘‘The
Application of Employment Taxes to S Corporation Sharehold-
ers — What Is ‘Unreasonably Low’ Compensation?’’ 85 Taxes 19
(2007).

36There is nominal ambiguity in current law regarding
limited liability companies and the like, because section
1402(a)(3) provides that self-employment income does not in-
clude a ‘‘distributive share of any item of income or loss of a
limited partner, as such’’ (emphasis added). The rule dates to a
time when LLCs did not exist and when limited partners lost
their limited liability if they performed services for their part-
nership. Proposed regulations would clarify that all of an LLC
member’s income from such an entity will constitute self-
employment income, unless the member performs 500 hours or
less of work per year for the entity and has no power to
contractually bind the firm. Prop. reg. section 1.1402(a)-2(g) and
(h).

37GAO, ‘‘Tax Gap: Actions Needed to Address Noncompli-
ance With S Corporation Tax Rules,’’ GAO-10-195, Doc 2010-883,
2010 TNT 10-13.

38E.g., David E. Watson PC v. United States, 668 F.3d 1008 (8th
Cir. 2012), Doc 2012-3783, 2012 TNT 36-12.

39See ‘‘Introduction’’ for a more technical description of what
income would be excludable under this rule.

40Kleinbard, ‘‘Stateless Income,’’ 9 Fla. Tax Rev. 699 (2011).
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if one treats the 15 percent long-term capital gains
rate applicable to individuals as our current default
tax burden on economic rents, the BCT would slash
that burden nearly in half. There is no economic
efficiency case for doing so.

One important economic efficiency gain usually
associated with the transition from an income tax to
a consumption tax is that ‘‘old’’ capital will be
double taxed. The idea is that old capital has borne
the burden of income taxation, and now, when used
to fund consumption, will be subject to the new
consumption tax regime. This result is ‘‘efficient’’ in
the technical sense in that it cannot be avoided (at
least if the consumption tax is enacted in the dark of
night), but owners of old capital understandably
have other terms for this result, of which ‘‘whole-
sale theft’’ might be the most polite.

The Ryan roadmap responds to the predictable
anguish of old capital by allowing companies to
write off any tax basis in their assets as of the date
of conversion to the BCT over five years. This
exercise in tax empathy is understandable, but it
substantially undercuts the economic case for mov-
ing to a consumption tax. The ‘‘efficient’’ double
taxation of old capital under consumption tax sys-
tems that deliberately withhold any transitional
relief in fact is a large component of the predicted
efficiency gains associated with moving to a con-
sumption tax.

This article has not considered the purported
growth effects of the roadmap, for six reasons. First,
no one knows what the revenue consequences of
the roadmap actually are; as discussed earlier, Ryan
simply instructed the CBO to assume that the tax
plan would raise 19 percent of GDP in equilib-
rium.41 Second, the growth effects claimed by pro-
ponents of tax reform along the lines of the
roadmap most commonly have been presented as
the implications of abstract economic models whose
claims and relevance to an economy as large and
complex as that of the United States are highly
controversial, as the recent controversy surround-
ing a report prepared to support Gov. Mitt Rom-

ney’s economic plans suggests.42 Third, as
described above, the Ryan roadmap actually for-
goes one of the principal economic efficiency gains
from the switch to a consumption tax, which fact is
not reflected in other work modeling the advan-
tages of consumption taxation.

Fourth, what empirical evidence there is on the
growth effects of capital income tax cuts is much
more ambiguous than proponents of proposals like
the Ryan roadmap often acknowledge.43 Fifth,
spending cuts have efficiency costs as well as gains,
depending on what programs are cut; many models
treat all government spending as equally unproduc-
tive, which is not accurate.44

And finally, proponents of proposals like the
Ryan roadmap typically fail to specify a path by
which the growth they predict will be shared by all
Americans, other than vague assurances that
greater national income necessarily is good for all.
Since the age of Adam Smith it has been understood
that greater investment leads to greater worker
productivity, which, all other things being equal,
should lead to higher wage rates. But whatever the
merits of this proposition in general, it certainly
would be tested by the Ryan roadmap, which
contemplates both higher taxes for the majority of
Americans and government spending reductions
that when viewed by themselves would be highly
regressive.45 Proponents of the Ryan roadmap or
similar proposals therefore would need to demon-
strate that the growth effects they claim not only are
robust to a range of reasonable parameters for the
inputs in their models, and that the models them-
selves have some demonstrated predictive power,
but also that the projected growth could reasonably
be expected to compensate the millions of Ameri-
cans who would face both higher taxes and fewer
government benefits.

Conclusions
Many economists prefer ideal consumption taxes

to ideal income taxes, but no major economy in the

41The TPC, supra note 25, did estimate the revenue conse-
quences of the roadmap over the period 2011-2020. Id. at Table
T10-0094. That revenue estimate shows the roadmap falling
substantially behind the ‘‘current policy’’ revenue levels that
Ryan directed the CBO to assume for the same period. If the
TPC estimates are correct, and no further changes to the
roadmap are made, the adoption of the roadmap would lead to
substantial increases in the federal deficit, which would have
significant adverse consequences for growth. Compare Treasury,
‘‘A Dynamic Analysis of Permanent Extension of the President’s
Tax Relief’’ (July 25, 2006), Doc 2006-14005, 2006 TNT 143-16 (tax
reductions must be matched by equivalent spending cuts to
observe growth effects in model).

42Compare R. Glenn Hubbard et al., ‘‘The Romney Program
for Economic Recovery, Growth, and Jobs,’’ available at http://
www.docstoc.com/docs/125714335/Romney-Tax-Reform-Whi
te-Paper, with Ezra Klein, ‘‘Economists to Romney Campaign:
That’s Not What Our Research Says,’’ The Washington Post,
Wonkblog (Aug. 8, 2012), available at http://www.washingt
onpost.com/blogs/ezra-klein/wp/2012/08/08/economists-to-
romney-campaign-thats-not-what-our-research-says/.

43See, e.g., Chye-Ching Huang, ‘‘Plan’s Costs Far Outweigh
Its Benefits,’’ The New York Times, Aug. 16, 2012, available at
http://www.nytimes.com/roomfordebate/2012/08/16/should
-we-stop-taxing-capital-gains/plans-costs-far-outweigh-its-bene
fits-6, and the academic papers linked therein.

44Shu-Chun Susan Yang, ‘‘Do Capital Income Tax Cuts
Trickle Down?’’ 60 Nat’l Tax J. 551 (2007).

45Van de Water, supra note 30.

COMMENTARY / VIEWPOINTS

1204 TAX NOTES, September 3, 2012

(C
) Tax Analysts 2012. All rights reserved. Tax Analysts does not claim

 copyright in any public dom
ain or third party content.



world today relies exclusively on consumption
taxes. What is more, there are signs of revisionism
within the public finance community, and the in-
come tax is staging a bit of an intellectual come-
back.46 Regardless, the roadmap is not a well-
designed consumption tax, for two main reasons.

First, as currently conceived, the roadmap’s two
new taxes offer an open invitation to closely held
companies to disguise labor income as capital in-
come, thereby substantially undercutting its eco-
nomic rationale and damaging its prospects for
raising the revenues it claims that it will. Second,
while the BCT in combination with the simplified
income tax would exempt ‘‘normal’’ returns, it also
would undertax any remaining supersized returns
on investment, relative to ideal consumption tax
norms. In fact, the roadmap would tax economic
rents at only half the rate that Cain’s 999 plan would
have.47

The immunization of existing capital from the
brunt of the BCT (another feature not present in the
999 plan) also undercuts the economic case for this
consumption tax package. The fairness reasons for
doing so are unarguable, but one must recognize
that the efficiency case suffers as a result.

More fundamentally, the roadmap would shift
the tax burden dramatically from America’s most
affluent to the working poor and middle class. It
does so, just as Cain’s 999 plan would have, by
vastly increasing payroll-tax-equivalent taxes, in
this case by about 50 percent for Americans under
the payroll wage cap. The Ryan roadmap then
would immunize the highest-labor-income Ameri-
cans from any adverse consequences by pairing that
higher effective payroll tax with much lower in-
come taxes, so that middle- and lower-income
working Americans would see a 50 percent increase
in their tax burdens, while the most successful

Americans would see reductions in their labor
income tax rates and elimination of all capital tax
burdens — including the gift and estate tax. And
these consequences in turn ignore the distributional
consequences of eliminating the estate tax, which
by design burdens only the estates of the wealthiest
decedents.

This explains the extraordinarily regressive dis-
tributional consequences of the tax provisions of the
roadmap. Tax units with cash incomes between
$20,000 and $200,000 would on average pay more in
tax, and tax units with cash incomes exceeding $1
million would on average enjoy tax reductions
exceeding $500,000 per year.

These four things cannot simultaneously be ac-
complished: (1) exempting from tax much of the
current capital income tax base (40 percent of na-
tional income); (2) reducing the top tax rate on the
remaining individual tax base (that is, labor in-
come) to 25 percent; (3) raising as much money as
did the pre-crash tax system; and (4) maintaining
neutrality compared with current law in the relative
tax burdens imposed across different income levels.
With the top individual rate capped at 25 percent
and capital income largely untaxed, the necessary
revenue can come only from the labor income of the
middle class and working poor. The mechanism for
doing this is the BCT’s effect as a vast hidden
payroll tax increase on everyone but the most
successful Americans.

Even this is an incomplete picture of how the
Ryan roadmap would exacerbate our country’s
growing income inequality, because it does not take
into account the distributional consequences of the
roadmap’s spending policies. Asophisticated under-
standing of the distributional consequences of
government interventions requires considering not
just how tax revenues are raised, but the net effect
of taxing and spending policies together. In this
case it is clear that the brunt of the spending
reductions contemplated by the Ryan roadmap
would fall on lower-income Americans. So these
individuals would be squeezed from both direc-
tions: Their tax bills would go up even as their
government benefits go down. Affluent Americans,
by contrast, would see much lower tax bills and
would not lose nearly as much from smaller
spending programs as would the poor and middle
class. The Ryan roadmap is in fact a roadmap to
accelerating income inequality.

46The economic efficiency case for the income tax is offered
in James Banks and Peter Diamond, ‘‘The Base for Taxation,’’ in
Dimensions of Tax Design: The Mirrlees Review, ch. 6 (2010); their
conclusions are summarized at 634. A shorter presentation of
the arguments is in James Mirrlees et al., Tax by Design: The
Mirrlees Review, 307-317 (concluding, however, that the effi-
ciency arguments for taxing returns to household savings are
not convincing). A few of the political economy arguments are
mentioned in Kleinbard, ‘‘An American Dual Income Tax,’’
supra note 17, at 45-48. Among those arguments are transition
concerns, immediate revenue concerns, and the risk of tax
holidays along the lines of the enactment of section 965 in 2004.

47Kleinbard supra note 2, at 477.
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