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ALEC Principles of Taxation

The proper function of taxation is to raise money for core functions of government,
not to direct the behavior of citizens or close budget gaps created by overspending.
This is true regardless of whether government is big or small, and this is true for
lawmakers at all levels of government.

 

Taxation will always impose some level of burden on an economy’s performance,
but that harm can be minimized if policymakers resist the temptation to use the
tax code for social engineering, class warfare and other extraneous purposes. A
principled tax system is an ideal way for advancing a state’s economic interests
and promoting prosperity for its residents.

 

The goal of American tax policy should be to raise revenue for functions of
government in a way that minimizes distortions, so as to grow the overall economy
and facilitate commerce.

           

Guiding principles of taxation

The fundamental principles presented here provide guidance for a neutral and
effective tax system; one that raises needed revenue for core functions of
government, while minimizing the burden on citizens.

● Simplicity - The tax code should be easy for the average citizen to
understand, and it should minimize the cost of complying with the tax
laws. Tax complexity adds cost to the taxpayer, but does not increase
public revenue. For governments, the tax system should be easy to
administer, and should help promote efficient, low-cost
administration. 

● Transparent – Tax systems should be accountable to citizens.
Taxes and tax policy should be visible and not hidden from taxpayers.
Changes in tax policy should be highly publicized and open to public
debate.

● Economic Neutrality – The purpose of the tax system is to raise
needed revenue for core functions of government, not control the lives
of citizens or micromanage the economy. The tax system should exert
minimal impact on the spending and decisions of individuals and
businesses. An effective tax system should be broad-based, utilize a
low overall tax rate with few loopholes, and avoid multiple layers of
taxation through tax pyramiding.

● Equity and Fairness – The government should not use the tax
system to pick winners and losers in society, or unfairly shift the tax
burden onto one class of citizens. The tax system should not be used
to punish success or to “soak the rich,” engage in discriminatory or
multiple taxation, nor should it be used to bestow special favors on
any particular group of taxpayers

● Complementary – The tax code should help maintain a healthy
relationship between the state and local governments. The state
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relationship between the state and local governments. The state
should always be mindful of how its tax decisions affect local
governments so they are not working against each other – with the
taxpayer caught in the middle.

● Competitiveness – A low tax burden can be a tool for a state’s
private sector economic development by retaining and attracting
productive business activity. A high-quality revenue system will be
responsive to competition from other states. Effective competitiveness
is best achieved through economically neutral tax policies

● Reliability – A high-quality tax system should be stable, providing
certainty in taxation and in revenue flows. It should provide certainty
of financial planning for individuals and businesses. 

Benefits of a principled tax burden

Since taxes lower the economic welfare of citizens, policymakers should try to
minimize the economic and social problems that taxation imposes.  Citizens then
directly gain the benefits of a low tax burden.  These benefits are summarized
below:

● Greater economic growth – A tax system that allows citizens to
keep more of what they earn spurs increased work, saving and
investment. A low state tax burden would mean a competitive
advantage over states with high-rate, overly progressive tax systems.

● Greater wealth creation – Low taxes significantly boost the value
of all income-producing assets and help citizens maximize their fullest
economic potential, thereby broadening the tax base.

● Minimize micromanagement and political favoritism – A
complex, high-rate tax system favors interests that are able to exert
influence in the state capitol, and who can negotiate narrow
exemptions and tax benefits that help only limited taxpayers and not
the general economy.  “A fair field and no favors” is a good motto for a
strong tax system.

 

Adopted by the Tax and Fiscal Policy Task Force at the Spring Task Force Meeting
on April 23, 2010.

Approved by the ALEC Board of Directors on June 3, 2010.
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