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Taxation is an art, not a science, of measuring and auditing. Faced with the chal-
lenge of putting machine labor on a level playing field with human labor, the two
leading forms of twentieth- and early twenty-first-century taxation, income taxa-
tion and general consumption taxation, were wrecked at their roots. What emerged
from that wreckage was a return to historic norms: a series of excise taxes and
charges, but this time with the avowed and focused purpose of not only raising rev-
enue but also pricing and internalizing otherwise externalized harms to the self and
to the biosphere.

rom our vantage today in 2075 CE, it seems odd that the twentieth and ear-

ly twenty-first centuries relied so heavily on income and general consump-

tion taxes, as these were not extensively used in the centuries preceding.
Our late twenty-first century thus represents a return to historic norms in our re-
liance on a broader array of taxes, though they are now designed to protect and
harmonize with human health and planetary ecology, while at the same time af-
fording human labor and human intelligence a level playing field with machine
labor and machine intelligence. Although we all lived through this philosophical
shift in taxation theory, it is useful to remember how we arrived at today’s taxa-
tion paradigms.

The reason we have taxes (the why) is certainly simple enough: first, to raise
money for the common good (or as others have phrased it, “to pay the Debts and
provide for the common Defence and general Welfare,” that is, to pay for guns and
for butter, to render unto Caesar); and second, to discourage the taxed activity or
item, perhaps as a theoretical or practicable alternative to direct regulation.” Once
one understands the why, the formalities of taxation then revolve around some
basic, fundamental choices - the interrogatives of taxation:

*  What do we tax? (Income, consumption, wealth, imports, exports, extrac-
tions, pollution, sinful behavior?)

*  Whom do we tax? (Citizens, residents, married couples, households, busi-
nesses, religious institutions, charitable institutions ?)

*  When do we tax? (Upon accrual, upon realization of cash, upon sale, upon
use, weekly, monthly, annually, upon a particular event such as death or in-
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heritance or importation, upon completed construction, upon extraction,
upon release of pollutants?)

e Howmuchistaxed? (The amount consumed, the amount earned, the amount
spent, the value of the import, the amount of CO, released into the atmo-
sphere to produce that import?)

* Howdo we tax? (Central assessor, self-assessment, withholding agent ?)

*  Wheredowe tax? (Source, residence, allocation to a jurisdiction, apportion-
ment among jurisdictions ?)

In the abstract, answering the above questions is perhaps limited only by imag-
ination. There have been taxes on such items and activities as dance halls, num-
ber of windows in residential mansions (as a proxy for size of home and/or con-
spicuous consumption), and tattoos and piercings.> One twentieth-century sci-
ence fiction humorist even posited a tourist planet of the future, where billions
of visitors gained so much weight on holiday that, collectively and over the years,
they left the beautiful planet itself measurably lighter (less mass) upon their de-
parture. Facing dire consequences, planetary authorities had to do something to
arrest the systemic removal of needed mass: a departure “tax” on tourists’ incre-
mental weight gain, presumably both to discourage overeating and to compensate
for importing off-world mass to replenish the planet.3 Perhaps a “pound of flesh”
should not and cannot serve as a forfeiture penalty in a commercial contract, but
it can be the basis for taxation 4

In practice, however, designing a tax system is constrained by the kinds of data
that can be assembled, measured, and audited. As an early maestro of taxation
and public finance once observed: “The art of taxation consists in so plucking the
goose as to obtain the largest possible amount of feathers with the smallest pos-
sible amount of hissing.”> But, for all the theoretical capaciousness of taxation,
the twentieth and early twenty-first centuries settled on two preferred modes of
taxation almost to the abandonment of all other forms: income taxes and general
consumption taxes.® For a time, then, dormant were the arts of taxation as behav-
ioral nudges or regulatory disincentives, or even of taxation as drawing from di-
versified sources.” This impoverishment of taxation flowed principally from just
a handful of root causes.

First, income taxes and general consumption taxes were wildly successful in rais-
ing revenue, and revenue to pay for the burgeoning nation-states (and their expand-
ing military and social justice ambitions) became the premier imperative, with tax-
ation simply the handmaiden for this larger, greater cause. There is a compelling
thesis that, as a nation-state and its economy emerge, the government sector grows
faster than the overall economy, first with military expenditures and next with so-
cial spending growing even faster than overall government expenditures.® (This, of
course, isabounded thesis, true perhaps for a duration of time ata country’s nascen-
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cy, in that, by definition, nothing save technology can grow exponentially forever at
higher growth rates than its overall environment; the plateau comes for us all. ) One
studied observer of late twentieth-century American political economy quipped:
“Liberals think [a value added tax or “VAT,” the leading form of general consump-
tion taxes, is] regressive and conservatives think it's a money machine,” and thus
the United States may one day enact a VAT when they reverse their positions.'°

Second, the West waged and then decisively won the Cold War, and in its cam-
paigns and victory laps around the globe concluded that its habits and choices
must be good habits and choices, a “secret sauce,” if you will - necessary, suffi-
cient, and universal, for all nations across space and time, for both economic
prosperity and political liberty."" Younger nations, from Pakistan to Tanzania to
Croatia to South Sudan, readily or reluctantly agreed, and so both the Cold War
victors and their protégés signed on to the replication — nay, mass production —
of this secret sauce, including the heavy reliance on income taxation and general
consumption taxation.'> Today, the Kiplingesque “just so” feel to the secret sauce
conclusion seems obvious; but in those heady days of Cold War victory and ensu-
ing global victory laps, the “just so” conclusion was so correct that it was barely
possible to fathom a different syllogism.3

Third, there is a propensity to stick with the known, particularly if (like in-
come taxes and general consumption taxes) they are money-making machines: if
itain’tbroke, don’t fixit. And, for along time, income taxes and general consump-
tion taxes were not really broken.

e tax what we can realistically measure. The income tax in its modern
forms arrived toward the end of the nineteenth and beginning of the
twentieth centuries, propelled in large part by the conceit that busi-
ness income (and by questionable extension, personal income) could be reliably
compiled, measured, and audited.'# This reminds one of the “streetlight effect,”
also known as the “drunkard’s search principle.” In the modern telling, a man at
night frantically, perhaps drunkenly, searches for his lost keys under a lamppost
at the edge of an unlit park.’ A vigilant constable passes by and asks the man how
long ago he lost his keys near the lamppost. The man replies that he lost his keys
some hours ago, inside the park during daylight, but that he is searching now un-
der the lamppost at night, outside the unlit park, because the light is better over
here. And so it is with measurement: sometimes we measure what is easy enough,
what is within the realm of the possible, what we think we know, not because it is
correct in any idealistic sense but because it is achievable. As they say, and as is lit-
erally true in this case, it is “good enough for government work.”*6
Before income taxes were part of the secret sauce, and perhaps in an attempt
to thwart widespread adoption, an early scholar warned that “income” is an irre-
deemably vague, subjective concept, full of “conundrums” (specifically, bound-
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ary problems)."”” What to do regarding goods and services produced within the
household for consumption by that household (like making dinner for the family,
helping kids with their homework, growing fresh vegetables in one’s own garden,
or shoveling snow from one’s driveway) ? What of the annual imputed rental in-
come from personal capital expenditures (like one’s home or one’s car) ? What of
personalized, noncash perks (or pitfalls) from employment or self-employment
(like working as the personal assistant to the famed Miranda Priestly, something
that assistant Emily valued but assistant Andrea did not) ?'® Are government ser-
vices received a form of consumption and income? Are taxes paid over to gov-
ernment (particularly state and local government) a form of consumption expen-
diture to live in a better community (that is, nondeductible in an income tax)?
While these entrenched conundrums are insoluble and thus persist in all income
taxes, income taxation was nevertheless simply too much of a money-making ma-
chine to be ignored by the rising, ambitious nation-states of the nineteenth and
twentieth centuries. Render unto Caesar.

Of more recent origin was the invoice-based, valued added tax (VAT), the
world’s leading form of general consumption taxation.'? Essentially a post—World
War II phenomenon, the VAT started as a successful attempt to rationalize the
hodgepodge of ad hoc, turnover and excise taxes that preceded it. (As an example
of the hodgepodge, recall these classic Beatles lyrics: “If you drive a car, I'll tax the
street; if you try to sit, I'll tax your seat; if you get too cold, I'll tax the heat; if you
take a walk, I'll tax your feet ... Cause 'm the Taxman, yeah, I'm the Taxman.”)*°
But the real genius of the VAT was its ability to put (if desired) all different kinds
of personal consumption on a level playing field and its solution to the problem of
“cascading,” as follows. From the vantage point of a consumption tax, the proper
base for taxation is personal consumption by consumers (not activities of or in-
come of a business); thus, any ad hoc excise taxes imposed on business or business
transactions must be recovered or credited by the businesses in some way (or, alter-
natively, limited to the proper layer of consumption value generated by that busi-
ness for the ultimate consumer in the consumer supply chain), lest that imposed
tax gets trapped in the supply chain as an artificial business production cost at each
level of business production. For example, with regard to the farmer who grows
wheat, the miller who mills that wheat into flour, and the baker who bakes that
flour into bread for consumers, VAT paid by these businesses at each step of the
consumer supply chain must be recovered within the business sector (or, equiv-
alently, be limited to the layer of consumption value generated by these business-
es), such that when the consumer finally consumes (that is, buys the bread), there
has not been unrecovered tax-upon-tax-upon-tax-upon-tax (known as cascading)
along each step of business production in the consumer supply chain.

But for all its genius, the VAT suffers from the same ingrained conundrums as
the income tax. Indeed, in that income is typically and tautologically defined as
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consumption plus changes in net savings, and the foregoing income tax conun-
drums center largely around what is (or is not) consumption and when and where
said consumption happens, the above conundrums plague a consumption tax just
as much as they plague an income tax. Particularly telling is the boundary problem
between consumption versus operating expenses and investment: for instance, is
that academic conference in a sunnier clime part of the job description, or is it (at
least in part) a form of consumption ? But as with the income tax, so too with the
VAT: definitional imprecision and measurement infirmities notwithstanding, a
money-making machine is hard for ambitious nations to abjure.

Once entrenched, the money-making machines of income taxation and gener-
al consumption taxation became essential ingredients of the West’s secret sauce,
and scholars and governments naturally focused on refining, broadening, and
comparing the two money-making machines.>® What are the linkages between
an income tax and a consumption tax ? Which would be fairer ? Which would be
more administrable? Which leads to fewer distortions? When does a consump-
tion tax equate to a wage tax? When does an income tax equate to a wealth tax?
How can the base of a tax be broadened, thus achieving the Platonic ideal of mak-
ing the applicable tax base as comprehensive as possible (in contrast to leaving
“loopholes” untouched)? Indeed, one particularly robust and entertaining schol-
arly debate focused on whether horizontal equity (“those with the same amount
of income or consumption, as applicable, should pay the same amount of tax™) is
an independent, normative principle or is instead entirely derivative of the nor-
mative principle of vertical equity (“those with more should pay more tax”).>*

Outside the scholarly realm, the compare-and-contrast of income taxation and
general consumption taxation seemed to some as, well, academic. For most of the
world’s population in the twentieth and early twenty-first centuries, lifetime con-
sumption was very close to lifetime income, and often very substantially ahead
of lifetime income, requiring redistributive transfer payments from government
to help people bridge the difference and make ends meet. In such cases, a debate
between income tax and consumption tax can seem misfocused, for if the excess
of consumption over income were taxable, that would simply require even larger
redistributive transfer payments to cover the increased tax burden on the excess.
For those lucky enough to have lifetime income that exceeded their lifetime con-
sumption needs, in most cases the excess was modest, again making a debate be-
tween the two tax bases somewhat academic. Only at the very top end of society,
where both income and consumption were staggering, might there be an impact-
tul debate over the two competing tax bases of income versus consumption.

n the end, taxation is about measurement, and a century or two of tax admin-

istration and scholarship had shown that measurements are inherently im-
precise: for when even mathematics (Godel’s Incompleteness Theorems) and
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the physical sciences (Heisenberg’s Uncertainty Principle) must accede to limits
on knowledge, it is small wonder that a human construct like taxation has lim-
its on both accuracy and precision. More fundamentally, however, the century or
two of tax administration and scholarship had shown that, even in practice and
not just in theory, the ideal of a comprehensive tax base was itself a false idol. To
wit, “income” and “consumption” are not so much Platonic ideals elusive to fea-
sible measurement as they are fluid social constructs of policies and choices, re-
flecting embedded judgments about what can and cannot, and what should and
should not, be taxed.?3 In the end then, income and consumption are whatever a
particular society (in time and place) defines them to be, for a normal baseline is
in the eye of the beholder: one person’s perception of an anomaly (a “loophole™)
from an idealized norm of “income” (or “consumption”) is for another person
just part of the ideal definitional baseline.>4

Funny enough, late twentieth-century scholars and practitioners thought it
would be the taxation of financial income, rather than other irredeemable defini-
tional vagaries in the two leading tax systems, that would force change. Like their
coreligionists a century earlier, some saw the difficulty in taxing financial income
as so challenging that it argued for abandoning an income tax in favor of a general
consumption tax.?S In retrospect, the Cassandras were mistaken, for measuring
and taxing financial income proved a much easier task than differentiating con-
sumption from expenses and investment.

This false emergency regarding financial income started with some rather sim-
ple propositions. In many worldwide income tax systems, so-called classical sys-
tems, debt was taxed differently than equity — the first giving rise to deductible
interest payments and the latter giving rise to nondeductible yield payments. But
from a finance or economics perspective, debt and equity are not discrete con-
cepts with a crisply demarcated boundary line, but rather a spectrum of finan-
cial priorities and claims against a particular financial balance sheet. Thus, tax-
ing debt and equity so differently was tantamount to taxing red, green, and violet
as though each color were something definitively demarcated rather than a soft
milestone along a single, indivisibly continuous color spectrum upon which one
color bleeds gently into the next. Soon enough, scholars concluded that debt ver-
sus equity was not so much a measurement problem in an income tax, but rath-
er a coordination problem between corporate business income (the corporate in-
come tax) and personal household income (the personal income tax). Framed as
a coordination problem (known as “integration”), scholars then offered a variety
of solutions, if legislators should want one; many legislatures declined the offer
from academia, and so perhaps the problem was not as pressing as some thought
it to be.2°

Next came a more serious challenge to taxation of financial income: the “real-
ization” requirement started to look increasingly outdated. Realization demands
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that an asset must be sold, typically for cash, for the income therefrom to be prop-
erly measured — as opposed to measuring the income if, as, and when the asset ap-
preciates in value in the hands of its owner. 27 (To be fair, where it applies, the real-
ization requirement represents a fundamental challenge in taxing not only finan-
cial income, but also in taxing income from appreciating real assets such as real
estate, precious metals, artwork, and so on.) Because of the very valuable oppor-
tunity to defer paying taxes on income until the same was realized, one twentieth-
century scholar labeled the realization requirement as the “Achilles’ heel” of
the income tax.?® (Many years later, the U.S. Supreme Court of the early twenty-
first century all but enshrined this Achilles’ heel as a constitutional principle that
could not be compromised, rather than a mere statutory framework that the U.S.
Congress could change.)* In any event, the realization requirement, and the con-
comitant challenge to measuring and taxing financial income, were very real is-
sues but, like debt versus equity, were also very solvable and therefore not exis-
tential to the continuing viability of the income tax as a money-making machine
for government. By simply taxing realized gains with an “interest charge” for the
holding period of deferral — something that tax scholars call “retrospective taxa-
tion” — the problem is sufficiently (albeit crudely) solved.3° Good enough for gov-
ernment work, render unto Caesar continued to prevail.

What finally broke the income and consumption tax systems was machine
labor - both physical and mental, and of sufficient quantity and quality — advanced
to the point at which very little space remained for human capital (physical or
mental) to compete directly and effectively with tax-advantaged machine capital.

omputer scientists defined (then, as now) artificial general intelligence
as the inflection point at which machine artificial intelligence equals or
surpasses human intellectual capabilities across a wide range of cogni-
tive tasks. But the income and consumption tax inflection point, of course, came
much sooner: the point at which machine capital and human capital were such
close substitutes (in terms of mobility and cognition) that it was simply unfair
to give machine capital a tax advantage over human capital, and it became neces-
sary to tax human capital on a par with machine capital. Indeed, some of today’s
economic historians contend that this inflection point arrived much sooner than
is generally appreciated, that we tax-advantaged machines over unskilled human
capital very early on (thus contributing to inequality), but that the phenomenon
of tax-advantaging machines over humans was not sufficiently noticed, appre-
ciated, or politicized until the impact on skilled human capital became painfully
obvious.3'
In essence, a level playing field between machine labor and human labor
compels —nay demands - a level playing field between man and machine when
it comes to food, shelter, clothing, education, medicine, cosmetics, and even re-
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tirement and death. If electricity (or the assets that create it and transmit it) is
a deductible expense for machinery, then so too should food be a deductible ex-
pense for human capital; if a building is deductible for housing machinery, then
so too should a personal residence be deductible for housing human capital; if a
waterproof tarp or an electromagnetic shield is a deductible expense for machin-
ery, then so too should a raincoat (and clothing generally) be a deductible expense
for human capital; if operating systems and software upgrades are a deductible
expense for machinery, then so too should primary, secondary, and continuing
education be a deductible expense for human capital; if an oil change or mainte-
nance inspection is a deductible expense for machinery, then so too should vita-
mins, allergy shots, and annual physicals be deductible expenses for human capi-
tal; if refurbishing a smart building is a deductible expense for machinery, then so
too should hair coloring, braces, rhinoplasty, knee and hip replacements, gender-
affirming surgery, and (obviously) cybernetic implants be deductible expenses for
human capital; if decommissioning and disposal costs are a deductible expense
for machinery, then so too should retirement and burial costs be deductible ex-
penses for human capital.3*

Once the playing field was leveled in this way, at first gradually but then more
vigorously, deductible operating expenses for human capital swallowed nearly the
entire consumption tax base such that there was not much left to tax, save exces-
sively conspicuous consumption (which is typically the province of a very small
portion of the population that could be reached more directly with luxury taxes).33
For the income tax, the situation became similarly bleak: because the income tax
base (by definition) equals the consumption tax base plus net savings (with con-
sumption representing the lion’s share), hollowing out the consumption portion
of the income tax base left for taxation only excessively conspicuous consumption
(luxury) and net savings. This in turn prompted two questions: First, what is so
peculiar or wrong with saving such that it should be taxed (and thus concomitant-
ly disincentivized)? Second, to paraphrase one contemporary scholar’s incisive
assessment of early twenty-first-century taxation, why do we require so many un-
necessary tax returns when we are taxing only a very small, upper echelon of the
population that has that level of conspicuous consumption and savings 734

Sometimes, with enough time, the iconoclasts become the icons. Luddites
never succeed in rolling back technological progress, but their intellectual heirs,
with much justification, insisted on a leveled taxation playing field for both man
and machine. As we now know, this leveling, combined with the unsolvable and
ingrained conundrums that were the true Achilles’ heel (rather than realization),
wrecked and rolled back the money-making machines of income taxation and
general consumption taxation.

In that wreckage of the collapsed money-making machines, there came a re-
turn to basics and a focus on taxes as a toolkit for both raising revenue and mit-
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igating harm. Once most consumption could not be taxed on account of the lev-
eled playing field principle - leaving savings subject to tax, but why should it be
a sin to save rather than consume? —there was renewed focus on what can be
measured, what should be taxed, and what might raise enough revenue to pay for
government.

xcepting occasional populist VAT-zero-rating (that is, a tax rate of o per-

cent for consumer basics such as food and clothing), the twentieth- and

early twenty-first-century income and consumption taxes were obsessed
with broadening the base and treating different forms of consumption/income
on a par with all other forms of consumption/income. In other words, very un-
like today, the level playing field of that era was envisioned as “all forms of con-
sumption are equal in a consumption tax” and “all forms of income (and the con-
sumption component thereof ) are equal in an income tax.” Thus, in general, pro-
gressivity back then (and there was much of it) came from the amount of income
and consumption — with higher rates applying to higher levels of income and con-
sumption — but not the type of income or consumption.

Yet, in terms of personal health or biosphere impact, not all forms of consump-
tion and income are equal : eating an apple is not the same as eating a steak; drink-
ing some water is not the same as drinking some whiskey; wearing cotton is not
the same as wearing polyester; buying and using a bicycle is not the same as buy-
ing and using a motorcycle; planting renewable crops is not the same as felling a
tree; producing glass and paper is not the same as producing plastic. Because we
needed something new to tax, why not tax the things that are most harmful to
our environment and ourselves, as a way of both raising revenue and nudging us
away from the harmful and toward the beneficial 735 Thus, what emerged from the
wreckage of income taxation and general consumption taxation was a series of ex-
cise taxes and charges, with the avowed and focused purpose of not only raising
revenue but also pricing and internalizing otherwise externalized costs. Today, we
now see these nudges as the definitive form of leveling the playing field: that is,
forcing both consumers and producers to internalize the harms — pollution, over-
fishing, deforestation, poor personal health choices, and so on —inflicted upon
self or upon planet, and not otherwise priced or paid for sufficiently by the private
markets. In short, our era’s solution to the tragedy of the commons is to tax the
use of the commons.3°

Taxation scholars of the twentieth and early twenty-first centuries had long
propounded these kinds of sin taxes (sinning against ourselves, sinning against
the biosphere), and generations of idealistic students and scholars advocated for
them vigorously.37 But not until the money-making machines of income taxation
and consumption taxation were wrecked did we come full circle to systems of tax-
ation that consigned particular activities and items (but not others) to taxation,
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something once derided as ad hoc and hodgepodge when income taxes and general
consumption taxes (and their elusive, false idol of a comprehensive tax base) were
ascendant.3® With sins and sin taxes as our new polestar, we now tax more concep-
tually (and, for our time, more properly): first, taxing the “end user” committing
(or, perhaps, who could have least-cost avoided) the sin, such that the “end user”
today can be either a business (as the issue of cascading is not relevant once a per-
sonal consumption tax base is abandoned) or a natural person; and second, taxing
at a particularized tax rate for the externality so as to price properly the otherwise
externalized harm to ourselves and our biosphere. Again, the timeless fundamen-
tals of taxation demand that something can be measured and audited for it to be
taxed effectively. So, even today, in the late twenty-first century, we do notlive in a
world where every harmful activity and item is adequately taxed (or even taxed at
all) as a way of internalizing the externality, but we have made enormous progress
in that direction. Lord, we ain’t what we oughta be. We ain’t what we want to be. We ain’t
what we gonna be. But, thank God, we ain’t what we was.39
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