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Another option proposed occasionally is a national sales 
tax—otherwise known as a consumption tax. Currently all but 
five states have their own sales tax, but a national tax would 
apply in addition to these sales taxes. Under such a plan, the 
national income tax would be abolished and people would be 
taxed not on what they earn but on what they spend. Again, 

proponents argue that a consumption tax would simplify the tax code. European countries 
have a version of a consumption tax called a value-added tax (VAT). Unlike the consumption 
tax proposed in the United States, where the tax is implemented at the point of sale, the VAT 
is levied at each stage of production based on the value added to the product at that stage.

The adoption of either a flat income tax or a consumption tax would dramatically 
simplify tax-paying for Americans, but there is significant resistance to implementing 
these reforms. Some opponents argue that the taxes are unfair to the less well-off because 
they are regressive. Other opponents of reforming the current tax code fear that such 
reforms will seriously reduce donations to charitable organizations. Although many Amer-
icans would like to see the tax code made less complex, few can agree on how to make this 
happen because, for all their complaints, no one really wants to give up the advantages 
they have under the current system.

Figure 14.3  U.S. Federal Budget Deficit/Surplus and Debt
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The annual budget deficit is the amount by which government spending exceeds tax revenues. If tax revenue is greater than 
government spending, a budget surplus results. In the 1970s and 1980s the United States ran larger budget deficits (in the billions), 
only to have the trend reversed in the mid-1990s. The surplus did not survive long, however, as the nation slid back into deficit 
territory in 2002. Stimulus spending in 2009–2010 added to the deficit, but budget estimates show it recovering in the future.

Source: Office of Management and Budget, Historical Tables, “Table 1.1: Summary of Receipts, Outlays, and Surpluses or Deficits” and “Table 7.1: Federal Debt 
at the End of Year: 1940–2015.”

Thinking Outside the Box

What would a just tax code look like?

consumption tax  a 
plan in which people 
are taxed not on what 
they earn but on what 
they spend 

value-added tax 
(VAT)  a consumption 
tax levied at each 
stage of production, 
based on the valued 
added to the product 
at that stage 


