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The Burden of Taxation

In this experiment, each team controls a firm that sells to a
group of consumers.

Firms select what price to charge.
A Lower price means consumers purchase more units

A Higher price means consumers purchase fewer units.
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The Burden of Taxation

Goal Make the most profit possible.

Profit = Revenue i Cost

Price Per Unit x Units Sold
$1 x Units Sold

www.antonydavies.org



Episode 1: Free Market

Choose the price you will charge for your
product.

Every unit you sell costs you $1 to produce.

Profit = Price x Units Sold i $1 x Units Sold

www.antonydavies.org

Price per Unit Quantity Sold

$1 10
$2
$3
$4
$5
$6
$7
$8
$9
$10

R NN WS OO N 00 O




Episode 1: Free Market

Price per Unit Quantity Sold Total Revenue Total Cost Profit
$1 10 $10 $10 $0
$2 9 $18 $9 $9
$3 8 $24 $8 $16
$4 7 $28 $7 $21
$5 6 $30 $6 $24
$7 4 $28 $4 $24
$8 3 $24 $3 $21
$9 2 $18 $2 $16
$10 1 $10 $1 $9

www.antonydavies.org



Episode 2: Tax the Consumers

In this episode, consumers will pay a $2 per unit tax.

You choose a price.

The consumers pay that price per unit to you plus they pay
another $2 per unit to the government.
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Episode 2: Tax the Consumers

Choose the price you will charge for your
product.

The consumer pays your price plus another
$2 to the government.

Every unit you sell costs you $1 to produce.

Profit = Price x Units Soldi $1 x Units Sold
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Episode 2: Tax the Consumers

Price per Unit Quantity Sold Total Revenue Total Cost Profit

$1 8 $8 $8 $0
$2 7 $14 $7 $7
$3 6 $18 $6 $12
$4 5 $20 $5 $15
$6 3 $18 $3 $15
$7 2 $14 $2 $12
$8 1 $8 $1 $7
$9

$10
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Episode 3: Tax the Businesses

In this episode, you will pay a $2 per unit tax for every unit you sell.

The price consumers pay is the price you charge

www.antonydavies.org



Episode 3: Tax the Businesses

Choose the price you will charge for your
product.

Every unit you sell costs you $1 to produce.

In addition, you pay the government $2 for
each unit you produce.

Profit = Price x Units Soldi $3 x Units Sold

www.antonydavies.org
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Episode 3: Tax the Businesses

Price per Unit Quantity Sold Total Revenue Total Cost Profit
$1 10 $10 $30 ($20)
$2 9 $18 $27 ($9)
$3 8 $24 $24 $0
$4 7 $28 $21 $7
$5 6 $30 $18 $12
$6 5 $30 $15 $15
$8 3 $24 $9 $15
$9 2 $18 $6 $12
$10 1 $10 $3 $7
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Results

No Tax Tax Consumers $2 Tax Firms $2
Retail Price $6
Price Consumer Pays $6
Price Firm Receives $6
Units Sold 5
Tax Revenue $0

In episode 3, the government taxed the firms $2.
Wonot firms jJust pass t
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Results

No Tax Tax Consumers $2 Tax Firms $2

o >
Retail Price $6 Retail price up by $1 $7

_ Consumers pay $1 more
Price Consumer Pays $6 > $7

Price Firm Receives $6 Firms receive $1 less > $5

Units Sold 5
Tax Revenue $0

End result: Firms pay $1 of the tax, and consumers pay
$1 of the tax.
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Results

No Tax Tax Consumers $2 Tax Firms $2
Retail Price $6 $7
Price Consumer Pays $6 $7
Price Firm Receives $6 $5
Units Sold 5
Tax Revenue $0

In episode 2, the government taxed the consumers $2.
Wonot consumers be forced
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Results

No Tax Tax Consumers $2 Tax Firms $2
Retail Price 6 —— >$5 $7
Retail price down $1
Consumers pay $1 more
Price Consumer Pays $6 > $7 $7
Price Firm Receives $6 _ > $5 $5
Firms receive $1 less
Units Sold 5
Tax Revenue $0

End result: Firms pay $1 of the tax, and consumers pay

$1 of the tax.
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Results

No Tax Tax Consumers $2 Tax Firms $2
Retail Price $6 $5 $7
Price Consumer Pays $6 $7 $7
Price Firm Receives $6 $5 $5
Units Sold 5
Tax Revenue $0

Lesson#1: The gover nment @aysatax. Itc on

can only control from whom the tax is collected.

(even when the firm is a monopoly)
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Results

Retail Price

Price Consumer Pays
Price Firm Receives

Units Sold
Tax Revenue

No Tax Tax Consumers $2 Tax Firms $2
$6 $5 $7
$6 $7 $7
$6 $5 $5

When there was no tax, consumers bought 5 units.
A $2 per unit tax should generate $2 x 5 = $10 in tax revenue.
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Results

Retail Price

Price Consumer Pays
Price Firm Receives

Units Sold
Tax Revenue

No Tax Tax Consumers $2 Tax Firms $2
$6 $5 $7
$6 $7 $7
$6 $5 $5
5 4

$0 / $8
Instead of raising $10 in tax revenue,
the government only raises $8.
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Results

No Tax Tax Consumers $2 Tax Firms $2
Retail Price $6 $5 $7
Price Consumer Pays $6 $7 $7
Price Firm Receives $6 $5 $5
Units Sold 5 4
Tax Revenue $0 $8 —

Lesson#2: The gover nme naxes.dtaan only rarsa |
tax rates.

19



Lesson #1: Thegover nment

C a mpays a taxoltrcdnr

only control from whom the tax is collected.

Lesson #2: Thegover nment
tax rates.

www.antonydavies.org
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Financial Health of the Government

How much money does the government owe?

www.antonydavies.org
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How much money does the government owe?

Borrowed from Social Security $4.9 trillion
Borrowed from people and foreign governments $11.9 trillion
Total debt $16.7 trillion

www.antonydavies.org 22



How much is $16.7 trillion?

www.antonydavies.org
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How much money does the government owe?

Borrowed from Social Security
Borrowed from people and foreign governments

Total debt
Unfunded obligations

Debt plus unfunded obligations

www.antonydavies.org

$4.9 trillion
$11.9 trillion

$16.7 trillion
$75 trillion

$92 trillion
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How much would $92 trillion buy?

www.antonydavies.org
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Dangers of so much debt

A Too easy for politicians to make much ado about nothing.

$300 million cut in Communitis £
Development Block Grants. 2= |

www.antonydavies.org
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Dangers of so much debt

A Too easy for politicians to make much ado about nothing.

A Pressure on Federal Reserve to keep interest rates low.

www.antonydavies.org
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Dangers of so much debt

A Too easy for politicians to make much ado about nothing.
A Pressure on Federal Reserve to keep interest rates low.

A Quickly approaching a point of no return.

www.antonydavies.org
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$25
W
s Interest on the debt remains at 2.6% indefinitely.
=
$20
Interest consumes 40%
of tax revenue in 2050.
515
$10
Interest consumes 19%
5 of tax revenue in 2012.
S'D I T T T T T T T T T T
S AN Sy e Ny e M A T P I S A © PP
LT LTI FFEEEE T &
—Federal Revenue  =—=Interest Expense

Assumes growths from 1970 to present continue  Source: Bureau of Economic Analysis, US Department of the Treasury
Annual tax revenue growth is 5.9%
Annual non-interest spending growth is 6.7%
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Trillions

520
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55

Suppose interest on the debt rises to 5% over the next ten years.

Interest consumes 100%
of tax revenue in 2046.

6% Interest Rate
25 years from now, interest
consumes 100% of tax revenue.

Interest consumes 19%
of tax revenue in 2012.

|
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-—=Federal Revenue =—Interest Expense

Assumes growths from 1970 to present continue

Annual tax revenue growth is 5.9%
Annual non-interest spending growth is 6.7%

www.antonydavies.org

Source: Bureau of Economic Analysis, US Department of the Treasury
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Perhaps the debt problem is really a revenue problem.

?

[ Re Spending
Spending ?
/ GGevensd)] ['spending

Deficit Deficit /
— \ / Deficit
efici
even Spending Debt
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$3,000

Billions

Federal revenue has risen 6.9% per year (on average).
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Not fair. Prices have been rising over time.

www.antonydavies.org
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$3,000

Federal revenue has risen 3.3% faster
then inflation per year (on average).
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Not fair. The population has been growing over time.

www.antonydavies.org
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Tax revenue may be rising,
but 1t 1 snodot rising

To reduce the deficit, we need to raise tax rates!
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| Om not convinced. NRevenu

What happens to tax revenue as tax rates change?
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Distribution of Federal Taxes (all taxes combined)

Income Category

Income Before Taxes &

Income After Taxes & Average Tax Rat

Transferes (per householc Transfers (per household (ignore transfers)

Bottom Quintile $15,000 $23,300 1%
Second Quintile $28,700 $40,500 10%
Middle Quintile $48,900 $57,100 15%
Fourth Quintile $79,900 $79,700 18%
81% to 90% $120,700 $107,100 20%
91% to 95% $164,800 $138,800 22%
96% to 99% $262,200 $206,200 25%
Top 1% $1,209,200 $866,700 29%

Data Source: Congressional Budget Offic

The average person in the top 1% earns 30 times what the average
middle-income person earns, but pays 60 times the taxes.
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Whom Do You Want to Tax?

Income Category Minimum Income Average Tax Rate Federal Taxes Income After Taxes & Federal Tax Revenue
(ignore transfers) Transfers (per household)

Bottom Quintile $0 1.3% $200 $23,300 $4,540,000,000

Second Quintile $20,000 10.1% $2,900 $40,500 $68,440,000,000
Middle Quintile $40,000 14.7% $7,200 $57,100 $170,640,000,000
Fourth Quintile $65,000 17.6% $14,100 $79,700 $328,530,000,000
81% to 90% $100,000 20.5% $24,700 $107,100 $291,460,000,000
91% to 95% $140,000 22.5% $37,000 $138,800 $218,300,000,000
96% to 99% $200,000 25.0% $65,600 $206,200 $314,880,000,000
Top 1% $340,000 29.2% $353,000 $866,700 $388,300,000,000

New Income Tax Revenue $1,785,090,000,00(
New Deficit $1,400,000,000,00(

Data Source: Congressional Budget Offit
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If revenue has been rising steadily, then the debt
problem is really a spending problem.
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The average price level has
risen 700% since 1954.
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The average price level has
risen 700% since 1954.
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The average price level has
risen 700% since 1954.
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2012 Federal Budget

Departments of Agriculture&CommerceEducation, Energy,
HHSHUD, Interior, Justice, Labor, Staleansportation,
— Treasury, Veteran Affairs, plus independent agencies, plug

Defense

7 Legislative branch, plus Judicial branch, etc.

Food stamps, unemployment, child nutrition and tax
Vs credits, supplemental security for disabled, student loa

Social Security,
Medicare, Medicaid
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2012 Federal Budget

54,000

Billions

$3,500 We could eliminate the entire military

$3,000 Defense ~_and still not balance the budget.
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2012 Federal Budget

54,000

Billions

53,500 — - - !
Defense ¢2 OoFftlYyOS UKS 0dzR
$3,000 —— eliminate the entire military plus 70%

- of the rest of discretionary spending.
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Other
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But the government has to spend to create jobs!
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Reconsider revenue

We only get 18% of GDP i1 n rev:
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=& | Federal Reserve
$1,500 b.
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Total (net) stimulus ':N$'3 trillion

Housing Initiatives =
$130 b.

Stimulus = $578 b.

Data Source: money.cnn.com/newsirysupplemerieconomyhbailouttrackef

www.antonydavies.org

74



