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Last March, about the time of the Bear-Stearns financial crisis, | found my car with a flat tire. |
inflated the tire and drove to the garage to have it repaired.

It never occurred to me to keep re-inflating tire every time | wanted to use my car, rather than
repair the leak.

About the same time our economy had a flat. Ever since then | have had the uncomfortable
feeling we are trying to re-inflate it with money rather than fix the leak.

Our response has been based on a superficial analysis, using concepts such as “Wall Street
greed,” that imply a failure of ethics and personal responsibility requiring only mechanical
solutions: Limit the capacity of others to behave in a similar way in the future, and pump some
money into the system.

My tire had a structural flaw, just like our country’s economy. Neither are going to go very far
on either or air or money. The solution is to fix the structural problem, as fast as possible.

I don’t know why | got a flat tire. But, | do know, that as a country and as individuals, we have
been spending money we did not have, and now we are flat broke.
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The Federal Deficit was $5.7 trillion eight years ago; it is now $10.7 trillion. The 2009 fiscal
budget deficit was projected to be over $400 billion by the Office of Management and Budget
before the $1.5 trillion economic stimulus and rescue package.



But, how can we stimulate the economy and inject fresh capital into the banking system without
increasing the kinds of bad debit that caused the problem in the first place? It is the structural
problem that needs to be fixed.

One structural answer is a Revenue Neutral Tax Cut Stimulus.

Revoke the Bush tax cuts for the rich, but give the dollar amount back to the public in a more
effective form. Divide the total amount by the population, and add that amount to the per-person
deduction allowed on our income tax form. This immediately reduces the withholding tax on
every paycheck. It is additional money that will be immediately spent by the 90% of the
American people who are struggling. It is fair, because everyone is treated equally; we all get the
same larger deduction, starting at the bottom line. It makes no sense that we now collect 10%
income tax from a family of four with a net taxable income of less than $16,700.

A second structural answer is to address the steady decline over the past 40 years in the level of
the maximum marginal tax rate.
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Currently, after reaching a ceiling of $370,000, no one pays more than 35% tax on each
additional increment of taxable income. We could lift the ceiling, so that, for example, on every
addition $500,000 of income there would be a 1% increase in the tax rate. If we set the ceiling
for the maximum marginal rate at the same level that existed in the US from World War 11 to the
Great Society, in 1964, we would generate sufficient new revenue to pay for the massive
spending on the new technologies required to become energy self-sufficient, while helping to
stimulate the economy and to create new jobs, but without increasing the Federal Debit or the
Budget Deficit.
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This is not a radical proposal.

As a country, this is exactly what we did to pay for World War 11, to rebuild the World economy
with the Marshall Plan after the war, and to flirt, briefly in 1964, with creating the Great Society,
before abandoning the effort in 1968. That was the turning point when we embarked on a 40-
year path of changes in the tax structure and in government regulations that has produced greater
and greater wealth and income disparity. The level of inequality has now grown to the point
where:
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= 16 million American now live in severe poverty (a family of four on less than $9,903)

= The income of the top 1% is greater than the total income of the bottom 50% of
Americans

= The increase over 2 years in the income of the top 1%, exceed the total income of the
poorest 20%

These are the most recent statistics before the economic meltdown of 2008. *
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What is radical is the extent to which we have lost sight of what is fair and equitable.
With an increase in the marginal tax rate of only 1% for every additional $500,000 of income, a
return to the historical higher marginal tax rate of 90% would only be applied to annual income

that was greater than $28,000,000. Even at that rate, the individual would get to keep $100,000
for themselves out of each additional $1 million dollars earned.
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That was, from WWII1 to the end of the Great Society, and surely is now, sufficient incentive to
sustain capitalist innovation and motivation.

It is certainly still very far from socialism.

The third, and final, structural answer is to apply the existing regulatory structure already in
place through the FDIC for handling failing financial institutions, and to restore stricter oversight
to keep the system solid.

The result from these three structural repairs will be an end to the excesses of wealth that have
corrupted our political process and created an unsustainable level of consumption. It will give
ordinary people jobs, keep them in their houses, restore world social, economic and political
leadership to our country, and defeat terrorism the only way it can be defeated -- through greater
shared economic prosperity and the resulting more stable political world order.

Continually re-inflating my tire was not a solution, and neither is inflating the economy by
printing money. Fix the flat so we can move forward. That is the change we have all been
waiting for.
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