On Value Added Tax

In principle, every decision by a government in general
and in Israel in particular can create economic
opportunities and, on the other hand, can also cause
economic problems.

Therefore, it is appropriate that such decisions be made
through a systematic process that takes into account as
many variables as possible. The problem is that we
usually analyze today in terms of yesterday for
tomorrow. That is, the data we have is usually data
from yesterday, the past. Whether it is the distant past
and/or the more recent past. This data is routinely used
as a basis for assessments that are made today in the
present in order to plan for the future tomorrow.

At the same time, it must be mentioned that there are of
course ways and methods, some scientific and some
less scientific, that help us to facilitate both the
decision-making process and the extraction of relevant
data.

As mentioned, government decisions may lead to
difficulties and opportunities. Hence, it must be
understood that when such decisions are made on a
single basis, such decisions will usually lead to a
reaction from those factors that were not taken into
account.

In fact, there is no such decision that does not have a
reaction, whether the reaction was taken in advance or
not.

For example, suppose that the government decides (we
refer to a government decision through all the relevant
procedures of the separation of powers and all the other
variables that bring the decision to implementation
without specifying what the procedures are necessary to
implement the decision), to determine that every car
owner in Israel is obliged to report at the end of each
year the number of kilometers traveled during the year.
Of course, this is an unnecessary decision by all
opinions, and it is proposed below in order to explain
how a decision can create a reaction and activity.

As stated, it was decided to put into effect the decision
that every car owner in Israel must report the number of
kilometers traveled during the current year. Let's
examine the effect of this provision. When a reward is
offered to those who met the conditions and,
alternatively, a fine to those who did not meet them.
Let's assume that it has been decided that the vehicle
owner will have to declare this to a lawyer who has
been trained for this. Hence, a training mechanism must
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be established that will train lawyers to read a
speedometer. Let's assume that the training program
will be outsourced. Later, there will be those who
specialize in providing this service, as well as institutes
that will help "arrange" the speedometer accordingly
(i.e., to forge or repair a speedometer) in order to avoid
the fine imposed. In addition, there will be lawyers who
will assist with the affidavit and those who specialize in
award claims and/or in defending those who have been
fined.

In fact, the result of a decision that can be called casual,
leads, as we see, to the unfolding of the economic
system and its adaptation to the new needs that are
created. Both in terms of the formal and informal
economic systems.

Let's go back to the beginning and examine whether the
decision-makers could see the whole picture or not. In
principle, it seems that economic decisions are usually
made at the economic level. Since the economic level
comes from the field of economics, it can be assumed
that most of its decisions will be on the economic level.
Let's assume that when calculating the value of the
decision, it turns out that there are three million cars in
Israel and each car will have to pay 120 NIS for the
inspection, then the contribution of the decision to the
economy will be 360 million NIS per year. On the
surface, it seems that this is a minimal contribution, and
in the end, the direct income (taxes and fees) according
to the economists' calculations will be only 17 million
NIS. Therefore, such a decision will not be made, at
least in light of the calculation of cost versus economic
benefit.

On the other hand, if those economists who decide
were to look specifically through the calculation
methods of anthropological economics, they would
refer to more holistic variables. Such as, for example, a
change or addition of workers to an unstable
employment structure as it exists today.

That is, in order to implement the decision, 750
thousand hours of work by meter readers will be
necessary. That is, more than 300 workers are needed
during the year to read meters. In addition, about 400
more lawyers will join (for the approval of the
documentation) the aforementioned workforce, as well
as about 200 more assistants. This is in addition to the
manpower needed for enforcement, prosecution,
approval, management, and the like. Thus, the direct
contribution of a decision would have received greater
weight with the help of all the additions to jobs and
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employment, which is reflected on the one hand in the
reduction of pension recipients and on the other hand in
the increase in the number of National Insurance
payers.

Beyond that, the general payment cycle in the economy
is gaining momentum with more purchases and more
money flowing into the economy.

We have actually seen how a stupidly simple decision
can create work, let alone a fateful tax like VAT - the
value-added tax. The question arises, how can such a
decision be given to those who see the world in terms
of only one-valued values, like mathematical
economists?

In my opinion, all economic models are one-
dimensional and one-valued. They do not have the
ability to see beyond the behavior of a single variable, a
maximum of two. And we know that life is not linear
one-dimensional, but consists of chains of actions,
reactions and counter-reactions almost to infinity.

A decision to increase the VAT by another percentage is
also a decision that was approached in the same way as
it was proposed before. That is, through direct
donations. Without considering the direct and indirect
negative contribution that raising the VAT will have on
the economy in its current state. I will not argue that in
my opinion this is more than clear, the economy in its
current state needs to lower prices, not raise them.
Moreover, an in-depth examination that I conducted in
relation to VAT in accordance with the current system,
in which there are traders who offset input VAT and
transfer only the difference to the Treasury, shows that
when the VAT was 17%, the Treasury received a total
of only 5.6% of the total transactions subject to VAT
alone. Thus, a 1% increase in VAT will result in a
contribution of only 0.29%.

When the negative contribution of this situation to the
economy will be a real increase in all products without
the Treasury "benefiting" from it at all.

On the contrary, this may cause greater damage, in the
form of non-reporting, or over-reporting and/or leading
to a system of reactions from buyers that will ultimately
result in a significant loss of state revenue.

However, it is not appropriate to demand without
offering an alternative, and therefore below is a slightly
different alternative that, in my humble opinion, is no
less effective. Sometimes the problem lies elsewhere,
and therefore we will solve the problem where it is, in
essence and not in the area of its appearance.

Hence, the problem is in the method of calculation and
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not in the percentage of calculation. That is, when a
business offsets input VAT, he is free to determine the
amount of VAT he will transfer. That is, he may decide
what he will pay as the difference between his inputs
and his outputs. Thus, the Treasury only receives 5.6%
of the VAT amount. However, if VAT were to become a
kind of value-added tax without offset, but with a
percentage reduction, then the percentage that would be
transferred would exceed the amount received today. In
addition, the number of traders who today "decide"
what to transfer would decrease not because of the
strict supervision and enforcement but because of the
lack of interest in the minor risk of VAT. In other
words, we will decide that the value-added tax will be
7% without offset, we have already lowered prices in
the economy to 11%, while the Treasury will receive
5% of all transactions that occur in the economy (which
is more than it will receive in the current format even
after the VAT increase by 1%).

Even if we assume that prices will not be reduced, for
example because of the greed of business owners, this
will increase their profit and hence the Treasury will
receive the difference in the form of income tax. This
way, the Treasury will benefit in any way. First, an
increase in the number of reported transactions, a
reduction in prices that leads to a reduction in the
amount of assistance required, an increase in the
volume of sales and larger turnovers, and finally, a
greater collection of both VAT and income tax.
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