Do You Think Inflation Should Be Taxed?

March 1, 2007

Dear Colleague,

The bad news is that the federal government is already taxing inflation.

Currently, many people who pay the capital gains tax are, at least in part, paying a tax on inflation.

For example, if you bought an asset in 1980 for $1,000 and sold it in 2006 for $2,400, you currently would pay a tax on a $1,400 "gain."  But $1,000 in 1980 is worth about $2,400 today.  That is, you could buy about as much in 1980 with $1,000 as you can today with $2,400.  So is that really a capital gain?  Should citizens really be taxed on a "gain" that brings them no increased economic value?

Today, we reintroduced legislation (H.R. 1261) that would index for inflation the cost basis used in calculating the capital gains tax.  Indexing would have the effect of reducing taxes for millions of Americans because it would eliminate this tax on inflation.  

Eliminating a tax on inflation is a matter of basic tax fairness - people should not be taxed on a "gain" that gives them no additional economic benefit.  And in some cases, people are currently taxed on a real economic loss (if the pace of a gain is less than inflation).

Furthermore, the current structure of the capital gains tax encourages short-term investment and speculation, since the long-term investor is by definition taxed more on inflation.

This popular tax cut bill had 97 cosponsors and the support of numerous taxpayer advocacy groups last Congress (H.R. 6057 in the 109th).

For more information, or to co-sponsor H.R. 1261, please contact Nathaniel Milazzo with Rep. Pence (nathaniel.milazzo@mail.house.gov) or Paul Teller with the RSC (paul.teller@mail.house.gov). 
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