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A new economic model

based on

a new system of taxation

Preface

The Organic Economic Model described below is based on the resource taxation system (RT) and does not have analogies with existing tax systems. Nevertheless all are in the field of classical economics.

The idea of using three banking institutions to implement a resource taxation system came to me in 1997 and I later published my ideas, written in Russian, on my Internet homepage.

In 2004 my book “Transfiguration of Russia” was published which included the article as a stand-alone chapter.

The world economic crisis caused me to revise my ideas making them more suitable for the present situation. New ideas are needed, and I present some.
   My core ideas are unchanged but this new version is a result of natural development and of experiences acquired in the developed world. I published the new version on the Internet in Russian during April, 2009.  The English version was written in July 2009. 

The Organic Model reveals the value of business to society causing the role of enterprise to be reconsidered.  As a result the level of respect business commands in society will be raised possibly resulting in the welcome development of direct Business representation in Parliament. 
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Introduction

It is necessary to underline that economics, as a science, studies how the forces of supply and demand allocate scarce resources. Economics devotes itself to the problem of using scarce resources to satisfy the requirements of people and meet their needs.

Modern systems of taxation have been designed to collect tax to meet government revenue needs.  Tax is usually raised on company profits, an individual’s income and various excise duties but not on consumed resources. It is sad that such an important part of economics as taxation has become separated from its roots. By ignoring resources an important part of economics has been disregarded. 

The reason why fiscal institutes are doing that is their desire to tax spheres of economical activity where it is easiest to collect tax. Instead of introducing fair resource taxation they only think about the collectability of taxes. However it is well known they do not succeed in achieving the desired level of collectability.

I am sure it is fair to have taxation relying solely on businessmen making equal payments for consuming recourses. I endeavour to prove that it is possible to achieve a level of tax collectability higher than at present. Moreover, the three most important elements of every country - society, the state and the business – can get gains from fair taxation.       

Chapter 1

Advantages of resource taxation

In this chapter we discuss some major advantages of a macroeconomic and social nature in addition to other benefits of RT.  

1.1 We now consider briefly two basic taxes; the profits tax and the value added tax. In all countries fiscal institutes recognize that they will be unable to collect these taxes in full. There are at least three reasons why:

· First, the state in the person of the lawmaker refuses to tax something. No sense in discussing such indulgencies. 

     - Secondly, Taxes “leak” out from the state because the businessman uses legal loopholes to avoid tax. This is a matter of perfecting the country’s tax legislation, and it would be injudicious to claim that the RT-system closes legal gaps.

    Comment: Using offshore accounts to avoid tax is legal if it is not forbidden by the law in the country. 

Lastly there are illegal ways to evade taxes, and I will discuss them next.

    Comment: It is illegal to transfer profit between associated companies using dummy prices on paper transfers. This option is not available to general businesses.

An advantage of this new taxation system is reducing the incentive for tax evasion. I will now explain how the RT-system achieves that.  

1.2. Tax evasion is more harmful than it seems at first sight. Obviously it causes direct loss to the state treasury but present tax systems encourage businesses to corrupt officials causing oblique damage to both society and business undertakings.

The state attempts to recover taxes by increasing tax rates. This transfers the main burden of taxation to the honest business.

    Comment: This fiscal practice presses morally on the honest business which surely know the cause of the suffocating taxes.

Besides fighting against tax criminals the state is forced to expend additional funds for the tax police and the special department of Ministry of Internal Affairs to investigate economic crime. The more police officers that are employed the more are needed to control them.

Another advantage of the RT-system is that it lightens the burden of taxation by distributing it fairly between all businessmen consuming resources including those not used to get profit.   

    Comment: Remember that business exist firstly for profit and secondly for other goals. If someone cannot run his business at a profit why should another businessman pay for their failure? However this is just what happens under the present system.

1.3. Let us assume that the businessman pays the same tax by the RT-system as at present, it means he pays more for resources because he pays for the resources and the resource tax. 

Thus the RT-system urges business to use non-renewable natural resources more efficiently thereby having environmental benefits.

    Actually it is the same for all resources.

As result the RT-system forces business to invest more in developing resource-saving technologies.

1.4. Another unexpected advantage of the RT-system is that it intensifies the positive impact of businessman’s personality on the country’s economics.
The RT system does not penalize the most effective and profitable businesses.

     If competitive businesses consume equal resources they will pay equal taxes irrespective of rivals’ profits. As a consequence the more successful businessman accumulates more profit enabling him/her to expand his business either organically or by acquisition. Under the RT-system capital moves towards more talented and skilled businessmen who can best use it to generate more wealth for society.

     Comment: Regretfully under the present system surplus cash accumulated by businessmen is often taken offshore.

     Under the Organic Model there is no tax advantage in taking profit to a tax haven because governments have no interest in business profits. 

The process of business improvement becomes continuous. Thus, by means of fair taxation, the state obtains a higher proportion of effective businesses than elsewhere. This is an objective factor.

 Businessmen, like other human beings, eventually pass away whereupon their capital will enable other worthy men to become successful businessmen.

Chapter 2

The bank system as a mechanism of the RT-system

The essence of my idea is to use the bank system as a mechanism of implementing the RT-system.

     Taking into account banks’ ability to collect and hold money the private banking system can be used to implement a major part of a state’s Organic Model tax system.

The banks’ role is similar to the present one except in their organizational structure. The RT-system requires banks to have up to three financial divisions. Each division is linked to the same division of other banks forming the three “banking families” of the country’s banking system. The new tax system is based on the co-operation of these banking institutions.
Departments of the same type across all banks are called a solitary bank family. 

 The presence of these banking families enables the present bulky tax system to be discarded and a new tax system to be incorporated into the banking system. 

NB Despite the country’s banks having to be reorganized at their own expense to meet the requirements of the RT-system they benefit too because the RT-system reduces the amount of taxes banks pay.

    Comment: As finances – a banks’ main activity – are not resources taxes do not have to be paid by banks. It needs to be mentioned that human resources, utilities, communications and so on will be considered “real resources”.

Chapter 3

The three banking institutions

As I have already stated a bank family only operates in its own sphere of banking services.

The three banking families are the:

    -Ready Money bank (RM-bank);

    –Cashless Money bank (CM-bank);

    –Gold-foreign currency bank (GF-bank).

Within a family banks serve their traditional customers as at present. Transactions between banking families are undertaken in accordance with special rules which provide tax flows directly to the state’s treasury.

NB It is unnecessary to have a special tax collection institution as this function is now distributed between the state’s treasury and the banks.

    Usually the institute is named the Ministry (or Department) of Revenue.

NB Tax rates are discussed in detail in following chapters but it is important to note here that in the Organic Economic Model each country will set tax rates appropriate to its own needs.
    Comment: Tax rates given in this article for illustration only.

Whilst it will be common for banks to operate all three bank families it will be normal for specialized banks to operate only one or two of the families. Foreign banks may be GF-banks serving non-residents and CM-banks working with foreign companies. Foreign capital may be allowed within any bank family by the government.

 The Organic Economic Model does not impose ownership limitations on the bank or its departments. This means that a government may allow or restrict foreign ownership as it sees fit. The RT-system will work under any ownership system.

NB A business entity can have settlement accounts at any family of bank, as may an individual resident dealing in shares and collecting dividends of local companies.

Nobody may use accounts at RM or GF banks for business purposes except for purchasing. Sales may only be made using a CM-bank account.  

Chapter 4

 Cashless Money banks

CM-banks operate with the state’s cashless currency.  This activity is directly linked to the business market, being the main market of any country.

As previously stated, in addition to incorporated businesses, sole traders and individuals trading shares will also own CM accounts.

The Organic Model requires the state’s treasury and its local branches to keep s/accounts at all CM-banks.  The Ministry of Finance (the MF) has to possess at least one s/account at the bank.

    The government should decide which state structures must hold CM, RM- and GF-accounts. 

The market served by CM-banks is of special importance to the government. Therefore taxing the transfer of money between CM accounts is at a low rate. Keeping this tax rate low is especially important at time the economic recession.

    Let us assume the tax rate on money transfer to be 1%.

    Whenever money is transferred, for whatever reason – obtaining credit, making repayments, receiving dividends, selling goods or services not considered to be resources etc. – the bank withholds 1% from the transferred sum and credits it immediately to the treasury’s s/account at the same bank.  The remaining 99% is credited to the recipient’s account.  

From the state treasury’s CM receipts 1% is transferred to the MF’s s/account. The MF uses this 1:10,000 of all CM transfers to monitor market activity.

Just as the Central Bank (the CB) controls the national currency by setting its refinancing rate the MF controls cashless money circulation by setting the refinancing rate for the CM market.

The Main responsibility of the MF is to provide cashless money and ensuring its circulation in electronic form for the business market.

NB Being able to set different refinancing rates for the national and cashless money currencies gives the state an opportunity to control them independently. For example setting a low refinancing rate for the cashless money to stimulate business but at the same time having a higher refinancing rate for the national currency to avoid increasing national debt, which happens today under the single rate system. This is an amazing financial tool giving double the monetary regulation.

 In comparison with today’s situation banks would have an opportunity to provide business with lower rates leading to a reduced percentage of bad debts.

By these means the Organic Model creates good conditions for a healthy banking system to exist; in addition it is good for real economics too.

The existence of this secondary business currency gives an opportunity to tie the cashless money either to a new world currency, the Special Drawing Rights (SDR), or a currencies’ basket created at the government’s discretion independent of the National Currency. Thus it is possible for the simultaneous existence of a soft national currency and firm cashless money. 

When it is required to transfer money from a GF- or RM-bank to a CM-bank the transaction will follow the same rules as for transfers within the CM-family; i.e. a 1% withholding tax will be applied.  The difference between these and CM transactions is that they will be adjusted for the exchange rate between the cashless money/the foreign currency or the exchange rate between the country’s two currencies as appropriate. As it is obvious I will not repeat the phrase “adjusted for the rate o exchange…” from now on.      
NB It is important to emphasise that the Organic Economic Model does not affect relationships between banks and clients. These are governed by agreements between the parties.

Chapter 5

 The family of the Ready Money banks 

The RM-banks hold exclusive rights to provide cash services in the National currency within the state’s territory. The term cash includes such items as credit cards, EFTPOS, cheques and other banking instruments.  All cashiers in the country with the exception of those operating with foreign currencies are employed at a RM-bank. These exclusive rights are a corner-stone of the RT-system.
If a commodity or service is bought by a natural person for cash on the business market via an exchange, the money in the national currency or its substitute is transferred by the RM-bank’s cashier to the businessman’s CM-bank s/account less the 1% tax on the cashless money transfer.

Shares of companies can be bought in this way or for a foreign currency via the GF-bank.

The tax is credited to the Treasury’s s/account at the same CM-bank where the recipient’s s/account is. Both notes and coins are collected by the treasury at the respective CM-bank.

Comment: As has already been stated any sum coming on the seller’s s/account takes into account the exchange rate between the state’s two currencies. This is assumed to be the case in future discussions.

When transferring money from an s/account at the CM-bank to an s/account at the RM-bank – cash in hand - tax at a fixed rate is withheld. This is a basic tax called the integral tax (the IT). The legislator determines a rigid rate of IT to be withheld by the bank.

 E.g. the IT is 28%.

The CM-bank holding the payer’s s/account splits the transfer 72% to the recipient and 28% to the Treasury’s s/account at the same bank.

It is quite normal for a businessman to require cash at the RM-bank. For instance, he may need to finance a business trip.  Commonly this kind of transfer is connected with payroll payments, which are discussed in more detail below.

NB An interesting property of the Organic Model, due to the fact that IT must be paid on cash in hand, is that it is preferable for a business to buy required goods with CM.  The model defends the market against smuggling.

    Comment: There is one curious detail: to give a bribe in cash the businessman must pay IT to the state!      

Although the businessman will have a legal entity and a CM s/account the buyer might not. However whether he is paid in RM or CM the tax rate is the same and he receives the same amount. His s/account at the CM-bank allows him to buy commodities and services he needs at the lower tax rate. 

NB The RM-banks have the exclusive right to trade between the national currency and gold.

    It is clear such a right has to be licensed by the CB.

    The role of the RM-bank, whether as seller or buyer, in these operations is to enable the state to nip off 1% from the seller.
The volume of national currency trades is diminished by the Organic Model because the currency is not circulating on the business market.

The government may want to tie the country’s national currency to the gold standard. There are well known advantages of the standard and the model enables it to be used. 

This chapter introduced the integral tax (the IT), which at the bank stage is rigid. At the next stage however the lawmaker has some flexibility to adjust the IT rate to address the requirements and conditions of the market.

At the second stage the Treasury refunds part of the deducted tax for items attracting a lower tax rate.  This is done on presentation of supporting documentation such as bills of sale and purchase.   The Treasury will audit this documentation.

Chapter 6

Resources must be paid in cash

The RT-system is based upon the principle that each resource must be paid for in cash.

The case when a resource is sold by the private individual having a s/account at the RM-bank and is bought by the businessman from his s/account at the CM-bank using cashless money has been considered earlier. (see the description of the operation of cash in hand).

Another common situation is when both buyer and seller are legal entities and have CM-bank’s accounts.  In this situation the buyer’s CM-bank does not transfer a sum directly between CM s/accounts but via the RM-bank’s cashier serving resources sales.

    Comment: In the typical case the RM-bank and the seller’s CM-bank are located in the same building, being two departments of the same bank.

Firstly the buyer’s CM-bank splits the payment transferring 72% to the RM-bank as it would be just cashing in and respective pay-documents too. The IT at 28% is credited to the treasury’s s/account at this CM-bank. The RM-bank sends the received sum to the seller’s CM-bank’s s/account and this operation is confirmed to the treasury.  The confirmation document and the invoice is submitted by the buyer to the treasury to get any refund due.

Undoubtedly manpower is a resource. Therefore when wages are paid the employer pays tax in the form of IT. Under the RT-system the tax is paid by the employer.

    Comment: A conceptual question arises of how society is to interpret the IT? Either it is emancipation of the employee by not having to pay tax on his wages or is it the hidden tax on him? I do not have any doubt regarding this question: this tax, as well as other integral taxes, paid by the businessman is indeed emancipation because it takes place in the framework of his business.         

The basic tax of the Organic Model is called integral because, from the state’s point of view, it consists of several components which differ for each resource. For example the IT’s components manpower might consist of: contribution of the employer to the employee’s retirement scheme (e.g. 3%), the contribution of the state to the scheme (e.g. 4%) and the proper tax for using the manpower resource (e.g. 21%) giving a total of 28%.

The legislator is recommended to keep the IT stable over the long term thereby assisting business to work out business-plans and business-calculations where IT is to be the base point. Refunding part of the tax to business gives flexibility to IT rates. This flexibility has two parts: different resources may have different refund rates; the resource categories and rates may be revised.

    For example if there is usually no IT refund due for employment but unemployment is about to increase due to a crisis there is a serious reason to refund a part of the employment IT. Refunding (e.g. 6%) from the IT reduces the cost of labour keeping some jobs.  The real rate of IT is only 22%.

There is another example. Increasing the consumption of certain resources ought to stimulate the business market for a time or even permanently.

    For instance, a country producing cement, or other building materials or wood can refund part of the IT for these recourses to stimulate the whole building industry. On the heels of developers it immediately marshals a chain to include builders, real estate buyers etc.

Developed countries often prefer to stimulate the development of high-tech industries. Whilst not disputing this choice I would urge them to add important local resource industries to their priorities. There are more examples:

    If there is a local gold mining industry refunding jewellery producers part of the IT will stimulate it. Giving benefits to brilliant cutters and jewellers would stimulate diamond mining. Giving benefits to chain building industries to stimulate local wool, cotton and flax industries.

When a resource is paid for in cash the RM-bank’s cashier splits the payment between the seller and the treasury.

    E.g. the tax on cash purchase (the TC) of a resource is 12%.

     Thus to buy a resource for $599.95 a buyer must pay $681.76. The seller gets the $599.95 and the Treasury $81.81.

    Comment: Cash payments by big business are not uncommon.  In chapter 9 I explain the opportunity business has to obtain national currency at RM-banks via foreign trade operations.       

Chapter 7

Equating Commodities and Services to Resources

The lawmaker may decide to treat some goods and services as resources. The RT-system works with them as if they were resources.

    Naturally, each state will decide which commodities and services are to be considered resources.

Commodities and services to be considered as resources might include: leasing production buildings and facilities; land; communication services (post, telephone, mobile, fax, satellite, internet); luxuries (automobiles, hotels, restaurants, adornments, passage tickets etc.); licenses to fish and so on. These goods and services comprise list 1. As with resources it is appropriate to use refunding for list 1 items.  The rate of IT must be the same for resources and list one items.

    We assumed IT to be 28%.

It is also possible to consider capital items purchased for business purposes as resources.  Such items might be: land, real estate, sea and river vessels, trucks, buses and so on. This type of commodity forms list 2. For these items it would be appropriate to amortise the IT over the expected lifespan of the item.

    E.g. IT for an industrial building can be amortised over 14 years paying 2% annually during the period (28%/14=2%) but only over 5 years at 5.6% per year for trucks. After the IT period has expired items may continue to attract common taxes as at present. 

NB For list 1 goods and services the Organic Model prescribes the same tax on purchase (TC) as for resources paid for in cash.

    As we set the TC to be 12%.

     For list 2 commodities the model does not prescribe any tax.  

Comment: It is appropriate to mention that sales tax is not part of the Organic Model.  A sales tax in addition to IT might be appropriate in times of boom to cool the economy.

NB You have probably noticed the RT-system penalises middlemen reselling resources to enterprises as IT is paid twice: firstly by the middleman and secondly by the buyer. The businessman will therefore bypass middlemen whenever possible

     Thus under the Organic Model the middleman’s role is likely to change from a reseller of resources to broker, agent, dealer, consignor etc. We can expect also the role of exchanges to rise.

    Chapter 8

Taxation of natural persons

Under the Organic Model small business may exist either as a legal entity or a natural person (sole-trader).

In this chapter we consider the more common case of sole-traders. Such a businessman operates mostly with cash and is served by a RM-bank. The location of a cash service is very important to the sole-trader and his business needs to be located near a cash desk with which he has an arrangement.
     When buying goods or services the buyer pays at the RM cash desk with which the sole-trader has an agreement.  The buyer then presents the sole-trader with the cash desk’s receipt.

     AT his convenience the sole-trader presents accumulated receipts to the RM-bank’s office or cash desk. The accumulated amount is credited to the sole-trader’s account less the small business tax (TS) which is credited to the Treasury’s s/account at this bank.

    E.g. the rate of the tax is 13%.

NB I think it is important for developing the small business sector that nearly all the tax is spent in the local budget. E.g. 12% goes in the local budget and 1% the state budget.
One of the biggest obstacles to starting a small business is the common man’s fear of bookkeeping and financial accounting. The Organic Model requires neither removing this barrier to small business start-ups.

There is another major benefit: the agreement between the sole-trader and the RM-bank is the only formality required when starting a business.

The bank registers the agreement with the local state’s body giving the business state registration.

    Comment: If the person’s product line needs to be licensed the bank will help the sole-trader obtain the license.

NB A private person can make casual sales using their own account at the RM-banks including a realty sale. The bank automatically withholds the TS. The legislator may refund a part of the tax to the seller.

    Comment: In the case of realty sales I expect the seller to receive all the TS back. 

Chapter 9

Gold-Foreign currency banks

GF-banks have two main functions: servicing residents’ foreign currency requirements for export-import operation and trading gold for foreign currencies.

    Comment: In the latter case the role of the GF-bank is the market maker. These operations are carried out via a GF cashier deducting a 1% tax from the seller. 

9.1. Servicing foreign currency clients

The Organic Model allows residents of the state, whether a legal entity or a natural person, to have a GF-bank account. As has been previously stated the state’s treasury will have s/accounts at each GF-bank. The government will decide which other state institutions should also have GF- accounts.

    Comment: In my opinion, the government should have one large s/account and the MF two accounts. The first account is for top-level secrecy institutions such as the government, parliament, Ministry of Foreign Affairs, Ministry of Defence and Ministry of Security. The other two s/accounts are for police, prosecutors, courts, state organizations and so on. Each department has its own account.   

GF-banks provide currency exchange services for clients and their foreign partners by converting national and foreign currencies and transferring sums between the client’s GF, RM and CM bank accounts and the partner’s bank abroad. In addition to currencies the GF-banks work with money substitutes as discussed in the chapter 5.

The GF-banks have the exclusive right to provide foreign currency services and exchanges between national and foreign currencies. All cashiers with the exception ones dealing with the national currency are employed by a GF-bank. As detailed in the chapter 5: the bank cash service is the corner-stone of the RT-system.

It is possible to buy a ticket from a foreign airline company or make an Internet purchase using a GF or RM bank account.

To provide the service RM-bank has an s/account at a GF-bank. Usually both the banks are under the same roof.

Purchases can be made from a CM-bank too. The CM-bank has an account at a GF-bank, which may be departments of the same bank.

 Often clients need to pay wage in a foreign currency; for example if they work at the foreign branch of his enterprise, or they are Embassy officials, or somebody needs to make a business trip abroad. 

In these cases the bank transaction is the same as if it had been from a CM-account and IT is withheld.

    Previously we set the rate of the IT at 28%.

The legislator may refund part of the IT to the employer.  

NB In practice the employer would not directly convert cash in hand into a foreign currency.  He would:

· Buy non-resource commodities, exempt from export duty (ED), from within the country.

· Export the commodities to his overseas office/agent.

· Sell them abroad to obtain a gain in the foreign currency he needs.

-   Deposit the currency with the GF-bank.

    Using the cashless money obtained by drawing dividends or selling shares the investor can directly obtain the foreign currency he needs to carry out the aforementioned trade operation.

No doubt middlemen will offer a better cashless money to foreign currency exchange rate than the official 28%.

In this case the state does not lose because the practice stimulates volumes of production and export. As a result resource consumption within the country increases causing an increase in the amount of IT collected.   

9.2. GF-banks’ export-import operations

A part of export – import operations use resources or pseudo resources referred to hereafter as resources.

The GF and CM banks co-operate over the withholding of taxes using the same scheme as the RM banks considered in chapter 5. The combined activities of these three bank families and the state’s treasury enables the state’s tax ministry (or department) together with all its branches to be abolished. The rate of IT remains constant at 28% - as does the principle of IT refunds.

However, there are other lists of resources and refunds.  The legislator has to determine two such lists: one for export and one for import resources. 

The major difference between RM and GF-banks lies in that GF banks enable the transference of goods and payments across the state’s frontier. Therefore in addition to fulfilling part of the present-day-tax-department role the GF-banks collect import duties

In the Organic Model the GF-banks perform the monetary operations of the state’s Customs department. Customs departments will only work with tangible things such as commodities and accompanying documents.

    Comment: I ought to make it clear that I am not talking here about “the rate of duty” which is set by the State’s Central Bank. The GF-banks must not be an obstacle or a filter for moving money across frontiers.     

  The export and import lists drawn up by the legislator embrace two issues: one for resources and the other for the legislator to equate to resources – pseudo resources.

    Comment: I would recommend that the government make a list of generally used goods not to be considered resources to prevent subjective interpretation by custom officers. 

9.3. How customs duty works

Working across the state’s frontier the GF-banks either withhold the import rate (IR) or the export rate (ER) tax as appropriate, transferring the revenue to the state’s treasury.

9.3.1. It is easier to carry out export operations because the commodity is located on the state’s territory.

If payment is received before the commodity is exported tax at the maximum rate is deducted by the GF bank on receipt of the payment.

E.g. If the export rate (ER) is 20% the GF bank credits 20% to the treasury’s account and 80% to the seller’s account.  Both accounts are at a CM-bank. Remember that business sales can only be transacted via bank accounts.

After the commodity has been despatched abroad the seller submits supporting customs documents to the treasury to claim any refund due.  

E.g. On the export list phosphate fertilizer has an ED of 11%. In this case a refund of the difference between the ER and the ED of 9% is due (20%-11%=9%). If the exported commodity is on the non-resource list the treasury refunds the whole 20% ER. As you have probably guessed apples belong to the class of goods giving an opportunity “to convert” the cashless money into a foreign currency with a profit. 

When the commodity is exported before payment is received the seller has to deposit the full ER in the treasury’s s/account from its CM-bank. The commodity can be exported when Customs receive proof of payment from the treasury. The subsequent payment from a foreign partner goes directly to the seller’s account after which he may receive a partial ER refund from the treasury.

9.3.2. Import schemes are a bit more complex.

    E.g. Assume that the import rate (IR) is set at the maximum import duty (ID) rate of 30%.
    - 1. The GF-bank transfers in full any small payment abroad.

    Such a payment may be made via the GF-bank’s cashier or using its online Internet service.
 The country’s lawmaker will set a maximum amount than can be transferred in this way.
    - 2. If the sum is above the limit for “small payments” and the commodity is not on the resource list the higher non-resource goods limit shall apply instead. On receipt of supporting documents from the buyer the GF-bank transfers the full amount to the partner’s foreign bank.

E.g. A buyer might purchase foreign company’s shares.  On submitting the purchase/sale agreement with his bank the seller receives payment. 

· 3. If the payment is above the “small payments” limit or the import is on the resources list the GF-bank deposits the 30% maximum IR in the special treasury account and transfers the balance abroad. After that the buyer deals with the treasury. 

 Until the commodity arrives from abroad such a payment is treated as a payment abroad and the treasury must not make a refund. On receipt of Customs import documentation the treasury’s officer applies the actual commodity import duty.

E.g. Assume the ID rate on crude oil is 22%. The treasury refunds 8% from the transferred sum to a refinery (the buyer).

Introducing ID the India’s legislator – for instance – gives a substantial incentive to companies to begin off shore oil production. It is preferable for ID to exist for quite long period so that companies can plan their investments for developing production.

The above example shows that ID’s can be used to stimulate resource production in addition to generating revenue for the state. If the government cannot solve the resource development problem there is no sense setting a high ID because it impacts on producers’ prime cost.   

NB The RT-system gives an opportunity to impose “the internal custom”. This can be explained using the above example of companies extracting oil from the seabed. Several years after oil production commences the storage facilities may be subjected to internal customs. As a result oil sold from the from the storage facility will be subject to ED for export orders and ID for the domestic market. The lawmaker may set the ED and ID at different rates. 

NB In real life businesses – especially the largest ones - will be able to a custom brokers’ service. Nevertheless under the RT-system any businessman can work directly with the treasury.

    - 4. The (business-) payment abroad can be made in cashless money.

    We have already discussed payments from s/accounts at RM- and GF-banks.

If the payment abroad is made from a CM-bank s/account the operation has two stages and is taxed at each of them. Firstly IT is charged and then IR/ID so a total of 58% (28%+30%) is taken.  The buyer may receive refunds of  IT and IR when the application is supported by suitable documents. If the commodity/service is not a resource the IR is refunded in full.

The refund of IT is made immediately the treasury’s officer has received and checked the required documents. A similar process applies to IR refunds if the businessman does not have a record of import-export irregularities. If there have been irregularities the refund will not be made until the commodity is in the country.  

Custom’s role in business-operations is to collate goods with documents. Payments and refunds are processed by the GF-bank or the treasury and do not involve Customs.      
NB Integral tax mitigates the consequences of capital leaving the country. Migrating capital is usually a result of panic or speculation. In either case somebody has to pay the IT - in our example 28%.

By exporting ED exempt goods capital may be exported free of ED.  In this manner the even migrating capital benefits the country’s economy.

Chapter 10

Using Cashless Money banks to form a Common Market between countries 

The Organic Model it enables a common market between countries to be formed without using a common currency. To be precise there is a common currency but is cashless.

The model gives the opportunity to have common economic activity between countries whilst maintaining political independence i.e. not forming a Superstate with political institutions demanding an expensive overblown bureaucracy.

According to our model the countries within a Common Market do not need a common currency but rely on cashless money thereby removing the requirement to co-ordinate their currency policies.

    For instance, Russia and Kirgizia can use the gold standard for their national currencies whereas Belarus and Kazakhstan could prefer soft ones.

Co-ordination is not required for the common cashless money circulating in the market.  

Comment: Different common markets can use different approaches to currency creation. In one case all the MFs of involved countries can be issuers on a voluntary basis; in another case the money could be issued by a special Supaministry. In the Australia-New Zealand market just the MF of Australia could issue the common cashless money.

NB The common cashless money is a new independent currency and despite its electronic form the currency will be quoted on currency exchanges together with other national currencies.     

NB The Organic Model has several positive qualities for a common market:

· It does not matter in which country a company is registered, as IT, ED and ID are paid in the country where the resources are consumed not where the corporate headquarter are located. This is fair.

· The model does not require countries forming the market to apply common rates of export-import duties. Customs need to monitor resource goods arriving to ensure the difference between the two IDs is charged.
· A foreign company not registered in the common market may be allowed to trade if agreed by the countries involved. Such a decision is reasonable if the foreign company is already involved with the market.

· Monopolies have two sides: market exploitation is negative but being large enterprises monopolies can fund developing new technologies and science. It is not very rational to split monopolies to restrict their monopoly. The model enables monopolies to be left intact and invite foreign competitors into the market instead.  

Chapter 11

Instead of a conclusion

We know from history and the experience of ancient civilizations that the effects of economic catastrophes caused by earthquakes, epidemics, natural disasters wars etc, were mitigated by reducing taxes and duties for a period of time. A period of between 5 and 12 years allowed primitive manufacturing to recover. Sometimes funding was provided to allow new business startups. 

The RT-system favours merchants and bankers whose activity will always to be essential for economics but particularly at time of crisis. I would recommend that during a crisis a sales tax is not used – sales tax does not form part of the RT-system.  Also refund a significant portion of the resource taxes forming of the IT. As a result merchants could reduce their transport expenses and bankers have lower payroll expenses.

Increased volumes of trading stimulate the economies depressed by the crisis.  The new model already takes this into account.

A state using the RT model is more attractive to investors than one using current models because people are able to keep the profits they make. These profits may be re-invested to create new employment opportunities etc.    

A country using the Organic Economic Model is attractive to potential investors because of reduced bookkeeping requirements. I have discussed this advantage to natural persons in Chapter 8. A business is only required to record resource use because the state may only audit this part of the business. Other parts of the business including profit are protected by the Privacy Act. This also helps protect business secrets from competitors.

The Organic Model is suitable for countries using immigrants as manpower resources.  Their governments get the resources nearly free so the IT for received by the states is net profit.

From the preceding arguments it can be seen that there are strong reasons to become a pioneer of the Organic Model and the resource taxation system. 

NB As result of profit being outside the taxation system an underlying reason to expatriate profits or operate on the black market is removed by the RT-system.

It would be naive to think that attempts to avoid tax will disappear but they to have a different form.

    E.g. businessmen may try to pay wages with commodities and services; but this takes place at present too.

Whilst a business may still fall foul of the regulations under the Organic Model the state has fewer causes to investigate businessmen who should become less anxious about accounting.   

NB Under the Organic Model there is only criminal money on the black market.  Therefore any black market transaction interrupted by police, strikes a blow against it.  It is harder to wash dirty money because the number “laundries” is less. 

Whilst the state no longer needs a special tax institute the volume of the treasury’s work increases due to the additional responsibilities of making refunds and working with documents. Hence most qualified employees working with tax should retain their jobs.  

Afterword

It is for my readers to be the real decision makers.

Everybody has their own peak to climb during his/her life but only a small number get an opportunity to climb Everest. Of the few lucky men having such an opportunity only Edmund Hillary became its conqueror.

The Organic Model is an economic Everest. It may be you selected from a small circle of lucky men and women getting the actual chance to climb but one only can conquer the peak.

The model cannot be my Everest because I not own a stake in the game – I do not have a political career here. All I can do is take part in preparation for the climb, setting up the base camp, checking the availability of necessities for the assault on the peak and give the future Everest’s conqueror a friendly hug. I would do these things with gladness.

The end
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