Extensive Synopsis of Replacing Taxes
with Cryptocurrency Using a 1%
Transaction Fee System

Introduction

The proposal to replace the current U.S. tax system with a 1% transaction fee using Digital
Dollars (D$) represents a bold rethinking of modern taxation. The idea seeks to eliminate
traditional taxes, such as income, sales, and property taxes, and replace them with a
transparent, streamlined, and fully automated taxation system. The D$ system would
operate on a blockchain platform, providing security, privacy, and efficiency while directly
funding federal, state, and local governments.

This approach is designed to address the complexities and inefficiencies inherent in today’s
tax code, while ensuring a more equitable and straightforward way to collect government
revenue. Here, we outline the core concepts, mechanics, advantages, and challenges
associated with this system.

1. The Current Tax System: Challenges and Issues

The current U.S. tax system is highly complex, involving multiple forms of taxation across
different levels of government:

- Income taxes (federal, state, and local)

- Sales taxes (state and local)

- Property taxes (local governments)

- Corporate taxes, excise taxes, estate taxes, and many other forms of taxation.

This complexity leads to inefficiencies, such as:

- High administrative costs for both the government and taxpayers.

- Non-compliance and tax avoidance, creating an uneven tax burden.

- Loopholes that allow wealthy individuals and corporations to reduce their tax liabilities,
increasing income inequality.

- The heavy burden on taxpayers, who need to understand and comply with a wide variety
of tax laws.

In contrast, a cryptocurrency-based transaction fee system would eliminate these
inefficiencies by simplifying the tax structure.



2. The Concept of Digital Dollars (D$)

Digital Dollars (D$) are a blockchain-based cryptocurrency designed to be used as the
primary form of currency in the U.S. economy. Every U.S. citizen would be assigned a unique
digital wallet, which they would use for all financial transactions, whether they are
consumer purchases, business dealings, or government interactions.

2.1 How the D$ System Works

- Blockchain Technology: The D$ system operates on a blockchain ledger, ensuring
transparency, immutability, and security. Blockchain is decentralized, meaning that there is
no single point of control, making the system more resilient to attacks or failures.

- Wallets for Every Citizen: Every U.S. citizen would receive a unique digital wallet where
they could store their Digital Dollars. This wallet would also be the central hub for paying
taxes, receiving government benefits, and conducting financial transactions.

- Transactions: Whether it’s a retail purchase, an investment trade, or a business-to-
business payment, all transactions would occur using D$. Every transaction would be
logged on the blockchain.

3. Replacing Traditional Taxes with a 1% Transaction Fee

At the heart of the system is the 1% transaction fee, which replaces traditional forms of
taxation. This fee is automatically applied to every transaction that occurs within the D$
ecosystem.

3.1 Key Features of the Transaction Fee System

- Flat 1% Fee on All Transactions: Every financial transaction in D$, whether it’s a purchase,
a business transaction, or a large investment, incurs a 1% transaction fee. This replaces the
need for filing income taxes, sales taxes, or property taxes.
- Automatic Collection: The fee is automatically deducted from each transaction, meaning
there’s no need for individuals or businesses to manually calculate or pay taxes. This
streamlines the tax collection process.
- Revenue Distribution: The 1% transaction fee is distributed automatically to the federal,
state, and local governments based on where the transaction occurred.

- 50% to the federal government.



- 30% to the state government.
- 20% to the local government.

4., Privacy and Security in the D$ System

Privacy and data security are critical concerns in any financial system. The D$ system is
designed with strong privacy protections, ensuring that citizens' financial data is secure and
cannot be accessed without proper legal authority.

4.1 Privacy by Default

- Anonymized Transactions: All transactions in the D$ system are anonymized on the
blockchain, meaning that while the transaction details are visible, the identity of the parties
involved is not directly accessible without decryption.

- Encryption: Every transaction is secured through encryption, making it impossible for
unauthorized parties to access sensitive information.

- Search Warrants for Data Access: No government entity can access a citizen’s transaction
data unless they obtain a court-issued search warrant. This maintains citizens' privacy
while allowing law enforcement access in cases of criminal activity.

5. How the D$ System Would Replace Traditional Taxes
5.1 Replacing Income Taxes

The 1% transaction fee eliminates the need for income taxes. Instead of taxing earnings
directly, the government would collect revenue from each transaction made by citizens,
businesses, or investors. This approach simplifies the process, reduces the administrative
burden, and eliminates the need for filing tax returns.

5.2 Replacing Sales Taxes

Sales taxes would be eliminated under this system, as the 1% transaction fee would apply to
every purchase. The automatic nature of the transaction fee would ensure that governments
receive revenue from every economic activity without the need for retailers to calculate or
remit sales tax.



5.3 Replacing Property Taxes

Property taxes, which are often a major source of local government revenue, would also be
replaced by the transaction fee. The D$ system would collect revenue from all financial
transactions, including real estate purchases, ensuring that local governments have the
funds they need to provide services without relying on property assessments.

6. Addressing Common Concerns
6.1 Network Failures and Offline Transactions

In the event of a network failure or natural disaster, the D$ system has mechanisms to
ensure that transactions can still occur:

- Offline Wallets: Citizens will have access to offline wallets, allowing them to continue
making transactions even when the network is down. These wallets store transaction data
locally and synchronize with the blockchain once the network is restored.

- Preventing Double Spending: To prevent double spending, the system would implement
Unique Transaction Identifiers (UTIs) and a Local Double-Spend Database (LDSD) to track
offline transactions. When the network is restored, these records will be reconciled with the
blockchain to ensure that no funds were spent twice.

- Time-Lock Mechanisms: Offline transactions may also be time-locked, preventing the
funds from being used in another transaction until the first transaction is validated.

6.2 Double-Spending and Transaction Integrity

The D$ system addresses double spending concerns by verifying transactions through the
blockchain. Cryptographic proofs and transaction validation mechanisms ensure that
attempts to double spend are flagged and rejected.

6.3 Interoperability with Existing Financial Systems

During the transition period to D$, the system would maintain interoperability with
traditional financial systems such as credit cards, bank transfers, and other fiat currency
transactions. This ensures that businesses and individuals can gradually adopt D$ while still
functioning within the broader financial system.



7. Benefits of Replacing the Tax System with Cryptocurrency
7.1 Simplification of Taxation

By replacing traditional taxes with a flat transaction fee, the D$ system simplifies taxation to
a single point of collection. No more tax returns, no more complex deductions, and no more
tax avoidance schemes.

7.2 Economic Efficiency

The automated collection of taxes through the 1% transaction fee removes the
administrative burden from both the government and taxpayers. This reduces the costs of
tax collection and enforcement while increasing transparency.

7.3 Improved Privacy

Citizens no longer need to file tax returns that disclose their income, investments, or
personal financial information. The D$ system ensures privacy through encrypted
transactions, while still allowing governments to collect the necessary revenue to fund
services.

7.4 Fair Distribution of Tax Burden

The transaction fee applies equally to all financial transactions, meaning that everyone
contributes to the system based on their economic activity, rather than their income level.
This could help reduce the wealth disparity created by tax loopholes and avoidance
strategies.

8. Transition Plan

Transitioning from the current tax system to a transaction fee-based model using
cryptocurrency would require careful planning and a phased implementation. Key steps
include:

- Issuing Digital Wallets: All U.S. citizens would be issued their unique D$ wallets, alongside
a public awareness campaign to educate citizens on how to use the system.

- Coexistence with Traditional Taxes: During the initial phase, traditional taxes would still
apply alongside the transaction fee. As the system becomes more established.



Appendix: Estimated Revenue Generated by a 1% Transaction Fee System Using
Digital Dollars (D$)

This appendix outlines the potential revenue that could be generated by a 1% transaction
fee system based on the total annual financial transaction volume in the U.S. economy.
The estimates presented here offer a comprehensive view of how different sectors of the
economy would contribute to federal, state, and local government revenue using Digital
Dollars (D$).

1. Estimating the Total Transaction Volume in the U.S. Economy

The U.S. economy processes an enormous volume of financial transactions annually. These

transactions include everyday consumer purchases, business-to-business (B2B) payments,

investment trades, and more. According to various economic reports, the estimated annual
transaction volume in the U.S. is around $1.825 quadrillion.

This total transaction volume includes:

e Consumer spending: Retail purchases, services, etc.

Business spending: B2B transactions, supply chain payments, etc.

¢ Investment trades: Stock market activity, bond trades, etc.

e Cross-border payments: International trade and payments.

¢ Real estate transactions: Residential and commercial property sales.

e High-frequency trading: Automated trades in the financial markets.

2. Revenue Calculation Based on a 1% Transaction Fee

By applying a 1% transaction fee to this total annual transaction volume, we can estimate
the revenue that would be generated and distributed to federal, state, and local
governments.

Total U.S. Transaction Volume:
$1.825 quadrillion ($1,825,000,000,000,000)
Total 1% Transaction Fee Revenue:

1% of $1.825 quadrillion = $18.25 trillion annually.



3. Distribution of Revenue

The 1% transaction fee is proposed to be distributed among the federal, state, and local
governments. The allocation is as follows:

e 50% to the Federal Government
e 30% to State Governments
e 20% to Local Governments
Based on this distribution, we can estimate the revenue for each level of government.
Federal Government Revenue (50%):
50% of $18.25 trillion = $9.125 trillion annually.
State Governments Revenue (30%):
30% of $18.25 trillion = $5.475 trillion annually.
Local Governments Revenue (20%):

20% of $18.25 trillion = $3.65 trillion annually.

4. Comparing Revenue to Current U.S. Tax Collections

To put this in context, the current tax collections for various levels of government in the U.S.
are as follows (based on recent fiscal data):

e Federal Government: Collected approximately $4.9 trillion in taxes in 2023.
e State and Local Governments: Collected around $2.5 trillion in taxes combined.
Comparison of Revenue

¢ Federal Government: Under the 1% transaction fee system, the federal
government would collect $9.125 trillion, which is nearly double the current
federal tax revenue of $4.9 trillion.

e State Governments: State governments would receive $5.475 trillion, a significant
increase compared to their current collections.

e Local Governments: Local governments would receive $3.65 trillion, which would
cover local service needs and potentially reduce or eliminate property taxes.



5. Sectoral Breakdown of Revenue

Different sectors of the U.S. economy would contribute varying amounts to the total
transaction fee revenue. Below is a rough breakdown of the potential contribution from
each major sector:

Consumer Spending (Retail, Services):
$6 trillion annually in consumer spending would generate $60 billion in
transaction fees.

Business Spending (B2B Transactions):
$50 trillion annually in business transactions would generate $500 billion in
transaction fees.

Investment Trades (Stocks, Bonds, etc.):
$250 trillion annually in financial market activity would generate $2.5 trillion in
transaction fees.

Real Estate Transactions:
$4 trillion annually in real estate transactions would generate $40 billion in
transaction fees.

Cross-Border Payments and Trade:
$200 trillion in cross-border payments would generate $2 trillion in transaction
fees.

High-Frequency Trading (HFT):
$1 quadrillion annually in high-frequency trades could generate $10 trillion in
transaction fees (though lower rates for HFT transactions could be considered).

6. Projected Impact on Government Budgets and Services

Federal Budget Impact:

The $9.125 trillion collected by the federal government would easily cover the
current federal expenditures (around $6.5 trillion annually), allowing for
significant reductions in national debt or increased spending on public programs,
infrastructure, healthcare, and defense.

State and Local Budgets:

The $5.475 trillion collected by state governments and $3.65 trillion collected by
local governments would provide sufficient funds for education, public safety,
infrastructure, and social services, allowing states and localities to reduce or
eliminate other forms of taxation such as income taxes and property taxes.



7. Potential for Adjustments and Economic Considerations
The 1% transaction fee could be adjusted for certain sectors if necessary. For instance:

e High-Frequency Trading (HFT) might be subject to a lower fee (e.g., 0.05%) due
to the vast number of micro-transactions involved. Even at this lower rate,
significant revenue would still be generated from HFT.

e Large-scale capital transactions, such as mergers and acquisitions, could be given
flexibility in fee structure, ensuring that economic growth and investment are not
negatively impacted.

8. Conclusion

The 1% transaction fee system using Digital Dollars (D$) has the potential to generate
over $18 trillion annually in government revenue, vastly exceeding the current tax
collections from income, sales, and property taxes. This system would simplify taxation,
improve privacy, and provide stable funding for federal, state, and local governments.

Such a shift would allow for the elimination of traditional taxes while ensuring that
essential public services are funded and the national debt is reduced. This model represents
a sustainable and equitable approach to taxation in the digital age.



