Wealth tax destroys the economy – debt, decrease investment
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Presidential candidate Joe Biden has made it clear he would increase taxes as president. His tax plan calls for increasing the top corporate tax rate and the top personal tax rate, removing the cap max for social security, and ending the preferred tax rate for capital gains for wealthy Americans. 
The Tax Foundation and the Tax Policy Center project that his tax plan would generate somewhere between $3.2 to $4 trillion over the next ten years. 
However, that tax increase does not come close to paying for the $6 trillion in new spending he has proposed as well, let alone the billions of dollars of new debt we will likely add in future years to combat the economic effect of the pandemic. We’ve added nearly $3 trillion to the deficit just this year because of it. 
If a Democratic Senate were to abolish the filibuster and pass most of his tax and spending agenda, our government would be running annual deficits that will approach $2 trillion, abetted by significant increases in entitlement obligations through the next decade. While we’re still waiting for any voters to express outrage about a deficit, regularly running deficits of 10 percent of GDP will eventually spook the bond market if not voters. 
In such a scenario it's likely that a Democratic Congress may feel compelled to enact additional tax increases, and the most likely one would be a wealth tax. For instance, the California legislature is debating imposing one on its residents and there are numerous advocates for such a thing in the House and Senate right now, including Senator Bernie Sanders and Rep. Alexandria Ocasio-Cortez.
However, a wealth tax would do nothing to help low-income earners while hurting the rest of the economy. Wealth taxes are difficult to administer and—more importantly—invariably reduce savings, investment, productivity, and economic growth. 
A wealth tax imposes an annual tax based not on a person's income but on their net assets. For instance, the wealth tax advocated by Senator Bernie Sanders would impact only people who own more than $32 million of assets. Its rates would range from 1 percent at the bottom to 8% for wealth above $10 billion, and it would raise an estimated $4.4 trillion in ten years—more than the entire Biden plan. 
While the wealth tax champions aver that such a tax would only impact the wealthiest of the wealthy, a tax on wealth would be much more harmful than Biden’s proposed tax increases and would end up reducing the wealth of everyone, rich or poor.
A good rule of thumb is that we get less of something if we tax it. Do we want to reduce the amount of capital the wealthy accumulate? The Democratic party has made reducing income inequality one of their key goals for the country, and it is one that should be a priority for everyone else as well. However, how we accomplish such a thing matters quite a bit.
One salient observation from the last quarter-century is that when the unemployment rate gets below four percent, the wages of people at the bottom quintile start to increase precipitously. At that rate genuine labor shortages for low-skilled and entry level jobs develop, and firms must pay more to attract these workers—or else find people who have been out of the labor market and persuade them to enter, and possibly train them as well. 
This happened in the late 1990s and in the last couple of years it was again occurring. In 2019 Median Household Income increased by 6.8 percent, and for African Americans it went up by 7.1 percent.  More importantly, the mean income for people in the bottom income quintile increased by nine percent, higher than anywhere else in the distribution.
A permanent increase in pay in the occupations of low-income households is infinitely preferable than any commensurate increase in transfer payments.
Successive governments abetted this increase beneficial development by quickly acting to ameliorate the effect of the financial crisis and then making economic growth writ large a priority across both Democratic and Republican Administrations. And after the economic expansion reached 7 years, wages at the bottom started to increase. This also describes our success at reducing inequality in the 1990s.
A wealth tax short-circuits that process by merely reducing income at the very top of the distribution. While doing such a thing will, in fact, allow inequality measures to report significant progress, doing so would do nothing by itself to improve living standards of people at the bottom of the distribution, or make it easier for people to climb up the income ladder. It’s akin to losing weight by lopping off body parts—it achieves a numeric goal but is counterproductive for the overarching goal.
Its advocates invariably counter by saying that if those trillions are spent effectively it would lead to steep gains in living standards, but much of what they propose to spend that money on—such as Medicare for all or free college tuition for everyone—would do little to help them. They amount to entitlements that would ultimately benefit middle class workers and above more than people at the bottom.  
For instance, the cost of college is not what deters most low-income high school graduates college, because these people qualify for financial aid that makes it affordable—or free, in many instances. Rather, they don’t attend because their elementary and high schools did not prepare them for college, or they have few peers or mentors who went to college and don’t consider such a step, or find more education daunting. Officially declaring college free for them—and people all along the income distribution—won’t change those realities.
The central rule of taxation is that we should tax actions we want less of, and tax things that are more difficult to move elsewhere. Wealth is an unalloyed good for our economy, even if the people who accumulate it already have a lot of it. More wealth ultimately gets invested in our economy—in new businesses, in new plants, in modernized factories, or research and development. This is what drives economic growth. Without the accumulation of wealth—and the investment of wealthy people (and the millions of the rest of us who have some wealth but aren’t wealthy) our economy has taken off in the last five years, to the benefit of all of us. 
A wealth tax constitutes a tax policy driven by spite: it is the rare tax change that would make everyone—rich and poor—worse off. Focusing on reducing the wealth of the .1 percent rather than on helping low-income households is a perverse approach to a very real problem.  
Many European countries—including Sweden, Germany, France, and Austria—implemented and then scrapped a wealth tax because it is difficult to implement and can chase wealthy entrepreneurs out of the country. For instance, Sweden’s wealth tax was enough of a burden to push many of its businessmen elsewhere, including IKEA founder Ingvar Kamprad. France has seen thousands of millionaires leave because of its wealth tax, enough so that the net revenue generated by the tax may be negative. Most European nations that once implemented a wealth tax have abolished it.
The wealth tax is predicated on a perspective of the economy—namely, that the middle class is disappearing—that does not comport with the data. The liberal economist Steven Rose recently published an exhaustive analysis of the income distribution in the last fifty years for the Brookings Institute that finds the middle class to be shrinking—because they are becoming wealthy. What he identifies as the main problem is that it is more difficult for people to leave the lowest income quintile. That is the problem we should be focusing on.
The philosopher Jean Baptist Colbert famously said that the art of taxation is to pluck the feathers from the goose with the least amount of hissing. A wealth tax produces a lot of hissing and no feathers.
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