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Executive Summary

Policymakers should have two priorities in the upcoming economic policy debates: a larger economy and
fiscal responsibility. Principled, pro-growth tax policy can help accomplish both.

Congress is staring down the expiration of the Tax Cuts and Jobs Act (TCJA), and Tax Foundation is pre-

pared to provide insight and analysis on the policies at stake. Since its enactment in 2017, the Tax Foun-

dation team has studied the TCJA's underlying construction and resulting strengths and weaknesses. We
have also analyzed fundamental reforms that would dramatically improve the U.S. tax system to support
economic growth as well as greater efficiency and simplicity.

Whether lawmakers target fundamental tax reform or follow the outline of the TCJA, they will confront
decisions on what to prioritize in this forthcoming round of tax reform. In that regard, staying within the
overall TCJA construct, the Tax Foundation team has analyzed difficult, but revenue-neutral ways to build a
pro-growth set of reform options that would not significantly worsen the deficit once changes to the econ-
omy are considered or substantially change the distribution of the tax burden across the income scale.

The alternative reform options outlined in this paper may not be politically popular, but they would grow
the economy and provide sufficient revenue to avoid significantly increasing our nation’s debt. The two
alternative options would further broaden the tax base for individual income (more so than the TCJA),
maintain much of the individual rate cuts from that law, improve the business tax base to support invest-
ment, and maintain the corporate tax rate of 21 percent.
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For over 80 years, our mission has remained the same: to improve lives through tax policies that lead to greater economic growth and opportunity.
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Both reform options would provide working families and businesses with more long-term certainty than
the current expiring tax code and remove many of the tax code’s special interest provisions.

The options prioritize provisions that have the largest “bang for the buck,” or the most economic growth
per dollar of revenue loss. These include immediate cost recovery for investments in the types of ma-
chinery and equipment upon which millions of small and large businesses depend, as well as immediate
write-offs for investments in research and development. These two policy changes support a growing
economy like no other tax policies proposed since the corporate tax rate was reduced from 35 percent to
21 percent. The options would also extend better cost recovery to investments that are currently excluded,
resulting in more neutral tax treatment across assets.

The options in this paper show that pro-growth tax reform that does not add to the deficit requires tough
choices. If lawmakers do not like the types of choices represented here, there are still other pro-growth op-
tions to achieve similar goals. Tax Foundation has modeled several alternative options over the last year.
Our primary concern is not to endorse any of the specific policy options here, but to provide a resource to
lawmakers so they can create sound tax policy.

With respect to the two options in this paper, the first would support an economy that is 1.4 percent larger
in the long run and reduce the long-run debt-to-GDP ratio by 1.7 percentage points compared to what
would happen under current law. The second option would have somewhat smaller impacts with an econ-
omy that is 0.9 percent larger and a debt-to-GDP ratio that is 0.1 percentage points larger.

Working families and businesses deserve a tax code that prioritizes growth and fiscal responsibility. This
paper demonstrates multiple ways to reach those goals without substantially changing the distribution
of the tax burden. These options can help Congress as lawmakers begin the difficult work of designing
legislation to prevent an automatic, detrimental tax hike at the end of 2025.
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Key Findings

+ Unless Congress acts, the vast majority of Americans will see higher, more complicated taxes begin-
ning in 2026 as major provisions from the Tax Cuts and Jobs Act of 2017 expire.

+ The TCJA reduced average tax burdens for taxpayers across the income spectrum and temporarily
simplified the tax filing process through structural reforms. It also boosted capital investment by re-
forming the corporate tax system and significantly improved the international tax system.

+ If Congress fully extends the individual, estate, and business provisions, federal tax revenues would
fall by more than $4 trillion on a conventional basis and by nearly $3.5 trillion on a dynamic basis over
the coming decade; and without spending cuts, debt and deficits would increase.

+ At atime of already high national debt, rising deficits, and higher interest rates, Congress should exer-
cise fiscal responsibility when deciding how to extend the expiring changes.

+ The decision process should be guided by promoting growth and critical principles of sound tax poli-
cy: simplicity, neutrality, transparency, and stability.

+ Lawmakers must avoid economically counterproductive approaches to fiscal responsibility, such as
paying for individual income tax cuts with higher taxes on business investment or trade.

+ Tax Foundation outlines two approaches that illustrate possibilities and difficult trade-offs for design-
ing a pro-growth and fiscally responsible extension of the TCJA without raising taxes on investment or
trade.

Lawmakers Will Have to Reform the Tax Code in 2025

The 2017 Tax Cuts and Jobs Act (TCJA) reduced average tax burdens for taxpayers across the income
spectrum by temporarily changing the structure of the individual income tax, including lower rates, wider
brackets, a larger standard deduction and child tax credit in lieu of personal and dependent exemptions,
and limitations on itemized deductions. The reforms also reduced the individual income tax compliance
burden by making it more advantageous for most filers to take the standard deduction and by eliminating
the complexity of calculating their taxes again under the alternative minimum tax for millions of filers.
Those changes all expire at the end of 2025, along with several TCJA business provisions over the next
several years.

Absent congressional action, the tax system will largely revert to its previous structure, placing a higher
and more complex tax burden on most people, as well as a higher tax burden on investment. Extending all
the changes would greatly reduce federal tax revenue when debt is already high and deficits are rising.

As lawmakers face the challenge posed by the upcoming expirations, they should be guided by the prin-
ciples of sound tax policy: simplicity, neutrality, transparency, and stability. Weighing how each provision
affects individuals’ tax burdens, federal revenue, the complexity of today’s income tax system, and, most
importantly, the effects of taxes on economic growth, will help prioritize which provisions should be per-
manent and how they should be funded.
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Figure 1.

TCJA Expirations
Will Force Congress to Act on Taxes

Timeline

After the end of 2021 Q Businesses must deduct research and experimentation costs over five
years rather than immediately

After the end of 2021 ( The deduction for business net interest expense will be limited to 30%
of EBIT rather than 30% of EBITDA

After the end of 2022, O Full expensing for short-life business investments will begin phasing out
fully expires after the
end of 2026

After the end of 2025 O The reduction of individual income tax rates and adjusted tax brackets will
expire

The increase in the standard deduction, elimination of the personal
exemption, and doubling of the child tax credit will expire

The limits on the state and local tax deduction and the mortgage interest
deduction and the changes to miscellaneous itemized deductions will expire

The reduction of the alternative minimum tax will expire
The pass-through deduction (§199A) will expire
The reduction of the estate tax will expire

Three international-related provisions (GILTI, FDII, and BEAT) will become
more restrictive

Source: Tax Foundation research.
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One looming threat is that Congress will offset the cost of extending the individual tax cuts by hiking
economically harmful taxes elsewhere. Several proposals have already surfaced suggesting higher taxes
on corporations, investment, work, and saving to pay for continuing the TCJA's lower taxes for individuals.
Elsewhere, higher tariffs (taxes on U.S. purchases from foreign businesses) have been proposed to offset
the cost of individual tax cuts. While such proposals may offset the fiscal cost of TCJA extensions, they
would worsen incentives for productive activity in the United States and impose significant economic
costs on the same taxpayers they purport to help. The expirations in 2025 should not be used to further
riddle the tax code with distortions, redistributions, and economically harmful provisions to pay for tax
breaks for some at the expense of economic growth for all.

Instead, lawmakers should use the opportunity in 2025 to further simplify and improve the tax code.
Broadening the individual income tax base and ensuring permanence for better cost recovery provisions
and lower tax rates would make the system more pro-growth without significantly reducing federal reve-
nues or harming incentives to work and invest.

Ideally, tax reform would reach farther than the TCJA provisions alone. Tax Foundation has outlined
several options for fundamental reform, including moving to a flat individual income tax paired with a
distributed profits tax, as other nations have successfully implemented, as well as moving to a consump-
tion-based business profits and household compensation tax. Such reforms would go beyond the TCJA's
changes to the income tax system and move instead toward a consumption tax system. However, short
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of the consumption tax reform ideal, policymakers should avoid economically counterproductive tax hikes
on business, trade, and investment to offset the cost of individual tax cuts. We illustrate two better op-
tions that primarily rely on base broadeners to pay for TCJA-like extensions.

The Expiring Tax Provisions

The TCJA adjusted tax bracket thresholds and widths to reduce marriage penalties and reduced five of
the seven individual income tax rates. Rates fell from 10 percent, 15 percent, 25 percent, 28 percent, 33
percent, 35 percent, and 39.6 percent to 10 percent, 12 percent, 22 percent, 24 percent, 32 percent, 35
percent, and 37 percent.

The TCJA reconfigured tax adjustments for household size, shifting tax benefits toward lower- and mid-
dle-income households with roughly revenue-neutral adjustments to the standard deduction, personal and
dependent exemptions, and the child tax credit (CTC). Specifically, the TCJA:

Increased the standard deduction from $6,350 to $12,700 for singles and from $12,700 to $25,400 for
married joint filers in 2018, adjusted annually for inflation

* Increased the CTC from $1,000 to $2,000, with the maximum refundable portion increased from
$1,000 to $1,400 in 2018, adjusted for inflation until it reaches $2,000; lowered the CTC phase-in
threshold from $3,000 to $2,500; and lifted the phaseout thresholds from $75,000 to $200,000 for
single filers and from $110,000 to $400,000 for married couples filing jointly

+ Created a nonrefundable $500 credit for certain dependents who do not meet the CTC eligibility guide-
lines

+ Suspended the personal exemption, which had previously allowed households to reduce their taxable
income by $4,050 for each filer and dependent, adjusted annually for inflation

To simplify the tax system and offset part of the cost of the rate reductions, the TCJA reduced itemized
deductions by:

+ Lowering the cap on home mortgage interest deductions from $1 million in principal to $750,000 and
making interest on home equity debt nondeductible

+ Introducing a $10,000 limitation on the itemized deduction for state and local taxes paid

+ Suspending miscellaneous itemized deductions such as casualty and theft losses

The TCJA also simplified the tax system by significantly reducing the number of households caught up in
the alternative minimum tax (AMT) by increasing the AMT exemption and the exemption phaseout thresh-
olds and by repealing the Pease limitation on itemized deductions.

For noncorporate businesses, the TCJA established a temporary 20 percent deduction that effectively re-
duced marginal tax rates by 20 percent. The pass-through deduction is subject to several complex limita-
tions that restrict the benefit of the provision for high-income households.



Tax Foundation | 6

The TCJA also introduced a limitation on excess business loss deductions for noncorporate business-

es. It disallows losses that exceed income by more than $250,000 for single filers and $500,000 for joint
filers. The thresholds adjust for inflation each year. The limitation was scheduled to be in effect from 2018
through 2025 but it was postponed to tax years beginning after 2020 during the coronavirus pandemic.
The American Rescue Plan Act (ARPA) of 2021 then extended the limitation through 2026 and the Infla-
tion Reduction Act (IRA) of 2022 extended the limitation through 2028.

The TCJA doubled the estate tax exemption from $5.6 million in 2017 to $11.2 million in 2018, adjusted
for inflation moving forward.

For corporate businesses, the TCJA permanently reduced the corporate tax rate to 21 percent, from a pre-
vious top rate of 35 percent.’ The TCJA temporarily enacted full expensing for most short-lived business
investments, such as equipment and machinery, through a provision known as 100 percent bonus depre-
ciation. The provision began phasing out by 20 percentage points each year after the end of 2022 and will
fully expire after the end of 2026.

To offset the long-run cost of the lower corporate tax rate, the TCJA introduced requirements to amortize
research and development (R&D) expenses over five years for domestic R&D and 15 years for foreign-sit-
ed R&D beginning in 2022 and limit deductibility of interest expenses initially based on earnings before
interest, taxes, depreciation, and amortization (EBITDA). Since 2022, the interest limitation has become
significantly tighter due to a switch from EBITDA to earnings before interest and taxes (EBIT).

R&D amortization, tighter limits on interest deductions, and the phaseout of bonus depreciation are all
policies put in place by the TCJA to reduce or offset the cost of the corporate provisions.

Making the TCJA permanent thus entails restoring the individual, noncorporate, and estate tax reforms as
well as 100 percent bonus depreciation, R&D expensing, and the EBITDA-based interest limitation.

Economic and Revenue Effects of TCJA Permanence

In all, making the TCJA permanent would boost long-run GDP by 1.1 percent and employment by 913,000
full-time equivalent jobs, while reducing revenue by $4.0 trillion on a conventional basis. Though TCJA
permanence would be pro-growth, it would still result in significant revenue losses on a dynamic basis,
amounting to $3.5 trillion over the 10-year budget window. In the long run, TCJA permanence would in-
crease the debt-to-GDP ratio by 25.5 percentage points conventionally and 19.0 percentage points dynam-
ically.

1 The TCJA also moved the international tax system toward a territorial one by exempting foreign profits from domestic taxation and creating anti-base erosion pro-
visions targeted at high-return foreign profits, intangible income, and income stripped out of the United States. The four main components of the new international
tax system are the participation exemption, GILTI, FDII, and BEAT, and the latter three provisions are scheduled to become more restrictive after the end of 2025. A
forthcoming Tax Foundation publication will discuss international tax policy options.
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Table 1. Economic and Revenue Effects of Continuing the TCJA

Long-Run
Long-Run
Long-Run
Long-Run

GDP

Capital Stock

Wages

Full-Time Equivalent Employment

Conventional Revenue, 2025-2034

Dynamic Revenue, 20825-2034

Conventional Long-Run Change in Debt-to-GDP

Dynamic Long-Run Change in Debt-to-GDP

+1.1%
+0.9%
+0.3%

+913, 000
-$4,047.3
-$3,466.4

+25.5 percentage points

+19.0 percentage points

Source: Tax Foundation General Equilibrium Model, April 2024.

TCJA permanence would increase after-tax incomes across all income groups on a conventional and
dynamic basis. In 2026, taxpayers would see an average increase of 2.9 percent in their after-tax incomes;
the bottom quintile’s increase would be slightly below the average at 2.2 percent while the top quintile
would be above the average at 3.4 percent.

At the end of the budget window, the average increase in after-tax incomes would be 2.3 percent, slightly
smaller because the one-time increase in revenue costs from transitioning to better cost recovery would
have faded. On a dynamic basis, after-tax incomes would increase by 3.0 percent on average.

Because TCJA permanence would be a substantial tax cut, all income groups would see increases in their
after-tax incomes, on average, on a conventional basis. In addition to the tax cuts, because TCJA perma-
nence would increase economic output, taxpayers across the income spectrum would see higher pre-tax
incomes on a dynamic basis under the larger economy.

Table 2. Distributional Effects of Continuing the TCJA
(Percent Change in After-Tax Income)

Income Group 2026 Conventional 2034 Conventional Long Run Dynamic
0% - 20.0% 2.2% 1.5% 2.3%
20.0% - 40.0% 2.2% 1.5% 2.3%
40.0% - 60.0% 1.9% 1.8% 2.5%
60.0% - 80.0% 2.2% 1.9% 2.6%
80.0% - 100% 3.4% 2.6% 3.3%
80.0% - 90.0% 2.1% 1.8% 2.5%
90.0% - 95.0% 2.6% 2.3% 3.1%
95.0% - 99.0% 4.4% 3.6% 4.3%
99.0% - 100% 4.8% 2.8% 3.6%
Total 2.9% 2.3% 3.0%

Source: Tax Foundation General Equilibrium Model, April 2024.
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Analyzing the TCJA's Bang for the Buck

Altogether, we estimate the 10 tax cuts (lower rates and brackets, larger standard deduction, larger child
tax credit and other dependent credit, the pass-through deduction, Pease limitation repeal, AMT changes,
estate tax changes, EBITDA, 100 percent expensing, and R&D expensing) would reduce federal tax reve-
nue by §7.4 trillion. The four base broadeners (SALT cap, other itemized deduction limitations, personal
exemption repeal, noncorporate loss limitation) partially pay for the tax cuts by raising nearly $3.4 trillion.

Not every dollar of the $7.4 trillion in lower taxes has the same effect on economic growth or tax compli-
ance and administration costs. The most pro-growth provision by far is permanence for 100 percent bo-

nus depreciation, illustrating how improving investment incentives creates the most economic return for
each dollar of tax revenue forgone. Indeed, recent studies have determined that the TCJA's corporate tax
reforms, including lowering the corporate tax rate and providing 100 percent bonus depreciation, signifi-

cantly boosted investment in the United States.2

Of course, economic growth is not the only metric by which to judge a tax provision. For example, the
alternative minimum tax requires taxpayers to calculate their tax liability the ordinary way, then again for
AMT purposes. Taxpayers must add back several ordinary tax deductions, then subtract an AMT exemp-
tion, determine whether they are subject to the phaseout of the AMT exemption, and then calculate their
tax liability under the AMT rates (of 26 percent and 28 percent) and pay whichever tax is highest.

Figure 2.

Improving the Tax Treatment of Investment Leads
to the Most Economic Growth

Percentage Change in the Level of Long-Run GDP per Billion
of Annual Conventional Revenue Cost
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Source: Tax Foundation General Equilibrium Model, April 2024.
% TAX FOUNDATION @TaxFoundation

2 Gabriel Chodorow-Reich, Matthew Smith, Owen Zidar, Eric Zwick, “Tax Policy and Investment in a Global Economy,” National Bureau of Economic Research, March
2024, https://www.nber.org/papers/w32180.
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Because the AMT rates are lower than ordinary rates, taxpayers caught up in the alternative system face
lower marginal tax rates, but they also face a much higher compliance burden and potentially higher aver-
age tax rates. Past IRS estimates indicate an average compliance burden of more than 12 hours per tax-
payer subject to the AMT, and the TCJA's changes reduced AMT filers from 5 million in 2017 to 244,000 in
2018.3 Likewise, the TCJA's larger standard deduction, combined with limitations on itemized deductions,
further simplified the tax system by reducing the number of filers who itemize their deductions. The Joint
Committee on Taxation (JCT) estimated the number of itemized filers would decline from 46.5 million in
2017 to just over 18 million in 2018, implying nearly 30 million households would find it more advanta-
geous to take the standard deduction.*

On the other hand, some tax cuts, such as the pass-through deduction and the more generous deduc-

tion for interest expenses, increase economic growth but raise other concerns regarding neutrality and
simplicity. For example, the argument for including the pass-through deduction, which reduced the tax
rates faced by noncorporate businesses, in the TCJA was to achieve parity with the rate reductions C
corporations received. But rather than parity, estimates of effective tax rates by business type show that
noncorporate businesses face lower marginal tax rates than corporate businesses, in large part due to the
pass-through deduction.®

Limiting interest deductibility continues to be a worthwhile policy goal, as it moves the tax base closer to
one on consumption and scales back the tax bias for debt over equity.

Accordingly, considerations in addition to growth, including the effects on complexity, compliance costs,
and administrative costs, should guide lawmakers as they consider what to include in a tax reform pack-
age.

Alternatives for Extending the TCJA

In 2025, lawmakers will debate how to prioritize better cost recovery for business investment, lower
individual rates and a broader tax base, and changes to family provisions. Tax Foundation believes a top
priority should be to craft a tax reform package that prioritizes economic growth and moves the tax code
toward simplicity, transparency, neutrality, and stability.

The first alternative we model, i.e., Option 1, focuses on the policies changed by the TCJA. It starts with
permanence for 100 percent bonus depreciation and R&D expensing and expands better cost recovery to
structures with the policy of neutral cost recovery. Neutral cost recovery would retain the current depreci-
ation schedules for structures (27.5 years for residential real estate and 39 years for commercial real es-
tate) but would augment the depreciation deductions with adjustments for inflation and the time value of
money. In real terms, the neutral cost recovery adjustments hold companies harmless for having to wait
to take deductions. Option 1 also eliminates all green energy tax credits and the newly enacted 15 percent
corporate alternative minimum tax (CAMT).
3 Demian Brady, “Tax Complexity 2021: Compliance Burdens Ease for Third Year Since Tax Reform,” National Taxpayers Union, Apr. 15, 2021, https://www.ntu.org/
foundation/tax-page/tax-complexity-2021-compliance-burdens-ease-again-after-tcja.
4 The Joint Committee on Taxation, “Tables Related to the Federal Tax System as in Effect 2017 Through 2026,” Apr. 24, 2018, https:/www.jct.gov/publications.
html?func=startdown&id=5093.

5 Kyle Pomerleau, “Section 199A and ‘Tax Parity,” American Enterprise Institute, Sep. 12, 2022, https://www.aei.org/research-products/report/section-199a-and-tax-
parity/.
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For individual income taxes, Option 1 retains the TCJA's CTC and personal exemption changes. It expands
the standard deduction, reduces tax rates, and alters tax brackets, but all to a slightly smaller degree than
the TCJA to reduce the revenue cost of the tax reductions.

To offset the cost of the reductions, Option 1 fully eliminates all Schedule A itemized deductions, which
also significantly simplifies the structure of the tax. Building on the simplification, it fully eliminates the
individual AMT. To reduce marriage penalties, it sets the head of household brackets and standard deduc-
tion equal to single filer thresholds.

Option 1 makes the TCJA's increase in the estate tax exemption permanent, switches the limitation on
interest back to EBITDA but at a lower percentage (17 percent instead of 30 percent), and allows both the
Section 199A pass-through deduction and non-corporate loss limitation to expire.

The second alternative we model, i.e., Option 2, incorporates all the changes from Option 1, then further
broadens the individual income tax base by ending the income tax exclusion for employer-provided fringe
benefits, most notably health insurance. The additional revenue from ending the exclusion offsets the cost
of making the CTC fully refundable and further lowering individual income tax rates and widening brack-
ets.

Both Option 1 and Option 2 illustrate the tough trade-offs lawmakers will face in 2025, even short of pur-
suing a more comprehensive overhaul of the entire tax system. The biggest challenge lawmakers will face
is that while broadening the tax base reduces distortions and complexities and offsets the fiscal impact
of rate reductions, it also imposes costs on the narrow groups of taxpayers currently benefiting from each
provision.

Permanence for the TCJA would increase the 10-year deficit by more than $4 trillion conventionally and
$3.5 trillion dynamically, before added interest costs. By contrast, Option 1 and Option 2 would reduce
revenue by a much smaller magnitude on a conventional basis, by $488.5 billion and $182 billion over 10
years. On a dynamic basis, both options would be approximately revenue neutral over the budget window.
And though the revenue impact between TCJA permanence and the options is markedly different, both op-
tions have a positive effect on the long-run economy. Option 1 would increase long-run GDP by 1.4 percent
and Option 2 by 0.9 percent. The larger economy and revenue-neutral impact on a dynamic basis together
would lead to a 1.7 percentage point reduction in the debt-to-GDP ratio over the long run under Option 1
and a very slight increase of 0.1 percentage points under Option 2, measured on a dynamic basis.
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Table 3. Comparing Major Provisions of TCJA Permanence, Expiration, and Other Options

in 2026

Bonus Depreciation
R&D Expensing
Interest Limitation

Section 199a
Pass-Through
Deduction

Noncorporate Loss
Limitation

Other Business
Provisions

Single Rates and
Brackets, 2026

Joint Rates
and Brackets, 2026

Other Individual
Income Tax Provisions

Standard Deduction,
2026

Personal Exemption,
2026

2026 CTC Max
Phase-In

2026 Refundability Cap
Phaseout

Other Dependent Credit

SALT
HMID

Other Itemized
Deductions

TCJA AMT

Estate Tax Exemption,
2026

TCJA Permanence
Restored
Restored

30% EBITDA

Extended

Extended

10% $0

12% $12,125
22%  $49,450
24%  $105,400
32% $201,150
35% $255,450
37% $638,650

10% $0

12%  $24,300
22%  $98,900
24%  $210,800
32% $402,300
35% $510,900
37% $766,350

$15,300 single
$23,000 head
of household
$30,600 joint

$0

$200,000 single and
$400,000 joint

$500 non-refundable other
dependent credit

$10,000 limit
$750,000 principal

Mics. itemized deductions
eliminated

Extended

$14.3 million

TCJA Expiration
Expired
Expired

30% EBIT

Expired

Expired
(after 2028)

10% $0

15% $12,125
25% $49,250
28% $119,300
33% $248,850
35% $541,000
39.6% $543,200

10% $0

15% $24,250
25% $98,500
28% $198,800
33% $302,950
35% $541,000
39.6% $611,100

$8,300 single
$12,150 head
of household
$16,600 joint
$5,300
$1,000
$3,000
No cap

$75,000 single and
$110,000 joint

Uncapped
$1 million principal

Restored

Expired

$7 million

Revenue-Neutral
Option 1

Restored
Restored
17% EBITDA

Expired

Expired
(after 2028)

Neutral cost recovery
for structures

Eliminate
green energy credits
(allow grandfathering for
production tax credits)
and CAMT

10%  $0

12%  $12,150
24%  $50,000
25%  $105,400
32%  $201,150
35%  $300,000
36%  $450,000

10% $0

12%  $24,300
24%  $100,000
25%  $210,800
32%  $402,300
35%  $§510,900
36% $766,350

Head of household
brackets set to single

$13,750 single and
head of household
$27,500 joint

$0

$200,000 single and
$400,000 joint

$500 non-refundable
other dependent credit

Eliminated
Eliminated

All itemized deductions
eliminated

Fully eliminated

$14.3 million

Revenue-Neutral
Option 2

Restored
Restored
17% EBITDA

Expired

Expired
(after 2028)

Neutral cost recovery
for structures

Eliminate
green energy credits
(allow grandfathering for
production tax credits)

and CAMT
10% S0
10% 0

$
20%  $52,350
25%  $108,550
32%  $191,600
35%  $255,240
36%  $510,900

10% SO

10% SO

20%  $104,700
25%  $217,100
32%  $383,200
35%  $485355
36%  $766,350

Head of household
brackets set to single

Fringe benefits included
in taxable income

$13,750 single and
head of household
$27,500 joint

$0

$2,100, inflation adjusted
$2,500
No cap
$200,000 single and
$400,000 joint

$500 non-refundable
other dependent credit

Eliminated
Eliminated

All itemized deductions
eliminated

Fully eliminated

$14.3 million

Source: Congressional Budget Office, “Tax Parameters and Effective Marginal Tax Rates”; authors’ calculations.
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Table 4. Economic and Revenue Effects of Revenue-Neutral TCJA Options

Option 1 Option 2
Long-Run GDP 1.4% 0.9%
Long-Run Capital Stock 1.6% 1.1%
Long-Run Wages 1.0% 1.0%
Long-Run Full-Time Equivalent Employment 494,000 -79,000
Conventional Revenue, 2025-2034 -8488.5 billion -$182.0 billion
Dynamic Revenue, 2025-2034 +$5.2 billion -$1.9 billion
tgﬂ%;ﬁ%gogginge in Debt-to-GDP, +5.4 percentage points +3.9 percentage points
Long-Run Change in Debt-to-GDP, Dynamic -1.7 percentage points +0.1 percentage points

Source: Tax Foundation General Equilibrium Model, April 2024.

On average, after-tax income would rise for all quintiles under both options, by 0.5 percent conventionally
under Option 1 and from 0.3 percent to 0.4 percent conventionally under Option 2. Under Option 1, in 2026,
the 80" to 95" percentile would see a reduction in after-tax income on a conventional basis, and under Op-
tion 2, the 80" to 99*" percentile would see a reduction in after-tax incomes in 2026. On a long-run dynamic
basis, all groups would see increases in after-tax income by 1.6 percent on average under Option 1 and by
1.1 percent under Option 2.

Table 5. Distributional Effects of Revenue-Neutral TCJA Options (Percent Change
in After-Tax Income)

Option 1 Option 2

Conventional, Conventional, Dynamic, Conventional, Conventional, Dynamic,

2026 2034 Long Run 2026 2034 Long Run
0% - 20.0% 1.6% 1.2% 2.3% 1.4% 1.5% 2.3%
20.0% - 40.0% 0.5% 0.1% 1.1% 0.1% 0.2% 0.9%
40.0% - 60.0% 0.3% 0.3% 1.3% 0.2% 0.5% 1.2%
60.0% - 80.0% 0.3% 0.2% 1.1% 0.4% 0.6% 1.2%
80.0% - 100% 0.6% 0.7% 1.9% 0.2% 0.2% 1.0%
80.0% - 90.0% -0.3% -0.3% 0.7% Less than -0.85% Less than +0.05% 0.7%
90.0% - 95.0% -0.3% -0.1% 1.0% -0.5% -0.5% 0.2%
95.0% - 99.0% 1.1% 1.3% 2.6% -0.1% Less than +0.05% 0.8%
99.0% - 100% 2.0% 1.9% 3.5% 1.4% 1.3% 2.5%
Total 0.5% 0.5% 1.6% 0.3% 0.4% 1.1%

Source: Tax Foundation General Equilibrium Model, April 2024.
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Fundamental Reform Options

Even after the reforms made by the TCJA, the U.S. tax system still closely resembles a broad income tax,
generally taxing a person’s current earnings (whether spent or saved) plus the change in the value of their
existing assets (such as dividends, capital gains, interest, etc.). By taxing income this way, the tax system
places a higher tax burden on future or deferred consumption. Taxing income also requires complicated
determinations on how to define income, which increases the complexity of the tax code and makes it
harder for families to file their taxes and claim certain tax benefits.

In some cases, however, the tax system adopts provisions like retirement savings accounts for individuals
and investment deductions for businesses that eliminate double taxation for specific forms of saving and
investment. These provisions, however, are limited and complex.

Both options outlined above retain the general structure of the income tax, albeit with marked improve-
ments such as better deductions for business investment and reduced (or eliminated) itemized deduc-
tions. Full cost recovery moves the business tax code closer to a consumption-based tax but it does not
remove the tax bias against saving at the individual level.

A more fundamental reform would move away from the income tax system and replace it with a con-
sumption tax system. Table 6 illustrates the economic, revenue, and distributional differences of two
comprehensive reforms proposed by Tax Foundation.

The first proposal would replace the entire business income tax system with a 20 percent distributed
profits tax resembling Estonia’s tax system and make significant reforms to individual, capital gains, and
estate taxes, including a flat rate of 20 percent on individual income to match the distributed profits tax
rate.®

The second proposal would replace the current business and individual income tax systems with a mod-
ifled value-added tax, applying a 30 percent rate to destination-based cash flow of businesses and a
progressive tax ranging from 10 percent to 30 percent on household compensation.” Both reforms would
significantly simplify the tax system, move toward a consumption tax base, and reduce tax penalties on
work, saving, and investment. With changes to tax rates, either plan could be made more progressive and
raise more revenue, with relatively smaller economic trade-offs because the tax base would be appropri-
ately designed.

As lawmakers look to change the tax system in 2025, pursuing more comprehensive tax reform offers
more significant economic and simplification benefits and can be done in a fiscally responsible manner.
The distributed profits tax plan would substantially boost revenue within the budget window; in the long
run, it would lose revenue on a conventional basis and be slightly revenue raising on a dynamic basis. The
larger economy and increased tax revenue together would result in a reduction in the debt-to-GDP ratio

of 9.2 percentage points over the long run, on a dynamic basis. The household compensation and busi-

6  William McBride, Huaqun Li, Garrett Watson, Alex Durante, Erica York, and Alex Muresianu, “Details and Analysis of a Tax Reform Plan for Growth and Opportunity,”

Tax Foundation, Jun. 29, 2023, https://taxfoundation.org/research/all/federal/growth-opportunity-us-tax-reform-plan/.

7  Erica York, Garrett Watson, Alex Durante, and Huaqun Li, “How Taxing Consumption Would Improve Long-Term Opportunity and Well-Being for Families and Chil-
dren,” Tax Foundation, Oct. 12, 2023, https://taxfoundation.org/research/all/federal/us-consumption-tax-vs-income-tax/.



https://taxfoundation.org/research/all/federal/growth-opportunity-us-tax-reform-plan/.
https://taxfoundation.org/research/all/federal/us-consumption-tax-vs-income-tax/.
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ness profits tax would lose revenue within the 10-year budget window, but would be revenue neutral on a
conventional basis and revenue raising on a dynamic basis in the long run. The plan would have a small
impact on the debt-to-GDP ratio over the long run, increasing it by 1.5 percentage points.

Table 6. Economic and Revenue Effects of Selected Comprehensive Tax Reform
Options

Household Compensation and

Distributed Profits Tax Reform Business Profits Tax Reform
Long-Run GDP +2.5% +1.9%
Long-Run Capital Stock +3.4% +2.8%
Long-Run Wages +1.4% +1.2%
Long-Run Full-Time Equivalent Employment 1.3 million +886, 000
10-Year Conventional Revenue +$523 billion -$1.0 trillion
10-Year Dynamic Revenue +81.4 trillion -$129.6 billion
Dynamic Long-Run Change in Debt-to-GDP -9.2 percentage points +1.5 percentage points

Source: Tax Foundation General Equilibrium Model, June 2023 and September 2023.

Conclusion

The upcoming expirations of the 2017 Tax Cuts and Jobs Act provide lawmakers the opportunity to build
on what the TCJA did well and avoid some of its pitfalls. The TCJA boosted investment, simplified the tax
filing process, and cut taxes for households across the income spectrum.

Rising deficits, debt, and interest rates should push lawmakers toward a more fiscally responsible ap-
proach than in 2017, but they must exercise caution when evaluating how to pay for tax cuts. The princi-
ples of simplicity, neutrality, stability, and transparency should guide the debate, and the end goal should
be a tax code that is less harmful to economic growth and supports fiscal responsibility.

The best outcome would be a comprehensive reform of the income tax system toward a consumption tax
system. Short of that, lawmakers should at a minimum aim to reduce tax preferences and broaden the tax
base to offset the costs of TCJA extensions, rather than raising economically harmful taxes on corpora-
tions, international trade, or high-income individuals to pay for a continuation of TCJA policies. The goal of
any tax reform should be to improve incentives for Americans to work, save, and invest, and to significant-
ly simplify the complex process people face in complying with the current tax system.
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Provision
Lower Rates and Brackets
Larger Standard Deduction
Personal Exemption Elimination
$2,000 CTC, Phases In at $2,500
in Earned Income, up to $1, 8600
Refundable (Inflation Adjusted),
Phases Out at $200k/$400k, $500
obC
$10,000 SALT Cap
$750,000 HMID Cap

Eliminate Miscellaneous Itemized
Deductions

Pease Repeal

Pass-Through Deduction
Increase AMT Exemption and
Phaseout Threshold

R&D Expensing

100 Percent Bonus Depreciation
EBITDA Interest Limitation
Noncorporate Loss Limitation
Increase Estate Tax Exclusion

Conventional Total

Dynamic Total

2025

$o

$o

$0.
$0.
$0.
$0.
$0.
$0.
$0.
$0.
$0.
$0.
$0.
$o.
$o.

.0
$0.0

.0
$0.0

0 O O ®©O O 0O 0O O O 0 O O ©o

2026
-$241.3

-$120.4
$194.0
-$90.2

$93.4
$3.3
$20.9
-$11.2
-$66.5
-$101.4
-$51.7
-$72.7
-$5.2
$0.0
-$13.7
-$462.7
-$410.5

2027
-$263.0

-$129.3
$207.0
-$92.9

$100.9
$3.8
$22.3
-$11.5
-$71.0
-$109.4
-$36.4
-$70.6
-$4.4
$0.0
-$19.5
-$474.0
-$417.0

2028
-$272.2

-$132.4
$210.2
-$92 .4

$102.7
$4.1
$22.4
-$11.6
-$72.2
-$111.7
-$26.1
-$55.9
-$5.2
$0.0
-$20.8
-$461.0
-$400.6

2029
-8283.9

-$137.0
$215.5
-$92.7

$105.6
$4.6
$22.6
-$11.5
-$74.6
-$115.1
-$17.0
-$46.2
-$6.2
$21.8
-$21.7
-$436.0
-$373.5

2030
-8295.8

-$141.3
$221.0
-$92.7

$108.7
$5.0
$23.0
-$11.5
-$78.0
-$118.5
-$9.0
-$36.0
-$7.1
$29.5
-$23.0
-$425.8
-$362.7

2031
-$308.2

-$145.8
$227.9
-892.8

$111.3
$5.4
$23.2
-$11.4
-$81.7
-$122.5
-$5.1
-$29.3
-$7.9
$30.1
-$24 .4
-$431.0
-$364.4

2032 2033 2034 2025 - 2034
-$319.0 -$333.8 -$351.3 -$2,668.5

-$149.8 -$152.7 -$158.8  -$1,267.5
$232.7 $235.9 $245.0 $1,989.2

-$92.7  -$92.3  -$92.8 -$831.4
$114.5 $119.0  $123.3 $979.4
$5.9 $6.1 $6.5 $44 .6
$23.2 $23.7 $24.1 $205.3
-$11.0 -$11.8  -$11.9 -$103.3
-$85.9  -$81.1 -$85.5 -$696.6

-$128.1 -$126.5 -$130.9 -$1,064.1

-$5.3 -$5.6 -$5.7 -$161.9
-$23.8 -$24.6  -$20.2 -$379.3
-$8.8 -$9.3 -$9.6 -$63.8
$30.8 $31.4 $32.6 $176.2
-$25.7  -$27.5  -$29.2 -$205.6

-$443.2 -$449.2 -$464.3  -$4,047.3
-$373.7 -$376.2 -$387.9  -$3,466.4

Source: Tax Foundation General Equilibrium Model, April 2024



Appendix Table 2. Revenue Estimate for Option 1 (Billions of Dollars)
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Provision

Lower Rates and Brackets
Larger Standard Deduction

Personal Exemption

Elimination

$2,000 CTC, Phases In at
$2,500 in Earned Income,
up to $1,800 Refundable
(Inflation Adj
Out at $200k/

Eliminate Itemized
Deductions and Pease

Limitation

Adjust Head of Household

Thresholds

Eliminate the AMT

Increase Estate Tax

Exclusion

Total Business Tax Reforms
(17% EBITDA, R&D Expensing,
100% Bonus Depreciation,
NCRS for Structures,
Eliminate CAMT, Eliminate
Green Energy Tax Credits)

Conventional Total

Dynamic Total

400k, $509 0oDC

2025

$0.
$0.
$o.

$o.

$0.

$e.

$0.
$o.

0
9
0

$57.6

$57.6
$57.6

2026
-$208.8
-$83.3
$214.0

-$92.4

$234.8

$14.8

-$101.5
-$13.7

-$51.8

-$88.0
-$61.6

2027
-$226.9
-$90.1
$227.8

-$95.1

$248.5

$16.2

-$109.6
-$19.5

-$21.3

-$70.2
-$35.3

2028
-$234.0
-$92.7
$231.1

-$94.4

$249.7

$16.8

-$112.0
-$20.8

$3.2

-$53.2
-$11.5

2029
-$242.9
-$94.6
$237.1

-$94.5

$253.7

$17.6

-$115.5
-$21.7

$26.8

-$34.1
$13.8

2030
-$252.7
-$98.1
$242.7

-$94.4

$257.1

$18.4

-$119.1
-$23.0

$38.9

-$30.2
$25.0

2031
-$262.0
-$100.7

$250.4

-$94.3

$260.6

$19.2

-$123.1
-$24.4

$39.2

-$35.1
$27.0

2032
-$270.1
-$103.9

$255.2

-$94.0

$264.3

$20.2

-$128.6
-$25.7

$29.6

-$53.0
$13.7

2033
-$283.7
-$105.6

$258.6

-$93.5

$268.0

$20.7

-$127.7
-$27.5

$13.9

-$76.8
-$0.9

2034
-$297.4
-$109.3

$268.6

-893.8

$274.0

$21.8

-$132.2
-$29.2

-$8.2

-$105.6
-$23.2

2025 - 2034
-$2,278.5
-$878.3
$2,185.5

-$846 .4

$2,310.5

$165.7

-$1,069.3
-$205.6

$127.8

-$488.5
$4.5

Note: We use the FY 2025 Tax Expenditure Estimates from the Department of Treasury to estimate the cost of the green energy credits, allowing for grandfathering of production tax credits.
Source: Tax Foundation General Equilibrium Model, April 2024.



Appendix Table 3. Revenue Estimate for Option 2 (Billions of Dollars)
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Provisions

Lower Rates and Brackets

Larger Standard Deduction
Personal Exemption Elimination
$2,000 CTC (Inflation Adjusted),
Phases In at $2,500 in

Earned Income,
$200k /$400k, $5060 0ODC
Eliminate Itemized Deductions

Adjust Head of Household

Thresholds

Eliminate the AMT

Eliminate the Exclusion for
Fringe Benefits

Increase Estate Tax Exclusion

Total Business Tax Reforms
(17% EBITDA, R&D Expensing,
100% Bonus Depreciation, NCRS
for Structures,
Eliminate Green Energy Tax

Credits)

Conventional Total

Dynamic Total

Phases Out at

Eliminate CAMT,

2025

$e.
$0.0

.0
$0.0

$o

$0.
$0.

$0.
$0.

$0.
$57.6

0

$57.6
$57.6

2026
-$382.5
-$81.4
$178.2
-$97.5

$220.6
$28.4

-$131.4
$283.1

-$13.7
-$51.2

-$47.2
-$46.7

2027
-$416.2
-$88.1
$190.0
-$100.3

$233.5
$30.8

-$141.2
$304.7

-$19.5
-$21.0

-$27.2
-$21.6

2028
-$429.5
-$90.8
$193.2
-$105.8

$234.7
$31.6

-$143.7
$311.2

-$20.8
$3.5

-$16.4
-$5.4

2029
-$446.8
-$93.0
$198.4
-$106.0

$238.6
$33.0

-$147.6
$321.5

-$21.7
$26.9

$3.4
$19.2

2030
-$465.3
-$96.7
$203.4
-$112.1

$241.9
$34 .4

-$151.7
$331.7

-$23.0
$39.0

$1.6
$22.0

2031 2032 2033 2034 2025 - 2034
-8483.3 -$499.9 -$8519.6 -$544.8 -$4,187.8
-$99.4  -8102.9 -$104.6 -$108.5 -$865.4
$210.2  $214.6  $217.9  $226.6 $1,832.5
-$112.1  -$117.9 -$117.3 -$123.7 -$992.5

$245.4 $248.8 $252.7 $258.3 $2,174.6
$35.6 $37.1 $38.0 $39.8 $308.7

-$156.2 -$162.6 -$161.0 -$166.2 -$1,361.6
$342.0 $352.6 $362.1 $376.4 $2,985.3

-$24.4 -$25.7 -$27.5 -$29.2 -$205.6
$39.3 $29.8 $13.8 -$8.0 $129.7
-$2.8 -$26.1 -$45.6 -$79.4 -$182.0
$21.5 $1.9 -$10.4 -$40.1 -$1.9

Note: We use the FY 2025 Tax Expenditure Estimates from the Department of Treasury to estimate the cost of the green energy credits, allowing for grandfathering of production tax credits.

Source: Tax Foundation General Equilibrium Model, April 2024.
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