C enter on 1275 First Street NE, Suite 1200
[ [ [ [ [ g :

HEEEV dEE B Washington, DC 20002

i g DUAZE

HY EEEEN d ° Tel: 202-408-1080

£ gz and Polic

HI 'EEEEE

Prioritie S centet@cbpp.org

www.cbpp.org

March 5, 2024

The 2017 Trump Tax Law Was Skewed to the Rich,
Expensive, and Failed to Deliver on Its Promises

A 2025 Course Correction Is Needed
By Chuck Marr, Samantha Jacoby, and George Fenton

A high-stakes tax policy debate will accelerate this year through 2025 over the pending expiration
of the individual income and estate tax provisions of the 2017 Trump tax law. Policymakers should
use this opportunity to work toward a tax code that raises more revenues, is more progressive and
equitable, and supports investments that make the economy work for everyone.

As this debate unfolds, policymakers and the public should understand that the 2017 Trump tax

law:

e Was skewed to the rich. Households with incomes in the top 1 percent will receive an
average tax cut of more than $60,000 in 2025, compared to an average tax cut of less than
$500 for households in the bottom 60 percent, according to the Tax Policy Center (TPC)." As
a share of after-tax income, tax cuts at the top — for both households in the top 1 percent
and the top 5 percent — are more than #uple the total value of the tax cuts received for people
with incomes in the bottom 60 percent.”

e Was expensive and eroded the U.S. revenue base. The Congressional Budget Office
(CBO) estimated in 2018 that the 2017 law would cost $1.9 trillion over ten years,’ and recent
estimates show that making the law’s temporary individual income and estate tax cuts
permanent would cost another roughly $350 billion a year beginning in 2027.* Together with
the 2001 and 2003 tax cuts enacted under President Bush (most of which were made
permanent in 2012), the law has severely eroded our country’s revenue base. Revenue as a
share of GDP has fallen from about 19.5 percent in the years immediately preceding the Bush
tax cuts to just 16.3 percent in the years immediately following the Trump tax cuts, with
revenues expected to rise to an annual average of 16.9 percent of GDP in 2018-2026
(excluding pandemic years), according to CBO. This is simply not enough revenue given the
nation’s investment needs and our commitments to Social Security and health coverage.

e Failed to deliver promised economic benefits. Trump Administration officials claimed
their centerpiece corporate tax rate cut would “very conservatively” lead to a $4,000 boost in
household income.” New research shows that workers who earned less than about $114,000
on average in 2016 saw “no change in earnings” from the corporate tax rate cut, while top



executive salaries increased sharply.® Similatly, rigorous research concluded that the tax law’s
20 percent pass-through deduction, which was skewed in favor of wealthy business owners,
has largely failed to trickle down to workers in those companies who aren’t owners.” Like the
Bush tax cuts before it,” the 2017 Trump tax cut was a trickle-down failure.

Policymakers should seize the opportunity the 2025 expirations provide and make a course
correction in the nation’s revenue policies. This would mean reversing the regressive tilt of the 2017
law, raising more revenue, and correcting priorities to advance the interests of low- and moderate-
income families across the country instead of those of wealthy shareholders. Several key principles
should guide this new course:

 Tax cuts for people making over $400,000 should end on schedule. The 2017 law’s
provisions primarily benefiting high-income households are costly and do not trickle down.
They should all end in 2025.

e The tax system needs to raise more revenues from wealthy people and profitable
corporations to offset any tax cuts extended or expanded for those with incomes below
$400,000, to finance high-value investments in people and communities, and to
improve our fiscal outlook. President Biden’s prior budgets have proposed raising
progressive revenue to pay for extensions of provisions affecting households with earnings
below $400,000. This should include revisiting the 2017 law’s permanent and deeply
unpopular corporate tax rate cut and strengthening the law’s international corporate tax
provisions, which continue to allow significant foreign profit-shifting. New progressive tax
policies should also reduce the tax advantages for wealthy people by, for example, curtailing
their ability to permanently avoid taxes on their large unrealized capital gains and rolling back
the special breaks they receive when they do pay tax. Policymakers can also generate
progressive revenues by extending and making permanent the mandatory IRS funding enacted
in the Inflation Reduction Act, which supports revenues by increasing tax collections primarily
from high-income households.

Top priorities for extending and expanding tax provisions in 2025 should be the Child
Tax Credit, the Earned Income Tax Credit (EITC) for adults not raising children, and
the enhanced premium tax credits for Affordable Care Act (ACA) marketplace
coverage. These credits have a long history of success — in stark contrast to the record of
failure of the corporate tax rate cut and other regressive tax cuts. This includes a marked drop
in the child poverty rate in 2021 under the American Rescue Plan’s expansion of the Child
Tax Credit — a policy that should be made permanent in 2025. Additionally, some 16 million
people who work for low wages and who are not raising children in their homes received help
through the Rescue Plan’s EITC expansion in 2021, and there were historic gains in the
number of people receiving health coverage in the ACA marketplaces during the 2024 open
enrollment season, with most enrollees able to find coverage for less than $10 per month.
Revenues also can be used for investments outside of the tax code. For example, the costs of
child care, home-based care for older adults and people with disabilities, and housing remain
unacceptably high for millions of families, and federal investment in these areas falls far short
of need.



2017 Trump Tax Law Was Skewed to the Top

Like the Bush tax cuts that came before it,” the 2017 tax law benefited high-income households
far more than households with low and moderate incomes. Extending the Trump tax cuts that
expire at the end of 2025 — namely, the law’s individual income and estate tax provisions — would
provide further windfall benefits to high-income households. These cuts would come on top of the
large benefits they would continue to receive from the 2017 tax law’s permanent provisions.

2017 Law Created New Tax Advantages for Wealthy People and Profitable Corporations

The law will boost the after-tax incomes of households in the top 1 percent by 2.9 percent in
2025, roughly three times the 0.9 percent gain for households in the bottom 60 percent, TPC
estimates.'’ The tax cuts that year will average $61,090 for the top 1 percent — and $252,300 for the
top one-tenth of 1 percent. (See Figure 1.) The 2017 law also widens racial disparities in after-tax
income."

FIGURE 1

Households With Incomes in Top 1 Percent
Benefit Most From 2017 Trump Tax Law

Average federal tax change in thousands of dollars, 2025

$61,090

$12,860

$70 $390 $910  $1,680  $2,930

Lowest Second Middle  Fourth  80-95 95-99  Top 1%
quintile  quintile  quintile  quintile percentile percentile

Note: The top 1% of households have income above roughly $1 million. The next 4% of
households have income between roughly $400,000 and $1 million.

Source: Table 2, Distributional Analysis of the Conference Agreement for the Tax Cuts and
Jobs Act, Tax Policy Center

CENTER ON BUDGET AND POLICY PRIORITIES | CBPP.ORG

The 2017 tax law’s tilt to the top reflects several costly provisions that primarily benefit the most
well-off:

e Large, permanent corporate tax cuts. The centerpiece of the law was a deep, permanent
cut in the corporate tax rate — from 35 percent to 21 percent — and a shift toward a
territorial tax system, which exempts certain foreign income of multinational corporations
from tax.

¢ 20 percent deduction for pass-through income. The law adopted a new 20 percent
deduction for certain income that owners of pass-through businesses (partnerships, S



corporations, and sole proprietorships) report on their individual tax returns, which previously
was generally taxed at the same rates as wage and salary income."

e Cutting individual income tax rates for those at the top and weakening the alternative
minimum tax (AMT). The law cut the top individual income tax rate from 39.6 percent to
37 percent for married couples with over $600,000 in taxable income (and often even higher
gross income). The law also dramatically weakened the AMT, which was designed to ensure
that higher-income people who take large amounts of deductions and other tax breaks pay at
least a minimum level of tax. The law made far fewer households subject to the AMT and
typically made those still subject to the provision pay far less,” delivering another sizable tax
cut to many affluent households.

e Doubling the estate tax exemption. The law doubled the amount that the wealthiest
households can pass on tax-free to their heirs, from $11 million per married couple to $22
million (indexed for inflation).

The law’s expiring provisions included some provisions affecting families with low and moderate
incomes, but often in offsetting ways. For example, the law lowered statutory tax rates at all income
levels, nearly doubled the size of the standard deduction from $13,000 to $24,000 for a married
couple in 2018, and doubled the size of the Child Tax Credit for many families.'* Yet other
provisions raised taxes on families, such as the elimination of personal exemptions and the new,
permanent inflation adjustment for key tax parameters.” The end result of these offsetting changes
is only modest tax cuts for most families, which pale in comparison to the law’s large net tax cuts for
the wealthy.

It's Time to End the 2017 Law’s Windfalls for the Wealthy

Failing to allow the individual income tax and estate tax provisions to end as scheduled would
benefit high-income households far more than other income groups. Extending them would boost
after-tax incomes for the top 1 percent — those with incomes over $1 million — more than twice as
much as for the bottom 60 percent as a percentage of their incomes in 2026." In dollar terms,
extending the expiring provisions only (that is, excluding the effect of the large corporate tax cuts
the law made permanent) would result in a $48,000 tax cut for households in the top 1 percent in
2026, but only about $500 for those in the bottom 60 percent of households, on average."

As the 2017 law’s individual income and estate tax cuts approach expiration, policymakers and the
public should keep two important dynamics in mind.

First, in addition to the top 1 percent receiving very large tax cuts, the 2017 law delivered the
largest average tax cut — measured as a percentage of pre-tax income — to households in the 95-
99" percentiles. Their tax cut from the 2017 law amounts to 3.2 percent of their pre-tax income, on
average (or nearly $13,000, on average).'® This is more than #ip/e the roughly 1 percent average
percentage income gain of the bottom 60 percent."” (See Figure 2.)



FIGURE 2

2017 Tax Law Delivered Largest Cuts to Households
With Incomes of More Than $400,000

Percent change in after-tax income, 2025

3.2%

2.9%

1.4% 1.4%

1.3%

Lowest Second Middle Fourth  80-95  95-99  Top1%
quintile  quintile  quintile  quintile percentile percentile

Note: After-tax income is expanded cash income less: individual income tax net of refundable
credits; corporate income tax; payroll taxes (Social Security and Medicare); estate tax; and
excise taxes. 95-99 percentile is roughly $400,000 to $1 million and Top 1% is roughly greater
than $1 million.

Source: Tax Policy Center, Table T17-0320
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This is important because the Biden Administration’s pledge not to raise taxes on those with
incomes below $400,000 is likely to feature prominently in the debate. The 95-99™ percentile group
is a rough proxy for people with incomes in the $400,000 to $1 million range, according to TPC.
This group is often inaccurately referred to as the “upper middle” class. This is a misleading
characterization. These people are in the top 5 percent by income in one of the richest countries in
the world. They tend to have high levels of resources; their median net worth was over $3.9 million
in 2022, according to an analysis of the Survey of Consumer Finances, compared to just $169,000
for those with incomes below $400,000 and just $52,000 for those with incomes in the bottom 50
percent of the distribution.”” The $400,000 threshold is quite high, and policymakers should resist
any efforts to increase it. These households are rich, they should be paying higher taxes, and their
2017 tax cuts should not be extended.”

Second, these large, disproportionate income and estate tax cuts for high-income and high-wealth
households come o7 f9p of the large benefits those households are currently receiving from the 2017
law’s permanent corporate tax cuts, which are tilted even more heavily toward wealthy people than the
expiring individual tax cuts.”” In 2018, the first year the law was in effect, the top 5 percent of
households received 40 percent of the individual tax cuts, and wore than half of the law’s other tax
cuts, which were primarily corporate tax cuts.” (See Figure 3.)

These corporate tax cuts are even more concentrated at the very top, with the top 1 percent
receiving 36.2 percent of the corporate provisions compared to 16.8 percent of the expiring
individual provisions.



To comply with congressional budget rules,
Republicans could not make all of the 2017
law’s tax cuts permanent, so they prioritized
making the less-popular corporate tax changes
permanent to avoid having to debate those cuts
when the other provisions expired. As former
House Speaker Paul Ryan recently said, “We
made temporary what we thought could get
extended; we made permanent what we thought
might not get extended that we wanted to stay
permanent.””**

This cynical political calculation should not
prevent policymakers from revisiting the
corporate tax cuts as part of the 2025 tax
debate alongside ending the expiring individual
and estate tax provisions for high-income
households and paying for any that are
extended. The nation needs to raise more
revenue, and the profligate corporate tax rate
cut and the ways in which our tax code
encourages companies to use offshore tax
havens should be reined in.

2017 Trump Tax Law Was Expensive
and Further Eroded Our Revenue
Base

Tax cuts enacted in the last 25 years —
namely, those enacted in 2001 and 2003 under

President Bush (most of which were made
permanent in 2012) and those enacted in the

2017 Law’s Corporate
Provisions Are Even More
Skewed to the Top
Share of benefits by income group, 2018
Benefit to Top 1%
i O,
Benefit to Next 4% 539
40%
18.7%
13.5%
Top5 Bottom60 Top5  Bottom 60

percentile percentile percentile percentile

Individual provisions Corporate provisions

Note: Excludes effect of changes to estate tax exemption
threshold, ACA shared responsibility payment, and certain
other provisions. Individual provisions include certain
non-corporate business provisions. The corporate provisions
are also more regressive on a percentage change in
after-tax income basis.

Source: CBPP calculations using Tax Policy Center, Table
T18-0025
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2017 tax law — gave windfall tax cuts to the wealthy, costing substantial revenue, limiting the
investments made to address national priorities, and adding trillions to the national debt.”

The 2001 and 2003 Bush tax cuts, which reduced individual income tax rates, taxes on capital
gains and dividends, and the tax on estates, cost roughly 2 percent of GDP in 2010.* The 2017 law
took revenues even lower: CBO estimated in 2018 that the 2017 Trump tax cut will cost $1.9 trillion
over ten years, on top of the cost of the Bush tax cuts also in place.”’



In the three years immediately preceding the
first Bush tax cuts, revenues averaged 19.5
percent of GDP, compared to 16.3 percent in
the years immediately following the Trump tax
cuts, with revenues expected to rise to an annual
average of 16.9 percent of GDP from 2018
through 2026 (excluding pandemic years),
according to CBO. (See Figure 4.) The revenue
difference is stark: revenues in 2023, for
example, would have been roughly $830 billion
higher if they had totaled 19.5 percent of GDP
as in the years before the Bush tax cuts.

Some may point to federal revenue levels as a
share of GDP in the decades since World War II
and conclude that the Bush and Trump tax cuts
have brought revenues back to levels
approaching the post-war historical average,”
but this misses important context.

Namely, the U.S. needs higher revenues today
than in recent decades for several reasons:”

e Demographics. The nation’s
demographics have changed dramatically.
With the retirement of the large baby

FIGURE 4

Bush and Trump Tax Cuts
Severely Eroded Revenue Base
Revenue as a percentage of GDP

19.5%
16.9%

Before Bush After Trump
tax cuts tax cuts
Note: “Before Bush Tax Cuts” is an average of 1998-2000

and “After Trump Tax Cuts” is an average of nonpandemic
years 2018-2026.

Sources: CBPP calculations using data from the Bureau of
Economic Analysis and Treasury Department
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boomer generation, the cost of promised — and extremely important and popular — Social
Security, Medicare, and Medicaid benefits (including long-term care) are much higher as a
share of the economy today than in decades past. When the 2001 Bush tax cuts were enacted,
the baby boomers were in their prime working years. By contrast, in 2025, the youngest baby
boomer will be 61 and the oldest 79, so the shares of the population above 65 have risen
sharply and will continue to do so in the coming years. In 2001, 12.3 percent of the population
was 65 or older. This figure is expected to rise to 18.4 percent in 2025 and 20.6 percent in
2034. This will significantly increase the budgets of Medicare, Medicaid, and Social Security,

requiring much more revenue.

« Rising health care costs from expanded coverage and improved quality of care. Health
care spending — in both the public and private sectors — has long grown faster than the
economy” and is projected to continue doing so. This is the result of the demographic shifts
described above, but it is also due to expanded coverage in recent decades and to new
procedures, drugs, and treatments that improve health and save lives but also add to costs.”
The nation now ensures access to affordable health coverage to vastly more people than four
decades ago, when Medicaid primarily served a small group of families who received cash
assistance, the Children’s Health Insurance Program had not yet been established, and the
ACA and the Medicare prescription drug benefit (Medicare Part D) had not yet been enacted.

 Existing and emerging investment needs. The U.S. invests far less than other wealthy
countries in children and in supports for workers — such as paid leave and unemployment
benefits — and continues to have far more people without health coverage. Inadequate



revenues have constrained policymakers’ willingness to address these and other problems
requiring greater investment, such as climate change, housing, and child care. The U.S. is one
of the richest countries in the world, yet we have higher child poverty than most other
developed countries™ even though we know how to drive down poverty, as was demonstrated
by the Rescue Plan’s temporary Child Tax Credit expansion. Investing in children in families
with low incomes improves children’s health and educational outcomes, giving them a
brighter future and benefiting the nation as a whole.

The Bush and Trump tax cuts were irresponsible, given our substantial underinvestment in high-
value areas, the retirement of baby boomers, rising health care costs, and potential national security
threats. Moreover, by increasing deficits, these tax cuts have driven up the funds the country must
devote to servicing the debt.

Revenues need to rise. Yet making the 2017 law’s individual and estate tax cuts permanent would
cost another roughly $3.4 trillion from 2026 to 2035, or roughly $350 billion a year beginning in
2027.” (See Figure 5.) Lawmakers should reject this costly policy mistake.

FIGURE 5

Extending the 2017 Tax Law Would Cost
Substantial Revenue
Cost of extension

$500 billion
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Source: Congressional Budget Office
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Trump 2017 Tax Law Failed to Deliver on Its Promises

During the 2017 debate, Trump Administration officials and prominent proponents of the
corporate tax cut proposal claimed it would yield broadly shared benefits by boosting economic
growth. President Trump’s Council of Economic Advisers claimed the rate cut would “very
conservatively” lead to a $4,000 boost in household income.” But research to date has failed to find
evidence that the gains from the rate cut trickled down to most workers. For example, a 2019
Congressional Research Service report on the law’s economic impact concluded, “There is no
indication of a surge in wages in 2018 either compared to history or to GDP growth.”” Similarly, a
2021 Brookings Institution report noted that “The Trump administration claimed that the [2017



law] would provide significant benefits to workers,” but Brookings found “no evidence that any
wage response close to these claims occurred in 2018 and 2019.”

A recent rigorous study by economists from ~ FIGURES

the Joint Committee on Taxation (JCT) and the 2017 Corporate Rate Cut Didn't

Federal Reserve Board found that workers \ .
below the 90™ percentile of their firm’s income Boost Most Workers' Earnings

scale — a group whose incomes were below
roughly $114,000 in 2016 — saw “no change in $50,000
earnings” from the rate cut.”’” Earnings did,
however, increase for workers in the top 10
percent and “increase[d] particularly sharply for
firm managers and executives.”” (See Figure 6.)
Some workers own stock and thus receive a
share of the benefits going to firm owners, but
even taking that into account, only 20 percent of
the overall gains from the rate cut flow to the

bottom 90 percent of workers. Workers with $0 $1.500

low or moderate incomes and wealth see very

little of those already modest gains, because 0-90th 95th percentile  Executives
stock ownership is heavily concentrated at the percentile  ($176,000/yr) ~ ($989,000/yr)
top. The bottom 50 percent of households by Note: See Kennedy et al. 2023 for further details. Reported
net worth held just 1 percent of overal equities  §17 145041 e v o 1 e prcenties o
as of 201 9.39 study.

Source: Kennedy et al. 2023

Another new study by a team of economists
from Harvard, Princeton, the University of
Chicago, and the Treasury Department estimates that the corporate tax cuts — including the cut in
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the corporate tax rate, full expensing for capital investments, and international tax changes — led to
nearly dollar-for-dollar revenue losses, even after accounting for increases in economic activity due
to those cuts, contrary to proponents’ promises that the cuts would pay for themselves.*’ The study
does not examine how the corporate rate cut impacted earnings for workers with low and moderate
incomes. It forecasts that in the long run, the corporate tax cuts could on average increase wages by
about $750 per worker, an “order of magnitude below” proponents’ predictions;* the separate paper
by JCT and Federal Reserve economists finds that wage and salary gains accrued only for workers in
the top 10 percent of their firm’s earnings distribution.

The special 20 percent deduction for pass-through business income is also heavily skewed in favor
of high-income people because they receive most pass-through income," they get a much larger
share of their income from pass-throughs compared to other income groups,* and they receive the
largest tax break per dollar of income deducted (because they are in the top income tax brackets). As
a result, in 2019, the latest non-pandemic year for which data are available, the average pass-through
deduction across all taxpayers who claimed the deduction was roughly $7,000, but it was nearly $1
million for the 15,000 taxpayers with incomes above $10 million who claimed the deduction.*

Proponents argued the pass-through deduction would boost investment and create jobs.” Then-
Treasury Secretary Steven Mnuchin, for example, argued the deduction would “be good for the



economy; good for growth.”** But researchers have found no evidence that it provided any
significant boost in economic activity and little evidence that it increased investment or broadly
benefited non-owner workers."” Instead, it has encouraged more tax gaming, encouraging owners to
reclassify their income as pass-through income that qualifies for the deduction.*

The failure of the regressive Trump tax provisions to trickle down to the vast swath of workers
should not be surprising given the track record of past trickle-down tax cuts. For example, studies of
an even deeper tax cut for pass-through businesses in Kansas — a full exemption from state
taxation for pass-through income — found that “the reform failed to generate real economic

9
responses.”*

More broadly, beyond the 2017 law, a 2023 review of the trickle-down literature by Carnegie
Mellon University economist Max Risch found that “across different income tax policies that
statutorily affect the rich, the evidence suggests the burden is predominantly born by the rich.” In
other words, research indicates that tax cuts at the top don’t generally benefit workers with low and
moderate incomes. By contrast, Risch concludes that “substantial evidence suggests large direct, but
also potential ‘trickle-up’ effects from providing benefits to low-income or vulnerable households.”

A Tax Policy Course Correction Is Needed in 2025

Given the 2017 law’s deep flaws — it’s skewed to the top, costly, and has failed to deliver on its
economic promises — policymakers should seize the opportunity the 2025 expirations provide and
make a course correction. Regressive tax policies should be replaced with progressive ones, our tax
system needs to raise more revenues, and our fiscal priorities need a fundamental reset.

Several key principles should guide this new course:

e Tax cuts for people making over $400,000 should end on schedule;

e The tax system needs to raise more revenues from wealthy people and profitable corporations
to offset any tax cuts extended or expanded for those with incomes below $400,000, to
finance high-value investments in people and communities, and to improve our fiscal outlook;
and

e Top priorities for extending and expanding tax provisions in 2025 should be the Child Tax
Credit, the EITC for adults not raising children, and the enhanced premium tax credits for
ACA marketplace coverage; increased revenues can also be used for other critical investments
outside of the tax code.
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