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U.S. Tax Reform: Pro-Growth, Con-gress 
Overview 

During the 2016 Presidential election, the future of the American economy 
was widely debated and brought to light the disparate concerns of citizens 
across the country. President Donald Trump championed a tax reform as 
a key part of his campaign, promising constituents that "everybody is 
getting a tax cut, especially the middle class". His vision was to make 
corporate tax competitive with other countries, close tax loopholes, and 
put more money in the pockets of American workers.  

Global Context 

The United States (U.S.) is known to have the highest corporate tax rate 
among developed countries with a statutory corporate income tax rate of 
38.91%. This tax rate is comprised of the federal statutory rate of 35% and 
an average of the corporate income taxes from individual states. However, 
compared to the rest of the world that’s made up of 202 countries and tax 
jurisdictions, the U.S. has the fourth highest corporate tax rate behind the 
United Arab Emirates, Comoros, and Puerto Rico. The average tax rate 
of the 202 jurisdictions was 22.96%, or 29.41% when GDP is taken into 
account. 

Process 

On November 2, 2017, House Resolution 1 – Tax Cuts and Jobs Act, was 
introduced to the House of Representatives. This bill amended the 
Internal Revenue Code to reduce tax rates and modify policies, credits, 
and deductions for individuals and businesses. On November 16, 2017, 
the act was passed with 227 Yeas votes and 205 Nays votes. The act was 
unanimously opposed by democrats, and had 13 Republicans oppose the 
bill. 
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On December 2, 2017, a similar Senate bill was passed by 
a vote of 51-49. Traditionally, the Senate requires 60 votes 
to pass bills due to filibuster, which allows for a Senator to 
delay voting by exercising their right to speak indefinitely. 
Traditionally, this can only be stopped if two-thirds of 
Senators vote to bring the debate to a close. In this case, 
however, a special provision known as the Byrd Rule 
allowed Republicans to avoid a filibuster by meeting some 
criteria of acceptable changes to the budget. 

The House and Senate bills that were passed were quite 
similar; however, it is critical to highlight the key 
differences. Notably, the Senate tax bill maintained six tax 
brackets instead of four, however, it lowers the top tax rate 
to 38.5% and does not raise the tax rate before deductions 
for any Americans. The Senate bill also repealed the 
Obamacare mandate that penalizes individuals who do not 
purchase health insurance. Other differences included 
changes to pass-through business income rates and 
thresholds, local and state tax deductions and child tax 
credits.  

To resolve these differences, a congressional conference 
committee was appointed on December 13, 2017. By 
December 15, 2017, the committee had come to agreement 
on a final bill. This bill was then approved by the house on 
December 19, 2017 and presented to the President on 
December 21, 2017. On December 22, 2017, Donald Trump 
signed the Tax Cuts and Jobs Act, which became public 
law number 115-97. 

Changes for Individuals 

The Tax Cuts and Jobs Act makes changes to the tax code 
for both businesses and individuals. One of the most 
publicized changes of the bill is the change with tax 
brackets. The seven existing tax brackets (10%, 15%, 25%, 
28%, 33%, 35%, and 39.6%) have been altered to maintain 
or lower each bracket (10%, 12%, 22%, 24%, 32%, 35%, 
37%).  

 

 

 

Tax Brackets for Married Filers 

 

The plan also calls for an increased standard deduction, 
which is a set amount that can be deducted from taxable 
income for those who do not itemize their deductions. The 
standard deduction is nearly doubled for single, head of 
household, and joint filers. To offset this increase, the 
personal exemption, a $4,050 deduction for the filer(s) and 
each dependent that could be used with either a 
standardized or itemized deduction, has been eliminated.  

Standard Deduction Under New Tax Plan 

 

Under the Tax Cuts and Jobs Act, the estate transfer 
exemption will be doubled, allowing individuals with 
estates valued at less than $11.2 million from avoiding 
inheritance tax (instead of the previous $5.6 million 
threshold). The alternative minimum tax, which sets a 
lower limit of taxes for individuals who are able to write 
off a lot of their income, has been altered so that it will not 
affect as many low and middle-income earners. The AMT 
exemption has been raised to $109,400 for joint filers (up 
from $86,200), and the phase-out threshold of this 
exemption has been raised to $1 million for joint filers (up 
from $164,100). 

In addition to these changes, the act increases the child tax 
credit to $2,000 (from $1,000), with $1,400 of this amount 

Marginal	Rate Range Marginal	Rate Range
10% $0-$19,050 10% $0-$18,650
12% $19,050-$77,400 15% $18,650-$75,900
22% $77,400-$165,000 25% $75,900-$153,100
24% $165,000-$315,000 28% $153,100-$233,350
32% $315,000-$400,000 33% $233,350-$416,700
35% $400,000-$600,000 35% $416,700-$470,700
37% $600,000+ 39.6% $470,700+

Old	PlanNew	Plan
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Previous	Tax	Code	(2017) Tax	Cuts	and	Jobs	Act
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refundable for those with no tax liabilities. This benefit will 
now phase out at $400,000 for married couples, rather than 
$110,000 in current law. It also limits the mortgage interest 
deduction by only providing benefits for primary residences 
with a maximum mortgage amount of $750,000 (rather 
than $1 million). Other changes include a repeal of non-
business deductions for state and local income or sales 
taxes, consolidation of education-related deductions and 
tax credits, repeal of the individual mandate insurance 
penalty, and the removal of overall limitations on select 
itemized deductions. To conform with budget rules, many 
of these individual tax changes are temporary and expire 
on December 31, 2025. 

 

Changes for Businesses 

Aside from changes to individual income tax laws, there 
are several major changes to corporate tax laws that are 
expected to impact company earnings and the U.S. 
economy as a whole in the next few years. First, there is 
now a single corporate tax rate of 21%, which is 
significantly lower than the previous 35%. Combined with 
state and local taxes, the new statutory corporate tax rate 
for the U.S. will be 26.5%, sitting below the global GDP 
weighted average. In addition to the lower tax rate, the 
new law sets a 20% deduction of qualified business income 
for certain pass-through businesses. A pass-through 
business is a business structure that is intended to reduce 
the effects of double taxation. Instead of paying taxes at 
the corporate level, pass-through entities allocate income 
among the owners and pay individual income taxes. This 
provision will expire at the end of 2025.  

The new law also changes how companies treat short-lived 
capital investments. Before, companies were required to 
depreciate short-lived investments, however under the new 
law, companies can now immediately expense these capital 
investments for the first five years, after which the change 

would be phased out by 20 percentage points per year. This 
section of the new law also doubles the Section 179 
deduction cap, increasing it from $500 thousand to $1 
million. Section 179 is an immediate expense deduction 
that business owners can use for purchases of equipment 
instead of capitalizing and depreciating the asset. This was 
created as a way to encourage small business owners to 
grow their business through purchasing new equipment.  

In addition to the above changes, the new tax plan also 
changes the U.S. tax system from a worldwide system to a 
territorial one. This means that multinational companies 
will now only pay U.S. taxes on the income they make 
domestically. This offers a way for American companies to 
better compete with foreign companies as they are not 
hindered by extra taxation. Moreover, following Trump’s 
campaign promises to repatriate profits of American 
companies, the new law offers a large tax break for 
companies with profits stored overseas. Under the old laws, 
if a company were to repatriate its profits, it would pay 
35% taxes on the profits. Under the new laws, the 
companies will now pay 15.5% for cash and cash 
equivalents and 8% for reinvested foreign earnings. 
According to Goldman Sachs, it is estimated that U.S. 
companies hold $3.1 trillion of overseas profits. 

Analysis 

Income Inequality 

One of the greatest criticisms of Trump’s tax plan is that 
it disproportionately helps the rich. The Tax Cuts and Jobs 
Act lowers the top federal tax bracket to 37% (from 39.6%) 
for income over $500,000 for individuals and $60,000 for 
joint filers (instead of $418,401 and $470,701, respectively). 
For comparison, the top federal tax bracket in Canada is 
33%, although it applies to all income over $200,000.  

The major benefits for high income earners come from the 
changes to the inheritance tax and alternative minimum 
tax, as these overwhelmingly affect affluent individuals. 
Since only estates worth over five million dollars were 
previously taxed, middle-class Americans see no benefit 
from its increase. Likewise, the AMT had previously 
increased the tax burden on 62.9% of those earning 
$500,000 to $1,000,000, but only 2% of sub-$200,000 
earners. Increasing the income exemption may help a small 
percentage of middle-class workers, but will predominantly 
reduce the tax burden of high-income earners.  

Item Description Example

Tax Credit
Directly reduces tax 

obligation

If an individual has a $12,000 
tax obligations and is eligible 
for a $500 tax credit, they 
would only pay $11,500

Tax Deduction

Reduces taxable 
income, which 

indirectly lowers overall 
tax obligation

If one makes $60,000 but is 
eligible for a $500 tax 

deduction, their taxable 
income would fall to $59,500

How Tax Credits and Tax Deductions Differ
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Interestingly, some aspects of Trump’s plan do fight 
inequality. Removing the deduction on state and local tax 
deductions would shift the tax burden to high income 
earners who predominately benefit from the deduction at 
the expense of lower- and middle-earners.  

The Tax Foundation estimates that while all taxpayers will 
see some relief from the house bill, the top 20% of taxpayers 
will see a 1.9% increase in after-tax income, much higher 
than the 0.8% increase in income for the bottom quintile 
of income. By 2027, however, the bottom four income 
quintiles will see a greater overall gain than the top quintile. 
This is caused by a mixture of phased-out tax credits as 
well as economic growth. On an absolute basis, however, 
high income earners will bear the greatest benefit from the 
tax cuts.  The Institute on Taxation and Economic Policy 
claim that the richest 20% of American will see $225 billion 
in benefits in 2019, whereas the bottom 40% will only see 
$16 billion. This can largely be attributed to the fact that 
high income earners currently bear a greater burden of tax 
than low income earners; the top ten percent of earners in 
2014 made 47.21% of the country’s adjusted gross income 
and paid 70.88% of all income taxes.  

Regardless, reducing tax on the rich has proved to be a 
politically unpopular move. A 2017 Gallup poll shows that 
63% of Americans feel that the wealthy are taxed too little. 
This poses an interesting conundrum for Republican 
politicians; in appealing to traditionally conservative voters 
that support lower taxes for top earners, they sacrifice 
general popularity among constituents. Politicians must be 
careful not to distance moderate voters while still appealing 
to their core base. 

Deficit 

The Tax Cuts and Jobs Act is a pro-growth tax plan, which 
means it will increase government revenue through 
economic growth rather than direct tax revenues. The new 
plan is expected to generate an additional $1 trillion in 
federal revenue from economic growth, however the plan is 
expected to cost the federal government $1.47 trillion over 
the next decade with federal revenues only beginning to 
increase in 2024. Because the plan lowers marginal tax 
rates and the cost of capital, it is expected that GDP will 
increase by 1.7% over the long term and increase wages by 
1.5%. In the next year, the tax plan is expected to add 
0.44% to the baseline estimated GDP growth. 

High Income States 

One of the most pronounced tax changes will occur for 
high-income earners in high-tax states. This is because 
under Trump’s new tax plan, state and local tax (SALT) 
deductions are capped at $10,000 for joint filers. Previously, 
filers in high-tax areas could deduct their entire 
contributions to local and state governments (e.g. property 
tax, state income tax, etc.) from their federal taxable 
income, reducing their tax burden. Proponents of this 
change argue that state and local taxes should not influence 
federal taxes (as is the case in Canada), and that this 
change should promote fiscal responsibility in high-tax 
states. 

Politically, this change is very interesting for a host of 
reasons. The individuals most impacted by this change are 
overwhelmingly Democratic voters, which has been labelled 
by pundits as anything from astute to vengeful. 
Additionally, politicians from high-tax states such as Kevin 
de León (D-Los Angeles) have put forth proposals to keep 
tax dollars local through dollar-for-dollar tax credits on 
charitable contributions to the state. Public response has 
been mixed; while these proposals increase state coffers and 
can fund worthy local causes, they overwhelmingly benefit 
high-income earners. 

Public Reception 

Despite the anticipated economic benefits, there are many 
criticisms of the new plan. According to a CNN poll, 55% 
of Americans oppose the plan. There are many reasons for 
the public’s negative opinion of the new tax plan, several 
of which stem from the tax breaks corporations are 
receiving. For example, according to a report from the 
International Business Times, the changes to the pass-
through business tax laws gives people a tax cut through 
real estate shell companies which personally benefits 14 
Republican senators. However, given that 95% of 
businesses in the U.S. are categorized as pass-through 
entities, the tax cut has the potential to benefit many small 
businesses as well. While the tangible benefits of the Tax 
Cuts and Jobs Act are still being debated across the U.S., 
this new tax plan is sure to have significant effects on the 
U.S. economy in the coming years.
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Comparing Economic Growth Under Tax Reform to Baseline Projections 
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