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The Need for Tax Reform

Business Taxes are Uncompetitive
– Highest corporate rate in developed world
– Broken international system of taxation
– Bias toward debt-finance
– Outdated depreciation schedules
– Distorting tax breaks
– Uneven treatment of C-Corps and Pass-throughs

The Individual Income Tax is a Mess
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The Tax Code Is Increasingly Uncompetitive

Worldwide system: Tax all income immediately, 
regardless of where its earned

Territorial system: Tax only income earned in 
the United States, immediately

U.S. Hybrid: Tax all income, but only when it is 
repatriated to the United States



The Individual Tax Code is a Mess

Business Taxes are Uncompetitive
The Individual Income Tax is a Mess
– No real reforms since 1986, only “deform” 
 Top rate climbed by 12 points
 Many new tax breaks added to the code

– Hodge-podge of phase-ins, phase-outs, surtaxes, and 
alternative taxes

– Taxes fall on income, not on consumption
– Rising cost of “tax expenditures” that distort behavior and 

keep rates high
– Insufficient revenue to cover current spending
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Tax Expenditures Are Rising
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We Can’t Afford a Tax Cut
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Debt is At Record-High Levels

Sources: Congressional Budget Office, Office of Management and Budget, 
and the Committee for a Responsible Federal Budget.
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Trillion-Dollar Deficits Will Return by 2022 under Current Law

Sources: CBO June Baseline, CRFB calculations.
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The Economy Doesn’t Need Stimulus

Unemployment Rates
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Tax Cuts are Less Pro-Growth Than Tax Reform
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The Tax Cuts and Jobs Act
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1. Replace Business Taxes w/ a Consumption Tax

2. Enact 1986-Style Individual Income Tax Reform 
to Lower the Rates and Broaden the Base

3. Raise Roughly as Much Revenue as Today

Where We Started: “The Better Way” Plan
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Replace Business Taxes w/ a Consumption Tax
• Make all investment immediately deductible 

(“Expensing”)
• Repeal deduction for interest (borrowing) costs
• Impose “border adjustment” to tax imports & 

exempt exports
• Repeal many corporate tax breaks
• Reduce corporate rate to 20% 
• Reduce top “pass-through” rate to 25%
~Revenue neutral

Where We Started: “The Better Way” Plan
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Where We Landed: The Tax Cuts and Jobs Act

Replace Business Taxes w/ a Smaller Corporate Income 
Tax Destination-Based Business Consumption Tax 
• Make many a few all investments immediately 

deductible (“Expensing”) for five years, maybe phased out

• Repeal Modestly limit deduction for interest costs
• Impose “border adjustment” to tax imports & exempt 

exports
• Repeal many a few corporate tax breaks
• Reduce corporate rate to 20% (or 22%)
• Reduce top “pass-through” rate to somewhere between 

25% and 45.6% depending on income, type of 
business, sources of income, and many other factors 
OR create a 23% deduction for business income

~Revenue Neutral Loses ~$1 Trillion over ten years
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1986-Style Individual Income Tax Reform
• Reduce and consolidate rates to 12, 25, and 33
• Eliminate Alternative Minimum Tax
• Repeal most itemized deductions, personal 

exemption, and many tax preferences
• Reform but don’t repeal tax preferences for 

mortgage interest, charitable giving, education, and 
retirement

• Expand standard deduction and child tax credit
• Tax capital gains/dividends at half ordinary rate
• Repeal the estate tax
~Revenue neutral 

Where We Started: “The Better Way” Plan
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Where We Landed: The Tax Cuts and Jobs Act

1986-Style Temporary Individual Income Tax Reform/Cut
• Reduce and consolidate rates to 12, 25, and 33

12, 25, 35, & 39.6 OR 10, 12, 22, 24, 32, 35, 38.5
• Eliminate or shrink but retain Alternative Minimum Tax
• Repeal Scale back some most itemized deductions, personal 

exemption, and many a few other tax preferences
• Reform but don’t repeal tax preferences for mortgage 

interest, charitable giving, education, and retirement
• Expand standard deduction and child tax credit
• Tax capital gains/dividends at half ordinary rate
• Scale back Repeal the estate tax and maybe repeal it 

eventually
• Maybe repeal the “Individual Mandate” for health 

insurance
~Revenue Neutral Loses ~$500 billion over ten years
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How Much Will The Tax Cuts Cost?
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Will The Tax Cuts Grow the Economy?
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What’s Next for Tax Reform?
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What’s Next for Tax Reform?
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Tax Cuts or Not, 
We Still Need Entitlement Reform
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Social Security and Medicare Reform
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