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Flawed House GOP Tax Package Chooses Wealthy
Shareholders Over Children and Families and the
Fight Against Climate Change

By Chuck Marr and Samantha Jacoby

The new House Ways and Means Committee Republican tax package prioritizes corporate
shareholders and leaves children behind.' Most fundamentally, it excludes what should be this yeat’s
top tax policy priority: ensuring the 19 million children who now receive a partial Child Tax Credit
or none at all because their families’ incomes are too low receive the same credit as children in
higher-income families. Instead, the bill prioritizes giving new windfall tax benefits to wealthy
corporate shareholders. Policymakers should reject this bill and pursue tax policy that works better
for the country as a whole — not just wealthy investors and high-income households.

The House Republican tax package gives more breaks to shareholders by rolling back revenue
raisers that were used in the 2017 tax law to offset part of that law’s very costly corporate tax rate
cut, without reversing any of that tax rate cut. Two particularly egregious provisions would provide
retroactive tax breaks for corporate investments and business decisions that have already been made,
which cannot stimulate new activity or investment but would give large new benefits to corporations
and their shareholders. By making the corporate tax cuts temporary, the House tax bill masks their
true cost.

Compounding these poor choices, to offset the cost of these flawed corporate tax policies the
legislation would set back efforts to address climate change by repealing green energy tax credits
included in the Inflation Reduction Act.

And once again, House Republicans have proposed making it harder for the IRS to collect taxes
that are legally owed, by weakening rules designed to provide much-needed information about
certain business transactions, including one rule that has been in place for decades.

1'Tax Cuts for Working Families Act, H.R. 3936, https://waysandmeans.house.gov/wp-
content/uploads/2023/06/H.R.-3936-Bill-Text51.pdf; Small Business Jobs Act, H.R. 3937,

https://waysandmeans.house.gov -content/uploads/2023/06/H.R.-3937-Bill-Text-1.pdf; Build It in America Act,
H.R. 3938, https://waysandmeans.house.cov/wp-content/uploads/2023/06/H.R.-3938-Bill-Text-1.pdf.
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This House Republican tax package should be rejected out of hand and the legislation’s priorities
should be re-ordered as the larger tax debate over parts of the 2017 tax law that expire in 2025
progresses. The goal should be to move away from failed trickle-down tax policies that haven’t
delivered on the economic promises proponents touted. Instead, we should move toward a tax
system that raises more revenues through progressive policies and uses those resources to make
investments that make the economy work better for everyone.

Expanding the Child Tax Credit Should Be the Top Priority

When the temporary Child Tax Credit expansion under the American Rescue Plan expired at the
end of 2021, the credit reverted to the flawed design left in place by the 2017 Trump tax law. As a
result, an estimated 19 million children — or more than 1 in 4 children under age 17 — will get less
than the full Child Tax Credit or no credit at all because their families earn too little, while families
with much higher incomes (up to $400,000 for married couples) will receive the full $2,000 credit for
each child.?

Expanding the Child Tax Credit for these 19 million children should be the top priority of any tax
bill this year. The House Ways and Means Committee legislation does not expand the Child Tax
Credit, however; nor does it expand the Farned Income Tax Credit (EITC) for low-paid working
adults not raising children at home. This is particularly disappointing given the success of the
temporary expansions of these credits included in the American Rescue Plan.

Making the Child Tax Credit permanently available to these 19 million children would
substantially reduce child poverty at a modest cost. Making the full $2,000 credit available to
children in families with low incomes would cost roughly $12 billion per year through 2025, the
Joint Committee on Taxation (JCT) estimated.’ This change would reduce the number of children
living in a family with income below the poverty line by roughly 16 percent — or about 1.5 million
children — in 2023 relative to current law.* Increasing the maximum credit 7z addition to making the
full credit available to children in families with the lowest incomes — as the Rescue Plan did for
2021 — would further reduce poverty.

While making the full credit available to children in families with low incomes would lower child
poverty among all races and ethnicities, it would reduce poverty by a larger amount among Black,
Latino, and American Indian or Alaska Native (AIAN) children, whose families are overrepresented
in low-paid work due to past and present hiring discrimination, inequities in educational and housing
opportunities, and other sources of inequality. By lifting larger shares of children of color above the
poverty line, the expansion would narrow the differences in child poverty rates by race and ethnicity.

Roughly 46 percent of Black children, 39 percent of AIAN children, 37 percent of Latino
children, 17 percent of white children, and 15 percent of Asian children get less than the full credit

2 Tax Policy Center estimate for 2022.

3 Joint Committee on Taxation, “Estimated Budget Effects of the Revenue Provisions of Title XIII - Committee on
Ways and Means, of H.R. 5376, The ‘Build Back Better Act,”” JCX-46-21, November 19, 2021,
https://www.jct.gov/publications /2021 /jcx-46-21/.

4 Kris Cox e# al., “Top Tax Priority: Expanding the Child Tax Credit in Upcoming Economic Legislation,” CBPP,
updated June 12, 2023, https:/ /www.cbpp.org/research/federal-tax/top-tax-priority-expanding-the-child-tax-credit-in-

upcommg economic.
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ot no credit at all because their families” incomes ate too low to qualify for the full credit.” Making
the credit more available to these children would push back against long-standing inequities, advance
family income security, and broaden opportunity.

FIGURE 1

Families With Low Incomes Receive Smaller
Child Tax Credit Than Families With Higher Incomes;
the Lowest-Income Families Receive None at All
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live in families that earn too little to receive the
19 mi"ion full credit. That's more than 1in 4 children under 17,
who are disproportionately Black, Latino, and

children Native (AIAN). Providing the full amount to these
children should be a top priority.

Expanding income supports like the Child Tax Credit is likely to
provide lasting gains for children and society, studies find.

é Lower neo-natal mortality

+ Greater health and longevity for children and parents
@ Higher future earnings of child beneficiaries

@ Lower costs of protecting children from abuse & neglect
@ Greater safety from reductions in crime

6 Increased future tax payments by child beneficiaries

Il}; Reduced expenditures on children’s and parents’ health care costs

Source: CBPP calculations; Tax Policy Center estimate for 2022 and shares of children by
race or ethnicity based on CBPP analysis of American Community Survey data for 2017-2019;
Irwin Garfinkel et al., “The Benefits and Costs of a U.S. Child Allowance,” NBER Working
Paper No. 29854, 2022
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5 Ibid.



Raising income for families with children experiencing poverty can improve children’s outcomes
in the short and long term. (See Figure 1.) That’s because poverty and the hardships that come with
it — unstable housing and frequent moves, inadequate nutrition, and high levels of stress in the
family — can take a heavy toll on children; they are associated with lower levels of educational
attainment, poorer health in adulthood, and lower earnings in adulthood, a 2019 National
Academies of Science, Engineering, and Medicine report on reducing child poverty found.’

The omission of an expanded EITC for workers without qualifying children at home is also
problematic. Our current tax system taxes millions of people into, or deeper into, poverty, largely
because the EITC they qualify for is too low to offset the federal taxes they owe (including payroll
taxes). An expanded EITC for workers without children at home would address this problem at
modest cost.

Increasing the Standard Deduction Is Not a Replacement for Expanding the
Child Tax Credit

While the House Republican package excludes an expansion of the Child Tax Credit, it includes a
temporary increase in the standard deduction (the amount that is deducted from a household’s
income before determining the taxes they owe, for those households who don’t itemize their
deductions). The standard deduction in 2023 is $13,850 for individuals, $20,800 for heads of
household, and $27,700 for martied couples.” The House Republican legislation would raise these by
$2,000, $3,000, and $4,000 respectively for 2024 and 2025. These increases would be phased out
beginning at respective income thresholds of $200,000, $300,000, and $400,000.

The impetus for this provision is unclear. It seems to be a proposal to mitigate some of the impact
of the current cap on the state and local deduction. What is clear is that an expansion of the
standard deduction is not a replacement for an expansion of the Child Tax Credit. (See Figure 2.)

An increase in the standard deduction delivers more to higher-income taxpayers because they face
higher marginal tax rates: the higher the tax rate, the larger the benefit from the standard deduction
increase. For low-income taxpayers with incomes below the current standard deduction amounts, an
increase would deliver no benefit at all.

For example, a married couple with two children and an income of $400,000 could get a $4,000
higher standard deduction — worth $1,280 to them in 2023 — to go with their $4,000 current Child
Tax Credit. By contrast, a single mother with two children, who earns $15,000 providing part-time
child care for this richer family, would continue to get $2,125 /ess in the Child Tax Credit and would
receive 7o benefit from the increase in the standard deduction at all.

¢ National Academies of Sciences, Engineering, and Medicine, A Roadmap to Reducing Child Poverty, National Academies
Press, 2019, https://www.nap.edu/catalog/25246 /a-roadmap-to-reducing-child-poverty.

7 Internal Revenue Service, Internal Revenue Bulletin: 2022-38, September 19, 2022, https://www.irs.gov/pub/irs-
drop/rp-22-38.pdf.
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The proposed two-year increase in the
standard deduction would cost $96 billion,
according to JCT, or roughly four times as much
as making the full Child Tax Credit available to
the 19 million children in low-income families
who today receive a partial credit or none at all.*

House GOP Bill Puts Additional
Corporate Windfalls Ahead of Children
and Addressing Climate Change

The House Ways and Means tax package’s
corporate provisions would give wealthy
shareholders, including those living in other
countries, new regressive windfall tax benefits
and additional retroactive corporate tax cuts that
can have no effect on business decisions about
new investment. It pays for these expensive
business tax breaks by moving the country
backward in the fight against climate change,
significantly scaling back the climate tax
provisions in the Inflation Reduction Act
designed to speed the nation’s transition to
cleaner energy sources.

The new legislation must be understood in the
context of the 2017 tax law, which was regressive
and expensive, losing roughly $2 trillion over ten
years. That legislation made a very large permanent
cut in the corporate tax rate, largely benefiting
wealthy shareholders.

FIGURE 2

Standard Deduction Increase
Would Do Little for Families
With Low Incomes

Average benefit for families with children in
lowest income quintile, compared to current law

$960

$20
Make $2,000 Increase
Child Tax Credit standard
fully refundable deduction

Note: Chart shows the estimated average benefit for tax
units with children in the lowest income quintile from making
the $2,000 Child Tax Credit fully refundable in 2023 and
from the proposal in H.R. 3936 to increase the standard
deduction in 2024. This bill would provide an increase in the
standard deduction of $3,000 for head of household filers
and $4,000 for married filers, which would phase out for
incomes above $300,000 and $400,000, respectively.

Source: Tax Policy Center, Tables T22-0148 and T23-0061
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To reduce the cost of the corporate cuts, the 2017 tax law included three partially offsetting
corporate tax increases that were not slated to go into effect until 2022 and 2023: 1) scaling back a
favorable tax treatment of research and experimentation (R&E) expenses; 2) slowing down how
quickly businesses can deduct the cost of their equipment investments; and 3) limiting the
deductibility of interest expenses. The House Ways and Means tax package would reverse these
three provisions without reversing any of the deep cut in the corporate tax rate that these provisions

were intended to partially offset.

Moreover, the legislation uses a classic timing gimmick to make it appear less costly. Instead of
permanently reversing these tax increases and facing the full and substantial cost, the bill advances a
temporary pause of the tax increases and reinstates them at the end of 2025, but with no intention of

letting the provisions take effect.

8 Joint Committee on Taxation, “Desctiption of Chairman’s Amendment in the Nature of a Substitute to H.R. 3936, the

‘Tax Cuts for Working Families Act,”” JCX-30-23, June 12, 2023, https:

www.jct.gov/publications /2023 /jcx-30-23/.
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The temporary nature of these provisions and their overall revenue pattern’ can make it hard to
clearly understand their true cost. Still, it’s clear that the cost would be substantial and its benefits
highly regressive. Through 2025, these three provisions would lose $220 billion in revenue, JCT
estimates'’ — that is, the bill would deliver more than $200 billion in tax breaks largely to profitable
corporations, whose shareholders are disproportionately owned by the wealthy and foreign
investors."' Making every provision in this tax package permanent would cost $950 billion over ten
years, the Committee for a Responsible Federal Budget estimates; more than $500 billion of this
comes from the three main corporate provisions."

Beyond their cost and regressive properties, some of the provisions have serious design flaws,
including making two of them retroactive, a wasteful giveaway that does nothing to encourage new
investment.

Research and Experimentation Provision

In the 2017 tax law, congressional Republicans required companies to amortize their R&E
expenses (that is, deduct the cost of these expenses over multiple years instead of claiming them all
in the first year) beginning in 2022. Proponents of suspending the amortization provision argue that
it would encourage businesses to invest in research and experimentation, which may have broader
spillover benefits but can take years to show a financial return for the corporation. If full R&E
expensing is going to be reinstated — as the House Ways and Means tax package calls for — it
should be paid for by partially reversing the cut in the corporate tax rate.

There is no valid argument, however, for making full R&E expensing retroactive to 2022, as the
legislation would also do. The decisions about how much a corporation invested in R&E in 2022
have already been made, and a different tax treatment applied retroactively can’t spur R&E
investment in the past; it simply provides a windfall for investments that have already been made.
This 2022 windfall would cost about $30 to $40 billion," roughly three times the cost of the entire

% For two of the three business tax cuts in the House Ways and Means tax package, an official scote of a temporary delay
is especially misleading. It would show high costs in the early years, while the delay is in effect. When the delay is
assumed to expire, the score would then show these costs being recovered in the later years because deductions that
otherwise would have been taken in those years were taken eatlier. See Chuck Marr and Samantha Jacoby, “Corporate
Lobby’s New Math Doesn’t Add Up for Kids,” CBPP, December 8, 2022, https://www.cbpp.org/research/federal-

tax/corporate-lobbys-new-math-doesnt-add-up-for-kids.
10 Joint Committee on Taxation, “Estimated Revenue Effects Of H.R. 3938, The ‘Build It In America Act’ Scheduled

For Markup By The Committee On Ways And Means On June 13, 2023,” JCX-29-23, June 9, 2023,
https://www.jct.gov/publications /2023 /jex-29-23/.

11 Steve Rosenthal and Theo Burke, “Who’s Left to Tax? US Taxation of Corporations and Their Shareholders,” New
York University School of Law, October 27, 2020,
https://www.law.nyu.edu/sites/default/files/ Who%E2%80%99s%201.eft%20t0%20Tax%3F%20US%20Taxation%20

0f%20Corporations%e20and%20Their%20Shareholders-%20Rosenthal%020and%20Burke.pdf.

12 Committee for a Responsible Federal Budget, “W&M Tax Bill Would Cost Over $1 Trillion if Made Permanent,” June
9, 2023, https://www.ctfb.org/blogs /wm-tax-bill-would-cost-over-1-trillion-if-made-permanent.

13 According to JCT, the cost of extending full R&E expensing in 2023 would be $72.8 billion, which includes both the
cost for 2023 and the retroactive 2022 cost. See Joint Committee on Taxation, JCX-29-23.
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annual current $10 billion budget for the National Science Foundation (NSF) or more than 15 times
the cost of the $1.8 billion increase for NSF the Biden Administration has proposed for 2024."

Recent research underscores how valuable NSF funding and other government civilian research is
to innovation and future productivity gains."” Yet House Republicans are aggressively trying to slash
the part of the budget that funds the NSF and other critical research programs, making it harder to
invest in research while proposing to spend billions of dollars on a retroactive tax break that gives
no incentive to invest in future research.

Interest Deductibility

The House Republican package would also loosen a limit on the amount of interest certain
businesses may deduct. In the 2017 law, congressional Republicans imposed a new limit on the
amount of interest expenses businesses can deduct, which primarily affects companies with large
amounts of debt. To raise additional revenue, they tightened the limit starting in 2022, forcing more
businesses to face the limit.

The House Republican tax package would repeal the tighter limit beginning in 2022 for electing
companies, returning to the version that was in place before 2022. Like the provision allowing R&E
expensing described above, allowing companies to retroactively elect a more generous tax break for
their interest expenses in 2022 merely provides a windfall for past behavior rather than encouraging
new activity. This change would cost nearly $14 billion from 2023-2025, according to JCT."

Moreover, as discussed in greater detail below, the new legislation would combine looser limits on
interest deductibility with a proposal to let businesses fully expense (or deduct) the cost of their
investments. This means businesses that take out loans to buy equipment or other depreciable assets
could essentially get a double tax benefit: a full deduction for the price of a purchased asset and a
deduction for interest on the debt used to buy that asset. According to Jason Furman, former chair
of President Obama’s Council of Economic Advisers, this double benefit is a “nearly fatal
problem.”"’

The tax package has it backward. A strong interest deduction limit lowers the existing subsidy for
debt-financed investment, which benefits highly leveraged businesses, such as those owned by
private equity funds. It also curtails multinational corporations’ ability to shift profits overseas by
making large interest payments to foreign affiliates. Congress should instead #ghen limits on interest
deductions, especially if paired with more generous depreciation.

4 Joint Committee on Taxation, JCX-29-23; National Science Foundation, “National Science Foundation Summary
Table FY 2024 Budget Request to Congress,” March 3, 2023, https://nsf-gov-resources.nsf.gov/2023-

03/03 £y2024.pdfrVersionld={Wao6lmIn7IRSOREQbEYVBcoczjPHUF.

15 Andrew J. Fieldhouse and Karel Mertens, “The Returns to Government R&D: Evidence from U.S. Appropriations
Shocks,” Federal Reserve Bank of Dallas Research Department Working Papers, May 2023,

https://andrewijfieldhouse.com/wp-content/uploads/2023/05/Fieldhouse-and-Mertens-2023 5 5 23.pdf.

16 Joint Committee on Taxation, JCX-29-23.

17 Jason Furman, “How to Increase Growth While Raising Revenue: Reforming the Corporate Tax Code,” Hamilton
Project, January 28, 2020, https://www.hamiltonproject.org/publication/policy-proposal/how-to-increase-growth-

while-raising-revenue-reforming-the-corporate-tax-code/.
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Bonus Depreciation

In addition to reinstating very favorable treatment of R&E expenses, the House Republican tax
package would also extend generous expensing of companies’ plant and equipment costs. For tax
years 2018 to 2022, the 2017 tax law let businesses deduct 100 percent of the cost of equipment in
the year that they bought it, known as “full expensing,” rather than deducting the cost over a set
number of years. The law phased down this benefit to an accelerated or “bonus” depreciation
schedule from 2023 through 2026 as a way to raise revenues later in the ten-year budget window,
which helped reduce the large cost of the tax cuts. The House bill would extend the full expensing
period through 2025.

Like the R&E provision, temporarily delaying the phase-down of full expensing and bonus
depreciation masks the true cost of the tax break if it were made permanent. That’s because an
official cost analysis shows costs while full expensing is in effect, but then shows revenues increasing
in the years after full expensing is assumed to expire (above what the provision would have
generated if no delay had taken place).

That is, while JCT estimates the ten-year cost of a temporary delay at only $3 billion, the provision
would cost around $70 billion from 2023-2025 when full expensing would be in effect. And the
Congressional Budget Office (CBO) has estimated that if full expensing were made permanent, the
ten-year cost would be $325 billion, or $33 billion per year."® Congtess should not extend more
generous expensing without a corresponding increase in the corporate tax rate to make up for this
large revenue loss.

Narrowing the Corporate Tax Base

These business tax breaks would come on top of the 2017 tax law’s massive reduction in the
corporate tax rate. If policymakers want to create special treatment for various kinds of corporate
expenditures, thereby narrowing the tax base on which the corporate tax is imposed, they should pay
for those base-constrictors by increasing the tax rate applied on that narrow base. Indeed, the classic
corporate tax reform tradeoff is between how broad the tax base is and how high the tax rate that
then applies, with common calls to “lower the rate and broaden the base.”

With this new proposal, House Republicans are seeking to couple a low rate with a zarrower base,
which would give large tax breaks to corporate shareholders and generate less revenue to fund
critical national priorities.

Proponents of low corporate taxes argue that if corporations pay lower taxes, they will invest
more and increase employee wages, leading to more economic growth — a classic trickle-down
argument. But there is little real evidence to back this up. Instead, executives, disproportionately
wealthy corporate shareholders, and highly paid employees have reaped virtually all the economic
gains from the corporate rate cuts, research suggests."”

18 Joint Committee on Taxation, JCX-29-23; Congressional Budget Office, “Budgetary Outcomes Under Alternative
Assumptions About Spending and Revenues,” May 16, 2023, https://www.cbo.gov/publication/59154.

19 Patrick J. Kennedy e# a/, “The Efficiency-Equity Tradeoff of the Corporate Income Tax: Evidence from the Tax Cuts

and Jobs Act,” January 20, 2022, https://eml.berkeley.edu/~saez/course/kennedyetal2023TCJA.pdf; William Gale and
Claire Haldeman, “Searching for supply-side effects of the Tax Cuts and Jobs Act,” Brookings Institution, July 6, 2021,

https:/ /www.brookings.edu/research /searching-for-supplyv-side-effects-of-the-tax-cuts-and-jobs-act/.
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Proposal Would Pay for Tax Cuts by Going Backward on Climate Change

Finally, the House Ways and Means tax package’s troubling combination of excessive corporate
tax breaks without a corresponding increase in the corporate tax rate is compounded by their choice
of offsets — a significant scaling back of the climate tax provisions in the Inflation Reduction Act
designed to speed the nation’s transition to cleaner energy sources. The Inflation Reduction Act is
widely seen as an important first step in addressing climate change, and the House Republican tax
package would undermine that nascent but critical progress.

Specifically, the bill would repeal new tax credits for investment in and production of electricity
from zero-emission sources (which includes additional amounts for clean energy investments
located in certain low-income communities). The bill would also cut the Inflation Reduction Act’s
significantly expanded tax credits for purchasing new or used electric vehicles.

There are daily reminders for policymakers on the severity and urgency of the climate crisis,
whether it’s water shortages in the West, the increasing difficulty of homeowners in disaster-prone
areas to secure insurance, or the recent report on the difficult-to-fathom pressure for potential mass
migration.” The House Republicans released their tax package in Washington the day after the air
was at a dangerous “code purple” because of smoke from Canadian wildfires. Policies to address
climate change must be implemented, not undone.

House Republicans Again Propose Making It Harder for IRS to Collect Legally
Owed Taxes

After House Republicans’ recent effort to undermine the IRS during the recent debt limit
debate,” the new tax package again seeks to limit the agency’s ability to improve tax compliance.
The bill would weaken two existing provisions that require certain businesses to provide information
to the IRS about types of taxable payments that contribute disproportionately to the tax gap.

First, the package would repeal a Rescue Plan provision strengthening tax information reporting
requirements applicable to certain payment processors (like Venmo or PayPal) and “gig economy”
platforms. Before the Rescue Plan, such platforms were required to send payment information to
the IRS (and to business owners, who can then use the information to help them accurately file tax
returns) only if an individual’s transactions totaled at least $20,000 in payments and at least 200
separate payments via the platform. The Rescue Plan provision requires third-party payment
platforms like Venmo to report payment information if payments to a business owner exceed $600

20 Joshua Partlow ez al., “Arizona’s water troubles show how climate change is reshaping the West,” Washington Post, June
4, 2023, https://www.washingtonpost.com/climate-environment/2023 /06 /04 /water-shotrtage-atizona-california-utah-
climate-change/; Brianna Sacks, “Climate disasters make it harder to insure your home. Here’s what to know,”
Washington Post, June 7, 2023, https:/ /www.washingtonpost.com/climate-environment/2023/06/07 /insurance-
coverage-loss-climate-change/; Abrahm Lustgarten, “Climate Crisis Is on Track to Push One-Third of Humanity Out of

Its Most Livable Environment,” ProPublica, June 6, 2023, https://www.propublica.org/article/climate-crisis-niche-

migration-environment-population.

2l Chuck Matr, “Congtress Must Undo the Damage Following IRS Funding Ransom,” Bloomberg Tax, June 6, 2023,
https://news.bloombergtax.com/tax-insichts-and-commentary/congress-must-undo-the-damage-following-the-itrs-

funding-ransom?context=search&index=0.
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— the same requirement that already applied to credit card companies that process payments made
to business owners.”

The House Republican legislation would revert to the prior-law thresholds of $20,000 in total
payments and 200 transactions per platform. But these higher thresholds were subject to significant
abuse: if owners could organize their businesses to avoid crossing either the payment or transaction
threshold, payment processors were not required to report that income to the IRS — though the
owner would still be liable for the tax on that income. Repealing the Rescue Plan provision would
cost neatly $10 billion over ten years, according to JCT, due to decreased tax compliance.

The Rescue Plan’s lower reporting threshold of $600 did not increase taxes on anyone; businesses
receiving payments via these payment platforms have always been required to report these payments
on their tax returns. Furthermore, the additional reporting burdens generally fall on large
corporations that own and operate the payment platforms, which have the resources and ability to
implement the Rescue Plan’s changes. Any concerns about undue administrative burdens on people
who receive personal payments on such platforms can be addressed in implementation.”

The House Republican package would also weaken long-standing reporting rules that apply to
businesses making payments to service providers, such as independent contractors, by raising the
annual reporting threshold to $5,000 from the current $600 and indexing the threshold for inflation.
This would similarly create more opportunities for tax evasion, while making it harder for honest
contractors to accurately file their taxes. It is also costly: it would reduce revenues by $14.5 billion
over ten years, according to JCT, due to reduced tax compliance.

Our voluntary tax compliance system relies on third-party information to function. For income
that’s subject to substantial information reporting, such as wages (which employers must report to
the IRS using W-2 forms), compliance is near perfect. But for certain streams of income where the
IRS has little or no third-party information, like those the provisions the House Republican package
would weaken, more than Aa/f of income goes unreported. (See Figure 3.)

Policymakers should find ways to znerease the information the IRS has on taxable payments,
instead of weakening existing provisions. House Republicans and other policymakers should
recognize the critical role information plays in tax compliance and how it is unfair to honest
taxpayers to enact policies that would make it easier for some people to cheat on their taxes.

22 Though the Rescue Plan provision was effective beginning in 2022, the IRS delayed its implementation for one year.

23 Grace Henley ef al., “Undermining Information Reporting Requirements for ‘Gig’ Companies and Other Online
Platforms Would Hurt Honest Filers, Cost Revenue, and Reward Tax Evaders,” Tax Law Center at NYU Law, June 12,
2023, https://medium.com/@taxlawcenter/undermining-information-reporting-requirements-for-gig-companies-and-

other-online-platforms-would-991a22ae72ef.
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FIGURE 3

The Link Between Income Visibility and Tax Compliance Is Strong

Little or no information reporting:

Non-farm proprietor income, other
income, rents/royalties, farm
income, Form 4797 income

55% of this income is misreported 55%

$126 billion of it is underreported $126 billion

Some information reporting:

Partnership/S corp. income,
capital gains, alimony

15%
$43 hillion

Substantial information reporting:
Pensions/annuities, unemployment
compensation, dividends and

interest, Social Security

6%
$15 billion

Substantial information reporting
and withholding:

Wages, salaries $7 billion

Note: Estimates are the annual average for tax years 2014, 2015, 2016. Figure displays the tax gap attributable to the underreported
income category and the rate at which that income is misreported as measured by the net misreporting percentage. The net
misreported income amount is understatements of income less overstatements of income.

Source: Internal Revenue Service Publication 5364
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A Better Direction on Revenues

The 2017 tax cuts (as well as those enacted in 2001 and 2003) have reduced revenues markedly,
driving deficits up and limiting federal policymakers’ willingness to make investments in people,
communities, and the economy.” In their new tax package, the House Republicans are proposing
policies that double down on trickle-down.

The 2025 expiration of the individual provisions of the 2017 tax cuts provides an opportunity for
a course correction — to move away from the flawed trickle-down path of ever-larger tax cuts for
the wealthy and profitable corporations and toward a tax code that raises additional much-needed
revenue, is more progressive and equitable, and supports investments that make the economy work
for everyone.”

24 Samantha Jacoby, “After Decades of Costly Regressive, and Ineffective Tax Cuts, a New Course Is Needed,”
Testimony Before the Senate Commlttee on the Budget May 17,2023, h www.cb research/federal-
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This course correction should include rethinking the centerpiece of the 2017 tax law, the deep cut
in the corporate tax rate from 35 percent to 21 percent. This corporate tax cut faced strong public
opposition from the start, and the case against it has only grown as it has failed to deliver the

benefits the law’s drafters promised. Cutting the corporate tax rate cost significant revenue without
any clear economic benefits for employees.”

26 Kennedy ez al., op. cit.
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