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Executive Summary

Over the last 50 years, Congress has passed four major bills that cut taxes: the 1981 Reagan tax cuts; the
2001 and 2003 George W. Bush tax cuts; and the 2017 Trump tax cuts. Each time, President Reagan,
President Bush, President Trump, and their congressional allies made the same three main arguments in
favor of the tax cuts:

1. The tax cuts would pay for themselves.

2. The tax cuts would supercharge economic growth, create millions of jobs, and dramatically raise
wages.

3. The tax cuts would benefit everyone.

This legislative retrospective examines these three claims, none of which have proven to be accurate.

Rather than paying for themselves, the Reagan, Bush, and Trump tax cuts each significantly increased
the federal deficit. In total, tax cuts have added over $10.4 trillion to the federal deficit since 1981
compared to the Congressional Budget Office’s baseline projections.

Rather than growing, the economy shrank after passage of the Reagan tax cuts and unemployment
surged to over 10%. Following the enactment of the Bush and Trump tax cuts, the economy did grow
marginally, but at rates much lower than their supporters predicted. Over the last 50 years, the
economy performed best during the Clinton presidency, which saw 3.9% real annual growth, robust
wage increases, and booming private investment. Notably, this economic success followed tax increases,
not tax cuts.

And rather than benefiting everyone, the savings from the Reagan, Bush, and Trump tax cuts flowed
predominantly to the richest Americans. The average tax cut for households in the top 1% under the
Reagan tax cut ($47,147) was 68 times larger than the average tax cut for middle-class households
(5695). The Bush and Trump tax cuts similarly provided their greatest benefits to the wealthy, with
households in the top 1% receiving tax cuts 16 times (Bush tax cuts) and 36 times (Trump tax cuts) larger
than middle-class households. As a result, the tax cuts helped fuel the growing income and wealth
inequality America has experienced over the last 50 years.



Background

Development of the Modern Tax Code

Congress’s taxing power is one of its most fundamental constitutional responsibilities, and debates over
tax policy are as old as Congress itself.! Until the early 20t century, the federal government relied
primarily on tariffs and excise taxes to raise revenues, but this changed with the introduction of a
permanent income tax in 1913 following the ratification of the Sixteenth Amendment.? Initially, the tax
affected only the wealthiest households and businesses and tax rates were low, ranging from 1% to 7%.3
Policymakers fundamentally reshaped the tax system in response to World War | and World War Il by
broadening the tax base and raising rates to meet wartime spending demands. By mid-century, the
three key features of the modern tax system were in place: a broad-based, progressive personal income
tax; a corporate tax with flatter rates across incorporated businesses; and dedicated payroll taxes
funding Social Security (with Medicare payroll taxes added in 1966).*

Throughout the post-World War Il period, policymakers from both parties used tax policy to pay for new
federal expenditures, manage economic cycles, and reduce the federal debt relative to the size of the
economy.® Taxes were increased in 1950, 1951, and 1968 to fund the Korean and Vietnam Wars.® When
the economy needed boosting, the Kennedy and Johnson Administrations championed the Revenue Act
of 1964, which reduced the highest marginal income tax rate from 91% to 70% while also cutting rates
for low- and middle-income households and small businesses.” These changes were implemented with
broad bipartisan support and reflected an economic consensus that “demand-side” tax cuts could
manage the economy by increasing disposable income and consumer spending.® This approach
continued through the 1970s, as the Nixon, Ford, and Carter Administrations enacted additional
demand-side tax cuts.’

The Rise of Supply-Side Economics and the 1981 Reagan Tax Cuts

The post-war economic consensus fractured in the 1970s as Americans faced the unprecedented
combination of high inflation, weak growth, and rising unemployment known as “stagflation.”0
Prominent Republican lawmakers responded by advocating for across-the-board income tax cuts using
new “supply-side” economic theories.!! These advocates argued that tax cuts would stimulate
production by spurring investment, creating jobs, and taming inflation.*? Critics lambasted these policies
as “trickle-down” economics that would favor the wealthy, exacerbate inflation, weaken safety net
programs, and increase the deficit.3

President Reagan made these supply-side tax cuts the centerpiece of his economic agenda. After
winning the presidency, his administration moved quickly to enact the Economic Recovery Tax Act of
1981 — at the time, the largest tax cut since the end of World War I1.1* The law lowered the top marginal
tax rate on individual income from 70% to 50% in 1982 and phased in a 23% across-the-board reduction
in other income rates, while also making corporate tax changes designed to spur investment.*®

Policymakers, however, had to quickly adjust course in response to an economic recession and a rising

deficit. Between 1982 and 1984, the administration and Congress passed a series of tax increases — the
first peacetime tax increases since the 1930s.® This fiscal pivot culminated with the Tax Reform Act of

1986, a comprehensive set of reforms that fundamentally differed from President Reagan’s 1981



approach. The 1986 reforms maintained revenue neutrality by eliminating numerous tax shelters and
loopholes to offset the cost of further reducing rates for individuals and corporations.*’

Tax Policy from Reagan to George W. Bush

After the 1986 tax reforms, deficit reduction dominated federal tax policy, with Congress passing modest
tax increases and spending cuts in 1987 and 1989.18 In 1990, President George H.W. Bush broke his “no
new taxes” campaign pledge to enact a major budget agreement that raised the top marginal income
tax rate, expanded Medicare’s payroll taxes, and cut entitlement spending.'® President Clinton and
congressional Democrats continued this trend with budget legislation in 1993 that further increased
taxes on high-income households and made additional entitlement spending cuts.?°

Republicans returned to supply-side economics when they gained control of Congress in 1994, having
campaigned on the “Contract with America,” which promised additional supply-side tax cuts.?! When
President Clinton rejected these proposals, the standoff triggered two government shutdowns before
lawmakers finally reached a budget agreement without tax cuts in 1996.%2 As the economy strengthened
during Clinton’s second term, the federal deficit fell to its lowest share of Gross Domestic Product (GDP)
since 1970.%3 This improved fiscal outlook enabled a bipartisan compromise in 1997 that paired targeted
tax cuts with additional entitlement cuts in order to eliminate the federal deficit by fiscal year 2002.%*
Combined with the additional revenue from the 1990 and 1993 tax increases and robust economic
growth, this compromise produced the first budget surplus in 29 years in 1998 — four years earlier than
projected.? Throughout the remainder of Clinton’s presidency, congressional tax cut advocates
continued pursuing deeper supply-side cuts that were vetoed by the president.?®

The 2001 and 2003 Bush Tax Cuts

The projected budget surpluses became a major focus of the 2000 election, with George W. Bush
campaigning for tax cuts modeled after those vetoed by President Clinton, arguing that they would
preserve the budget surplus while accelerating economic growth.?” After winning the presidency, Bush
moved quickly to fulfill his campaign promises with the Economic Growth and Tax Relief Reconciliation
Act of 2001, which significantly reduced individual income tax rates and cut the estate tax.® After the
economy entered a recession following the bursting of the dot-com bubble and the September 11t
terrorist attacks, the administration and congressional tax cut advocates pushed for a second round of
tax cuts, enacting the Jobs and Growth Tax Relief Reconciliation Act of 2003. The law accelerated the
phase-in of the 2001 law’s cuts, cut taxes on capital gains and dividends, and expanded business
investment deductions.?

These changes and the economic recession led to the largest reduction in tax collections since the end of
World War Il, with federal revenues as a share of GDP decreasing by 21% between fiscal years 2000 and
2003.%0

The Great Recession and Extension of the Bush Tax Cuts
The Great Recession, triggered by the 2008 Wall Street collapse, fundamentally shaped tax policy during

President Obama's first term. As the Bush tax cuts approached their scheduled expiration in December
2010 and with unemployment remaining near 10%, lawmakers from both parties worried that raising



taxes during a fragile recovery would derail economic growth.3! Congress reached a bipartisan
compromise in the Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act of 2010,
which fully extended the Bush tax cuts for two years and included additional stimulus provisions.3?

When these provisions neared their expiration in late 2012, lawmakers faced a looming “fiscal cliff” — a
combination of automatic tax increases and spending cuts that economists warned could trigger another
recession.3? The American Taxpayer Relief Act of 2012 resolved this standoff by making the Bush tax cuts
permanent for households earning less than $400,000 a year ($450,000 for married couples), while
increasing rates on higher-income taxpayers.3* This compromise protected the ongoing economic
recovery while achieving concessions from both parties: Democrats accepted lower Bush-era rates for
nearly 99% of taxpayers, while Republicans agreed to raise taxes for the first time since 1990.3 The
compromise achieved modest gains in progressivity while preserving the core Bush-era tax framework
that would soon become the starting point for the 2017 tax debate.3®

The 2017 Trump Tax Cuts

After winning unified control of government in 2016, President Trump and congressional Republicans
revived Bush and Reagan-era arguments to enact the Tax Cuts and Jobs Act of 2017 (TCJA). The law
permanently reduced the corporate tax rate from 35% to 21% and overhauled the taxation of U.S.
corporations’ foreign earnings. It also lowered individual tax rates and expanded the standard deduction
until the end of 2025. Other provisions significantly lowered the estate tax.?’

The 2017 tax cuts resulted in significant revenue losses. In 2018, federal revenues were $201 billion
below CBO and JCT’s pre-tax-cut projections. In 2019, the revenue losses increased to $223 billion.
These declines closely matched the agencies’ projections of $144 billion in losses in 2018 and $271
billion in 2019.38 Economic growth continued at largely the same rate as prior to the tax cuts, with GDP
growth increasing from 2.5% in 2017 to 3.0% in 2018 and falling to 2.6% in 2019.3°

In 2020, the COVID-19 pandemic upended the economy and eliminated over 20 million jobs in a single
month.%° Congress responded with multiple emergency measures that included trillions of dollars in
emergency tax relief and direct payments.*! These developments make it difficult to isolate the impacts
of the Trump tax cuts on deficits and the economy after 2019.

The Current Tax Debate

During the Biden Administration, Congress enacted significant tax legislation through the American
Rescue Plan, Infrastructure Investment and Jobs Act, and Inflation Reduction Act. These laws preserved
the individual and corporate income tax rate structure from the 2017 law.*? Unlike the Trump tax cuts,
which added over a trillion dollars to the deficit, the infrastructure law and the Inflation Reduction Act
together largely offset each other’s fiscal impacts.*3

As the economy recovered from the pandemic, attention returned to the approaching expiration of the
individual provisions of the 2017 law, setting the stage for the current debate over income tax policy.
Congress is currently debating whether to enact another round of major tax cuts, including making
permanent the provisions affecting individual taxpayers from the Trump 2017 tax cuts that are set to
expire at the end of 2025.



Proponents claim these cuts will reduce the deficit, stimulate economic growth, and benefit middle-class
Americans.** These are the same arguments tax cut advocates used during debates over the Reagan tax
cuts in 1981, the Bush tax cuts in 2001 and 2003, and the Trump tax cuts in 2017. As this legislative
retrospective shows, these promises never materialized. The major tax cuts of 1981, 2001, 2003, and
2017 increased deficits, produced uneven economic results, and delivered their largest benefits to
wealthy Americans. During the current debate on the future of tax policy, this history may be useful in
evaluating the competing claims being made by lawmakers and advocates.

Claim: Tax Cuts Pay for Themselves

“It's economic nonsense to say that lowering tax rates will add to our deficits. ... [W]e find that every
time that government has a broad reduction in the tax rates, the boost in prosperity is so immediate that
while the taxpayers pay less individually, government revenues go up because of that increased
prosperity.”

-- President Ronald Reagan, June 24, 19814

“The best way to get more revenues in the Treasury is not raise taxes, slowing down the economy, it's cut
taxes to create more economic growth. That's how you get more money into the U.S. Treasury.”
-- President George W. Bush, July 24, 2003

“It will be revenue-neutral when you add growth because we're going to have magnificent growth ... [l]f
you go up one point in GDP, it takes care of many sins. If you go up two points, it takes care of
everything. ... [B]Jecause we're going to go like a rocket ship, we're going to more than make up the
difference.”

-- President Donald Trump, September 14, 2018%

During the debates over the Reagan, George W. Bush, and Trump tax cuts, supporters of the tax cuts
frequently claimed that the cuts would spur so much economic growth that they would pay for
themselves or even reduce the deficit. In 1981, President Reagan promised that “starting next year, the
deficits will get smaller until in just a few years the budget can be balanced.”*® In 2003, President George
W. Bush argued that tax relief “will bring the added benefit of higher revenues for the government.”*°
And in 2017, President Trump’s Treasury Secretary, Steven Mnuchin, proclaimed, “Not only will this tax
plan pay for itself, but it will pay down debt.”>°

The laws’ congressional supporters echoed these claims:

e Senator Charles Percy in 1981: “We will never balance the Federal budget until we ... make tax
cuts that will generate more rapid economic growth in the years ahead. It is this faster growing
economy that will in itself bring in more revenue and will bring the budget into balance by
1984.”51

e Senator Jon Kyl in 2003: “If we can encourage economic growth on a sustained, long-term basis,
we will not have to worry about balancing budgets or about deficits... [Rleducing marginal tax
rates provides an ongoing incentive for all taxpayers to work harder and longer, which is what
creates the increased economic activity that we seek. It also creates additional income which can
be taxed, so Government ends up making more money in the long run.”>?



e Representative Jeb Hensarling in 2017: “It’s not just economic theory but economic history. ...
The bottom line is we will be able to fill any deficit hole with additional revenues.”>3

The historical record has contradicted these claims. After the Reagan tax cuts took effect, tax revenues
as a share of GDP fell, and the federal deficit more than doubled between 1981 and 1983.°>* Alarmed by
these deficit increases, Congress quickly reversed course by passing three significant tax increases
between 1982 and 1984.>> When Congress undertook a comprehensive reform of the tax code in 1986,
lawmakers paid for additional income tax cuts by eliminating dozens of longstanding loopholes.>® This
discipline continued throughout the 1980s and 1990s, including significant tax increases in 1990 and
1993.%” These subsequent tax increases and strong economic growth throughout the 1990s generated
the higher revenues that helped eliminate the deficit in fiscal year 1998 and produced the first federal
surplus in almost three decades.>®

Despite the fiscal experience of the 1980s and 1990s, Congress again enacted significant, across-the-
board tax cuts in 2001 following the election of George W. Bush. Federal revenues declined
immediately, as they had following the 1981 tax cuts, and deficits returned in fiscal year 2002.°° Unlike
in the 1980s, however, Congress cut taxes again in 2003. Between fiscal years 2001 and 2003, federal
revenues fell by $209 billion, and by fiscal year 2004, federal revenues as a share of GDP had fallen 22%
below their fiscal year 2000 levels.®® These revenue declines, combined with spending increases for the
wars in Irag and Afghanistan, added $2.5 trillion to the federal debt held by the public between fiscal
years 2001 and 2008.°*

History repeated itself again after the 2016 election, as Congress enacted another set of across-the-
board income tax cuts in 2017, despite the federal debt already having reached 76% of GDP. This level of
debt was more than double its 33.7% level in fiscal year 2001 and nearly triple its 25.5% level in fiscal
year 1980.52 Just like in 1981, 2001, and 2003, revenues as a percentage of GDP declined immediately,
by 4.7% between fiscal years 2017 and 2019, causing the deficit to increase by 48%.53 Deficits continued
to grow as Congress resorted to emergency measures to stabilize the economy during the COVID-19
pandemic. By fiscal year 2024, the federal debt had reached $28.2 trillion — 97.8% of GDP, nearly
quadruple its share of the economy in 1980, and its highest level since World War 11.%*

Tax cut advocates have often downplayed the effect of tax cuts on federal deficits by focusing on the
total amount of dollars flowing into the Treasury. Since the early 1980s, they often cited increases in
total revenues to argue that tax cuts pay for themselves, while ignoring whether those revenues kept
pace with economic growth.®® For example, during the debate over the 2017 tax cuts, Senator James
Inhofe said, “In 1981, the amount of revenue that we had coming into the Federal coffers was $469
billion. Ten years later that was $750 billion. ... [W]e know that if we can stimulate the economy, we are
going to have more revenue coming in.”®® But this argument ignores a fundamental economic reality: a
growing economy expands the tax base and increases tax collections. During the decade Senator Inhofe
cited, nominal GDP increased by 88%, yet total federal revenues only increased by 72% -- meaning that
revenues actually grew more slowly than the economy.®’ In earlier decades, revenues increased faster
than GDP. In the 1960s, GDP rose by 91% and revenues increased by 104%, and in the 1970s, GDP grew
by 150% while revenues rose by 176%.%8 The dollar amounts cited by Senator Inhofe and other tax cut
advocates reflect normal economic growth, not that tax cuts paid for themselves.



To accurately measure the effect of changes in tax policy, it is necessary to measure revenues as a share
of GDP, which accounts for the impact of economic growth. By this measure, the record is clear: federal
revenues as a share of GDP declined following passage of the tax cuts. Following the 1981 Reagan tax
cuts, revenues dropped from 18.5% of GDP in fiscal year 1980 to 16.9% in fiscal year 1984. After the
2001 and 2003 tax cuts, revenues dropped from 20% of GDP in fiscal year 2000 to 15.6% in fiscal year

2004. Following the 2017 Trump tax cuts, revenues dropped from 17.1% of GDP in fiscal year 2017 to
16.3% in fiscal year 2019.%° See Figure 1.

Figure 1. Revenue Changes After Major Tax Cuts (% of GDP, Fiscal Years)
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Contrary to tax cut advocates’ claims, cost estimate data from the CBO and JCT show that tax cuts have
not paid for themselves. The CBO and JCT estimated that tax legislation enacted between 1981 and 2025
reduced federal revenues by $10.4 trillion compared to their baseline projections.’ This massive
revenue reduction directly contradicts the claim that tax cuts pay for themselves. Multiple additional
analyses have reached the same conclusion: tax cuts reduce revenues.”*



Claim: Tax Cuts Spur Economic Growth

“[W]e've presented a complete program of reduction in tax rates ... to provide incentive for the
individual, incentives for business to encourage production and hiring of the unemployed, and to free up
money for investment.”

-- President Ronald Reagan, July 27, 198172

“Our economy grows when the tax burden goes down, and stays down. ... To encourage growth in job
creation, we must protect the lower tax rates we’ve enacted, and we must make them permanent.”
-- President George W. Bush, April 30, 200273

“[W]e will dramatically cut the business tax rate so that American companies and American workers can
beat our foreign competitors and start winning again. ...This is a revolutionary change, and the biggest
winners will be the everyday American workers as jobs start pouring into our country, as companies start
competing for American labor, and as wages start going up at levels that you haven’t seen in many
years.”

-- President Donald Trump, September 27, 201774

Presidents Reagan, Bush, and Trump, and their congressional allies, repeatedly promised that cutting tax
rates would spur economic growth. For four decades, they insisted that cutting tax rates — especially for
wealthy individuals and corporations — would significantly increase individuals’ incentives to work, save,
and invest while spurring businesses to expand, hire more workers, and raise wages. For example:

e Representative Bill Archer in 1981: “If only one word were used to describe the ... bill, it should
be ‘incentive.’ Incentive is the key that spurs individual effort to make our American economic
miracle a reality. This bill contains the greatest incentive in 20 years for savings and capital
investment. That means real job opportunities for Americans in all economic categories.””>

e Representative Paul Ryan in 2001: “[R]ather than take your money and find new ways to spend it
for you here in Washington, we want to give it back to the American people, put the money back
into their paychecks as they overpay their taxes, and revive this engine of economic growth.”’®

e Senator Orrin Hatch in 2003: “[L]Jower tax rates will encourage Americans to work harder, to save
more, and invest a higher amount of their income. ... A basic economic axiom is that if we want
more of something, we should tax it less. By lowering the tax on the fruits of investment, both in
the form of capital gains and of dividends, we will get more investment. This tax cut on
investments will bode well for our economy both in the next few months and years, and for
decades to come.””’

e Representative Kevin Brady in 2017: “The Tax Cuts and Jobs Act ... is focused entirely on growing
our economy, bringing jobs back to our local communities, increasing paychecks for our workers,
and making sure Americans are able to keep more of the money they earn.”’®

The actual performance of the U.S. economy after these tax cuts, however, contradicts the central
assumption that tax cuts spur stronger economic growth, job creation, and wage increases. Economic
data from presidential administrations over the last 50 years show no consistent relationship between
the tax rates for the wealthiest Americans and economic growth, wages, or unemployment.
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Figure 2. Economic Indicators by Presidential Administration

Presidential Administration Top Statutory Tax Rate Real GDP Growth Unemployment Rate

Ford (1974-1976) 70.0% 1.5% 7.3%
Carter (1977-1980) 70.0% 3.3% 6.5%
Reagan (1981-1988) 48.2% 3.5% 7.5%
H.W. Bush (1989-1992) 29.5% 2.2% 6.3%
Clinton (1993-2000) 39.6% 3.9% 5.2%
W. Bush (2001-2008) 36.0% 2.2% 5.3%
Obama (2008-2016) 37.3% 1.7% 7.4%
Trump (2017-2019) 37.9% 2.7% 4.0%

Source: Internal Revenue Service, Congressional Budget Office

As Figure 2 demonstrates, the economy expanded regardless of the level of the top income tax rate.
President Reagan’s tax cuts — which dropped the average tax rate from 70% to 48.2% — produced only
marginally higher average growth (3.5%) than President Carter achieved (3.3%). President Clinton
delivered the strongest growth (3.9%) and wage increases (2.4%) after increasing the average top rate
by 34%, while the highest average unemployment rates occurred during the Reagan and Obama
Administrations, despite their lower top tax rates.”®

These economic results reflect the consistent findings of Congress’s own nonpartisan tax experts at CBO
and JCT, who have repeatedly found that tax cuts generate only a fraction of their promised benefits.
Since 2003, the House of Representatives has required JCT to produce “dynamic” macroeconomic
analyses of tax legislation.® Its analyses of the 2003 and 2017 tax cuts found that only about a quarter of
the laws’ initial revenue losses would be offset by higher economic growth.8!

Despite these nonpartisan assessments, tax cut supporters in Congress have consistently relied on far
more optimistic economic projections from the White House rather than their own tax economists at
CBO and JCT. When President Reagan submitted economic projections to Congress in support of his
1981 tax cuts, his projections predicted that enacting across-the-board tax cuts would create millions of
new jobs and accelerate economic growth, while also cutting inflation in half and balancing the budget
within three years.®? These projections became known as “the rosy scenario” because they assumed
that the proposed tax cuts would increase economic growth and reduce inflation simultaneously.® The
administration’s projections were widely echoed by his congressional allies.?*

The White House’s optimistic projections failed to materialize, however. By the time the 1981 tax cuts
were enacted, the economy had entered the most severe recession since the Great Depression.® The
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White House’s rosy scenario had projected a 4.2% increase in real Gross National Product (GNP) for 1982
with unemployment falling to 7.2%. Instead, GNP declined, unemployment surged to a new postwar
high of 10.8%, and private investment dropped, contradicting the argument that tax cuts alone would
drive growth.®® President Reagan’s budget director, former congressman David Stockman, admitted that
when the administration’s initial projections showed a $116 billion deficit in 1984 under the proposed
tax cuts, he created the “rosy scenario” forecast to make the shortfall appear smaller. He further
acknowledged that he had “never believed that just cutting taxes alone [would] cause output and
employment to expand.”®” Confronted with these consequences, President Reagan and Congress
reversed course, signing three major tax increases between 1982 and 1984 to contain the growing fiscal
imbalance.%®

Like President Reagan, President George W. Bush cast his tax cuts as a driver of economic growth,
claiming they would “create new jobs ... generate new wealth, and ... open new opportunities.” His
administration further claimed that the cuts would be “a powerful force in helping to boost long-term
growth,” asserting that lowering the top marginal rate from 39.6% to 33.0% would reduce the “success
tax” on entrepreneurs and spur investment. It also claimed that eliminating the estate tax “will boost
risk-taking and wealth creation ... help family businesses, and give seniors renewed incentive to save for
their children.”®° To justify these measures, the White House’s Council of Economic Advisers projected
that the 2003 tax cuts would jumpstart economic growth and significantly boost employment.®!
Treasury Secretary John Snow testified to Congress that by late 2005 the tax cuts would create “well
over 2 million additional jobs” and increase GDP growth by “an additional 1 percent” for two
consecutive years.?? Supply-side advocates in Congress frequently cited similar job growth statistics in
support of the President’s proposal.®

Again, these economic promises failed to materialize. By the end of 2004, employment remained
millions of jobs below the administration’s projections. Although real GDP growth initially outpaced the
administration’s estimates, it did not reach Secretary Snow’s predicted level.?* Eventually, as job growth
continued to lag behind expectations, the White House abandoned its optimistic projections, and the
economy underperformed through the remainder of the Bush Administration.®® The result was that
between 2001 and 2007, the economy did not match its gains during the Clinton Administration, when
significantly higher tax rates were in place, as shown in Figure 3.%6
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Figure 3. Economic Performance Before and After the Bush Tax Cuts
Comparing Economic Indicators: Clinton Administration (1993-2000) vs. Bush Administration (2001-2007)
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With the subsequent collapse of the housing market and financial system in 2008, this lackluster growth
deteriorated into one of the worst recessions in American history. In that year alone, job losses
surpassed 3.5 million and real GDP grew a meager 0.1%.°” The following year, an additional 5 million
jobs were wiped out as the economy shrank by 2.6%.%8

In 2017, congressional supply-side advocates worked with President Trump to enact another round of
major tax cuts, the Tax Cuts and Jobs Act. The law lowered both income and corporate taxes to create “a
tax code built ... for the growth of paycheck, for the growth of local jobs and economy, and the growth
of America’s economy.”? The law delivered the supply-side movement’s long-sought goals: permanently
cutting the corporate tax rate — which was reduced from 35% to 21%, the largest one-time reduction in
U.S. history — while also overhauling the taxation of American companies’ foreign earnings, temporarily
allowing companies to fully write off the cost of new equipment, and lowering individual tax rates
through 2025.1%

The law’s supporters claimed the new international tax system would encourage multinational
corporations to repatriate foreign earnings instead of holding them in overseas tax havens, and this
would increase economic growth, job creation, and wages.'%! President Trump claimed that economic
growth under the law could reach “4, 5, and maybe even 6%” annually, while the White House’s Council
of Economic Advisers Chairman Kevin Hassett predicted “very conservatively” that median wages would
increase by about $4,000 per year and possibly up to $20,000.1°2 Treasury Secretary Steve Mnuchin
promised that “trillions of dollars will come back on shore and will be reinvested here in the United
States, for capital goods and job creation.”%3 These ambitious economic projections were amplified by
the law’s congressional supporters, who enthusiastically endorsed similar claims during floor debates
and their public statements.0*
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Actual economic and wage growth fell far short of its supporters’ exaggerated promises. Real economic
growth averaged 2.8% in 2018 and 2019, compared to 2.5% in 2017, and some of this increase was due
to an increase in federal spending from the Bipartisan Budget Act of 2018.1% Instead of a hiring boom,
employment growth slowed from an average of 200,000 jobs a month in 2016 and 2017 to 190,000 in
2018 and 168,000 in 2019.% Finally, there was no broad-based increase in wage growth. Average pay
increased by 3.0% in 2018 and 3.3% in 2019, only slightly higher than the 2.6% increases in 2016 and
2017.197 For the average full-time worker, this meant an annual raise of $251 in 2018 and $675 in 2019 —
far below the $4,000 increase that President Trump’s economic advisers predicted “very
conservatively.”108

Especially revealing is the level of corporate repatriation of foreign earnings and how those earnings
were used. The Trump tax cuts triggered the repatriation of only $800 billion in overseas profits, a
fraction of the trillions that advocates claimed would be repatriated.' Instead of using these funds for
domestic investment and increasing workers’ wages, corporations paid most of the repatriated funds to
their shareholders.'® A 2021 Brookings Institution analysis found that 60% of the repatriated funds were
used for share repurchases.'! In multiple analyses, Congress’s own tax experts at the Congressional
Research Service (CRS) did not find “significant increase in investment flows from abroad” from the tax
cuts and concluded that the funds were “largely used for share repurchases.”*!? In its most recent
summary of the law’s economic effects, CRS’s experts found “that there were no obvious large increases
in macroeconomic variables due to the TCJA’s tax changes.” '3

Claim: Tax Cuts Benefit Everyone

“Unlike some past ‘tax reforms,’ this is not merely a shift of wealth between different sets of taxpayers.
This proposal for an equal reduction in everyone's tax rates will expand our national prosperity, enlarge
national incomes, and increase opportunities for all Americans.”

-- President Ronald Reagan, February 18, 1981114

“These are the basic ideas that guide my tax policy: lower income taxes for all, with the greatest help for
those most in need. Everyone who pays income taxes benefits — while the highest percentage tax cuts go
to the lowest income Americans. | believe this is a formula for continuing the prosperity we’ve enjoyed,
but also expanding it in ways we have yet to discover. It is an economics of inclusion. It is the agenda of a
government that knows its limits and shows its heart.”

-- President George W. Bush, February 15, 20011°

“[T]he rich will not be gaining at all with this plan. ... It’ll be the largest tax decrease in the history of our
country for the middle class.”
-- President Donald Trump, September 13, 20171°

Presidents Reagan, Bush, and Trump, and tax-cut advocates in Congress consistently promised that their
tax cuts would primarily benefit middle-class and lower-income families. In reality, the opposite
occurred. The richest 1% of households have captured rewards from each tax cut that dwarf those
received by ordinary households.

Figure 4 shows the scale of this disparity. The wealthiest 1% of households saved $47,147 from the
Reagan cuts, $39,038 from the Bush cuts, and $31,704 from the Trump cuts. Middle-income households,
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however, saved just $695, $2,372, and $879, respectively.!!’ In each case, the wealthiest Americans
received tax cuts 16 to 68 times larger than those received by ordinary Americans.

Figure 4. Impact of Reagan, Bush, and Trump Tax Cuts by Income Group
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Tax cut advocates defended these disproportionate distributional effects by labeling any criticism as

“class warfare.” In 1983, Representative Jack Kemp — the main co-sponsor of the 1981 Reagan tax cuts —
declared:

“[T]here are two ways to make people equal. We can either make the rich poor or the poor rich.
... L ask Members to reject the idea of pitting the poor against the rich. | ask them to reject the
idea of putting the American people and this debate into the terms of class warfare. We have cut
the [tax] rates across the board. ... [T]here is a stronger desire for income growth than for
redistribution of income.”118

Representative Kemp’s framing was repeated during the debates over the Bush and Trump tax cuts.*®
Yet the results have contradicted Kemp's vision of making the “poor rich.” As shown in Figure 5, rather
than a rising tide lifting all boats equally, the repeated tax cuts have coincided with a dramatic increase
in income inequality. Between fiscal years 1979 and 2021, the average real incomes of the top 1% of
Americans increased fivefold, rising from $624,400 to over $3.1 million (in 2021 dollars). During this
same period, the average income for middle-income Americans (those in the middle 20% of earners)
increased by just 25% from $60,700 to $75,700. Income for the poorest fifth of households barely
budged, increasing by 11% from $8,500 to $9,400.12°
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Figure 5. Real Income Growth by Income Group (FY1979 vs FY2021)

All values in 2021 inflation-adjusted dollars

$3,125,100
$3,000,000

$2,000,000

Income (2021 Dallars)

$1,000,000
$624,400

$414,100
$8,500 _$9,400 $37,000 $42,500 $60,700 §75,700 584,100 $123.100 $161.100
$0 . -
g\o ge g\o gio o\e oo
g $ S 5 <
& o o ® Ui
-&\"6\ \._p"\b & & AR 4R
oM o W «°

Income Group

Year [l 1979 [ 2021

Source: Congressional Budget Office (2024)

The result is that the wealthiest Americans received three advantages: they more than doubled their
share of national after-tax income and accumulated increasing wealth, while paying lower tax rates. In
fiscal year 1979, the top 1% received 7.3% of national after-tax income and faced an effective tax rate of
35.1%. By fiscal year 2021, their share of national income had grown to over 16% and their effective tax
rate fell to 29.8% — a reduction of 15%.%! Their average wealth increased from $13.1 million to $42.1
million (in 2022 dollars) between fiscal years 1989 and 2022 — an increase of 220%.%?

Another rhetorical tactic used to justify the Reagan, Bush, and Trump tax cuts was to portray the tax cuts
as necessary to protect the American way of life. The debate over lowering the estate tax exemplifies
this approach. By consistently invoking the sympathetic image of family farmers facing financial ruin, tax
cut advocates were able to recast estate tax cuts as necessary and fair — even as they increased the
estate tax’s exemption from $625,000 to nearly $14 million, a 22-fold increase that outpaced median
wage growth by 19 times.'?

During the 1981 debate, advocates’ arguments were responding to significant economic concerns.
Inflation had eroded the value of the estate tax’s exemption during the 1970s, with nearly one in ten
estates owing the tax.'?* Yet as successive tax cuts resolved these concerns, advocates continued to use
the same arguments while the tax’s reach narrowed dramatically.'?

By 2001, only 2.1% of estates faced any tax liability, but that did not deter congressional advocates from
claiming the tax was “punishing family farms and ranches from going from one generation to the next
generation.”'26 After the 2001 Bush tax cut had increased the exemption to over $1.7 million (2025
dollars) and lowered the share of households paying the tax to 1.1% in 2003, another member
characterized “the victims of the death tax” as “hardworking Americans of medium-sized estates,
farmers and small business owners.”1?’ By 2017, the estate tax affected just 0.21% of estates — roughly
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one in five hundred — yet Senator Pat Roberts argued that doubling the exemption to $11 million was
essential because “landowning, cash-constrained farmers ... can hit this exemption amount quickly” and
without it, farmers would be “taxed out of business.” 128

In fact, a vanishingly small number of farm operators are subject to the estate tax.'?® Among those who
pay the tax, finance executives and professionals dominate, accounting for 36% of returns and 39% of
total estate value, while farmers, fishers, and foresters comprised just 4% of those paying the tax.13° By
2024, the USDA's Economic Research Service estimated that only 0.3% of farm operators would face any
estate tax liability.!3?

As the estate tax example illustrates, the Reagan, Bush, and Trump tax cuts did the opposite of what
proponents argued. Rather than lifting up average Americans, they contributed to the concentration of
income and wealth among the wealthiest households. Warren Buffett, one of the richest men in
America, provided a pithy and accurate assessment of the impacts: “There's class warfare, all right, but
it's my class, the rich class, that's making war, and we're winning.” 32

Conclusion

As Congress debates extending the 2017 tax cuts, supporters are making the same three arguments
advanced during the 1981, 2001, 2003, and 2017 tax debates: the cuts will pay for themselves, generate
substantial economic growth, and primarily benefit working families.

For example, Speaker Mike Johnson has claimed the legislation will more than pay for itself: “I am telling
you, this is going to reduce the deficit. ... [W]e are going to spur on tremendous economic growth
here.”133

The White House Council of Economic Advisers has projected that extending the Trump tax cuts will
“result in 3.0 percent annual real GDP growth rates over the next 10 years.”*3*

And Ways & Means Chairman Jason Smith has argued that “waitresses, mechanics, nurses, and farmers
are the winners of this tax bill,” projecting that increased GDP growth “will translate to $4,500 of more
income for the average family.”3>

The historical record, however, shows that the Reagan, Bush, and Trump tax cuts have not paid for
themselves. To the contrary, tax cuts since 1981 have reduced revenues by $10.4 trillion compared to
CBO’s baseline projections.'3® They have not spurred the level of economic growth promised by their
advocates. Instead, they predominantly benefited the wealthy: the top 1% received average tax cuts 68
times larger than those for middle-income households under Reagan, 16 times larger under Bush, and
36 times larger under Trump.*3’

This record reveals a consistent pattern. The tax cuts did not deliver on the promises of their advocates.
In fact, they often achieved exactly the opposite, worsening the debt and exacerbating income
inequality. Understanding this history may be useful in evaluating the claims now being made as
lawmakers debate a new round of major tax cuts.
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