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The Tax Cuts and Jobs Act (TCJA) simplified tax 
paying for most Americans, cut taxes for indi-

viduals and businesses, and updated the tax code 
so that American businesses and the people they 
employ can again be globally competitive. Much of 
the TCJA’s reforms, however, are temporary and 
require additional congressional attention. Priori-
ties for the next round of tax changes should focus 
on finishing reforms that began in 2017 and further 
simplify the tax code to allow Americans to save and 
invest for their future.

Permanence Is Key
The TCJA reduced federal income tax rates, 

increased the standard deduction, doubled 
the child tax credit, repealed the personal and 
dependent exemptions, and capped the deduc-
tion for state and local taxes. Procedural rules 
in the Senate and an unwillingness to constrain 
spending forced Congress to make the majority 
of the TCJA temporary. The law expires in large 
part in 2025 and Americans’ taxes are scheduled 
to increase in 2026.

The first priority for Congress is to make the 
already agreed-upon provisions permanent. In 
addition to protecting Americans’ paychecks from 

higher taxes, a permanent version of the TCJA 
could increase the size of the economy by 2.8 per-
cent over the pre-TCJA baseline. That is a full per-
centage point more—or thousands of dollars of addi-
tional income per American household—than what 
is expected to result from the temporary provisions 
under current law.1

Simply by making the temporary provisions per-
manent, Congress could achieve an additional 60 
percent of the economic benefit of 2017’s major tax 
reform.

Expensing More than Doubles Tax 
Reform’s Increase of GDP

lower tax rates have received the most attention, 
but the law’s adjustments to investment rules bring 
equally important benefits for American workers 
through higher wages and more jobs. The pre-TCJA 
u.S. tax system made businesses wait to deduct the 
cost of their investments from their taxable income. 
This delay between paying for an investment and 
then deducting the investment increases the cost of 
the investment itself and shrinks incomes.

The TCJA fixed this problem through “expensing,” 
allowing businesses to write off new investments 
immediately. However, expensing under current 
law only applies to certain investments with short-
er working lives, such as equipment and machinery. 
Buildings, such as new manufacturing floor space 
and storefronts, still have to use the costly and com-
plicated pre-TCJA system. The budgetary cost of full 
expensing is high in the first few years of the reform 
on account of transition costs, but the economic ben-
efits of the new system are well worth the short-term 
budget impact.
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The expansion of expensing to all investments, 
paired with permanent tax cuts, would increase u.S. 
gross domestic product (GDP) by 4.3 percent over the 
pre-reform baseline. That is approximately $4,000 
per year in potential income for the average house-
hold, compared to the current, expiring law.

Tax Each Dollar Only Once
The current tax code double-taxes many forms 

of savings and investment. Income that is saved or 
invested is taxed, and the return on that savings or 
investment is then taxed again. Moreover, income 
from investments in most corporations is taxed yet 
again—first at the corporate level and then at the 
individual level when dividends are received or capi-
tal gains on stock are paid. By double-taxing or tri-
ple-taxing saving and investment at high rates, the 
tax code deters families from saving for retirement, 
education, or any other purpose.2

The continuation of tax reform should include the 
simplification of retirement accounts and the cre-
ation of a new universal Savings Account.

 n Retirement Accounts. Most Americans are 
familiar with personal retirement savings 
accounts, such as 401(k)s, but few take full advan-
tage of their benefits. The main impediment to 
more widespread use of the accounts is their com-
plexity. Very few small employers, for example, 
offer retirement accounts because of high compli-
ance costs and the regulatory risk of maintaining 
them.3 The IRS lists more than sixteen different 
private retirement accounts, each with its own 
eligibility rules, income and contribution thresh-
olds, early withdrawal penalties, and employer 
requirements.4 The patchwork of rules discour-
ages saving and subdivides individual’s savings 
into multiple accounts, often marooned with past 
employers.

Retirement savings is one of the most complex 
areas of tax law and desperately needs simplifi-
cation. Tax Reform 2.0 should eliminate the mul-
tiple sets of rules that govern similar retirement 
accounts in favor of a more streamlined system.

 n Universal Savings Accounts. like the cur-
rent tax treatment of retirement savings through 
employer sponsored 401(k) plans or individual 
retirement accounts (IRAs), income deposited 
into a universal savings account would only be 
taxed once—allowing any investment growth to 
be withdrawn without a tax penalty. Different 
from retirement savings, these accounts contain 
no restrictions on disbursements, allowing fami-
lies to spend their money when it suits them best. 
Tax Reform 2.0 should create a new universal Sav-
ings Account to supplement retirement savings.

Simplify the Taxation of Education
Tax Reform 2.0 should complete the unfinished 

reforms proposed in the House Ways and Means 
Committee report from November 2017. The Com-
mittee proposed expanding 529 college savings 
accounts eligibility and consolidating higher-educa-
tion tax subsidies.5

The TCJA expanded 529 college savings accounts—
named after their section of the Internal Revenue 
Code—to allow parents to also save for K–12 expens-
es. The original House plan proposed more robust 
reforms to make 529 college savings accounts eligi-
ble for homeschool, career, and technical education 
expenses, raised the annual limit for plan contribu-
tions, and consolidated the similar Coverdell Savings 
Accounts. These additional reforms would increase 
the ability of parents to pay for education options 
outside the public school system, giving families 
more education choices.

The House plan also proposed consolidating seven 
existing higher education tax programs into a single 
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expanded and simplified American Opportunity 
Credit.6 The proposed reforms would work to better 
target the benefits to those in need, simplify the sys-
tem for those who are eligible, and reduce fraud.

Short of eliminating tax subsidies for higher edu-
cation all together, the House plan provides a sensi-
ble road map for Tax Reform 2.0.7

Seven Supporting Reforms
Congress should use the next round of tax reform 

to build on the TCJA’s successes by finishing the 
reforms discussed above and addressing the follow-
ing seven important supporting reforms.8

1. Repeal the Estate and Gift Tax. Commonly 
known as the “death tax,” the estate and gift tax 
should be fully repealed, as it is an additional 
layer of tax on saving and investment. The TCJA 
temporarily increased the death tax’s standard 
deduction. Tax Reform 2.0 should repeal the tax 
completely.9

2. Index Capital Gains to Inflation. The income 
tax system is indexed to inflation to protect tax-
payers from paying higher taxes on artificially 
higher wages. Indexing the purchase price of 
assets for inflation would equally protect savers 
from taxes on fictitious income.10

3. Remove Tax Subsidies. The vast majority of 
tax credits are narrowly targeted subsidies that 
should be repealed. The Heritage Foundation’s 
2019 Blueprint for Balance recommends repealing 
28 tax credits, totaling $735 billion over 10 years.11

4. Repeal the Alternative Minimum Tax (AMT). 
The TCJA raised the exemption for this parallel 
tax system, making it even more obsolete. The 
AMT should be fully repealed for all taxpayers.

5. Repeal the State and Local Tax (SALT) Deduc-
tion. The TCJA placed a $10,000 cap on the state 
and local tax deduction. Tax Reform 2.0 should 
eliminate all state and local tax deductions for 
individuals and corporations. The full and perma-
nent elimination of these deductions could allow 
federal tax rates to decline further and fully elim-
inate the federal tax subsidy to high-tax states.

6. Eliminate Tax Impediments to the Use of 
Alternative Currencies. Congress should define 
the term currency (or alternative currency) in 
the Internal Revenue Code to ensure equal tax 
treatment among alternative currencies. Con-
gress could implement this method by (1) exclud-
ing “alternative currencies” from the definition 
of capital asset, and (2) excluding gains or losses 
from the sale or exchange of an alternative cur-
rency from gross income. Congress should also 
simplify the information reporting requirements 
and eliminate back-up withholding for alterna-
tive currency transactions.12

7. Allow S Corporations to Use Equity Crowd-
funding. The tax code makes it almost impossi-
ble for millions of small businesses to use equity 
crowdfunding to raise growth capital. The tax law 
needs to be amended to eliminate this impedi-
ment to small firm capital formation so that 
shareholders who only acquired their shares via 
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a crowdfunding offering or a Regulation A offer-
ing are not counted towards the 100 shareholder 
S corporation limit.13

Spending Reforms Are Key to Tax 
Reform 2.0

Systemic deficits and growing debt will constrain 
future tax reform efforts and unnecessarily turn any 
conversation on tax reform into a debate about how 
to raise additional revenue, imperiling the successes 
of the TCJA tax cuts.

The problems of deficit and debt are driven by too 
much spending, not too little tax collection. With-
out spending-based reforms, deficits will continue 
to grow, requiring still higher taxes in the future. 
Following the 2017 tax cuts, the Congressional Bud-
get Office projects that 2018 federal revenues will 
be more than $20 billion higher than the previous 
year.14 The size of the recent tax cuts are minis-
cule compared to the ongoing spending increases. 
Outlays will continue to far exceed revenues until 
Congress places meaningful constraints on federal 
spending.

Conclusion
Budget constraints and political considerations 

will inevitably complicate any congressional efforts 
in the next round of tax reforms. Congress must first 
make the TCJA permanent, including the limited 
expensing included in the 2017 law. After achieving 
permanence, the priorities above, with the excep-
tion of full expensing, do not have large budgetary 
impacts and some suggestions such as further limit-
ing the SAlT deduction would help offset additional 
reforms.

To solidify the economic and policy successes of 
the TCJA, Congress should:

 n Make the TCJA permanent to ensure American’s 
taxes stay low after 2025,

 n Expand expensing to further boost the economy 
and help workers earn higher wages,

 n Simplify retirement savings and allow all tax-
payers to save in a universal savings account with 
greater flexibility, and

 n Streamline the taxation of education by expand-
ing 529 college savings account eligibility and 
streamlining federal tax subsidies for higher 
education.
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