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Extensions of the New Tax Law’s Temporary

Provisions Would Mainly Benefit the Wealthy
(State-by-State Figures Available for Download)

In December of 2017, President Donald Trump and Congress enacted a tax law that provided most of its benefits to high-
income households and foreign investors while increasing taxes on some Americans. The new law, the Tax Cuts and Jobs Act
(TCJA) is more harmful to low- and middle-income households in years after 2025 because the tax cuts benefiting them are
scheduled to expire at the end of that year, while some provisions raising their taxes are permanent. Proponents of the law now
propose to enact legislation that would make permanent the temporary tax provisions and often describe this as a proposal to
make permanent the “middle-class tax cuts.” These proponents implicitly acknowledge that many of the provisions of the tax
law that are permanent — like the cut in the corporate tax rate — mainly help high-income households. They argue that the
temporary provisions are ones that benefit the middle-class and that even those who opposed TCJA should support making

permanent or extending these provisions.

This analysis finds that extending the temporary tax provisions in 2026 would not be aimed at helping the middle-class any
more than TCJA as enacted helps the middle-class in 2018. As illustrated in the graph below, the richest fifth of Americans will
receive 71 percent of the benefits of the law in 2018. This same group would receive 65 percent of the benefits of an extension
of the temporary provisions in 2026 and would receive 71 percent of the benefits of the proposed extension combined with

TCJA as already enacted.
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In other words, a proposal to extend the temporary tax provisions, whether considered on its own or in combination with the
permanent provisions of the new tax law already enacted, would be mainly geared towards helping the richest fifth of

households. The graph below breaks the richest fifth down into smaller groups.
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While it is true that certain provisions benefiting high-income individuals (like the cut in the corporate tax rate) were made
permanent in TCJA, several other provisions benefiting this group (like the deduction for “pass-through” business income and
the cut in the estate tax) are among the temporary provisions. This is why an extension of the temporary provisions would

mainly help the well-oft.

At the same time, the temporary provisions include some that can raise taxes on high-income households, like the cap on
deductions for state and local taxes (SALT). In three states that are particularly affected by the SALT cap (California, New
Jersey and New York), the average tax change for the richest one percent in 2026 is a tax hike rather than a tax cut. (State-by-

state data are available for download.)

As already mentioned, the permanent provisions in TCJA (the provisions that would still be in effect in 2026 unless repealed)
are ones that raise taxes on low- and middle-income people. These include the switch to a slower inflation adjustment (what
economists call the chained consumer price index) and the law’s repeal of the health insurance mandate under the Affordable
Care Act. (Repeal of the mandate results in fewer individuals receiving tax credits under the ACA to obtain health insurance,

thereby raising taxes for some low- and middle-income people.)

For some working-class Americans, the extension of the temporary provisions would provide tax cuts, but not enough to oftset
the taxincreases from these permanent provisions that are already enacted. As illustrated in the graph on the first page, the share
of benefits received by the poorest fifth of Americans from the combination of TCJA and the extension of temporary provisions
in 2026 would be negative. That would happen because the average tax change for this group would be a tax hike rather than a
tax cut even after the temporary provisions are extended. The table on the following page illustrates how this math would work

fOI‘ the average taxpayer in each income group.
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Average Tax Changes in 2026 in the United States

TCJA as Proposed N Combined

+ .
Enacted Extension Impact

$-160 = $+50

$-470 = $-260

$-750 = $-670
$-1,240 = $-1,290
$-2,100 = $-2,240
$-10,140 = $-10,950
Richest 1% $-5,780 $-24130 = $-29,910

ALL $-20 $-1460 = $-1,480
Bottom 60% $+170 + $-460 = $-290

Figures may not add exactly to totals due to rounding.

Poorest 20% $+210
Second 20% $+ 210
Middle 20% $+80
Fourth 20% $-50

Next 15% $-140
Next 4% $-810

+ + + + + + + +

This analysis uses ITEP's microsimulation model, which generates tax estimates for a sample of representative taxpayer records
from each state. The analysis accounts for all the major provisions of the Tax Cuts and Jobs Act, which generally includes any
provision that Congress’s official revenue-estimator (the Joint Committee on Taxation, or JCT) projected would raise or lose
more than $50 billion over a decade. More detail on the methodology can be found in the appendix. The table on the following

page lists these provisions and indicates whether each is temporary or permanent.

The provisions can be thought of as being grouped in the following categories.

e Provisions for Families and Individuals

The tax changes that affect families and individuals most directly, the provisions that most families think of as affecting their
bottom line, are a mixed bag for low- and middle-income people. Some of these provisions cut their taxes, like the increase in
the standard deduction and child tax credit. Others raised their taxes, like the repeal of the personal exemption that taxpayers
can claim for each member of their family and the new $10,000 limit on the deduction for state and local taxes (SALT). Some
high-income taxpayers face tax hikes because of the limit on SALT deductions, but others benefit more from the reduction in

the top personal income tax rate from 39.6 percent to 37 percent, as well as other breaks in the law.

e Estate Tax Breaks

One break that favors the wealthy is the law’s provision to double the amount of assets that can be left to heirs without
triggering the estate tax from $11 million for a married couple to $22 million. Even prior to passage of the new law, only 0.2

percent of estates were taxed, which means reducing the estate tax could only benefit the very wealthiest families.



Families & Individuals Temp.vs Perm.

New personal income tax rates and brackets (10%, 12%, 22%, 24%, 32%, 35%, 37%) TEMPORARY

Increase standard deduction TEMPORARY
Repeal personal exemptions TEMPORARY
Increase child tax credit, new non-dependent credit, change income limits TEMPORARY
$10,000 cap on state and local tax deductions, changes to other deductions TEMPORARY
Expand exemption from alternative minimum tax (AMT) for individuals TEMPORARY
Slower rate of inflation (chained CPI) for parameters in the tax code PERMANENT
Estate Tax Temp. vs Perm.

Reduce estate tax by doubling exemption to $11 million for singles, $22 million for couples TEMPORARY

Repeal of Health Insurance Mandate Temp. vs Perm.
Reduction of tax credits to pay health insurance premiums PERMANENT
Elimination of penalty for not obtaining health insurance PERMANENT
20 percent deduction, with limits, for pass-through businessincome TEMPORARY
Limit on pass-through losses TEMPORARY

Corporations that Pay the Corporate Income Tax (C Corporations) Temp. vs Perm,
Reduce the statutory corporate tax rate to 21%, repeal corporate AMT PERMANENT
Territorial tax system and other international corporate changes PERMANENT

Provisions Affecting Both Pass-Throughs and C Corporations Temp. vs Perm,
Limits on interest deductions PERMANENT
100 percent expensing of equipment TEMPORARY
Change net operating loss rules PERMANENT
Amortization of research expenses PERMANENT
Repeal deduction for domestic production activities PERMANENT

Note: This analysis assumes that all the temporary provisions listed here would be included in the proposal to
extend provisions that expire, except for 100 percent expensing of equipment. This business tax break mainly
benefits the owners of corporate stocks and other business assets, who are mostly (but not exclusively) high-
income households. If Congress includes extension of this provision along with the others, the richest households
would receive even larger tax breaks than estimated in this analysis.



e Repeal of Health Insurance Mandate

The law repealed the requirement for individuals to obtain health insurance. The figures in this report incorporate estimates
of the Congressional Budget Office on how this change would affect taxes. The penalty tax that was imposed on those who do
not obtain health insurance was eliminated, which reduced taxes for some. But a larger group of people pay higher taxes

because when they go without health insurance, they no longer collect the tax credits that help them pay premiums under the

Affordable Care Act.

e Corporate Tax Breaks

As explained in the methodology discussion in the appendix, economists generally agree that the benefits of corporate tax cuts
initially go to those who own stocks in American corporations. Recent research has concluded that foreign investors own 35
percent of stocks in American corporations and would therefore receive a significant share of the benefits from corporate tax

cuts.

Many economists believe that by the end of the decade some of the benefits of a corporate tax cut go to workers in the form of
higher wages. It is very unclear when or if this would ever happen. But ITEP follows the approach of Congress’s official
revenue estimator, JCT, in assuming that a share of the benefits from a corporate tax cut will eventually go to workers, and that
share will gradually grow to one-fourth of the total benefits in the tenth year after enactment. But even this assumption does

not change the fact that the corporate tax cuts provide the richest taxpayers with the greatest benefits.

e TaxBreaks for Other Businesses (Pass-Through Businesses)

The law also includes a 20 percent deduction, with certain limits, for income from pass-through businesses, which are
businesses with profits subject to the personal income tax instead of the corporate income tax. While some equate these
enterprises with “small businesses,” they include law firms, hedge funds and many enormous companies. Most pass-through

income flows to the richest one percent of Americans.

The tables on the following page include figures used in this analysis and more detail to illustrate how the effects of these
different provisions add up in 2018 and 2026. (This data is also available for download.)


http://itep.org/wp-content/uploads/TCJA-2018-2026-national-and-state-tables-for-download.xlsx

* Due to data limitations share with tax cuts and share with tax hikes do not include impact of health mandate repeal.

Impacts in 2018 of the Tax Cuts & Jobs Act in the United States

Income
Group
Poorest 20%
Second 20%
Middle 20%
Fourth 20%
Next 15%
Next 4%
Richest 1%
ALL
Bottom 60%

Income
Income Range

Lessthan ~ $23,000
$23,000 to $40,000
$40,000 to $64,000
$64,000 to $108,000

$108,000 to $232,000

$232,000 to $560,000
$560,000  or more

Lessthan  $64,000

Average
Income

$14,000
$31,400
$50,900
$82,700
$150,300
$337,500
$1,828,000
$88,300
$32,100

Foreign Investors

Total

Total Tax Change

(Thousands)

$-3,594,900
$-12,943,400
$-24,401,400
$-42,266,000
$-61,206,000
$-71,330,900
$-69,886,200

$-285,548,200

$-40,939,700

$-47,432,200
$-332,980,400

Avg. Tax Change

$-120
$-430
$-810
$-1,400
$-2,710
$-11,780
$-48,320
$-1,870
$-450

Impacts in 2026 of Extending Temporary TCJA Provisions in United States

Income
Group
Poorest 20%
Second 20%
Middle 20%
Fourth 20%
Next 15%
Next 4%
Richest 1%
ALL
Bottom 60%

Income
Income Range

Lessthan ~ $29,000
$29,000 to $51,000
$51,000 to $81,000
$81,000 to $136,000

$136,000 to $290,000

$290,000 to $690,000
$690,000  or more

Lessthan ~ $81,000

Average
Income

$17,600
$39,700
$64,900
$105,100
$189,400
$417,200
$2,085,400
$109,700
$40,700

Foreign Investors
Total

Total Tax Change

(Thousands)

$-5,440,900
$-16,051,200
$-25,510,900
$-42,242,400
$-53,735,100
$-68,691,400
$-40,361,200

$-251,723,000

$-47,003,000

$ —
$-251,723,000

Avg. Tax Change

$-160
$-470
$-750
$-1,240
$-2,100
$-10,140
$-24,130
$-1,460
$-460

Combined Impact

Share of US Tax  Tax Change as share

Change of Pre-Tax Income

-0.9%
-1.4%
-1.6%
-1.7%
-1.8%
-3.5%
-2.6%
-2.1%
-1.4%

Combined Impact

Share of US Tax  Tax Change as share
of Pre-Tax Income

Change
2%
6%
10%
17%

21%
2%
16%
100%
19%

-0.9%
-1.2%
-1.2%
-1.2%
-1.1%
-2.4%
-1.2%
-1.3%
-1.1%

Impacts in 2026 of TCJA as Enacted Plus Extension of Temporary Provisions in United States

Combined Impact

Income
Group
Poorest 20%
Second 20%
Middle 20%
Fourth 20%
Next 15%
Next 4%
Richest 1%
ALL
Bottom 60%

Income
Income Range

Lessthan  $29,000
$29,000 to $51,000
$51,000 to $81,000
$81,000 to $136,000

$136,000 to $290,000

$290,000 to $690,000
$690,000  or more

Lessthan  $81,000

Average
Income

$17,600
$39,700
$64,900
$105,100
$189,400
$417,200
$2,085,400
$109,700
$40,700

Foreign Investors
Total

Total hange

(Thousands)

$+1,807,400

$-8,828,600
$-22,763,300
$-43,927,300
$-57,246,200
$-74,199,700
$-50,028,300

$-254,476,400

$-29,784,500

$-23,487,700
$-277,964,100

Avg. Tax Change

$+50
$-260
$-670
$-1,290
$-2,240
$-10,950
$-29,910
$-1,480
$-290

Share of
Change
-1%
3%
9%
17%
22%
29%
20%
100%
12%

hange as share

Share with Tax
Cut*
68%
86%
90%
91%
87%
95%
89%
84%
81%

Share with Tax

Share with Tax
Cut*
82%
83%
85%
87%
81%
94%
9%
84%
83%

Share with Tax
Hike*
5%
5%
6%
8%
13%
5%
11%
%

Share with Tax
Hike*
1%
6%
10%
13%
19%
8%
23%
9%

Share with Tax
Hike*
6%
8%
10%
12%
19%
6%
21%
10%
8%

Families & Individuals

$-2,910,100
$-10,763,500
$-19,905,000
$-32,217,600
$-38,851,000
$-45,031,200
$+2,933,400
$-146,773,800
$-33,578,600

Families & Individuals

$-5,376,200
$-15,672,800
$-24,828,400
$-40,425,600
$-45,899,900
$-57,360,000
$+7,368,300
$-182,238,900
$-45,877,400

Families & Individuals

$-4,017,500
$-12,507,900
$-21,234,100
$-35,995,300
$-39,153,300
$-55,706,400
$+9,058,400
$-159,596,600
$-37,759,500

Tax Change Components (Thousands)

Estate Tax

$ —
$ —
$ —
$ —
$ —

$-7,455,700
$-7,455,700
$ —

Health Mandate

$+396,900
$+431,000
$+376,400
$+143,100
$+14,500
$+3,000
$+1,000
$+1,394,100
$+1,204,300

Pass-Through
Businesses
$-40,200
$-300,900
$-424,200
$-1,444,000
$-6,177,000
$-9,991,900
$-26,356,000
$-44,621,900
$-765,200

Tax Change Components (Thousands)

Estate Tax

$
$
$ —
$
$

$-11,515,000
$-11,515,000
$ —

Health Mandate

@B P m e e

Pass-Through
Businesses
$-64,700
$-378,500
$-682,500
$-1,816,800
$-7,835,100
$-11,331,400
$-36,214,500
$-57,969,100
$-1,125,600

Tax Change Components (Thousands)

Estate Tax

$

$ —
$ —
$
$

$-11,515,000
$-11,515,000
$ —

Health Mandate

$+6,919,200
$+6,155,200
$+2,636,500
$+53,100
$-520,000
$-183,100
$-124,500
$+15,348,800
$+15,710,900

Pass-Through
Businesses
$+225,700
$+186,600
$+400,100
$+502,900

$-3,341,000

$-7,029,500
$-26,725,600
$-35,421,500
$+812,400

Corporations

$-1,041,600
$-2,310,000
$-4,448,600
$-8,747,400
$-16,192,400
$-16,310,700
$-39,009,000
$-88,091,000
$-7,800,200

Corporations

$ —

© P o vnsne e
|

Corporations

$-1,320,000
$-2,662,400
$-4,565,800
$-8,488,000
$-14,231,900
$-11,275,700
$-20,721,700
$-63,292,200
$-8,548,300

Families &
Individuals
$-100
$-360
$-660
$-1,060
$-1,720
$-7,440
$+2,030
$-960
$-370

Families &
Individuals
$-160
$-460
$-730
$-1,190
$-1,790
$-8,470
$+4,410
$-1,060

Families &
Individuals
$-120
$-370
$-620
$-1,060
$-1,530
$-8,220
$+5,420
$-930
$-370

Average Tax Change Components

Estate Tax

$
$ —
$ —
$ —
$ —
$ —
$-5,150
$-50

Health Mandate

$+10
$+10

Pass-Through
Businesses
$ —
$-10
$-10
$-50
$-270
$-1,650
$-18,220
$-290
$-10

Average Tax Change Components

Estate Tax

Health Mandate

@B P r e

Pass-Through
Businesses
$ —
$-10
$-20
$-50
$-310
$-1,670
$-21,650
$-340
$-10

Average Tax Change Components

Estate Tax

P
|

$-6,880
$-70
$ —

Health Mandate

$+200
$+180
$+80
$ —
$-20
$-30
$-70
$+90
$+150

Pass-Through
Businesses
$+10
$+10
$+10
$+10
$-130
$-1,040
$-15,980
$-210
$+10

Corporations

$-30
$-80
$-150
$-290
$-720
$-2,690
$-26,970
$-580
$-90

Corporations

$ —

© P v v nne e
|

Corporations

$-40
$-80
$-130
$-250
$-560
$-1,660
$-12,390
$-370
$-80



Some proponents of tax cuts argue that the types of figures provided in this analysis so far are not relevant because income is
so unequal. Rich households, they argue, naturally receive a larger share of tax cuts and larger average tax cuts than others
because rich households have so much more income than others. However, even when the tax cuts are measured as a share of
income, they are larger for the rich than for everyone else. As illustrated in the graph below, the richest one percent and the
next richest four percent both receive larger tax cuts, measured as a share of their income, than other groups in both 2018 and
2026.

Average Tax Changes as a Share of Pre-Tax Income in 2018 and 2026

W 2018 impact of TUA
2026 impact of TCJA as enacted plus extension

Poorest20%  Second 20%  Middle 20%  Fourth 20% Next 15% Next 4% Richest 1%
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Asillustrated in the graph above and in the more detailed figures, the taxlaw in 2026 (even assuming extension of the temporary

provisions) is less generous to all income groups than in 2018, for several reasons.

For low-income households, the reduction in the number of individuals receiving tax credits to obtain health insurance under
the Affordable Care Act has a greater impact in 2026, as does chained CPI.

The law is less generous to some high-income households in 2026 mainly because the business tax provisions (affecting
corporations and pass-through businesses) are less generous in later years. Some provisions that raise taxes on businesses by
eliminating special breaks or loopholes have a greater impact in later years. One significant business tax break (100 percent
expensing of equipment) provides large breaks to corporate shareholders and business owners in the early years and is
scheduled to phase down so that it has little effect in 2026 and expires at the end of that year. The provision allows businesses
to claim deductions for investing in equipment earlier than they otherwise would, which results in a large revenue loss in 2018
but some revenue increase in later years like 2026. This analysis assumes that this provision would be unchanged. But if this
break is also extended, then the total tax breaks going to the richest households in 2026 would be even larger than estimated

here.



Appendix
Methodology

This analysis takes into account the major provisions of the Tax Cuts and Jobs Act, generally defined as any provision that

raises or loses more than $50 billion over a decade according to the Joint Committee on Taxation (JCT).

The one exception to this approach is that this analysis does not incorporate the provision to impose a one-time tax, at
reduced rates, on the profits that American corporations are officially holding oftshore. This proposal, which is sometimes
called a “deemed repatriation,” raises revenue during the official 10-year budget window and is technically a tax increase. But
this provision is a significant break to many, if not most, American multinational corporations and the revenue raised would
be temporary. As another ITEP report explains, this provision would, in the long-run, reduce taxes for American

multinational corporations by hundreds of billions of dollars.'

The provisions included in our analysis account for 98 percent of the revenue raised and 92 percent of the revenue lost

(excluding the deemed repatriation) according to JCT.

Provisions aftecting individuals are modeled using ITEP's microsimulation model, which generates tax estimates for a sample
of representative taxpayer records from each state.* When estimating the impact of corporate tax changes, ITEP uses JCT's
revenue estimates for guidance on a provision’s overall impact and then calculates the distribution of benefits or costs among
taxpayers.’ ITEP follows JCT's approach in assuming that in the short run, a corporate tax cut will benefit the owners of
corporate stocks alone, but in the long run (usually assumed to be ten years after enactment) a quarter of the benefits will flow

to workers.*

ITEP differs from JCT in that we have updated our approach to account for new research that finds 35 percent of American
corporate stocks are owned by foreign investors, a larger fraction than we previously assumed.® This means that whatever
portion of benefits flows to owners of corporate stocks (100 percent in the short-run, three-fourths in the long-run), one can

assume that 35 percent of that amount flows to foreign investors.

This approach to corporate tax changes is applied to provisions that entirely affect C corporations (companies that pay the
corporate tax), such as the reduction in the corporate income tax rate. For provisions that affect both C corporations and
pass-through businesses, this approach is applied to the portion of the provision’s tax cut or tax hike that would fall on C

corporations.

To estimate the effects of repealing the ACA’s individual mandate to obtain health insurance, we begin with CBO’s estimates
of the change in tax revenue that would result from this provision. For example, CBO has estimated that by 2027 repealing
the mandate would result in $6 billion less collected from the penalty for not obtaining health insurance (because the penalty
would be eliminated) and $28 billion in savings from what CBO calls “changes in subsidies for coverage through marketplace
and related spending and revenues.” In another document, CBO breaks down baseline revenue and spending impacts under
current law of what it calls “Nongroup Coverage and the Basic Health Program,” which appears to be the same thing and

shows that premium tax credits make up 79 percent of that category.”

This analysis therefore assumes that of the $28 billion in savings that CBO projects for 2027 from changes in subsidies for
coverage that would result from repealing the mandate, 79 percent of that amount, or about $22 billion, is a reduction in

premium credits paid out that year. To estimate the distribution of these amounts across income groups in each state, this



analysis begins with the distribution of penalty payments paid and premium tax credits received in each state in 2015
according to the most recent IRS data.® The distribution of the reduction in these amounts under this bill is assumed to be

similar, with adjustments for the shift to later years.
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