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Abstract

The Tax Cut and Jobs Act of 2017 (TCJA) represents the most significant change in U.S. taxation
since 1986. The bill’s fairness and welfare impacts have been studied and widely debated. But
prior analyses suffer from three shortcomings. First, they examine current gross, not remaining
lifetime net taxes. Second, they lump together the young and the old, leading to misleading
comparisons. Third, they ignore the reform’s potential impact on pre-tax wages.

This paper responds to these limitations in identifying winners and losers under the TCJA. It uses
The Fiscal Analyzer (TFA) — a program developed to understand fiscal progressivity, work
disincentives and spending inequality. TFA is a detailed life-cycle consumption-smoothing
program that incorporates borrowing constraints, lifespan uncertainty and all major federal and
state tax and transfer programs. TFA calculates for different resource groups within specific
cohorts remaining lifetime net taxes and remaining lifetime net spending. Its calculations can, in
turn, be used to a) form resource- and cohort-specific average and marginal remaining lifetime
net tax rates, b) measure absolute changes in remaining lifetime spending for particular resource
groups within particular cohorts and c) assess changes, within-cohort, in remaining lifetime-
spending inequality. The paper’s measurements result from running the Federal Reserve’s 2016
Survey of Consumer Finances through TFA based on both old tax law as well as the TCJA. In so
doing, we consider two alternative assumptions about the new tax law’s impact on real wages.
Thefirstis zero impact, which lets us consider the impact of the tax reform on its own. The second
isa 5.5 percentincrease in real wages —a figure suggested by simulating the Global Gaidar Model,
a detailed, 17-region, 90-period OLG model of international capital flows and economic
development.

We find, for all resource (human plus non-human wealth) groups within all cohorts, very modest
reductions in average remaining lifetime net tax rates (remaining lifetime net taxes of a resource
quintile divided by remaining lifetime resources of that resource quintile) regardless of resource
level. We also find very little within-cohort change in fiscal progressivity whether one measures
fiscal progressivity by the share of total net taxes paid by the richest 1 percent, the share of
spending done by the top 1 percent, the percentage increase in average spending by the top 1
percent compared to other resource groups, or the degree to which average remaining lifetime
net tax rates rise with resources. This said, the absolute average net tax reductions that the rich
will enjoy are dramatically larger than those provided to the poor. But tax cuts, even progressive
ones, can produce such a result since the rich pay dramatically more taxes than do the poor.

The TCJA’s greatest impact on the distribution of resources, albeit modest, is among similarly
placed households — households within the same cohort and resource quintile. Consider, for
example, middle quintile, 40-49 year olds. Leaving aside potential wage increases, TCJA produces
less than a 0.5 percent rise in lifetime spending for 8.5 percent of households in the cohort and
a larger than 2.0 percent rise in lifetime spending for 10.4 percent.



1. Introduction

The Tax Cut and Jobs Act of 2017 (TCJA) represents the most significant change in U.S. taxation
since 1986. The bill’s fairness has been studied and debated, with results generally suggesting
the reform is regressive. An example is Tax Policy Center (2017), which reports “higher income
households receive larger average tax cuts as a percentage of after-tax income, with the largest
cuts as a share of income going to taxpayers in the 95th to 99th percentiles of the income
distribution.” The Congressional Budget Office (2017) and the Joint Committee on Taxation
(2017a) reach similar conclusions.

But the methodology underlying these studies suffers from three major shortcomings. First, it
examines current, not remaining lifetime taxes, for each household. Second, it lumps together
the young and the old, mixing households in very different positions relative to their lifetime
incomes. Third, it ignores the reform’s potential impact on wages and, via this channel, welfare
and progressivity.

This paper rectifies these problems in assessing TCJA. It measures the reform’s impact on
remaining lifetime net taxes of households with different levels of remaining lifetime resources.
It performs this analysis separately for different age cohorts. It considers real-wage changes
ranging from 0 percent to 5.5 percent, the latter figure suggested by simulations of the Global
Gaidar Model (see Benzel, Kotlikoff and Lagarde, 2017a and 2017b).* It shows, for each cohort,
how the TCJA alters inequality in remaining household lifetime spending. The paper’s
measurements result from running the Federal Reserve’s 2016 Survey of Consumer Finances
through The Fiscal Analyzer (TFA). TFA is a detailed life-cycle consumption-smoothing program
that incorporates borrowing constraints, lifespan uncertainty as well as all major federal and
state tax and transfer programs, including corporate income taxes.

Considering a zero change in wages lets us isolate the impact of the tax reform from its possible
dynamic economic feedback effects. It also accommodates other views, e.g., (Penn Wharton
Budget Model, 2017 and the Joint Committee on Taxation, 2017b) of the potential dynamic
effects, some of which suggest a much smaller impact than Benzel, et. al. (20173, 2017b).

We find very modest and generally similar reductions for all cohorts in average remaining lifetime
net tax rates (remaining lifetime net taxes divided by remaining lifetime resources) regardless of
resource level (non-human wealth plus the present value of future wages and salaries). Regarding
the magnitude of changes, consider, for example, the middle resource quintile. Assuming a 0
percent wage increase, the reductions are 15.4 percent to 14.2 percent for 40-49 year olds, 24.7

! Benzel, Kotlikoff and Lagarde’s (2017b) simulation of the United Framework produces very similar simulation
results as those for the TCJA since its corporate tax changes are essentially identical.



percent to 23.4 percent for 20 year olds, and -48.0 percent to -48.9 percent for 60 year olds.?
With a 5.5 percent wage increase, the respective changes are 15.4 percent to 15.2 percent for 40
year olds, 24.7 percent to 23.8 percent for 20 year olds and -48.0 percent to -47.5 percent for 60
year olds.

TCJA has very little impact on fiscal progressivity measured based on average net tax rates. In the
case of 40-year olds, assuming no change in before-tax wages, the average net tax rate for the
top 1 percent falls from 27.6 percent to 26.7 percent. For the bottom 20 percent, the average
net tax rate falls from -47.5 percent to -48.4 percent. With a 5.5 percent wage increase, the
average net tax rate of the top 1 percent falls from 27.6 percent to 27.0 percent. For the poorest
20 percent, the average net rate rises from -47.4 percent to -43.7 percent. Clearly, the reform’s
feedback effects matter for fiscal progressivity, as wage increases push households into higher
marginal net tax brackets, particularly at the lower end of the resource distribution. Still, these
are relatively small changes.

An alternative indicator of fiscal progressivity is the share of remaining lifetime net taxes paid by
the richest 1 percent. This too shows very little change due to the reform. In the case of 40-49
year olds, the share is 13.6 percent under the old tax system. Under the reform, it’s 13.7 percent
with no wage increase and 13.6 percent if wages rise by 5.5 percent. The top 1 percent does
experience a small decline in their average net tax rate, but the decline is somewhat larger for
other percentile groups, which explains why the tax share of the top 1 percent actually rises
slightly. Hence, by this measure, the tax reform is slightly progressive. The tax share of the middle
quintile of 40-49 year olds is 12.5 percent under old law, 12.6 percent under the TCJA assuming
no wage increases, and 12.7 percent assuming a 5.5 percent wage increase. For the bottom
quintile of 40-49 year olds, the three respective tax shares are constant at 2.7 percent.

TCJA-induced changes in remaining lifetime spending inequality is arguably the best measure of
the reform’s fiscal progressivity. The reform produces very little change in the spending shares
of different percentile groups regardless of the cohort’s age. Take 40-49 year olds, once again.
The pre-reform spending share of the top 1 percent is 12.8 percent. It remains at 12.8 percent
under the reform whether wages rise or not. For the middle quintile of 40-49 year olds, the three
shares are constant at 14.0 percent. As to the poorest quintile in the 40-49 year old cohort, their
spending share is 5.9 percent, pre-reform. It drops slightly to 5.8 percent under the reform,
assuming no wage increase. With a 5.5 percent wage increase, it’s slightly smaller again -- 5.7
percent. Here again, the TCJA has only a small impact on inequality.

Yet another way to measure of TCJA’s progressivity TCJA is to consider the share of the total
additional spending (ignoring any associated wage increase) afforded by the reform that goes to
the top 1 percent. In the case of 40-49 year olds, this share is 10.5 percent, which is less than the

2 Note that average remaining lifetime net tax rates decline with age since taxes are front loaded and transfer
payments are back loaded over the life cycle.



top 1 percent’s initial 12.8 percent share of total cohort spending. The share of additional
spending going to the lowest quintile is 2.3 percent. This too is less than their overall initial
spending share, which is 5.8 percent. Consequently, for 40-49 year olds, neither the superrich
nor the very poor disproportionately benefit from the reform. This measure is different for
different cohorts. For example, the top 1 percent of 20-29 year olds garner 6.4 percent of their
cohort’s total spending increase. Among 70-79 year olds, the top 1 percent garner 30.2 percent
of the total cohort’s spending gain. But the share of the total, within-cohort increase in spending
enjoyed by the top 1 percent is not enough to materially alter the share of total spending of the
top 1 percent in any cohort.

What about changes in average spending levels among 40-49 year olds? Ignoring any wage
increases, the top 1 percent experience, on average, a $342,265 rise in spending. Those in the
middle quintile average a $19,8925 spending increase. For those in the bottom quintile, average
spending rises by $3,766. Consequently, the gain to the super rich is 91 times larger than the gain
to the poor. From this perspective, which is one often taken in discussions, the reform may
appear grossly unfair. But by standard measures of progressivity and inequality, which focus not
on changes in absolute net tax payments or absolute spending levels but on ratios, the TCJA
appears to be roughly distributionally neutral. Of course, if it causes wages do rise, these gains
are welfare improving.

The TCJA’s greatest, if still modest, distributional impact appears to be of a “horizontal” rather
than a “vertical” nature, i.e., among very similarly placed households within the same cohort and
resource quintile. Consider, for example, the middle resource quintile of 40-49 year olds. Leaving
aside wage increases, TCJA produces less than a 0.5 percent rise in lifetime spending for 8.5
percent of households and a 2.0 percent or larger rise in lifetime spending for 10.4 percent of
such households. For the entire cohort, the maximum percentage increase in spending is 4.6
percent, whereas the minimum is -1.1 percent.

The paper proceeds in Section 2 by briefly describing the TCJA. Section 3 presents our method of
calculating remaining lifetime net taxes, remaining lifetime net tax rates, and remaining lifetime
spending. Section 4 describes the 2016 Survey of Consumer Finances (SCF) data, our
benchmarking of the SCF to national aggregates, and the limitations of the SCF when it comes to
incorporating pass-through business tax provisions. Section 5 presents results and section 6
concludes.

2. The Tax Cuts and Jobs Act of 2017 (TCJA)

The TCJA was the culmination of a year and a half of fiscal reform debate among House and
Senate Republicans, beginning with The Better Way Plan released in June 2016. That plan
envisioned replacing the corporate income tax with a 20 percent destination-based business
cash-flow tax, reducing taxation of pass-through businesses, streamlining personal-income
taxation by eliminating the Alternative Minimum Tax (AMT), unifying the tax treatment of



personal asset income (taxing half of personal asset income), eliminating exemptions and the
deductibility of state income and property taxes, raising the standard deduction, raising the child-
tax credit, reducing the number of income-tax brackets from seven to three (with the top rate
lowered from 39.6 percent to 33.0 percent), using a chain CPI to index tax brackets, and
eliminating the estate tax.

The Unified Framework was the reform’s second incarnation, differing from The Better Way Plan
primarily in its corporate tax reform. Specifically, it eliminated border tax adjustment, eliminated
expensing of long-lived investments, and permitted net interest deductions up to a limit.

The TCJA retained most of The Unified Framework’s business provisions. But it set a 21 percent
corporate tax rate and introduced a variety of international tax provisions aimed at limiting
corporate tax avoidance. It also placed restrictions on the nature and extent of pass-through
income that can receive favorable tax treatment. On the personal side, the TCJA retains 7 tax
brackets, with a top rate of 37 percent. The mortgage interest deduction on old mortgages up to
S1 million was grandfathered. For new mortgages, the limit was reduced to $750,000. State and
local tax and property tax deductions were restored, but only up to a combined total of $10,000.
The top marginal rate was set at 37 percent. The individual AMT was retained in modified form.
There were also some minor changes to capital gains tax brackets. Finally, the estate tax was
retained, but the exemption level was doubled. The Fiscal Analyzer incorporates all the
aforementioned elements of the TCJA and, as described in Auerbach et. al. (2016) and Auerbach
et. al. (2017), all elements of prior tax law.

Many of TCJA’s tax provisions become less favorable over the course of the 10-year budget
period. In addition, many of its individual tax cut provisions are set to expire by the end of the
decade. These features appear to have been included simply to meet artificial budget targets
within the budget period and to limit the growth in projected deficits beyond the budget period.
Meeting the budget targets and limiting future projected deficits were needed to permit passage
of the bill with a simple majority in the Senate. However, there was no coherent policy reason
for such temporary provisions. Consequently, in this analysis we assume TCJA’s provisions are
permanent. This assumption is important to keep in mind when interpreting our results and
comparing them with those of other studies that adhere strictly to the letter of TCIA’s law.

3. Methodology

To measure the effects of the TCJA on revenue, inequality, progressivity, and work incentives, we
ran all households sampled in the Federal Reserve’s 2016 Survey of Consumer Finances (SCF)
through The Fiscal Analyzer (TFA). TFA is a detailed life-cycle consumption-smoothing program
that incorporates both borrowing constraints and lifespan uncertainty as well as all major federal
and state tax and transfer programs.?

3See Auerbach, Kotlikoff, and Koehler (2016).



In the course of doing its consumption smoothing, TFA determines each household’s expected
present value of remaining lifetime spending, where the term expected references averaging
over different longevity outcomes and spending encompasses all expenditures, including
terminal bequests net of estate taxes. The impetus for focusing on remaining lifetimes, rather
than just the current year, comes from standard life cycle economic theory, which postulates that
people care about the future, not just the present.

The lifetime budget constraint facing each household is given by
(1) S=R-T,

where S references the present expected value of a household’s remaining lifetime spending, R
stands for remaining lifetime resources (the present expected value of remaining lifetime labor
earnings plus its current net worth) and T stands for the present expected value of remaining
lifetime taxes net of transfer payments received. The average net tax rate, t, is defined by

(2) t=T/R.

Thus, if the expected present value of a household’s spending is, for example, 65 percent of
remaining lifetime resources, its average net tax rate, t, equals 35 percent. Average remaining
lifetime net tax rates tell us not only the net share of their resources that households surrender
to the government. They also tell us about the progressivity of the fiscal system. If average net
tax rates rise with the level of resources, the fiscal system is progressive. If they fall, the system
is regressive. If they are independent of the level of resources, the system is proportional.

This paper, like our prior studies using TFA (Auerbach et. al., 2016, Auerbach et. al., 2017),
calculates inequality and the progressivity of the fiscal system on a cohort-specific basis.
Specifically, we consider inequality by looking within 10-year age cohorts at the share of total
remaining lifetime spending attributable to households falling within different within-cohort
percentiles of remaining lifetime resources, R. To measure within-cohort progressivity, we
consider how average remaining lifetime net tax rates vary with resources.

We use cohort-specific analysis to consider inequality and progressivity because failing to do so
amounts to comparing apples with oranges. Ranked by remaining lifetime spending, older
cohorts would look poorer than younger cohorts simply because they had shorter remaining
lifespans. And remaining lifetime net tax rates of older cohorts would appear lower than those
of younger cohorts simply because the elderly would receive no credit for net taxes paid in the
past and appear to be subsidized because they are collecting or will start to collect Medicare,
Medicaid, and Social Security benefits sooner than younger cohorts. Even if we were considering
just one-year’s income and taxes for each cohort, comparing individuals from different cohorts
would lead to misleading results. Consider, for example, the case in which all households earn



the same amount over their life cycles regardless of their year of birth. Hence, there is no
inequality in lifetime welfare either across or within generations. But if such an economy featured
a social security system that taxed the working (and earning) young to pay benefits to the retired
(and non-earning) old, policy would look highly progressive (those with high incomes pay taxes,
those with low income receive benefits) when it was nothing of the sort.

4. The 2016 SCF

The Federal Reserve’s Survey of Consumer Finances is primarily a cross-section survey that
collects data from some 6,500 American households. The survey includes data on assets,
liabilities, income, demographics and a host of other socio-economic variables. Unfortunately,
the survey doesn’t link to past earnings records. Consequently, to estimate future Social Security
benefits as well as future labor earnings, we used, as described in Auerbach, Kotlikoff and Kohler
(2015), data from the past Current Population Surveys to backcast and forecast labor income.

In the SCF data, household-weighted totals of various economic and fiscal aggregates do not
equal National Income and Produce Account (NIPA) totals. Thus, as detailed in table 1, we took a
number of steps to benchmark the SCF data to national aggregates prevailing in 2017. First, we
inflate all dollar amounts reported in the 2016 SCF by nominal average wage growth between
2016 and 2017.* Second, we inflate all SCF-reported wage income by 34.4 percent to match the
NIPA 2017 measure of 2017 employee compensation.® Third, we deflate all SCF-reported self-
employment income by 24.4 percent to match the NIPA 2017 of proprietorship and partnership
income. The fact that we need to significantly inflate wage income and significantly deflate self-
employment income to match national aggregates may reflect, in part, a tendency of SCF
respondents to report wage earnings as self-employment income. Fourth, we increase SCF-
reported home equity by 24.1 percent to match the 2017 Federal Reserve Financial Accounts
measure. Fifth, we increase SCF-reported regular assets by 28.5 percent to match the 2017
Federal Reserve Financial Accounts estimate. Sixth, we increase reported retirement account
assets by 79.9 percent to match the total reported for 2017 by the Investment Company Institute.
Seventh, we increase our TFA-generated state sales taxes by 39.9 percent to match the 2017
NIPA estimate. Eighth, we reduce our TFA-generated federal and state personal income taxes by
29.5 percent to match the 2017 NIPA estimate of personal income taxes. Finally, we apply a 1.44
percent sales tax to TFA’s generated discretionary spending to match the 2017 NIPA estimate of
federal excise taxes. Based on this benchmarking, the TFA closely reproduces the National
Income and Product Accounts estimate of 2017 federal revenue.®

4 https://www.ssa.gov/oact/cola/AWI.htmI#Series reports Social Security’s average wage index series through 2016.
We assume the same growth rate for 2017 as that reported for 2016.

5Since NIPA 2017 Q4 data were not available, we used averages of Q2 and Q3 values to form 2017 NIPA values.

& We form our measure of the loss in annual revenue based Joint Committee on Taxation (JCT) by making two
adjustments to the JCT’s estimate of the reduction in tax revenue from the business sector. First, we exclude changes
in tax revenues from small businesses and partnerships. Second, we add the additional revenue projected from


https://www.ssa.gov/oact/cola/AWI.html#Series

In implementing the TCJA, we reduced our corporate tax rate, which we benchmarked to produce
2017 corporate tax revenues, by 12.4 percent. This is the average, over the next five years, of the
annual reduction, due to TCJA, in the Joint Committee on Taxation’s static projected corporate
tax revenue loss divided by the 2017 NIPA estimate of corporate tax revenue.’

One useful check of our benchmarking procedure is to compare our results to those of the Joint
Committee on Taxation, which are based on tax return data. Table 2 shows average current-year
tax rates under old law, under the TCJA, and the change between the two, from JCT (2017a) and
according to our calculations, where we adhere as closely as possible to JCT’s income
classification and income and tax definitions.? As the table shows, our measures are relatively
close to JCT’s. Like JCT, we find an increase in percentage tax cuts as income increases, although
the strength of this upward trend is weaker in our analysis.

5. Findings

Remaining Lifetime Spending Inequality

Tables 3-5 consider our central measure of inequality, namely within-cohort, lifetime spending
shares of different resource-percentile groups. Specifically, the tables show, by cohort, the
lifetime spending shares for the top 1 percent, middle 20 percent and poorest 20 percent,
respectively, under old law, TCJA with no wage increase and under TCJA with a 5.5 percent wage
increase. Top, middle, and poorest refer to the resource ranking of households within cohorts.

A quick glance across the rows in the three tables shows that the distribution of spending is
essentially unchanged under the TCJA regardless of whether wages remain fixed or rise by 5.5
percent. With no wage increase, the spending share of the top 1 percent is unchanged for five of
the six age-cohorts, and it falls slightly for one. With the wage increase, the top-1 percent
spending share remains fixed for four cohorts, falls slightly for one and rises slightly for one.

Among middle-quintile households, spending shares, in the no-wage increase, are identical in
four of six cases, and slightly lower in the other two. With the wage increase, the shares are the
same in just one case, slightly higher in one and slightly lower in four.

international business provisions. The NIPA 2017 corporate tax revenue estimate is based on the average of 2" and
3" quarter revenues reported in December of 2017.

7 https://www.jct.gov/publications.html?func=startdown&id=5053

8 We are unable to include certain components of JCT’s expanded income measure, including worker’s
compensation, alternate minimum tax preference items, individual share of business taxes, and excluded income of
U.S. citizens living abroad. Also, we maintain our own assumption regarding corporate tax incidence, and hold
incomes constant.



Finally, among the bottom quintile with no wage increase, spending shares are the same for three
of six cohorts and slightly lower in three cohorts. With wage increases, spending shares are
slightly lower for five of the six cohorts and unchanged in the remaining case.

Shares of Remaining Lifetime Taxes

Tables 6-8 repeat tables 3-5, but consider remaining lifetime taxes, not remaining lifetime
spending. Here, again, we see very small changes from TCJA. The top 1 percent pay either the
same or a slightly higher or slightly smaller share of taxes than they do without the reform and
this holds regardless of the size of the wage increase. The same holds for the middle and bottom
quintiles within the different cohorts. There is certainly no systematic shifting of the tax burden
away from the rich arising from TCJA.

Impact on Average Spending Levels within Cohort, for Top 1% and Middle and Bottom Quintiles

The next set of tables, 9-11, report average remaining spending levels for the old tax regime as
well as under TCJA with and without wage increases, with percentage increases in parentheses.
As above, the analysis is by cohort for the top 1%, middle and bottom quintiles.

Ignoring wage increases, the average spending increases range from 0.0 percent for the poorest
70-79 year olds to 1.8 percent for the middle quintile of 20-29 year olds. With wage increases,
the average spending increases range from 0.1 percent for the poorest 70-79 year olds to 6.4
percent for the middle quintile of 20-29 year olds.

The bottom quintile clearly experiences the smallest increase in spending whether or not wages
rise. But the differential is larger if they do rise. This is expected given that the poor pay relatively
little in taxes and rely to a much larger extent on transfer payments to finance their spending.
The superrich do not enjoy systematically larger percentage spending increases than the middle
class whether or not wages rise.

Average Changes in Spending and Share of Total Within-Cohort Spending Changes

Another perspective on winners and losers from TCJA is the size and distribution of changes in
lifetime spending. Consider, in this regard, tables 12-14. Table 12 focuses on 40-49 year olds for
the case of no wage increase. It shows that the average absolute increase in remaining lifetime
spending for the top 1% is $342,265. This is 90.9 times the average spending gain in the lowest
quintile. If one judges fairness based on absolute spending, TCJA is clearly highly unfair. But if one
considers the share of the spending increase enjoyed by the top 1 percent, it’s 10.5 percent. This
figure is smaller than this group’s 12.8 percent of total cohort spending (see Table 3).
Consequently, the richest 1 percent end up with a slightly smaller share of total cohort spending
under TCJA than before it was enacted. This is supported by the middle column of table 12, which
shows that the average percentage increase in spending of the top 1 percent of 40-49 year olds
is lower than that of other resource percentile groups with the exception of that of the bottom
quintile.



Table 13, which show results for 20-29 year olds, tells a very similar story, although the average
absolute spending gain of the top 1 percent is 29.9, not 90.9, times that of the bottom quintile.
The top 1 percent account for 6.4 percent of the cohort’s total spending gain. This compares with
their pre-reform 12.7 percent share of cohort spending. The middle column of this table also
shows that the top 1 percent experience, on average, the smallest percentage increase in
spending of any resource percentile group.

The story for 70-70 year olds, provided by table 14, is somewhat different. For this cohort, the
average spending increase of the top 1 percent is the highest among the three age cohorts, at
$421,695. For the lowest quintile, the average spending gain is only $84. For the middle quintile,
the average gain is just $3,481. Moreover, the top 1% of 70-79 year olds garner 30.2 percent of
their cohort’s total spending gains, which exceeds their 20.6 percent share of spending under the
old tax law. Their average percentage increase in spending is higher than for other resource
groups. Still, at the level of precision measured in table 3, the spending share of the top 1 percent
is no higher in the no-wage-increase case than pre-reform.

Average Remaining Lifetime Net Tax Rates

Another means of examining progressivity is to consider changes in average remaining lifetime
net tax rates arising from the reform. Figures 1-3 do this for the age 40-49 cohort. Figure 1 shows
rates pre-reform. Figures 2 and 3 show rates post reform without and with wage increases,
respectively. Comparison of figures 1 and 2 shows small cuts in net tax rates (ignoring any
economy-wide wage increase), whether one calculates tax rates based on a lifetime or current-
year basis.® Moreover, these cuts in net tax rates are similar in size for all resource groups. For
example, our net lifetime tax rates fall by, respectively, 1.0%, 1.1%, 1.2%, 1.3%, and 1.4% for the
first five quintiles between Figures 1 and 2, and by 1.2% and 1.0% for the top 5% and top 1% of
the resource distribution. These differences between the bottom and the top of the resource
distribution are smaller than those in table 2, based on the standard methodology. Indeed, the
changes (again, between figures 1 and 2) in average current-year net tax rates are also quite
uniform across our resource groups, falling by 1.1%, 1.1%, 1.0%, 1.1%, 1.4%, 1.3%, and 1.1%,
respectively.

To summarize, partitioning by age group, as economic reasoning suggests, and also focusing on
net, not gross tax rates leaves TCJA very slightly regressive. And this is true whether we consider
remaining lifetime net tax rates or current year net tax rates.

Table 3 shows the impact on net tax rates of higher wages. This pushes certain households,
particularly those in the lowest quintile, into higher brackets, raising their net tax rates
somewhat.

% Current-year net tax rates are 2018 net taxes divided by current-year income.



Within Cohort and Resource Percentile Differences in Treatment

A final important feature of TCJA is its redistribution across households within the same cohort
and, indeed, within the same resource percentile range within given cohorts. Figures 4 and 5
show, for the age 40-49 cohort, scatterplots of before and after remaining lifetime spending
levels without and with wage increases. With no wage increases, most points lie above the 45-
degree line, but not far above. This accords with the small net tax rate reductions implied by
figures 1 and 2. With the wage increase, the points lie farther north of the 45-degree line. Some
points are farther out than others. Figures 6 and 7 explore this. They show histograms of
percentage changes in lifetime spending for the 40-49 year-old cohort both without and with
wage increases. Both figures indicate significant differences across households in the extent of
their welfare gain from the tax reform. The spread between maximum and minimum values in
tables 12-14 show that differences in treatment under the TCJA occur not just across households
with different resources, but also across households with similar levels of resources.

6. Conclusion

The Tax Cut and Jobs Act of 2017 made significant changes to the structure of both corporate
and personal federal taxes. This study used The Fiscal Analyzer in conjunction with the Federal
Reserve’s 2016 Consumer Expenditure Survey to study the TCJA’s progressivity and its effect on
spending inequality. Our results compare outcomes within cohorts and are based on remaining
lifetime net taxation and spending. Analyzing fiscal progressivity on a remaining lifetime, rather
than current-year basis, doing so within age cohort, and considering net rather than gross tax
burdens are, we believe, three important and long overdue improvements to conventional fiscal
distributional analysis. As a comparison of the JCT’s average tax rates under TCJA in table 2 and,
for example, the TFA average remaining lifetime net tax rates portrayed in figure 1 indicates, the
assessment of progressivity is very different under the two methodologies. This is particularly the
case when it comes to considering the fiscal burden on the poor. Our approach also focuses on
the bottom line, namely how the within-cohort distribution and levels of spending change by
resource group.

We find that the TCJA did not materially alter the fiscal system’s within-cohort progressivity
whether one measures progressivity in terms of the share of spending done by the rich or the
share of taxes paid by the rich. If the reform succeeds in raising wages, it will, on average, produce
a small, but meaningful increase in remaining lifetime spending, i.e., in economic welfare. As one
would expect from a major reform, there are winners and losers, relative to a benchmark of equal
reductions in net tax rates or equal percentage increases in consumption. But much of the
dispersion is within cohort members with roughly the same level of resources.

These results are fully consistent with our own estimates, and those of others, that the absolute
gains of those at the top are far greater than those who are lower in the income distribution. One
may, of course, view such a distribution of absolute gains as unfair, even if they are consistent
with maintaining the existing degree of inequality. Also, we stress again that our results assume
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that the new tax provisions do not change over time, even though the law formally stipulates
many tax increases that might affect progressivity by the end of the ten-year budget period.
Finally, our analysis doesn’t address the important issue of fiscal sustainability and requisite

major future tax increases and government spending cuts, which will have their own, very
significant distributional effects.
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Table 1 Benchmarking TFA

. TFA Estimate Benchmark
Variable Data Data Source
Value Factor
NIPA data - Table 2.1. Personal
Wages 10,289,700,000,000 10,168,982,334,917 1.3444 Income and Its Disposition -
Line 2 -avg 0f 2017 Q2 & Q3
Self- NIPA data - Table 2.1. Personal
employment 1,380,200,000,000 1,365,172,119,590 0.7562 Income and Its Disposition -
Income Line 9 - avg of 2017 Q2 & Q3
Home & Real |- 15 700,000,000 | 25,466,748,237,632 1.2409 | St. Louis FED
Estate Equity
Regular .
Assets 35,228,800,000,000 35,179,734,489,858 1.2853 St. Louis FED
Retirement | ) )00,000,000,000 | 23,620,407,401,595 17986 | /e lnvestment Company
Accounts Institute - 2016 total
NIPA data - Table 3.1.
Total Government Current Receipts
Corporate 466,200,000,000 462,628,463,349 1.1028 . . P
Tax and Expenditures - Line 5 - avg
of 2017 Q2 & Q3
NIPA data - Table 3.1.
Government Current Receipts
FICA 1,305,400,000,000 1,290,305,214,516 N/A . .
and Expenditures - Line 7 - avg
of 2017 Q2 & Q3
NIPA data - Table 3.3. State and
State Sales 572,750,000,000 568,663,846,892 13995 | Local Government Current
Tax Receipts and Expenditures -
Line 7 - avg of 2017 Q2 & Q3
NIPA data - Table 3.1.
Personal 2,027,100,000,000 | 2,010,372,314,672 0.7049 | Government Current Receipts
Taxes and Expenditures - Line 3 - avg
of 2017 Q2 & Q3
NIPA data - Table 3.2. Federal
Government Current Receipts
Federal and Expenditures - Line 4 - avg
Excise Tax 132,200,000,000 131,254,466,419 0.0144 of 2017 Q2 & Q3 - Benchmark

shown is actually the rate used
for the excise tax.
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Table 2. Distributional Effects of the TCJA
TFA Estimates JCT (2017a) Estimates

Avg. Tax Rate Avg. Tax Avg. Tax Rate Avg. Tax
Under Rate Under Under Rate Under

Income Category Present Law TICA change Present Law TICA
Less than 10,000 12.40% 11.42% -0.99% 9.10% 8.60% -0.50%
10,000 to 20,000 2.90% 2.16% -0.74% -0.70% -1.20% -0.50%
20,000 to 30,000 2.85% 1.88% -0.97% 3.90% 3.40% -0.50%
30,000 to 40,000 6.34% 5.21% -1.14% 7.90% 7.00% -0.90%
40,000 to 50,000 9.24% 8.01% -1.23% 10.90% 9.90% -1.00%
50,000 to 75,000 10.56% 9.37% -1.19% 14.80% 13.50% -1.30%
75,000 to 100,000 12.61% 11.38% -1.23% 17.00% 15.60% -1.40%
100,000 to 200,000 16.19% 14.75% -1.44% 20.90% 19.40% -1.50%
200,000 to 500,000 20.89% 19.05% -1.84% 26.40% 23.90% -2.50%
500,000 to 1,000,000 26.24% 24.13% -2.12% 30.90% 27.80% -3.10%
1,000,000 and over 30.17% 28.67% -1.49% 32.50% 30.20% -2.30%
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Table 3 Share of Remaining Lifetime Spending of Top 1%, by Cohort

TCJA Assuming No

TCJA Assuming a

Cohort Age Range Old Law Wage Increase 5.5% Wage Increase
20-29 12.7% 12.6% 12.6%
30-39 10.6% 10.6% 10.6%
40-49 12.8% 12.8% 12.8%
50-59 17.6% 17.6% 17.7%
60-69 18.1% 18.1% 18.1%
70-79 20.6% 20.6% 20.6%

Table 4 Share of Remaining Lifetime Spending of 3rd Quintle, by Cohort

TCJA Assuming No

TCJA Assuming a

Cohort Age Range Old Law Wage Increase 5.5% Wage Increase
20-29 14.3% 14.3% 14.3%
30-39 15.1% 15.0% 15.0%
40-49 14.0% 14.0% 14.0%
50-59 10.1% 10.1% 10.1%
60-69 10.4% 10.3% 10.3%
70-79 9.8% 9.8% 9.8%

Table 5 Share of Remaining Lifetime Spending of Bottom Quintle, by Cohort

TCJA Assuming No

TCJA Assuming a

Cohort Age Range Old Law Wage Increase 5.5% Wage Increase
20-29 6.1% 6.0% 5.9%
30-39 6.8% 6.7% 6.5%
40-49 5.9% 5.8% 5.7%
50-59 4.8% 4.8% 4.7%
60-69 4.7% 4.7% 4.7%
70-79 5.0% 5.0% 5.0%
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Table 6 Share of Remaining Lifetime Taxes Paid By Top 1%, by Cohort

TCJA Assuming No

TCJA Assuming a

Cohort Age Range Old Law Wage Increase 5.5% Wage Increase
20-29 11.3% 11.5% 11.5%
30-39 13.0% 13.1% 13.1%
40-49 13.6% 13.7% 13.6%
50-59 22.9% 23.1% 23.1%
60-69 20.4% 20.3% 20.2%
70-79 22.2% 21.7% 21.8%

Table 7 Share of Remaining Lifetime Taxes of 3™ Quintile, by Cohort

TCJA Assuming No

TCJA Assuming a

Cohort Age Range Old Law Wage Increase 5.5% Wage Increase
20-29 13.7% 13.6% 13.7%
30-39 13.3% 13.3% 13.4%
40-49 12.5% 12.6% 12.7%
50-59 8.8% 8.8% 9.0%
60-69 7.2% 7.3% 7.3%
70-79 6.1% 6.1% 6.1%

Table 8 Share of Remaining Lifetime Net Taxes of Bottom Quintile, by Cohort

TCJA Assuming No

TCJA Assuming a

Cohort Age Range Old Law Wage Increase 5.5% Wage Increase
20-29 2.7% 2.6% 2.6%
30-39 3.1% 3.1% 3.1%
40-49 2.7% 2.7% 2.7%
50-59 1.9% 1.9% 1.9%
60-69 2.1% 2.2% 2.1%
70-79 2.6% 2.7% 2.7%
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Table 9 Average Remaining Lifetime Spending and Percentage Increases

Relative to No Reform, Top 1%, by Cohort

ohortageRange | oldtaw | "L | 5 s wage incrense
20-29 $17,558,708 $17,705,215 (0.6%) $18,408,012 (4.6%)
30-39 $17,893,762 $18,226,784 (1.6%) $18,945,868 (4.9%)
40-49 $25,585,875 $25,928,141 (1.2%) $26,651,534 (3.3%)
50-59 $38,524,256 $39,029,269 (1.0%) $39,877,152 (2.4%)
60-69 $37,059,618 $37,509,658 (1.2%) $37,688,055 (1.7%)
70-79 $35,943,008 $36,364,703 (1.2%) $36,426,668 (1.4%)

Table 10 Average Remaining Lifetime Spending (Percentage Increases)
Relative to No Reform, Third Quintile, by Cohort

Cohort Age Range Old Law Mage oo | 5.5% Wage merease
20-29 $1,087,976 $1,107,507 (1.8%) $1,156,907 (6.4%)
30-39 $1,311,300 $1,332,315 (1.6%) $1,386,808 (5.8%)
40-49 $1,405,811 $1,425,703 (1.4%) $1,474,942 (4.9%)
50-59 $1,136,256 $1,148,592 (1.1%) $1,177,719 (3.7%)
60-69 $1,067,423 $1,073,560 (0.6%) $1,079,863 (1.2%)
70-79 $914,801 $918,282 (0.4%) $918,994 (0.5%)

Table 11 Average Remaining Lifetime Spending and Percentage Increases
Relative to No Reform, Bottom Quintile, by Cohort

Cohort Age Range Old Law Mage oo | 5.5% Wage merease
20-29 $460,890 $465,786 (1.0%) $473,252 (2.7%)
30-39 $591,275 $597,091 (1.0%) $606,392 (2.7%)
40-49 $591,780 $595,546 (0.6%) $604,682 (2.3%)
50-59 $543,189 $544,696 (0.3%) $547,563 (0.9%)
60-69 $488,607 $488,875 (0.1%) $489,479 (0.2%)
70-79 $464,310 $464,394 (0.0%) $464,584 (0.1%)
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Table 12 Average Changes and Share of Total Changes
in Remaining Lifetime Spending, Ages 40-49, Assuming No Wage Increase

Share of Total .. .

Average Change Changes in Percentage Minimum Maximum

. in Remaining g . Change in Percentage Percentage
Quintile . Remaining . .

Lifetime e Average Change in Change in
Spendin Lifetime Spendin Spendin Spendin

Y 4 Spending p 4 p g Y 4
Lowest $3,766 2.29% 0.65% 0.000% 2.27%
Second $11,725 7.15% 1.24% -0.557% 2.39%
Third $19,892 12.15% 1.42% -0.307% 2.69%
Fourth $32,247 19.58% 1.59% 0.004% 3.03%
Highest $96,808 58.83% 1.75% -1.085% 4.57%
Top 5% $181,759 27.72% 1.52% -1.085% 4.57%
Top 1% $342,265 10.53% 1.16% -0.072% 3.11%

Table 13 Average Changes and Share of Total Changes
in Remaining Lifetime Spending, Ages 20-29, Assuming No Wage Increase

Share of Total . . .

Average Change Changes in Percentage Minimum Maximum

.. in Remaining g . Change in Percentage Percentage
Quintile e Remaining . .

Lifetime e . Average Change in Change in
Spendin Lifetime Spendin Spendin Spendin

P g Spending P g p g p g
Lowest $4,896 3.91% 1.00% 0.003% 2.81%
Second $11,867 9.47% 1.65% 0.179% 3.13%
Third $19,531 15.54% 1.81% 0.341% 2.89%
Fourth $31,864 25.73% 1.95% 0.653% 3.14%
Highest $56,832 45.35% 1.69% -0.453% 3.38%
Top 5% $97,955 20.04% 1.59% -0.282% 3.38%
Top 1% $146,507 6.41% 0.57% -0.282% 2.45%
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Table 14 Average Changes and Share of Total Changes
in Remaining Lifetime Spending, Ages 70-79, Assuming No Wage Increase

Share of Total .. .

Average Change Chanees in Percentage Minimum Maximum

- in Remaining g . Change in Percentage Percentage
Quintile e . Remaining . .

Lifetime . Average Change in Change in
Spendin Lifetime Spendin Spendin Spendin

P 4 spending P 4 P 4 P 4
Lowest S84 0.11% 0.02% 0.001% 0.24%
Second $1,217 1.61% 0.20% 0.005% 1.18%
Third $3,481 4.67% 0.37% -0.135% 1.56%
Fourth $11,109 14.90% 0.68% -0.053% 1.93%
Highest $58,598 78.70% 0.97% -0.751% 3.23%
Top 5% $153,865 52.69% 1.10% -0.751% 3.23%
Top 1% $421,695 30.19% 1.18% -0.112% 3.23%

Figure 1 Old Tax Law — Average Remainging Lifetime and Current-Year
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Figure 2 TCJA- Average Remainging Lifetime and Current-Year Net Tax
Rates, by Percentile Range, Ages 40-49, Assuming No Rise in Wages
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Figure 3 TCJA — Average Remainging Lifetime and Current-Year Net Tax
Rates, by Percentile Range, Ages 40-49, Assuming 5.5% Rise in Wages
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Remaining Lifetime Spending Under TCJIA

Thousands

Figure 4 Comparing Pre- and Post-Reform Lifetime Spending,
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Remaining Lifetime Spending Under TCJA

Figure 5 Comparing Pre- and Post-Reform Lifetime Spending,
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Figure 6 Share of 40-49 Cohort by Percent Change in

Remaining Lifetime Spending, Assuming 0% Rise in Real Wages
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