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Introduction
Many provisions in the 2017 Tax Cuts and Jobs Act 
(TCJA) are scheduled to expire at the end of 2025. 
Policymakers will face significant pressure to ex-
tend at least some of the expiring TCJA provisions, 
and will encounter important fiscal trade-offs. Be-
yond these trade-offs, the reopening of the tax code 
in 2025 is also an enormous opportunity to rethink 
tax policy. In this policy proposal Kimberly A. Claus-
ing (UCLA School of Law and PIIE)  and Natasha Sarin 
(Yale School of Law and Yale School of Management) 
describe a menu of promising potential reforms that 
have the ability to improve the tax code across mul-
tiple dimensions.

There is much to be gained from approaching 
tax reform in 2025 with the goals of raising revenue, 
increasing progressivity, enhancing efficiency, and 
improving global cooperation. Should policymakers 
choose to take it, this is a moment that will offer a 
chance to reverse the dominant trends of recent de-
cades, which have reduced fiscal sustainability due 
to increases in spending without commensurate 
revenue-raising.

The TCJA sunsets necessitate a policy conver-
sation. At a bare minimum, Clausing and Sarin argue 
that policymakers should aim for a revenue-neutral 
reform. However, given the significant fiscal needs 
facing the United States, aspirations should ideally be 
far loftier. They argue that policymakers should set 
ambitious revenue-raising targets and offer a menu 
of policy reforms that, if taken together, could raise 
$3.5 trillion over the course of the next decade and 
be a substantial downpayment on our long-term fis-
cal sustainability. These reforms would also create a 
more progressive tax system and reduce preferences 
in the code that enable high-earners and profitable 
multinational corporations to avoid tax liabilities.

The challenge
Clausing and Sarin lay out five key principles that 
guide their subsequent tax policy reform suggestions.

The proposed policy changes would restore 
fiscal responsibility. In addition to fully paying for all 
proposed TCJA extensions, and proposed expansions 

in the Child Tax Credit (CTC) and Earned Income Tax 
Credit (EITC), the full menu raises enough to cut the 
primary deficit in half over the coming budget de-
cade, thus stabilizing the debt-to-GDP ratio. 
They argue that the U.S. fiscal system simply 
cannot afford a one-way tax ratchet where 
Republicans cut taxes and Democrats raise taxes, 
but only on those at the very top. 

The proposed policy changes would build a 
more progressive tax system, while asking more 
from a broader swath of taxpayers. While tax in-
creases are never popular, the after-tax income re-
duction for those at the top of the distribution will far 
exceed any increase on those outside the top. Indeed, 
for many families with children or those receiving the 
EITC, there will be a net tax cut from this package. 

The proposed policy changes promote effi-
ciency. Through their proposal menu, Clausing and 
Sarin seek to achieve revenue and fairness objectives 
while avoiding unnecessary distortions and ineffi-
ciencies. In many cases, they focus on tax bases that 
are relatively efficient, or on tax instruments that re-
duce existing distortions between types of income. 
This allows more revenue potential without resorting 
to excessively high tax rates. 

The proposed policy changes can all be scaled 
up or down. All of the proposals that Clausing and 
Sarin consider have myriad options and dials that 
can be tuned to more narrowly or more broadly tar-
get any tax changes.

The proposed policy changes are consistent 
with U.S. leadership in an evolving world economy. 
Both the international tax policy changes and the cli-
mate policy changes work to align U.S. policymaking 
with what the rest of the world is doing, in a way that 
allows for improved solutions to the longstanding and 
vexing global collective action problems of tax com-
petition and climate change.

The proposal
At the end of 2025, almost all of the individual, estate, 
and pass-through provisions of the Tax Cuts and 
Jobs Act (TCJA) will expire. This looming expiration 
creates an important opportunity to improve tax pol-
icy along multiple dimensions at the same time that 
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TCJA provisions are evaluated for possible extension. 
Table 1 overviews the menu of tax policy options that 
together have the potential to raise about $3.5 trillion 
over the coming decade, while improving the pro-
gressivity and efficiency of the tax system.

Tax Cut and Jobs Act extensions: Clausing and 
Sarin do not believe that TCJA should be wholesale 
extended. And they argue that any TCJA extensions 
must be paid for. They propose extending the reve-
nue-neutral combination of higher standard deduc-
tions, exemption removal, and a more generous CTC. 

They also propose a revenue-neutral extension of the 
state and local tax (SALT) cap and the alternative min-
imum tax (AMT) changes. They recommend against 
extending other elements of TCJA, including the 
pass-through income deduction, the higher estate tax 
threshold, and most individual rate cuts.

Raise the corporate tax rate to 28 percent. A 
28 percent corporate tax rate is midway between 
current law and the pre-TCJA rate and would reverse 
half of the permanent 14-percentage-point cut in 
place since 2018. Increasing the corporate tax rate 

table 1
Total revenue raisers in proposed menu

Proposal 10 year revenue effect (billions, unless specified)

TCJA extensions of expiring provisions ~$0

• Extend TCJA higher standard deduction, exemption removal, and a more
generous child tax credit

• Extend a revenue-neutral version of TCJA deduction limits, alternative
minimum tax (AMT) provisions, and rate changes, as described in text

• Other expiring provisions are allowed to expire

Raise the corporate tax rate to 28% $1.3 trillion

Implement international tax reforms including: $500 

• Stronger per-country GILTI at 21%

• Pillar 2 consistent provisions

• Repeal the Base Erosion and Anti-Abuse Tax (BEAT), the corporate
alternative minimum tax (CAMT) (for GILTI payers)

• Repeal the foreign-derived intangible income (FDII)

Restore research and experimentation expensing, make Pillar 2 consistent −$300

Increase tax rates on long-term capital gains and dividends by 5% $250 

Carryover basis for capital gains $160 

Eliminate the carried interest loophole $10 

Return to 2009 estate and gift tax parameters $250 

Corporate carbon fee and border adjustment $650 

Reverse Internal Revenue Service (IRS) funding recission of $21 billion $260 

Permanent mandatory stream of funding to the Internal Revenue Service (IRS) 
(2031-2035) $240 

Financial transactions tax (FTT) of three basis points applied to most stock, 
debt, and derivatives transactions $540 

Close self-employed contributions act/net investment income tax loopholes $300 

Expand the Earned Income Tax Credit (EITC) to the American Rescue Plan (ARP) 
parameters −$156

Expand the Child Tax Credit (CTC) −$650

Extend expanded premium tax credits (PTCs) −$270

Other revenue raisers $400 

Net total $3.5 trillion

Source: Authors’ calculations based on sources detailed in the main paper text.
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would provide a progressive and efficient source of 
revenue, since much of the corporate tax base is 
“above-normal” returns (excess profits). 

International tax reforms: Tax reform presents 
an opportunity to consolidate a hodgepodge of 
minimum taxes into one minimum tax regime that is 
consistent with what the rest of the world is doing, 
thus increasing the stability and certainty of inter-
national tax rules while also reducing compliance 
costs for multinationals themselves. They propose 
a 21 percent per-country minimum tax on the for-
eign income of U.S. multinational companies. They 
also propose to make changes that are consistent 
with the 2021 international tax agreement, including 
changing the structure of the research and experi-
mentation credit in a revenue-neutral way. 

Capital income proposals: Taxing capital in-
come is an important part of a progressive tax sys-
tem, since capital income is far more concentrated 
at the top of the income distribution and is more 
lightly taxed than labor income, as tax policy chang-
es over prior decades have reduced capital taxation 
relative to labor taxation. Clausing and Sarin propose 
increasing the long-term capital gains and dividend 
rates by 5 percentage points. An important step to-
ward reducing capital income tax preferences would 
be the introduction of carryover basis, such that tax-
payers would adopt the adjusted basis of the dece-
dent on assets that they inherit; this would reduce 
the “lock-in” effect. They also propose eliminating 
the carried interest loophole.

Estate proposals: Clausing and Sarin propose 
returning to 2009 estate and gift tax parameters, 
which would lower the estate tax threshold while 
raising the estate tax rate. 

Corporate carbon fee and border adjustment: 
Clausing and Sarin propose that the climate tax pol-
icy provisions in the IRA be complemented by mea-
sures that gradually introduce an economy-wide 
corporate carbon fee in the U.S. Households would 
be protected from any direct costs and there would 
be minimal impacts on either gas prices or utility 
bills. This policy would further international coopera-
tion on climate change mitigation policy. 

Permanent IRS funding: Clausing and Sarin pro-
pose reversing the recent IRS funding recissions, 
thus providing the agency with an additional $21 bil-
lion of enforcement resources to deploy in the com-
ing decade. Second, they propose creating a stream 
of permanent mandatory funding to support the new 
hires and capacity that the agency will build up in 
coming years. 

Financial transactions tax (FTT): Clausing and 
Sarin propose a small FTT of 3 basis points per 
transaction, which would raise significant revenue 
with very little impact on market liquidity or the cost 
of capital. An FTT can play a helpful role in capital 
markets by discouraging excessive speculation. 

Reform Self-Employed Contributions Act 
(SECA) and Net Investment Income taxes (NIIT): In 
order to create uniform treatment, Clausing and Sa-
rin propose closing the tax preference for SECA and 
NIIT taxes. Doing so would raise substantial revenue 
in a progressive manner, while also reducing tax-in-
duced distortions in organizational form, and de-
creasing the incentive to misclassify income. 

Expand the Child Tax Credit, Earned Income 
Tax Credit, and premium tax credit: The EITC and 
the CTC provide critical support for low- and mod-
erate-income families in the U.S., and the premium 
tax credit makes health insurance more affordable. 
Clausing and Sarin propose expanding the generosity 
of these credits, prioritizing expansions that reach the 
lowest-income households who are in greatest need. 
For that reason, they emphasize full refundability of 
the CTC so that low earners are not receiving less 
support for their children than higher earners.




