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An Overview of the Tax Legislative Outlook for
2025

SYNOPSIS: The top legislative priority for President Trump and congressional Republicans
in 2025 will be to enact a reconciliation bill, prominently featuring tax provisions, including
extending the 2017 Tax Cuts and Jobs Acts (TCJA). Major portions of the TCJA are set to
expire after December 31, 2025. The expiring provisions include the basic structure of the
Tax Code applicable to individuals and pass-thru businesses taxed as partnerships, S
corporations and sole proprietorships.

There has been talk in recent days, including by incoming Senate Majority Leader Thune, of
Republicans first taking up a reconciliation bill addressing border securing and some national
defense issues, and leaving tax for later in the year. Other Republicans, most prominently
House Committee on Ways and Means Chairman Smith, have pushed back, saying that the
TCJA should be addressed first. It remains to be seen which direction Republicans will take.
It also remains to be seen whether border and defense issues can be shoehorned into the
relatively narrow Senate rules as to what types of provisions can be included in a
reconciliation bill and whether Senate Republicans are willing to aggressively change those
rules. The very narrow majority in both the House and Senate will make enacting legislation
through reconciliation very difficult.
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REPUBLICAN AND DEMOCRATIC PERSPECTIVES ON THE TCJA

President Trump and congressional Republicans view the TCJA as one of their signature
legislative achievements in his firm term in office. For individuals, the TCJA cut taxes across
the income distribution and simplified tax returns by significantly increasing the percentage of
Americans taking the standard deduction. On a proportionate basis, the TCJA generally
contained bigger tax cuts for lower income Americans than upper income Americans. The
TCJA made America competitive again by lowering the corporate tax rate, and changing our
cross-border tax rules from worldwide taxation with deferral, to a quasi-territorial system under
which only certain high-margin foreign profits are taxed by the U.S., but at a lower rate.

The main criticisms of the TCJA by Democrats are that the TCJA increased the deficit,
lowered the corporate tax rate excessively (although many Democrats have said that the prior
rate of 35% was too high), and provided larger (absolute) tax cuts to wealthier Americans than
lower-income Americans.

We can expect to hear messaging across these lines throughout the next year and running
into the 2026 mid-term congressional elections. If Republicans cut green energy incentives,
there will also be a lot of focus on whether the United States should be trying to drastically cut
carbon emissions and create green jobs or instead increasing fossil fuel production in order to
help the economy and thereby create jobs across different sectors.

LEGISLATIVE OVERVIEW FOR 2025

In the House, Republicans will likely have 220 seats, and Democrats will likely have 215
seats. However, it will take some time (until April) to fill the seats of the House members who
were nominated by President Trump (Reps. Stefanik, Waltz, and Gaetz who subsequently
resigned, then declined the nomination, and also said that he would not take his seat next
Congress). This will leave House Republicans with the narrowest of margins, meaning they
will not be able to pass any legislation opposed by all Democrats if even one Republican also
opposes the legislation until April, and at most two after that when all vacant seats are filled.

In the Senate, Republicans will have a 53-47 margin and can maintain a majority even if they
lose three votes with Vice President Vance casting the tiebreaking vote.

In addition to reconciliation, it now appears that Congress will also have to enact a
government funding bill early next year to cover the remainder of Fiscal Year 2025 that ends
on September 30, 2025. This is because Congress is likely to enact a continuing resolution
during the December 2024 lame duck extending government funding through some date early
next year, most likely in March. Under existing Senate rules that Republicans are extremely
unlikely to change, the government funding bill will require 60 votes in the Senate to avoid the
filibuster. This means that the spending bill will have to be bipartisan. An additional difficulty
is that a significant group of House Republicans generally will not vote for government
spending bills because they believe the amount of spending is too high. This means that the
spending bill will likely have to be bipartisan in the House as well.

It will be interesting to observe how the spending bill plays out next Congress. As
Republicans control both houses of Congress, they will have the main responsibility for
passing the spending bill in the eyes of voters.
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If President Trump and House Republicans were to unite around a spending bill that makes
significant spending cuts and pass such a bill through the House, that will put some pressure
on Senate Democrats (not to mention some Republicans who will be uneasy with such
spending cuts) to go along with such a bill. However, such a scenario could also lead to a
government shutdown with Senate Democrats refusing to back significant spending cuts.

If House Republicans cannot get enough Republican votes to pass a conservative spending
bill through the House, that will give much more power to the Senate. Maine Senator Collins
will chair the Senate Appropriations Committee and can likely negotiate a spending bill that
wins the support of the vast majority of Democrats and more than half of Republicans and
thereby able to get 60 votes in the Senate. Speaker Johnson would then face a difficult
decision as to whether to put such a bill on the House floor, where it would likely pass with
mostly Democrat votes. His decision would likely depend on President Trump’ preference on
the issue. President Trump could veto such a bill even if it passed both chambers. President
Trump complained about large spending bills passed by the Congress in his first term but
chose not to veto those bills.

If Congress does not make significant reductions in government spending, this will cause
some congressional Republicans, especially in the House, to push harder to limit the revenue
loss in the tax bill. However, the size of the spending bill next year has no impact on the
requirements of the reconciliation bill under existing congressional rules.

An additional factor to consider is that the debt limit will likely hit, after use of extraordinary
measures by Treasury, sometime around mid-year. Congress will therefore need to enact a
bill to raise or suspend the debt limit at around the same time it is considering a tax
reconciliation bill. This will put further pressure on Republicans to limit the revenue loss in the
tax reconciliation bill.

BUDGET RECONCILIATION PROCESS

It is extremely unlikely that Republicans will find seven Democrat votes in the Senate to
extend the TCJA in legislation outside the reconciliation process that must obtain 60 votes to
get past the filibuster. Therefore, Republicans will turn to the reconciliation process, in which
only a majority in the Senate is needed, to enact tax legislation.

In order to enact a reconciliation bill under existing Senate rules, the House and Senate must
each pass a budget resolution setting out the parameters of a reconciliation bill, and in
particular the amount by which the bill is to increase or decrease the deficit. We do not
expect Republicans to attempt to change the existing Senate reconciliation rules, but this is
possible. Like any other law, the reconciliation bill needs the President’s signature to become
enacted into law (or an override of a Presidential veto). On the other hand, the underlying
budget resolution does not become law and does not need the President’s signature.

A budget resolution provides guidelines to one or more congressional committees to report a
bill out of committee increasing or decreasing revenue or outlays by a specific amount or by

more or less than a specific amount (such as to increase revenue by at least $1 billion). The

budget resolutions are reported out by the House and Senate Budget Committees, and then

taken up by the full House and Senate respectively.
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Although a reconciliation bill may, on net, increase deficits within the ten-year budget window,
it may not increase deficits in years outside the budget window.

Each committee specified in the budget resolution is to report a bill meeting its budget
instructions. Under the Constitution, revenue provisions must originate in the House, so the
House traditionally votes on its version of a reconciliation bill first (there are certain techniques
the Senate can sometimes use to circumvent this Constitutional requirement, but we do not
expect this to happen on the reconciliation bill). The Senate will then take up the House bill,
and typically makes changes. Any differences between the House and Senate bills are
usually resolved through a formal Conference Committee created by the House and Senate
each voting to go to conference on the bill. (House and Senate differences can also be
resolved in informal negotiations or by the chambers “ping-ponging” bills back and forth until
they reach agreement). The bill agreed to by the Conference Committee is contained in the
Conference Committee Report, and voted on by the House and Senate. If passed, the bill
needs the President’s signature to become law.

In general, a reconciliation bill may change revenues, address the debt limit or change certain
mandatory spending. A reconciliation bill may not change Social Security. A reconciliation bill
generally does not change discretionary spending. An incredibly complex set of “Byrd” rules,
which were incorporated into the Senate’s reconciliation rules pursuant to an amendment
proposed by then-Senator Byrd (and subsequently amended), govern the types of provisions
that can be included in a reconciliation bill and the process by which Senators can challenge
provisions as not meeting those qualifications. In general, even proposals that would have an
impact on spending or revenue may not be included if the predominant focus of those
proposals is policy-related in a non-fiscal manner.

LIKELY CONTENTS OF 2025 RECONCILIATION BILL

A central component of the 2025 reconciliation bill will be extension of the 2017 TCJA.
Because of the requirements of the reconciliation process, the bill will almost certainly again
sunset the extended TCJA provisions at the end of the budget window because the bill is
almost certain not to have sufficient revenue to offset the cost of the bill, either inside or
outside the budget window. However, it is possible that Republicans would attempt to change
the rules in such a fashion as to solve this issue in a manner that lets them make the TCJA
permanent.

The bill will also likely address President Trump’s pledges during the campaign to exclude
from taxable income, income from Social Security, tips and overtime, along with not
subjecting American citizens living abroad to U.S. income taxes, and allowing deductions for
state and local taxes (SALT) and for interest on loans used to purchase a car.

Republicans will consider other provisions that have been advocated by Republican members
of Congress to provide various tax incentives and other forms of tax cuts. However, the
number and extent of such provisions included in the reconciliation bill are likely to be
relatively limited because Republicans will want to limit the revenue loss of the bill.
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To help minimize the revenue loss from the bill, Republicans will consider a wide variety of
revenue raising provisions. The most likely very large revenue raising provisions to be
included in the bill are statutory tariffs and repeal of the green energy incentives in the
Inflation Reduction Act of 2022 (IRA). Another possibility is to cut off eligibility for the Covid-
era employee retention credit, which is the pay-for included in the Wyden-Smith tax extenders
bill passed this year by the House, but blocked in the Senate. Republicans are also
considering some changes to Medicaid. The bill might also include a very wide variety of
targeted tax increases, similar in scope to those enacted in the TCJA. The Republicans will
look to a very wide variety of sources for possible revenue raising measures, such as tax
provisions they considered during the TCJA but did not enact, or those in the Tax Reform Act
of 2014 introduced by then-Chairman Camp. Other sources of tax proposals Republicans
might consider include options proposed by the Congressional Budget Office, the annual
Treasury Greenbook, and think tank papers.

Many Republicans in Congress have been at least somewhat skeptical of tariffs. At most, they
have supported tariffs as a response to unfair trade practices by other countries that would be
cancelled should the other countries cancel the unfair trade practices. President Trump has
been much more aggressive on tariffs, even going as far as to suggest they might be the main
or only source of Federal revenue, replacing the income tax. The President has some existing
authority to raise tariffs without legislation. Such action would not be scored as a raising
revenue measure for the purposes of the reconciliation bill. If Congress were to raise tariffs
legislatively, this would be scored as raising revenue. Especially given the very narrow
margins in both the House and Senate, it very much remains to be seen whether Republicans
will have the votes to enact significant statutory tariffs.

The bill will very likely cut off eligibility for new projects to qualify for the IRA green energy tax
incentives. It remains to be seen whether the bill will provide that facilities placed into service
before 2025 will not receive tax credits for production of energy starting in 2025, even though
when such facilities were placed into service in 2023 or 2024, they were eligible for ten years
of production tax credits. Congressional Republicans have begun to stake out opposite sides
on this issue.

Republicans want to move a reconciliation bill on a much quicker timeframe than in 2017,
when the bill was not enacted until late December. Although there has been talk of enacting
the reconciliation bill within the first one hundred days, it appears that enactment by May may
be on the optimistic side, with July being more likely.

The desire to move quickly means that the tax provisions in the bill are likely to be relatively
limited to extending the TCJA, the promises made by President Trump, tariffs, IRA green
energy repeal, and likely some other provisions increasing revenue. The extremely tight
margins in the House and Senate also make it likely that the scope of the bill will be relatively
limited.

Although many Republicans would like to repeal the estate tax, we do not believe this will
happen because of the cost. Similarly, we do not believe there will be significant changes to
the Section 199A deduction even though some Republicans believe that the TCJA did not
sufficiently provide tax relief to pass-thru businesses as compared to the reduction of the
corporate income tax rate from 35% to 21%. SALT will be one of the most difficult issues for
Republicans to address because of the cost, as well as the strongly held views by
Republicans on both sides of the issue.
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The enacted version of the TCJA did not include some revenue raising measures that were in
the original version of the TCJA law that were introduced in the House and Senate. The
enacted law also did not include many other revenue raising measures that the Committee on
Ways and Means and the Senate Finance Committee were actively considering and debating
in internal discussions during 2017 because of significant political pushback. If it was not
possible to include these measures when Republicans had a 241-194 maijority in 217, it will
be that much harder with a majority of about 220-215 in 2025.

REVENUE SCORING

The official congressional scorekeeper for tax provisions is the Joint Committee on
Taxation (JCT). The Congressional Budget Office (CBO) is the official scorekeeper for all
other provisions. In addition, CBO sometimes releases tax estimates performed by JCT. The
JCT scores for tax provisions take into account economic data and projections from CBO that
is generally updated by CBO twice each year, in the first quarter (typically January) and third
quarter (typically August).

On May 8, 2024, CBO published estimates of the extension of the expiring TJCA provisions
from 2026-2034. These estimates were performed by JCT. The extension of the individual
income tax provisions would cost $3,256 billion, the estate and gift tax provisions would cost
$167 billion, the cost recovery provisions would cost $378 billion [this provision started to
sunset in 2022, so the CBO score is for 2025-2034], and the international tax provisions
would cost $172 billion. CBO also provided additional estimates of the increased net interest
cost for the United States on the additional debt that would be needed because of the
revenue loss. With this additional interest cost, the total increase in the deficit amounts to
$4.57 trillion.

The exact score of legislation next year will not be known until CBO issues its new economic
data in the first quarter. Based on the CBO score and other economic estimates and taking
into consideration some data analysis by other think tanks, the Committee for a Responsible
Federal Budget (CRFB), a think tank focusing on deficits and the debt, estimates that the ten-
year cost of extending the TCJA provisions next year will be $4.8 trillion. CRFB estimates that
extension of Section 199A will cost $800 billion, and extension of the TCJA estate tax
provisions will cost $200 billion, while elimination of the estate tax will cost an additional $300
billion. Eliminating the TCJA provision limiting the deductibility of SALT would cost $1.2
trillion. These CRFB estimates do not take into account increased interest payments because
of the increase in the debt.

Republicans will attempt to include tax provisions that President Trump highlighted during the
presidential campaign. The details very much remain to be determined. CRFB published
rough estimates of the costs of some of those provisions over 2026-2035. The range in
CRFB’s estimates reflects a great deal of uncertainty as to how these proposals would be
crafted. Exempting overtime income from taxes would cost between $500 billion and $3
trillion; exempting Social Security (which is likely not possible under the reconciliation rules)
would cost between $1.2 trillion and $1.45 trillion; and exempting tips would cost between
$100 billion and $550 billion.
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DEFICITS AND TEMPORARY VERSUS PERMANENT EXTENSION OF THE TCJA

Perhaps, the biggest question facing Republicans is how much revenue the reconciliation
bill will lose within the budget window. This will go a long way towards determining how long
the extension of the TCJA will last. In general, Senate Republicans want to be much more
aggressive in extending TCJA, while House Republicans have expressed more concerns
about the deficit impact of any tax bill.

There are several sets of important assumptions underpinning the scoring rules.

Under existing Senate reconciliation rules, scores of tax provisions include the behavioral
impact of tax proposals (if Congress provides a tax credit for building a certain type of widget,
the score will assume taxpayers will build more of those widgets), but not the macroeconomic
effects (the score will not take into account increased tax revenue coming from economic
growth generated by lowering the corporate tax rate). In addition, the scoring assumes a
current law baseline. This means that tax increases that are to take effect under current law
are assumed to take effect under the baselines and preventing those taxes increases would
be counted as increasing the deficit.

Some Senate Republicans, including incoming Senate Finance Committee Chairman Crapo,
want to use a current policy baseline, which would mean extension of TCJA would not
generally have to be paid for. In contrast, there is a group of House conservatives, including
Budget Chairman Jodey Arrington who want extension of TCJA to be paid for.

A very far-reaching option available to Republicans is to switch the official scoring rules for
reconciliation purposes to a current policy baseline, which assumes that current tax policy is
permanent. If Republicans change the rules to adopt the current policy baseline, they would
be able to make the TCJA permanent because under the new rules, making the TCJA
permanent would not be considered as increasing the deficit outside the budget window. This
would raise various interesting procedural issues, including that if making the TCJA
permanent has no revenue impact, such a proposal would not be eligible for a reconciliation
bill under the Byrd rules. But if Republicans were politically determined to go down the route
of making such large changes to the Senate’s reconciliation rules, they would be able to solve
those procedural issues. We think it very unlikely that Republicans would go this far, both
because of the precedent it would set in terms of how far the party in power may change the
underlying rules, and because of the far-reaching implications for the debt. Using similar
logic, Democrats could enact a one-year bill providing extremely costly refundable tax credits,
and then subsequently make such policy permanent without any further score, because the
policy would be built into the baseline.

Absent such a large change to the current policy baseline, the TCJA provisions will generally
only be extended, not made permanent.

This leaves open the question of how much Republicans are willing to increase the deficit
within the budget window. The most likely aggressive option would be to use the current
policy baseline and also use dynamic scoring that assumes tax cuts would generate
economic growth that brings in more tax revenue partially making up for the revenue lost by
the tax cuts.
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In 2017, Republicans passed a budget resolution as part of the TCJA that allowed for the
reconciliation bill to increase the deficit within the budget window by up to $1.5 trillion. In
2017, Republicans sunset the TCJA provisions now set to expire in 2025 after eight years.
This was partly to limit the revenue loss within the budget window, and also partly because
some sunsetting tax provisions have revenue impact on the budget in the year or two
subsequent to their expiration, and the reconciliation bills do not allow for deficits outside the
budget window.

Although Republicans will want to extend the TCJA for as long as possible and may find a
manner of extending the TCJA from 2026 through 2035, they may follow the precedent set in
2017, and instead sunset the provisions after eight years, which would mean the end of 2033.
As in the TCJA, Republicans may make some provisions permanent, while others are
extended temporarily.

It is likely Republicans will first determine the rough outlines of what changes they will be able
to build consensus around in addition to the TCJA extensions and back into a rough score for
purposes of the budget resolution in that manner.

The outcome of the spending bill at the beginning of 2025 will likely shed some light on how
the tax bill will play out. If that bill (which will need at least 7 Democrat votes in the Senate to
get by the filibuster) significantly cuts spending it will be easier to convince House
Republicans to agree to a larger revenue loss on the tax bill. On the other hand, if the
spending bill gets more Democrat votes in the House and Senate than Republican votes and
increases spending, House conservatives are more likely to dig in their heels on limiting
revenue loss in the reconciliation bill, and strongly oppose using a policy baseline even within
the budget window.

POLITICAL BACKGROUND
Much more so than in 2017, the Republican Party is President Trump’s party.

The 2017 TCJA would not have been enacted absent extremely strong leadership from
President Trump. On the other hand, major portions of the bill were the cumulation of years
of work, some of which was bipartisan, by the Committee on Ways and Means and the
Senate Finance Committee.

By the time President Trump took office in 2017, congressional Republicans had spent years
working on tax reform. It took until August for his Assistant Secretary for Tax Policy, David
Kautter, to be confirmed. Unlike under Secretary Yellen, there were very few political
appointees working in the Office of Tax Policy, and most had no recent political background.
The Administration was engaged in the high-level policy decisions in TCJA, but much less so
in the development of many of the policy details. On the corporate tax rate, President Trump
was insistent on lowering the rate as much as possible, but the many significant changes to
business tax provisions in the TCJA originated in Congress.

This time around, it appears that President Trump is trying to ensure much closer control over
the Executive Branch (which consists of the President under the Constitution - Article I
begins: “The executive Power shall be vested in a President of the United States of
America.”). It also appears the Administration will be more involved in legislative tax policy. It
remains to be seen how many political hires will be at the Treasury Department and the White
House working on tax policy.
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Speaker Ryan was a budget wonk intimately involved in developing the bill. He had served
as Chairman of the Committee on Ways and Means and as Chairman of the Budget
Committee. Under his leadership, Republicans had put out Better Way, a detailed set of
policy proposals, during the 2016 campaign. Ryan had a working relationship with President
Trump, but criticized him during the campaign. The two were definitely not close. Ways and
Means Committee Chairman Brady had a much closer relationship with President Trump.

The very big majority in the House gave the Committee on Ways and Means a relatively large
amount of discretion to write the tax bill. Committee Members spent much time advocating
the bill with other Members, but could afford to lose a relatively large number of Republicans.
Ultimately, House Republicans supported the bill 224-12, with three not voting.

Speaker Johnson has a much closer relationship with President Trump than did Speaker
Ryan. Ways and Means Committee Chairman Smith is also very close to President Trump.

Senators Grassley and Hatch served as the lead Republicans on the Senate Finance
Committee for twenty years from 2001 until Idaho Senator Crapo became Ranking member in
2021. He has led opposition to the Smith-Wyden tax extenders bill this Congress, blocking
the bill in the Senate. But we expect Chairman Smith and Crapo to work closely together on
the tax reconciliation bill.

Republicans have one more seat in the Senate in 2025 than they did in 2017. The much
narrower majority in the Senate gave Senate Republicans some leverage over House
Republicans in negotiations over the bill. Because any 3 Republicans in the Senate could
tank the bill, this gave them significant power. This time, the dynamic will be reversed with a
closer margin in the House.

Republicans on both Ways and Means and Senate Finance have been having extensive
internal meetings to discuss the path forward on the TCJA. However, until several weeks
ago, it was not known that they would win the trifecta in the November election. Members of
the tax writing committees have also been meeting with their off-committee colleagues to
discuss the TCJA. These sets of meetings will intensify going into next year. There will also
be extensive coordination with the White House and the Treasury Department.

Traditionally, tax bills start in the House to meet the requirement under the Constitution that
revenue measures originate in the House (although the Senate can bypass this requirement
by taking up any House-passed bills containing revenue measures). Thus, the first version
will likely start with a bill, possibly numbered H.R. 1 to emphasize its importance, introduced in
the House by Chairman Smith shortly before mark-up by the Committee on Ways and Means,
as was the case with H.R. 1in 2017.

FURTHER CONTEXT ON BUDGET, NATIONAL DEBT AND TRUST FUNDS
COMPARED TO 2017

In 2017, CBO projected that absent statutory changes the Social Security Disability
Insurance (SSDI) Trust Fund would be exhausted in FY 2023, the Medicare Hospital
Insurance (HI) Trust Fund would be exhausted in 2025 and the Social Security Old-Age and
Survivors Insurance (OASI) Trust Fund would be exhausted in 2030 or 2031.

Finseca has granted permission to share this article with select individuals
through their Finseca Influencer membership. Parties receiving this content ’

Special Tax Edition

2024 - 12 -05 from the aforementioned Finseca Influencer member may not share it in
any format. For additional access, please email learning@finseca.org.




CBO'’s latest projections in 2024 are that absent statutory changes, the balance of the OASI
Trust Fund will be exhausted in fiscal year 2033, the balance of the SSDI Trust Fund will be
exhausted in 2064 (this date was postponed through legislation shifting revenue from the
OASI Trust Fund to the DI Trust Fund), and the HI Trust Fund will be exhausted shortly
outside the budget window, in about 2035.

The debt was $19.8 trillion at the start of 2017. As of November 29, 2024, the debt has
increased to $36.1 trillion.

In 2017, Federal revenues totaled $3.32 trillion, compared to $3.40 trillion in outlays. By
2024, revenues had jumped to $4.92 trillion, but spending had jumped even more dramatically
to $6.75 trillion. Republicans believe that spending must be decreased. Republicans do not
believe the debt will be solved by further increasing taxes, which they believe would slow the
economy.

Finseca has granted permission to share this article with select individuals

Special Tax Edition through their Finseca Influencer membership. Parties receiving this content ’

2024 - 12 - 05 from the aforementioned Finseca Influencer member may not share it in
any format. For additional access, please email learning@finseca.org.




