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Executive Summary: More Revenue Is Required to
Meet the Nation’s Commitments, Needs, and
Challenges

By Richard Kogan, Joel Friedman, Sharon Parrott, and Sarah Calame

To support sound budget policies, the level of federal revenue — measured as a percent of the
nation’s economy, or gross domestic product (GDP) — needs to increase over previous and
currently projected levels. Our nation’s budget policies reflect our approach to two fundamental
questions: what and whom will our country invest in and support, and how will we pay for those
investments? Our current approach is one of low investment and support for people and
communities relative to other wealthy nations, coupled with even lower revenue. This has led not
only to a fiscal deficit, with federal debt growing more quickly than GDP, but also an investment
deficit.'

To meet our commitments to seniors, make high-value investments that will improve well-being
and broaden prosperity, and improve our fiscal outlook, we must raise more revenue. Simply put, we
cannot meet 21%-century needs with past levels of revenue. As a first step, policymakers should use
the scheduled expiration of most provisions of the 2017 tax law in 2025 as an opportunity to bolster
the revenue base, not erode it by failing to pay for any tax cuts that are extended and potentially
adding still more tax cuts for corporations and high-income households on top.?

Specifically, higher revenue is needed to address three challenges:

® Meeting long-standing retirement and health care commitments to seniors. Budget
needs are growing simply because the increasing number of baby boomers in retirement
increases the costs of Social Security and Medicare. Costs for these two programs are growing
faster than the economy and are projected to continue doing so.

The demographics underlying this upward budgetary pressure have been understood for
decades — the results are no surprise. Indeed, cost growth for Social Security and Medicare

! For the full paper, see Richard Kogan ef a/., “More Revenue Is Required to Meet the Nation’s Commitments, Needs,
and Challenges,” CBPP, June 17, 2024, https://www.cbpp.org/research/federal-budget/more-revenue-is-required-to-
meet-the-nations-commitments-needs-and.

2 Jacob Bogage, “Republicans pitch tax cuts for corporations, the wealthy in 2025,” Washington Post, June 9, 2024,
https://www.washingtonpost.com/business/2024/06/09/biden-trump-taxes-election/.
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has been slower than the Congressional Budget Office (CBO) predicted in 2010. Federal costs
outside of these two programs are projected to grow more slowly than the economy, but this
will not completely offset the demographic shift propelling the growth of Social Security and
Medicare. (See Figure 1.) To finance our commitments to current and future seniors, we will
need to raise more revenue.

Making high-value investments that improve well-being and broaden opportunity.
Underinvesting in people, communities, and the building blocks of the U.S. economy
increases poverty and hardship, worsens racial and ethnic inequities, shortchanges
opportunity, and restrains economic growth.

For example, child poverty is higher in the U.S. than in other similarly wealthy countries due
to our weaker support for families with children. Temporary policies enacted during the
COVID-19 pandemic produced a historic decline in child poverty and narrowed differences in
poverty rates by race and ethnicity, but those gains disappeared when the measures expired.
Investing in children has long-term payoffs for the entire country, and that means our under-
investment is harming the nation’s potential.

Investments in this and other areas — including investments to bring down the high cost of
housing and child care for families, address climate change, expand access to higher education,
improve our infrastructure, and support research and technological advances — all could yield
significant short- and long-term benefits to people, communities, and the economy as a whole.
But they will require more revenue.

Managing the future risks associated with higher debt. Policymakers should consider the
risks associated with a federal debt that’s growing faster than the economy and is projected to
continue doing so. While there is no consensus among economists as to what level of debt
relative to the size of the economy (known as the debt ratio) will cause significant economic
harm, higher debt ratios increase risks to the economy.

At the same time, policymakers must weigh the uncertainty of those risks against the more
certain, damaging consequences of underinvestment in public services and the economy,
which include higher poverty, reduced health and well-being, and limited opportunity. They
can best manage these risks by raising sufficient revenue both to finance investments today
and to improve our long-term fiscal outlook.
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Arguments Against New Revenue Don’t Hold Up

Some critics argue that increasing revenue slows economic growth. But research doesn’t support
the conclusion that countries with higher levels of revenue have experienced lower economic growth
over time. Studies have produced conflicting findings, likely because many factors affect growth —
including the type of tax, economic conditions, monetary policy, the time frame examined, and
importantly, what the funds are used for. Revenue is used for a range of spending and investment
that itself can both improve well-being and bolster growth.

Some critics also argue that the nation’s long-term fiscal challenges are caused by overspending
and thus should be addressed by cutting programs rather than raising revenue. This argument
ignores the very substantial costs in deficits and debt caused by the Bush and Trump tax cuts.
Absent those tax policies, deficits and debt would be much lower. And in any case, those critics have
been unable or unwilling to show how the budget can be cut to achieve their fiscal goals. Budget
proposals claiming to embrace that approach have combined some specific, extreme, and damaging
program cuts with large additional cuts that are generally nnspecified.’

The most recent House Republican budget resolution, for instance, called for $9.3 trillion in
program cuts over ten years, but almost half of the cuts were unspecified. The specified cuts, which

3 Sharon Parrott, “House Republican Budget Reflects Disturbing Vision for the Country,” CBPP, September 19, 2023,
https://www.cbpp.org/press/statements/house-republican-budget-reflects-disturbing-vision-for-the-country. Also see
Richard Kogan and Joel Friedman, “Five Things to Look for in the House Republican Budget Plan,” CBPP, September
18, 2023, https:/ /www.cbpp.org/research/federal-budget/five-things-to-look-for-in-the-house-republican-budget-
resolution.
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targeted health care and programs that help people with low incomes afford the basics, would drive
up poverty and hardship and the number of people without health coverage. The unspecified cuts
would require, among other cuts, massive disinvestment from the part of the budget that funds a
broad range of public services, such as national parks, child care, education, scientific and medical
research, and veterans’ health care. While some reasonable savings can be achieved in certain areas,
such as by ending inefficient subsidies, they are far less than these extreme proposals call for, and far
less than the amounts required to address the needs discussed in this report.

Similarly, some argue that revenue today (relative to the economy) should not be allowed to
exceed historical levels, as if they represent an inevitable or natural constraint on revenue. But a
backward-looking benchmark is of little use in guiding policies designed to meet current and future
needs and a country with far different demographics than decades ago.

In 2024, CBO estimates that revenue will be 17.5 percent of GDP — roughly equivalent to the
average over the past 40 years and close to the level in 1984. (See Figure 2.) But the country today is
very different. For example, 40 years ago members of the baby boom generation (those born
between 1946 and 1964) were in or still approaching their “prime working years;” today they are in
the “prime retirement years,” with all but the very youngest now eligible for Social Security. And
over the next 40 years, this aging trend will continue. By 2064, the share of the population over age
65 is projected to reach 22.7 percent, or nearly double the 11.6 percent share in 1984. Similarly, the
dangers and challenges of climate change are more dramatic and urgent than they were 40 years ago,
demanding more action today and in the future. And in 1984 we did far less than we do today to
reduce child poverty, invest in child care, or ensure that people without health coverage through
their jobs have access to health coverage.

In short, 21* century revenue needs are much different from those in the 1980s.



Inadequate Revenue Over the Last 40 Years
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It is notable that policymakers did not let revenue levels from the first half of the 20th century
dictate those of the second half. Federal revenue averaged only about 4 percent of GDP from the
beginning of the last century to the beginning of World War II. But during the second half of the
century, when our defense needs were notably greater and key social insurance costs (such as Social
Security and public support for health insurance for seniors) emerged or began to grow, federal
revenue averaged more than 17 percent of GDP. It should also be noted that economic growth was
faster in the second half. The past should not bind the present or future.

Moreover, revenue levels from the past four decades were insufficient even then; the debt ratio
more than doubled over that period, even before the pandemic. Despite some progress in recent
decades, we invest notably less than other wealthy countries in children, families, and workers —
including less in child care, paid leave, and financial help to families — and we have significantly
more people without health coverage.* Counting all levels of government, the U.S. collects only
about two-thirds as much revenue as other wealthy countries such as those in the European Union,
relative to the size of the economy. Addressing our underinvestment in children, workers, and access

#'This comparison of economic security investments is based on an analysis of 2019 OECD data on gross public
social spending, excluding health, at all levels of government in a country. This OECD category of spending
covers old age pensions, disability benefits, families and children, unemployment benefits, and housing, among
other supports, but excludes most social benefits provided through the tax code (for instance, for the U.S., it
includes only the refundable portion of the Earned Income Tax Credit). See “Social Expenditure Database
(SOCX),” OECD, https://www.oecd.org/social/expenditure.htm. Some 90 percent of the U.S. population had
health insurance coverage, compared with an average of 99 percent among European Union countries in the
OECD in 2019. See “Population Coverage for a Core Set of Services, 2019 (or nearest year),” OECD,
November 9, 2021, https://doi.org/10.1787/dcae7acl-en.
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to health care, as well as other challenges such as climate change and aging infrastructure (the result,
in part, of underinvestment over past decades), will require making greater investments in the future

than in the past.

Tax Cuts Have Weakened Revenues; Focus Should Be on Raising Revenues

Despite rising costs due to the aging of the baby boom generation and our investment deficit,
policymakers have enacted tax cuts in the past two decades that have eroded the revenue base. This
has undermined investments and driven up deficits and debt, increasing future economic risks.

Tax cuts enacted during the Bush and Trump administrations have substantially increased the
nation’s deficits and debt. We estimate that if the Bush tax cuts and their extensions and the 2017
Trump tax cuts had not been enacted, the deficit would be less than half its current size, and the
debt ratio would be considerably lower as well: 56 percent of GDP in 2024, compared to the actual
91 percent.” (See Figure 3.)

The Debt Is Higher Due to the Bush and Trump
Tax Cuts
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5The Bush tax cuts and their extensions included revenue losses caused by limiting the amount that the Alternative
Minimum Tax (AMT) would recapture from better-off tax filers. Because the AMT was not indexed for inflation in
2000, just before enactment of the Bush tax cuts, the AMT would have recaptured growing amounts of revenue as the
years passed. As a result, legislation to limit the reach of the AMT became increasingly costly as the years passed, relative
to 2000 AMT law. Those very costly effects were part of the Bush tax cuts and its extensions and so were part of all
scores of that legislation by the Congressional Budget Office and Joint Committee on Taxation. In our analysis,
however, we attribute smaller revenue losses to the AMT provisions of those tax cuts, measuring those revenue losses
relative to a hypothetical AMT that had been indexed for inflation (rather than the actual, unindexed AMT), so our
estimates of the costs of the Bush tax cuts are more conservative.



The individual and estate tax provisions of the 2017 tax cuts are scheduled to expire in December
2025. Extending these tax cuts without offsets would cost about $4 trillion over ten years. Allowing
many of these provisions to expire, and completely offsetting any extensions with other revenue
increases, is an essential first step toward rebuilding the revenue base.

Even with this step, revenue in the next decade would remain below the levels of the late 1990s as
a percent of the economy and below the levels of nearly all of our peer countries. Most importantly,
revenue would still be well short of what is needed to accommodate the costs of an aging population
and to manage our long-term fiscal challenges, let alone address our investment deficit. Additional
revenue-raising efforts will therefore be needed.

These revenue increases should be progressive, which is particularly appropriate given that the
nation’s income in recent decades has grown increasingly unequal. Typical middle-income families
with children had almost 50 percent more income after taxes in 2019 than such families had in 1984,
after adjusting for inflation. But among the top 1 percent of households, their already
disproportionate incomes grew three times as fast over that period: almost 150 percent. Indeed, by
2019, the top 1 percent had annual incomes averaging $1.7 million, almost 20 times that of typical
middle-income families with children.” Revenue-raising efforts should therefore focus on those who
have gained the most over the last four decades, while new investments should focus on solving
national problems and expanding opportunity.

The United States is a significantly wealthier nation than it was in 1984 and can afford to devote a
greater share of its resources to addressing these challenges. It is among the world’s richest countries
on a per-person basis;® per-person income is twice the level it was four decades ago, after adjusting
for inflation, and per-person wealth has grown even more, tising 270 percent.” Moteover, CBO
projects that over the next 30 years, inflation-adjusted per-person income will rise by another 46
percent."” Growing income and wealth means that even if revenue rises somewhat faster than GDP

¢ Chuck Marr, Samantha Jacoby, and George Fenton, “The 2017 Trump Tax Law Was Skewed to the Rich, Expensive,
and Failed to Deliver on Its Promises,” CBPP, updated June 13, 2024, https://www.cbpp.org/research/federal-tax/the-
2017-trump-tax-law-was-skewed-to-the-rich-expensive-and-failed-to-deliver.

7 CBPP analysis of CBO’s distribution of household income for households with children, at Congressional Budget
Office, “The Distribution of Household Income in 2020,” November 14, 2023,
https://www.cbo.gov/publication/59509. We use CBO’s data through 2019 (2020, the latest year with available data, is
distorted by COVID effects). Amounts are after taxes, exclude medical benefits, include other means-tested government
transfers, and are adjusted for inflation to 2019 dollars. Incomes ate ranked by post-tax, post-transfer incomes.

8 U.S. GDP per person is an estimated $80,000 in 2023, according to the International Monetary Fund, which uses
Purchasing Power Parity as the basis for its calculations. This compares favorably with that of virtually every other
country. The exceptions are a few tax havens (e.g., Luxembourg, Ireland, Switzerland, San Marino) and a few oil-rich
nations (e.g., Qatar and the Emirates). See International Monetary Fund, “Report for Selected Countries and Subjects,”
June 4, 2024, https://www.imf.org/en/Publications/WEO /weo-database /2023 /October/weo-report.

° The income figures compare 2024 estimates with 1984 figures, using data from CBO. Wealth data ate as of December
31, 2023, from Table b.1 of the Federal Reserve’s quarterly “Financial Accounts of the United States.” We adjust the
Fed’s nominal wealth data for population growth and inflation. See Board of Governors of the Federal Reserve System,
Financial Accounts Guide - Display Table, https://www.federalreserve.gov/releases/z1/default.htm.

10 Congtressional Budget Office, “The Long-Term Budget Outlook Under Alternative Scenatios for the Economy and
the Budget,” May 21, 2024, https://www.cbo.gov/publication/60169. See CBO’s backup tables for the data underlying
its charts.
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over time, the after-tax levels of inflation-adjusted income and wealth will also continue to grow.
And the investments supported by that revenue will themselves improve well-being.

In short, we can afford to raise revenue and invest in people, communities, and the economy to
strengthen the country and create a more broadly shared prosperity.
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