THIRD WAY

MEMO Published June 17,2025 - 3 minute read

Taxes Are Below Historical Averages
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To justify tax cuts, Republicans often claim that record-high levels of federal revenue are flowing to
the federal government. They also state that tax revenue is in line with or above a “50-year average” as
a share of GDP. The problem is: both claims aren’t true. Below, we provide a snapshot of federal revenue

over time and examine how the GOP tax bill would make things worse.

Five Facts on Tax Revenue

Revenue, in nominal terms, tends to grow each year—just like the price of bread or clothes. That’s why
it’s important to measure revenue in relation to the size of the economy. Here are five facts to know

about tax revenue:
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1. Current tax revenue is below the long-term average. Revenue is estimated to be 17.1% of gross
domestic product (GDP) for FY 2025, roughly the same as last year (FY 2024). 1 The 50-year

revenue average is 17.3%. 2

2. Revenue has exceeded 19% of GDP only six times since 1962. That happened in 1969, 1981, 1998,
1999, 2000, and 2022. But, during the end of the Clinton Administration, higher revenues

correlated with budget surpluses.

3. The recent revenue high of 19.2% of GDP in 2022 was an anomaly. The Congressional Budget
Office (CBO) attributed this revenue bump to higher capital gains realizations and other timing
shifts related to tax policy around the pandemic. This was not due to the Trump tax cuts growing

the economy. 3

4. Historic revenue averages are not a good target. Tax revenue should pay for federal spending as
well as improving our future fiscal picture. Looking backwards to historical averages doesn’t

account for where the country is—or where it’s going.

5. A higher revenue target is needed. If we want to keep our promises to the middle class and
seniors—and not default on the debt—we need a tax code that brings in more money. The last
great fiscal commission (Bowles-Simpson from 2011) suggested revenue at over 20% of
GDP. # The last time we had a balanced budget (1998-2001), revenue was around 19% of GDP. 5

The New GOP Tax Plan Shrinks Revenue

If the 2017 Trump tax cuts were to expire at the end of this year, revenue would come in around 18.3%
of GDP by the end of the decade (FY 2035). 6 Current Republican plans, however, would significantly

shrink what the government can afford:

» The House version of the Trump tax cuts slash revenue. The House-passed reconciliation bill
results in revenues falling below 17% of GDP for the first five years after enactment and settling at
17.3% of GDP by the end of the decade as the bill’s temporary tax cuts expire. ’

« Senate Republicans can make a tax plan that would push revenues well below the historical
average. Some Republicans are pushing to go even further than the House bill. Under a scenario
where an additional $1.5 trillion in tax cuts are enacted beyond the House bill—as allowed under
the reconciliation instructions—revenue would fall to 16.3%. 8 That level is a full percentage point
below the historical average. If the cuts are used to extend some things the House would have let

expire, it would stay below 17% through the end of the decade. 9
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Current Revenue-to-GDP is Less Than Historical Average

B Actual Revenue as a Percent of GDP House-Passed Reconciliation Bill
M Possible Senate GOP Tax Plan Average Revenue as a Percent of GDP
21%
20%
19%
18%
17%
16%
15%
14%
S 38BN e rdegggssgesEeeey
200 0Q2QFOCRETOOOEETEO 0006062228828 o00
e =222 = FE 2 FEsFER2ESsERFRAEGANAQNN 8 N 8 &

Source: Congressional Budget Office, Senate budget resolution, Third Way calculations.
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