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Highlights

- Congressional Republicans have begun the process of implementing the President’s fiscal agenda via the bud-
get reconciliation process - a legislative measure that circumvents the filibuster rule in the Senate and only
requires a simple majority to pass.

- The total cost of proposed tax cuts is estimated to be about $8-9 trillion, assuming the 2017 Tax Cuts & Jobs Act
(TCJA) is permanently extended. Given the House Republicans’ reconciliation bill only accounts for $4.5 trillion
in tax cuts, it is likely they are aiming for a temporary extension of the TCJA.

« Inits current form, the House bill would be expected to boost average annual real GDP growth by up to 0.2
percentage-points over the coming decade, but also add $2-3 trillion to the federal budget deficit. However,
reconciliation bills are not permitted to increase the fiscal deficit beyond the ten-year horizon, meaning that
House Republicans will need to reconcile this disparity prior to its passage.

- At the same time, Congress is also contending with the March 14th expiration of the continuing resolution cur-
rently funding the federal government and the prospect of the U.S. Treasury running out of funds by mid-summer
due to the debt ceiling.
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Chart 1b: Senate Majorities Have Narrowed As Well
U.S. Senate, Margin of Majority

40
35 e o e e e e e e — == Supermajority
30
25 Filibuster-Proof

(Post-1975)
20

10
AN
o | 1l il

1959 1965 1971 1977 1983 1989 1995 2001 2007 2013 2019 2025

Note: Blue represents Democrat majority, red represents Republican majority. Counts
are inclusive of independents that caucus with respective parties. Margin is seat count
of majority less seat count of minority. Source: U.S. Senate, TD Economics.

In addition to this massive legislative package, Congress
is also contending with two other deadlines it is simul-
taneously trying to meet. The first is related to funding
for the federal government, with the risk of a govern-
ment shutdown occurring once the current continuing
resolution expires on March 14th. Then, roughly four to
five months after that deadline, the federal government
may be put at risk of defaulting on its fiscal obligations
if the debt limit is not raised or suspended. Suffice it to
say, the first branch of the federal government has no
shortage of work to get done in the coming months.

The President’s Fiscal Priorities Meet Congress

The highest priority for Congressional Republicans
right now is passing the legislative agenda of Presi-
dent Trump. Theoretically, the quickest way to do this
is through a budget reconciliation bill, which cannot
be filibustered in the Senate and thus only requires a
simple majority to pass. This has been a valuable tool
for both parties in recent decades, as a filibuster-proof
majority has not existed in the Senate for nearly half a
century. The progressively narrowing margins of ma-
jority in each chamber of Congress over the past few
decades (Chart 1a & 1b) has enhanced the challenge
of passing significant legislation, even by way of the
budget reconciliation process. The House is acutely
encumbered by this constraint at the moment, as two
resignations have dwindled the Republican four-seat
majority down to two seats, with the prospect of a third
resignation in the coming weeks. If this occurs, it will
only take one dissenting vote to derail this legislation
if the vote were to fall along party lines. With special
elections for the vacated seats still over a month away,

navigating the legislative process in the lower cham-
ber of Congress is expected to remain challenging for
the foreseeable future.

In cognizance of these temporary constraints in the
House, Senate Republicans have aimed to implement
a two-bill approach to the reconciliation package
which would push the vote for the more contentious
tax and spending cuts to later this year. The Senate’s
first bill incorporates over $300 billion in appropria-
tions for defense and border security expenditures -
two of the higher priorities of the executive branch.
These expenditures, implemented over the next four
years, would be fully offset by spending cuts (Chart 2).

The second reconciliation bill, which has not been re-
leased by Senate Republicans yet, would likely be 20-
25 times larger and inclusive of the tax cuts proposed
by President Trump. These would include extending
the tax cuts included in the 2017 Tax Cuts & Jobs Act
(which will otherwise expire at the end of this year),
eliminating taxes on social security, tips, and overtime
income, and cutting the corporate tax rate for domes-
tic manufacturers. According to the Center for a Re-
sponsible Federal Budget, the central estimate for the
total cost of these tax cuts is estimated to be in the
range of $8-9 trillion dollars over the next ten years!,
dwarfing the roughly $5 trillion spent on fiscal stimulus
during the pandemic.

While this would be an enormous addition to the defi-
cit, there are additional caveats to keep in mind. The
first is that the largest tax cut, related to extending the
2017 TCJA, could be extended for less than the ten-year
horizon for which the deficit impact of reconciliation

Chart 2: Senate Prioritizing Defense & Border Security in
First Reconciliation Bill
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Chart 3: House Single Reconciliation Bill Includes
Significant Provisions
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bills is assessed. Framing is important here, as reconcili-
ation bills are not permitted to raise the deficit beyond
a ten-year horizon. So why is this relevant in the current
context? Primarily owing to the fact that the House Bud-
get Committee, which is currently pursuing a single rec-
onciliation bill approach (that has been backed by the
President), has outlined no more than $4.5 trillion of tax
cuts for the House Ways & Means Committee - the tax
committee - in their bill. Now, this is simply the head-
line allocation, meaning the Ways & Means Committee
could implement spending cuts to offset the difference
but it would likely be challenging to fully reconcile the
differences without setting a shorter horizon on extend-
ing the 2017 TCJA. As a sidenote, the Senate Repubili-
can leadership sent a letter to President Trump, House
Speaker Mike Johnson, and House Ways & Means Chair-
man Jason Smith, emphasizing that they would not sup-
port a tax package that did not permanently extend the
2017 TCJA tax cuts?.

To partially offset the $4.5 trillion in tax cuts, the
House Budget Committee outlined at least $1.5 tril-
lion in spending cuts (Chart 3). Nearly all of the out-
lined spending cuts were to come from the Energy &
Commerce, Education & Workforce, and Agriculture
Committees. Options being considered by these com-
mittees include rolling back provisions from the 2022
Inflation Reduction Act, Medicaid cuts, Medicaid work
requirements, reducing the borrowing limit on student
loans, mandating states pay a higher share of SNAP
benefits (food stamps), and expanding SNAP work re-
quirements. In total, the House Budget Committee is
aiming to cut mandatory spending by $2 trillion over
the next ten years.

However, this still leaves a $2.5 trillion gap between the
proposed tax cuts and the proposed spending cuts. If
this gap cannot be reconciled, then the reconciliation
bill specifies that it would be deducted by the House
Ways & Means Committee appropriations, essentially
meaning the tax cuts would be brought down to the
level of spending cuts.

The economic impact of the legislation could also be
used to raise the projected tax revenues which would
result from the bill's provisions under a dynamic as-
sessment but closing a $2.5-3 trillion gap would still
be a herculean feat. The Committee for a Responsible
Federal Budget estimated that closing a $3 trillion gap
over the span of ten years would require average an-
nual real economic growth of 3.2%32. This would signifi-
cantly deviate from current baseline estimates used by
the Congressional Budget Office (CBO) - which assume
the 2017 TCJA provisions expire - of 1.8%. Therefore, the
House would be making an implicit assumption that this
bill will push average annual real GDP growth higher by
over 1 percentage-point over the next decade.

There have been multiple studies completed on the
economic impact of fully extending the 2017 TCJA -
the largest tax cut included in the reconciliation bill.
The two primary studies include one by the CBO* and
another by the Joint Committee on Taxation®. The for-
mer found that the extension had a negligible impact
on real GDP growth over the 10-year horizon, due pri-
marily to a crowding out effect on business investment
from the higher deficits (i.e., private sector capital
expenditures are reduced by the need to finance the
federal deficit). Given that the share of outstanding
U.S. Treasuries held by domestic investors is near an
all-time high (see here), this would be a saliant point
to bear in mind when considering the deficit impact
of this legislation. The Joint Committee on Taxation’s
analysis found that the extension cumulatively in-
creased real GDP by 0.2-0.7% over the 10-year horizon.
However, in average annual terms this would net out
to a roughly negligible impact on aggregate.

This leaves the net new tax changes to contend with
the partial fiscal drag that would result from the pro-
posed spending cuts. Our estimate for the 10-year ag-
gregate economic impact of the net new tax cuts is 2.4
percentage points (ppts) above our baseline. While this
would be a positive development, the actual impact
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would likely be less due to the accompanying spend-
ing cuts in the bill. Taken altogether, the House recon-
ciliation bill could add up to 0.2ppts to average annual
economic growth over the coming decade. This would
be less than the more than 1ppt needed to close the
$2.5-3 trillion gap between proposed tax and spend-
ing cuts, meaning Congress will need to reconcile this
divergence further to avoid increasing the deficit over
the long run.

Tariff revenues have been proposed as a potential par-
tial offset to the tax cut proposals, but this would require
several assumptions to be made about their longevity
and the dynamic effect they have on the economy. If
the U.S. effective tariff rate were to increase from its
current level of 3% to 7.5%, it would be expected to
generate $100 billion in additional revenues in 2025,
but fall in subsequent years as firms adapt. Over the
long run, if tariffs are left in place, they could stimulate
domestic production resulting in higher tax revenues,
but there is no guarantee they would offset the nega-
tive near-term effect of the tariffs or firm adjustment
costs in the medium-term.

Congress may also be tempted to incorporate the
spending cuts being implemented by the Department
of Government Efficiency (DOGE), but measures an-
nounced to date, such as reducing the size of the fed-
eral workforce, are unlikely to move the needle in a
multi-trillion-dollar bill. As the power of the purse rests
with Congress, the heavy lifting of balancing a tax cut
bill will rest with the legislature.

The bottom line is that Congress must implement a
legislative package that does not increase the federal
budget deficit beyond the ten-year window - a task
that will largely rely on matching tax cuts to spend-
ing cuts. Congress currently has time on their side to
achieve this, but the looming expiration of the 2017
TCJA will add impetus to the negotiations if they do
not progress in the months ahead.

Back-Burner Issues to Keep an Eye On

While Congress’ attention has been focused on recon-
ciliation bills, and confirming cabinet nominees in the
Senate’s case, the expiration of the continuing resolu-
tion currently funding the federal government has be-
gun to sneak up on the horizon. Congress has roughly
three weeks to pass the twelve appropriation bills for the

Chart 4: U.S. Treasury Has More Cash on Hand Than It Did
in 2023
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fiscal year 2025 budget or, more likely, another continu-
ing resolution. The House passed five of the appropria-
tion bills last summer, but the Senate has not passed
any yet. With the Republican party now in control of
both chambers of Congress, this should be a theoreti-
cally straight-forward process, but past experiences
with the reconciliation process may herald difficulties
ahead. For reference, the budget for fiscal year 2017
was not passed until May 2017 - more than 3 months
after President Trump assumed office for the first time
with a stronger Republican majority in Congress.

Further down the line, the U.S. Treasury will be star-
ing down a potential technical default if the currently
binding debt limit is not raised or suspended by Con-
gress. The debt limit was hit on January 21st, and the
Treasury has since been implementing extraordinary
measures to manage its fiscal obligations. However,
these measures can only last so long, with the date
that funds run out referred to as the X-date. Expecta-
tions are for a mid-late summer X-date, in part owing
to the higher cash balance that the Treasury had on
hand at the time the limit was hit (Chart 4).

Congress has taken some preliminary actions to ad-
dress this deadline, with the House reconciliation bill
including a $4 trillion increase to the debt limit. Based
on the current trajectory of fiscal debt, this would likely
last less than 2 years.

In recent years, Congress has tended to wait to address
budget and debt limit deadlines until the final weeks be-
fore they are hit. Less than two years ago, the eleventh-
hour resolution of a debt ceiling deadline resulted in a
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credit rating downgrade from Fitch - nearly twelve years
to the day that S&P did the same. While the existence of
a trifecta in Congress and the White House should pre-
vent this from happening a third time, the thin majorities
that exist in the former will likely keep financial markets
apprehensive until the deadline is met.

Bottom Line

Historically, sweeping both chambers of Congress and
the White House would permit a party to easily imple-
ment its legislative priorities. However, the progres-
sively thinning margins of majority in Congress have

worn out this truism in recent years, with Congressio-
nal leadership now required to achieve near universal
consensus within their party to pass major legislation.
This has mired the reconciliation process for Repub-
licans in 2025, with the magnitude of the President’s
proposed tax cuts also adding to the challenge. Ulti-
mately, Congressional Republicans will need to adopt
a unified approach to legislating the President’s agen-
da while remaining cognizant of the upcoming budget
and debt ceiling deadlines.
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