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From the outset, the Biden administration has been focused on
policies that grow the middle class and bolster our economic
resilience. Democrats in Congress have worked with the
administration towards these goals, by passing the Inflation
Reduction Act, theBipartisan Infrastructure Law, and theCHIPS
and Science Act. Because of these forward-thinking bills, the
United States has added new jobsin infrastructure, clean energy,
andmanufacturing,bringinguscloser to buildingamoreequitable
economy for all.

Initial data shows these policies are working. The United States
has continued a robust economic recovery, despite higher interest
rates and global economic headwinds. We have defied recession
predictions and experienced stronger than expected economic
growth in 2023.

Under President Biden, our economy has added more than 15
million jobs. And as of the time of this publication, we’ve
experienced 40 consecutive monthsof job growth. Wages are on
therise and growing faster than prices. We’re making progress in
our ongoing efforts to bring down inflation and to relieve the
financial pressure on American families, workers, and small
businesses.

We must now build upon these successes with more forward-
looking economic policies that promote a sustainable economy,
creatingopportunity andgood-payingjobsfor all Americans. This
report focusesprimarily onpoliciesthat get uscloser to thesegoals
while considering themany kindsof changes and challenges our
world is experiencing.

For example, we must find ways to transition to cleaner energy
sources and mitigate the effects of climate change, while also
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supporting those communities that have relied on traditional fuel
source industries. Wemust findways to integratenew technology
to help us reach our goals, while safeguarding ourselves against
potential threats. And we must continueto protect consumers and
workers, while increasing competition and fighting against large
corporations that are leveraging increased market power to hike
prices onAmerican families.

Our primary focus is supporting working families in every
community, for what they need today and what will be needed
tomorrow. TheChild Tax Credit isoneproven example, providing
essential relief to American families by reducing food insecurity
and helping families afford rent, utility payments, and medical
bills. Investments in early childhoodeducation and K-12 school
meals and infrastructure are also long-term investments in
children’s health and academic outcomes, while youth
employment programscan help set upyoungpeoplefor successas
they transition to adulthood. Increasing access to affordable and
stable housing can also help ensure Americans’ economic well-
beingandstability.

Continued public investment is critical to reach these goals. To
sustain this investment without increasing our debt, we should
look to a common-sense tax reform plan that asks thewealthiest
Americansandthebiggest corporationsto pay their fair share. The
Bush and Trump administration’s tax cuts significantly
contributed to our debt levels while favoring the wealthiest
taxpayers. By closing loopholes that predominately benefit the
very richest Americansand implementing several progressive tax
measures, we could narrow deficits and reduce government
borrowing.
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It has been an honorand a pleasure to serve as Chairman of the
Joint Economic Committee this Congress. Our committee has
worked in a true bipartisan fashion to examine our current
economic policy and lead discussionson how to create a better
futurefor thenext generations. A successful economy isonewhere
our children are safe, healthy, and educated; where workers can
retirewithpeaceof mind; andwhereentrepreneursareempowered
to start new businessesin their communities. I am optimistic about
our ability to continue that work and deliver for American
families.

MARTIN T. HEINRICH
CHAIRMAN
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CHAPTER 1: THE ECONOMY CONTINUED TO EXPAND
AT A STEADY PACE, CREATING M ILLIONS OF JOBS
DESPITE PRICE AND INTEREST RATE CHALLENGES

The United States continued its robust economic recovery despite
higher interest rates, sustained inflationary pressures, and
global economic headwinds

Defying recession expectations, the U.S.economy demonstrated
its resilience by posting robust growth in GDP, along with
significant jobcreation,andprogress in wagegrowth

The U.S. economy in 2023 was characterized by stronger than
expected growth, defying earlier predictions of a recession.1

Economic growth for the year was powered by robust consumer
spending,arevitalization in manufacturing investment with levels
not seen since the 1950s, and increased government purchases at
both state and federal levels.2 And while theeconomy continued
facing inflationary pressures, global disruptions caused by war,
instability in financial markets, higher interest rates, andtherising
threat of climate change, it continued generating jobs at an
unprecedented rate, maintaining the unemployment rate at or
below 4%for 30 consecutivemonths.3,4

Despite predictions of a guaranteed recession exacerbated by
conflictsabroad,disrupted energy markets, higher gasolineprices,
and global realignments of supply chains with China, economic
growth accelerated from the 1.9% posted in 2022.5,6,7 The
economy grew 2.5% in 2023,a third consecutive year of positive
growth that bringstotal growth over thelast 3 years to more than
10%, exceeding the levels forecasted by the CBO prior to the
pandemic.8,9 Looking internationally, the United States’ economy
recovered faster than other G7 economies, reaching its pre-
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pandemic level in the first quarter of 2021.10 By the third quarter
of 2023, the United States had surpassed the average G7
annualized quarterly growth rateby over fivepercentagepoints.11

While business investment deteriorated slightly during 2023,
investment in structures posted a solid increase of 13.2%, a level
not seen in 17 years.12 This uptick combined with rising
consumption–especially of durable goods and services–and
government spending annual GDP.13 Nonresidential fixed
investment increased, fueled by rises in structures and intellectual
property products, thoughresidential investment fell due to the
strain of higher interest rates.14,15 State and local government
spendinggrew, supported by higher gross investment in structures
and increased compensation for state and local government
employees; federal government spending rose, with increases in
both nondefense and defense spending; lastly, exports increased
for both goodsand services, which helped net exports remain
positive throughoutthe year.16,17 Overall, quarterly growth was
strong and positive throughout the year, confirming the overall
strongpath for GDP in theUnited States.18,19
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These readings suggest that President Biden has continued the
trend of stronger economic growth under Democratic presidents
compared to Republicans. In just three years, President Biden
more than doubled the economic growth seen under the prior
administration, posting a geometric average growth rate of 3.4%
versus the 1.4% geometric average growth rate seen under the
previousadministration and the2.6%rate seen historically under
Republican presidents.20,21

TheUnited Stateshasadded over 15million jobsunder President
Biden, and theunemployment rate hasremained at or below 4%
for thelast 30months

After over three years in office, President Biden has overseen an
unprecedented 15.6 million new jobs, the fastest job growth in
history.22 This averages out to over 390,000 jobsper month. At
thispoint in theTrump administration,theadministrationlost over
10million jobs.23
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It is a testament to the resilience of the American economy that
therearecurrently over 3 millionmorejobsthan theCongressional
Budget Office (CBO) projected therewould bein thefirst quarter
of 2024 in their January 2020 forecast.24,25 Businesses continueto
add jobsandprovideopportunities for workersdespiteheadwinds
from global economic instability and the Federal Reserve’s
monetary tighteningcycle.

TheBiden administrationandCongresshavebeen foundational in
theeconomic recovery that hasbenefitted American workers. The
labor market has displayed remarkable resilience, with almost all
sectors, notably leisure and hospitality, and retail trade,
rebounding to their pre-pandemic employment levelsby March of
2024.26,27 Although in absolute terms, most of the jobs were
created in thePrivateEducationandHealthServices, Government,
andLeisureandHospitality sectors, annual employment growth in
percentage terms was high in a broader range of sectors that
includes Mining and Logging, Construction, Utilities, and Other
Services.28,29

Theunemployment rate averaged 3.6%in 2023andhas remained
near record lows to start 2024.30 Despiteaslightuptick in thefirst
quarter of 2024,the unemployment rate has remained at or below
4% since December 2021, thelongest streak in over 50 years.31,32

The labor force participation rate registered 62.5% in May 2024,
nearing its highest level since before the pandemic. More
specifically, the labor force participation rate for workers ages 25
to 54 reached 83.6% last month, surpassing pre-pandemic
levels.33,34 As of April 2024, 37 states plus the District of
Columbiahad unemployment rates lower than beforeMarch 2020
and only 2 states and the District of Columbia registered
unemployment rates higher than 5%.35
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Despite the highly publicized job cuts at major technology
companiesandsometroubled financial institutionsonWall Street,
2023 ended with only a slight increase in new unemployment
claims.36,37,38 While thenumber of continuing claims has recently
increased, thelevel is in linewith pre-pandemic trends.39

Continued strength of the labor market promotes equity and
resiliency, butmore is needed to close long-standinggaps

Despiteongoingissueslikediscriminationandunequal norms, the
strong recovery has encouraged more Americans to enter the job
market.40 Unfortunately, while the overall unemployment rate is
low, there are still long-running gaps in labor market outcomes
across race, sex, and ethnicity groups.41 For instance, while the
overall unemployment rate averaged 3.6% in 2023, it was higher
for Black and Hispanic workers, at 5.5%and 4.6% respectively,
compared to lower rates for whiteandAsian workers, at 3.3%and
3.0% respectively, also at annual rates.42 Other groups, such as
Black men (20 years or older) and young Americans (16 to 24
years old), also face disproportionately higher rates of
unemployment compared to thenational average.43 Additionally,



10

the unemployment rate for American Indian and Alaska Native
workers averaged 6.6% during 2023 (not seasonally adjusted),
thoughdirect comparisons are limited dueto differences in how
thetimeseriesareconstructed.44 Thesepersistent gapsmotivatea
continued focus on keeping the labor market strong while
prioritizingequal opportunities in economic policymaking.

Women andBlack Americanshave faced andovercomeobstacles
to employment that were especially significant during the
pandemic. 45 May 2024saw theUnited Statesset a record high for
women’s employment and labor force participation among
workers ages 25 to 54.46 This record shows the resilience of
women in the workforce despite the ongoing challenges of
increased caregiving responsibilities and job losses during the
pandemic. Similarly, Black Americans have reached significant
milestones, with labor force participation rates matching those of
white Americans in recent months and achieving the narrowest
employment gap ever recorded.47 This progress aligns with
historically low Black unemployment ratesandasteady declinein
wagegapswith whiteand Hispanic workers.48

The Biden administration is revitalizing U.S. construction and
manufacturing jobs

TheUnitedStateshasaddedover 1.6millionnew constructionand
manufacturing jobsunder President Biden, reversing a decades-
longdecline.49 Public investments are driving a strongeconomic
recovery andensuringthat workersacrossthecountry haveaccess
to high-paying,high-quality jobs. TheInflationReductionAct, the
Infrastructure Investment and Jobs Act, and the CHIPS and
Science Act are expected to create jobs in infrastructure, clean
energy, and manufacturing. Investment in new manufacturing
facilities reached a record high of $223 billion annually as of
February, even after adjusting for inflation. This surge in private



11

investment is a direct result of bipartisan efforts in the
semiconductor industry and Democratic initiatives to expand
clean energy sectors. Thesegovernment initiatives, alongwith the
infrastructure investments, have significantly boosted
nonresidential investment, supporting this crucial component of
the U.S. economy despite high interest rates.50 Private
manufacturing construction investment hit its highest level on
record since 1958 in 2023, with manufacturing construction
contributing themost to annual real GDP growth than it ever has
before.51

Theseinvestmentshavequickly translated into jobgrowth in these
sectors. Between President Biden taking office in January 2021
andApril 2024,theUnited States has added 865,000construction
jobs and 777,000 manufacturing jobs.52 The gains in jobs have
continued year after year. During2023alone, theconstructionand
manufacturingsectorsaddedover 260,000jobs, including236,000
in construction and 26,000 in manufacturing. To put this in
perspective, in 2019, the United States added only 131,000
construction jobs and 2,000 manufacturing jobs.53 President
Biden’s administration has successfully reversed decades-long
declines in U.S. manufacturingemployment for threeconsecutive
years.54 Manufacturing, a cornerstoneof theAmerican economy,
has faced mounting challenges due to intensifying global
competition, jeopardizing numerous high-quality jobs. Over the
past two decades, theUnited Stateswitnessed asubstantial erosion
in itsmanufacturingsector, sheddingover aquarter of all domestic
manufacturing jobs, equatingto roughly 5 millionpositions.55 The
surgein competitionfrom China, in particular, wasresponsiblefor
an estimated 985,000American manufacturingjob lossesbetween
1999 and 2011 alone.56 Compared to retail or other service
industries, manufacturing roles often offer superior pay, more
stable hours, and enhanced worker protections.57 The decline in



12

these well-compensated manufacturing positions significantly
contributed to a 20% reduction in median income for working-
classmen withoutahighschooldiplomabetween 1990to 2013.58

The investments made by President Biden and Democrats in
Congressarebeginning to undothis long-runningtrend; this topic
is explored further in Chapter 2 of this response.

Progress on inflation continued throughout2023,thoughit still
presents challenges for theFederal Reserve

Throughout2023,the Federal Reserve took a cautiousapproach
to combating inflation, raising rates at only four of its eight
meetings.59 By August 2023, the Federal Reserve had increased
thefederal fundsrate by an additional 100basis points, adding to
the previous year’s hikes of 425 basis points, totaling an increase
in theFederal FundsTarget Rangeof 525basispoints in less than
two years.60 However, by theendof 2023,theFederal Reservehad
adopted a more dovish tone as inflation readings continued to
fall.61 At this point, no further rate hikes are expected and there is
apossibility that theFederal Reservewill begin to cut ratesduring
thesecondhalf of 2024.62

Although inflation remains a concern for many families, it has
decreased significantly since 2022.63 April’s Consumer Price
Index (CPI) data showed a 3.4% increase over the past year,
notably lower than thepeak of 9.1%in June2022.64,65 Data from
the last six months of 2023 indicates that the Federal Reserve’s
preferred inflation gauge—core Personal Consumption
Expenditures (PCE), which excludes volatile food and energy
prices—continued approaching its 2% target.66 This suggests that
the United States is making progress in combating inflation.
Thoughreadings at the start of 2024 signaled that progress on
inflation will beuneven, theunderlying trend still points towards
continued disinflation.67 For example, thetrimmed mean CPI and
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median CPI values reported by the Federal Reserve Bank of
Clevelandcontinued adownward trend to start theyear, signaling
that underlyingpricegrowth continues to slow.68

Inflation has been on a downward trend for the past 18 months,
driven in part by decreases in food,energy, and goodsinflation.69

Inflationary pressures are expected to continue normalizing as
falling shelter costs for new leases begin to be reflected in the
inflation data. Elevated shelter inflation has helped keep services
inflation high in recent years but is expected to fall in the latter
half of 2024.70 This should help make up for recent increases in
service costs like motor vehicle insurance that are largely lagged
effects of thepandemic-era increase in car prices.71

Wage growth continued to be strong, especially for the lowest
earners

The labor market remained robust throughout 2023, enabling
workers to secure improved jobs and higher pay. Furthermore,
with the easing of inflationary pressures, workers have
experienced real wagegains, as wages andsalaries haveoutpaced
prices since the start of 2021.72 Calculations by the JEC
Democratic staff show that national average wages and salaries
grew by nearly $17,000between January 2021 and April 2024,
outpacingpricegrowth during that periodby nearly $3,800.73

The demand for labor continues to be strong. At the end of the
year, therewere8.8millionjobopenings, which had been trending
down throughouttheyear but still implied about1.4 jobopenings
per unemployed person, down from the peak of 2 jobs per
unemployed person in March 2022.74 Theongoing availability of
jobs is helping to reintegrate marginalized workers into the
workforce, while also increasing their bargaining power to
negotiate for higher wages. This trend is underscored by the
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historic union activity and victories seen in 2023and alignswith
President Biden’s strong support for organized labor.75

At theendof 2023,thethree-month movingaveragewagegrowth
for median hourly earnings were up 5.2% over the last year.76

From 2022to 2023,wages for the lowest wageearners increased
at an even higher pace of 7.2%, a sign that the strong economic
growthof theU.S. economy continuesto reach workerspreviously
excluded fromwagegains.77

These trendsof higher wages for thelowest earners may continue
during 2024.78 With job openingsstill at near record highs, and
renewed optimism towardsstrongunionmembership, thedemand
for labor will continueto bestrongandwill allow workers to find
new jobs more easily and negotiate higher wages. While the
differential isdissipating,workerswhoswitched jobsin 2023and
onto 2024 saw their median wage rise more than those who
remained in their current jobs.79
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While the United States faces fiscal challenges, common-sense
tax reform that asks the wealthy to pay their fair share can
narrow deficits and reduce government borrowing

Changing demographics will continue to strain the long-term
fiscal outlookof theUnited States

Theanticipated rise in deficits anddebt over thenext few years is
primarily attributed to escalating spending on Social Security,
major healthcare programs like Medicare, and interest payments,
surpassing revenues strained by successive rounds of tax
reductions under Republican administrations. This fiscal
challenge is further compounded by an aging population and
escalatinghealthcarecostsper capita. Accordingto projectionsby
theCongressional Budget Office (CBO), thefederal debt held by
thepublic, currently at 99%of GDP in 2024,is expected to climb
to 116%by 2034and to astaggering172%by 2054.80

CBO warns that the projected high levels of debt could slow
economic growth and present significant fiscal challenges.81

However, these escalating debt levels are not solely driven by
increasing costs but also by reduced revenues. Over the forecast
period, expenditures are expected to average 23.1% of GDP,
remaining relatively stable through 2028, while revenues are
anticipated to decreaseslightly from17.5%of GDPin 2024before
experiencing a slight uptick to 17.9%following theexpiration of
certain provisionsof the Trump tax cuts.82 The projected deficit
over thenext decadeisslightly lower than previously estimated by
CBO, primarily dueto theimpactsof theFiscal Responsibility Act
and theFurther Continuing Appropriationsand Other Extensions
Act.83 Additionally, thedeficit is smaller than previousestimates
because of stronger than expected economic performance, with a
projected increaseof 5.2millionpeoplein thelabor forceby 2033,
largely driven by immigration. This is expected to lead to a $7
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trillion expansion in GDP and a $1 trillion increase in revenueby
2034.84

Emergency spending measures such as the Coronavirus Aid,
Relief, and Economic Security (CARES) Act and the American
RescuePlan (ARP) Act, implemented in response to theCOVID-
19 pandemic, had minimal impact on the long-term debt
trajectory. Despite temporarily elevating the debt level, these
measures did notaccelerate thedebt’s long-term growth rate.85

Unsustainable levels of debt mayhinder economic progress

The Bush and Trump administrations’ tax cuts significantly
contributed to theincrease in debt levels. Before theextension of
theBush tax cutsin 2012,theCongressional Budget Office(CBO)
projected that revenues would surpass outlays indefinitely.86

President Trump also negatively altered thistrendin 2017with the
Tax Cuts and Jobs Act, which primarily favored the wealthiest
taxpayers.87 By thestart of President Biden’s term in 2021,public
debt had already exceeded 97%of GDP.

Both the Bush and Trump tax cuts were implemented without
corresponding adjustments to revenues or spending, resulting in
substantial increases in deficits by reducing long-term revenues.
An analysis suggests that these tax cuts account entirely for the
fiscal gap, representing the total increase in debt beyond what is
required to maintain astabledebt-to-GDPratio.88 Accordingto the
Office of Management and Budget, revenues stood at 20.0%of
GDP in 2000,but by 2019, they had dropped significantly to just
16.4%of GDP.

The increasing deficits resulting from declining revenues have
obscured a significant trend: federal spending as a percentage of
GDPhasactually decreased over recent decadesand isanticipated
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to continue shrinking.89 Recent projections indicate that federal
spending over the next fifty years will be 1% to 2% lower as a
shareof GDPcompared to early 2010sestimates, primarily dueto
reductionsin healthcare spending.90 Many of these savingsstem
directly fromprovisionswithin theAffordableCareAct.91

Further tax cuts benefiting the wealthy would exacerbate the
deficit withoutproviding thenecessary investments for economic
growth and family well-being. To genuinely address the budget
deficit, a logical starting point would involve reversing the
substantial tax cuts for the wealthy and large corporations
implemented in the2017Republican tax law. Extending these tax
cutswould significantly increasethenational debt, with amajority
of thebenefitsaccruingto householdsearningmorethan $289,900
annually.92

Increasing revenueandtaxation fairness

Implementing several progressive tax measures, such as closing
loopholes that predominantly benefit the wealthy and ensuring
adequate funding for the Internal Revenue Service (IRS), could
generate substantial revenue and enhance the nation’s fiscal
trajectory. These proposals includeestablishing a 25%minimum
tax and reinstating the top income tax rate of 39.6% for the
wealthiest Americans.93 Such measures would compel affluent
individuals, who frequently exploit loopholes and pay lower tax
rates, to contribute their fair share.94

These proposals also aim to ensure that corporations contribute
their fair tax shareby increasingthecorporatetax rateandaligning
the country with the global minimum tax agreement. Simply
raising the corporate tax rate to 28% could generate $1.3 trillion
in additional revenue over the span of a decade.95 Moreover,
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adopting the 15% global minimum tax would redirect more tax
revenueto theUnited States rather than to foreign governments.96

The U.S. tax code contains numerous tax expenditures that are
expensive, totaling $1.8trillion in 2023and reducing federal tax
revenue, thereby contributingto ahigher deficit.97 Targetingthese
tax expenditures, which disproportionately benefit the wealthy,
such as lower tax rates for capital gains and stock dividends, the
stepped-upbasisloophole, andthecarried interest loophole, would
increase revenue and decrease the deficit. Ensuring that capital
gains are taxed at the same rate as wage income for individuals
earning over $1 million would eliminate thedisparity in tax rates
between different typesof income. Taxingunrealized capital gains
at the time of death would prevent gains passed to heirs from
escapingtaxation.Closingthecarried interest loopholewould stop
private equity, real estate, and hedge fund managers from
categorizingsomeof their incomeasinvestment income, allowing
them to pay a lower tax rateor defer tax payments indefinitely.

Lastly, keeping the Internal RevenueService (IRS) well-funded
would bolster revenuecollectionandplay avital rolein narrowing
thetax gap,which representstheshortfall between taxesowed and
revenues collected, estimated at $688billion for tax year 2021.98

The Treasury Department’s recent estimate, utilizing a more
comprehensive approach, suggests that the original funding
provided by the Inflation Reduction Act (IRA) for the IRS could
increase revenue by up to $561billion over a decade. Leveraging
IRA funding, the IRS has intensified tax enforcement efforts
targeting wealthy individuals and largecorporations, resulting in
$520 million in collections from millionaires alone.99 Despite a
$21.4 billion reduction in funding as part of the Fiscal
Responsibility Act, the IRS has managed to make significant
strides in modernizingtheagency andenhancingtax enforcement.
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However, further cuts to funding would hamper revenue
generation thusexacerbating thedeficit.

Overall, the Biden administration and Congressional Democrats
havesteered theU.S. economy onapath towardssteady economic
growth, solid labormarkets, andstrongreal wagegainsduring the
rapid economic recovery. Thoughchallenges remain from global
economic disruptions and the Federal Reserve’s continued high
interest rates, theeconomy has showed significant resilience. The
remaining chapters of theResponse explore thecurrent economic
situationandchallenges in moredepth.
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CHAPTER 2: BOOSTING U.S. OUTPUT AND
INNOVATION

Historic federal investments fueled thepandemic recovery andare
helping to build a stronger and more resilient U.S. economy,
amidst a fast-changing global economic landscape. Past
investments in artificial intelligence (AI) have helped establish
U.S. leadership in the sector, but the United States will need an
“all hands on deck” approach in order to maintain it. The United
States is also at the start of a manufacturing renaissance as
investments made by the Inflation Reduction Act, CHIPS and
Science Act, and Bipartisan Infrastructure Law drive record high
levels of manufacturing construction. This expansion will help
createjobswhilesecuringsupply chainsthat arecritical tonational
security andeconomic growth. Efforts to diversify tradeflowsare
also strengthening trade relationships with our North American
partners. However, further investments in modernizing land ports
of entry are needed to fully realize the benefits of growing trade
with Canada and Mexico. Finally, evidence suggests that
pandemic supports may have driven the increased productivity
growth seen in recent quarters. If sustained, this could boost U.S.
competitiveness andsupport higher wages for American workers.

Maintaining American leadership in AI innovation

Therapid rise of artificial intelligence (AI) tools has thepotential
to alter nearly all aspects of society with large but uncertain
impacts on the economy and labor market.100 Generative AI has
progressed quickly in the last few years, in particular with the
releaseof ChatGPT, promptinggovernmentsto grapplewith ways
to encourage AI development within the bounds of ethical and
national security concerns. AI tools will likely disrupt a wide
rangeof industries, from the music industry and copywriting to
manufacturing and human resources. Many questions remain
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aroundAI, including inaccurate decision-making and algorithmic
bias(e.g.,facial recognitiondoingaworsejobof identifyingblack
female faces); lack of interpretability; information provenance
(e.g., privacy concerns, deep fakes, and misinformation); and
supply chain issues. AI may also increase inequality as AI tools
consolidatethewealth and dominanceof particular companiesand
individuals.

TheBipartisan SenateAI WorkingGroupreleased their Roadmap
for AI Policy onMay 15,2024,which laysoutanumber of policy
priorities for the United States to maintain leadership in AI
development and use.101 The Working Group was brought
together by the shared understanding that AI could profoundly
impact the world and that the United States needs to prepare for
both theopportunities and risks that AI brings.

To maintain American leadership in AI and ensure a just
integration of technology, the federal government, including the
national labs, should work with technologists, economists, and
other stakeholders to establish a safe and ethical structure for AI
development and education. While there are a rangeof plausible
scenariosof howthisnew technologytransformstheeconomy and
our workforce, substantial American leadership and public
investment are needed to secure our competitiveness and national
security while also securing the safety and livelihood of U.S.
citizens.

AI could fundamentally alter theU.S.labormarket andmayaffect
thedemandfor different jobs

AI technologiesmay lead to fundamental changesin theU.S. labor
market throughtheir potential to reduce labor costs and increase
productivity in ways that could increase global GDP by 7% each
year.102 In doing so, these technologies would both expand
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economic opportunities in some sectors and reduce employment
and activity in others. For example, oneissue in the Hollywood
strikein 2023wasthefutureof generativeAI in entertainment and
its potential to disrupt writers’ and actors’ livelihoods.103

Jobsacrosspay, skill, and experiencespectrumscould beaffected
by AI given that references to AI skills are increasingly common
in jobpostingsacrossvirtually every sector. However, theprecise
impactsoneach sector remain uncertain given thenovelty of these
technologies. Researchers also diverge on the speed of AI
advancement and its impact on the economy, but it could
outperform humans on many tasks in the next several
decades.104,105

AI may lead to job polarization where jobs become more
concentrated in high- andlow-payingoccupationsbecauseroutine
tasksthat aremost susceptibleto AI arepredominantly in jobsthat
pay in themiddle of the income ladder.106 However, other recent
research suggests that tools like ChatGPT can boost productivity
withcertain writingtasksandnarrowtheproductivity gapbetween
more and less experienced customer service workers, indicating
that AI may provide skills to grow the middle class.107,108 MIT
economist David Autor, an expert in theimpact of automationand
globalization on American workers, theorizes that well-regulated
AI could boost middle-classearningsby democratizing thesort of
expertiseanddecision-makingskills that currently demandhigher
wages.109 Somemorecomplex occupationsarealso exposed to AI
tasks that involve detecting patterns, making judgments, and
optimizing processes, such as clinical lab technicians, chemical
engineers, optometrists, and power plant operators.110 Together
this suggests that technological advances in AI will impact the
labormarket in complicated anduncertain ways.
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AI job opportunities are not equally available, and AI threatens
jobsheld bywomen more

The history of technological change, from the advent of the
dishwasher to the introduction of the internet, shows that
technological developments do not destroy overall employment.
Instead, they can render some roles obsolete while providing
others with opportunities as technology transforms jobsand pay
structures.111 For example, during the early days of commercial
flying, pilots who flew at night could command higher salaries
becauseit wasrisker. However, improvementsin cockpit displays,
air traffic control systems, and aircraft engines reduced the risk
and meant many more pilots could fly at night.112 This led to a
gradual elimination of the skills-based wage premium for
nighttime flying. As more people become AI literate, the
technology may become more democratized with less of a
polarization in wages of those who do and do not understand the
technology. Broadly, less educated workers and those in small-
and medium-size firms may be most at risk for automation, but
could also be well-positioned for wage gains if given access to
more learning and retraining.113

Long-running disparities in the STEM training and education
pipeline also mean that job opportunities in fast-growing AI
occupationsarenotequally available. Less than 19%of all AI and
computer science PhD graduates in North America over the last
decadewerewomen.114 Furthermore, only 2.4%and3.2%of U.S.-
resident AI PhD graduates in 2019 were African American and
Hispanic, respectively. In 2020,theadvocacy groupQueer in AI
showed that almost half of itssurvey respondentsview thelack of
inclusion in thefield as a barrier, andmore than 40%of members
surveyed reported experiencing discrimination or harassment at
schoolor work.115 Thesedisparitiesunderscoretheneed forefforts
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to ensure that historically underrepresented groups in STEM are
not left behindduring this AI revolution.

AI tools canboth overcomeand,in somecases, magnify biases

Theuse of AI tools can amplify preexisting biases against certain
groups; however, in some cases, they can also be deployed to
mitigate them. There have also been reports that AI algorithms in
hiring processes are biased against women.116 This is because of
the years of bias and discrimination present in the data that is
perpetuated by the model. Many AI facial recognition systems
demonstrate racial disparities, with early work illustrating this for
black women.117,118 Paralleling these concerns, AI tools also have
the potential to address certain systematic biases. For example,
they can mitigate the corporate gender gaps, particularly in
leadership roles, that broadly mirror theSTEM gap by removing
bias in recruiting, reviews, and promotion decisions and
improvingretentionof femaleemployees.119 Onestudy foundthat
a machine learning algorithm could help judges make bail
decisions, lowering both crime and jail rates, but many other
studies have shown that AI may perpetuate racial bias in bail
decisions.120,121

AI tools can be misused to harm consumers and the American
public

Another risk with AI is that maliciousactors may use AI tools to
defraud the public before adequate protections can be put in
place.122 It is imperative that theU.S. works to ward off threats to
democracy posed by data and election manipulation, including
campaign deepfakes. The U.S. government should and indeed
already has begun to address the important privacy concerns
surrounding the use of Americans’ personal data and AI. A recent
uptick in financial scams using AI voice cloning technology to
trick consumersprompted several U.S. Senators to senda letter to
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theConsumer Financial Protection Bureau urging action,and the
Bureau has increased its focuson how AI technologies affect the
financial marketplace.123,124 Recent proposed bipartisan
legislation also aims to protect Americans’ data from unfriendly
foreign nations.125 Thebill would build uponfederal government
priorities to protect American health care records, geolocations,
web browsingactivity, andother informationthat maliciousactors
could use to harm American people and interests.

Public investment in American AI research and development
infrastructure can improve the technology’s safety and
development

To bolster the United States’ role in the development of AI tools,
theadministration is making largeinvestments in AI research and
development (R&D). Because of the 2020National AI Initiative
Act championed by JEC Chairman Heinrich andthen Senator Rob
Portman, in May 2023 the National Science Foundation (NSF)
announced $140 million in funding for seven new National
Artificial Intelligence Research Institutes as part of a cohesive
cross-government approach to address AI related opportunities
and risks.126 Thenew AI Institutes will advance foundational AI
research on ethical and trustworthy technologies and on
innovations in cybersecurity, climate change, understanding the
human brain, and enhancing education and public health—all
while supporting the development of a diverse AI workforce.
Public investmentshavecontinued to increaseover thelast several
years to $3.2billion in 2022,underscoring the continued growth
in public sector involvement in AI.
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The U.S. Department of Energy (DOE) has the capabilities and
experience to provide leadership in developing responsible AI
R&D frameworks and quantifying the risks from AI. DOE has
proposed a new initiative to lead the nation and the world on
trustworthy AI development: FASST, or Frontiers in Artificial
Intelligence for Science, Security, andTechnology for theNation.
In consultation with the White House Office of Science and
Technology Policy (OSTP), NSF has created a complementary
roadmap for aNational AI Research Resource (NAIRR) to enable
the academic community to better utilize and expand AI within
their own research.127 The recently introduced bipartisan
CREATE AI Act of 2023co-led by JEC ChairmanHeinrich would
authorize the NAIRR and help make this vital resource a reality.
128 In addition to the academically-focused NAIRR, the federal
government should explorewaysto enablesmall andmediumsize
firms to access, use, and interpret AI tools to prevent substantial
consolidationamongjust a few technology firms.
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TheU.S.government should dramatically increase investments in
AI education, reskilling, and training to prepare our workforce
andshoreupnational security

While the U.S. government has already made substantial
investments in AI R&D andhas outlined futuregoals, far less has
been doneto ensure that our workforce is ready to continue to
support these efforts. For decades, the United States has been a
magnet for AI talent–for example, theestimated hiring rate for AI
workers in the United States in 2020was roughly double that in
2016.129 China’s growth rate over the same period was only 30%.
However, other research pointsout that theUnited States isahead
in technology development but falling behind in people (STEM
graduates and technology skill penetration), without which AI
implementation will not be nearly as effective.130 The United
States is particularly behind in the number of STEM graduates
overall and in those that stay in theUnited Statesafter graduating.
For example, the limited number of skilled worker visas (H1B)
makes it challenging both for highly educated workers to stay in
the United States and for companies to focus operationshere—
with Canada and other countries capitalizing on this
disincentive.131

Educating, training, and reskilling to meet thenew challenges of
an AI-informed and augmented labor market will also become
increasingly important to avoid jobloss, especially for women and
historically disadvantaged groups.132 Educating the future
workforce to prepare people early on will be important—in
particular, increased gender and racial equity efforts in STEM
fields could help prevent certain groups from being left behind.
Research conducted by the World Economic Forum and BCG
showed that 95% of at-risk U.S. workers can be retrained for jobs
that pay at or above what they make now and offer growth
potential.133 Reskilling would be costly, but companies could
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profitably reskill 25% of their workforce—and 77% of workers
could be retrained through government programs or incentives
with a net cost benefit.134 To complement these technological
workforce goals, economists should be included in educational
initiatives to encourage broader understanding of possible
economy-wide paradigm shifts with AI advancement. Congress
could aid these efforts by adopting tax policies that encourage
companies to save costs by helping workers integrate technology
into their jobsinstead of replacingworkers with technology.135

Several policies optionsexist to propel our AI workforce forward
to match ourdominanceon thetechnological sideof theequation.
TheUnited States could leverage lessonslearned from thespace
race during the Cold War. After the Soviet Union (USSR)
launched the first crewed space flight, the United States
government realized it needed to make substantial public
investments in scientific educationto closethegap with theUSSR
and promote national security. The National Science Foundation
invested theequivalent of over $5billion in teacher andclassroom
development, and Congress passed the National Defense
Education Act to providetheequivalent of more than $10billion
for scienceeducation.136 Similarly, China’s emergence as a leader
in AI should encourage the same “all hands on deck” national scale
effort to maintain American leadership in AI throughdramatically
reinvigorated STEM education and workforce training efforts.
Given the size of its economy, the United States could lead a
multinational consortiumonAI competitiveness.

Educating the U.S. population broadly on the future of AI in
addition to growing the AI-specific workforce is essential for
broader AI usage, understanding,andpublic support. Whilepublic
awareness of AI surged with the advent of tools like ChatGPT,
many misunderstandings still exist, and a public education
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campaign could provide a more balanced view.137,138 This
educational campaign could lay the groundwork for a sense of
urgency to support efforts to maintain American leadership in AI,
much likewhat wasdoneduringthespacerace. Raisingtheprofile
of STEM work andeducationwill help theUnited Statesmaintain
technical dominance in AI and providewell-paying jobs. Finally,
closely evaluating possible international partners will enable the
United States to build on others’ advances, quickly partner with
alliesfor mutual benefit, andmaintain ourleadership in thisspace.

Federal investments have led to a boom in new manufacturing
facilities

As of April 2024, annual investment in new manufacturing
facilities hit over $227 billion dollars, a record high even after
adjusting for inflation. This spike in private investment is the
direct result of bipartisan investments in infrastructure and
semiconductor production and Democrats’ bold action to invest in
American-made clean energy and manufacturing. This made-in-
America manufacturing boom is already supporting jobs and
communities across thecountry.

Democrats passed supportive policies that have directly led to
record levelsofmanufacturinginvestment, evenafter adjustingfor
inflation

TheInflation Reduction Act (IRA), Bipartisan InfrastructureLaw
(BIL), and CHIPS and Science Act (CHIPS Act) are driving
investment in domestic manufacturing of things like
semiconductors, electric vehicle(EV) batteries, and windturbines.
This boost in support has led to a boom in manufacturing
construction investment. As of April 2024,there was over $228
billion in inflation-adjusted annual U.S. manufacturing
construction investment, more than twice the investment in
February 2020or January 2021.
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The U.S. Department of the Treasury reported on the initial
increase in real total manufacturingconstructionasof April 2023,
andspendinghas continued to rise in themonthsthat followed.139

Though the previous president often bragged about reshoring
American manufacturing, annual investment actually fell during
his time in office.140

The CHIPS Act and the Inflation Reduction Act’s targeted
investments in science and technology continue to drive
manufacturinginvestment in theelectronicsandbattery industries

With the promise of CHIPS Act support, the multinational
corporation and technology company Intel plans to invest over
$100 billion in semiconductor manufacturing, research, and
development by expandingtheir facilitiesandcreatingnew jobsin
places like Oregon, Arizona, New Mexico, and Ohio.141 Other
chipmakershaveannounced major CHIPSAct investmentsacross
thecountry.142,143 TheIRA also included a significant investment
in U.S. battery production to support demand for EVs and other
clean power applications.144 These investments in computer,
electronic, andelectrical componentshavedriven nearly theentire
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increase in manufacturing constructionspending,clearly showing
how supportive policies backed by Democrats have driven the
U.S. manufacturingboom.

The CHIPS Act also authorized $800 million for vital
infrastructure upgrades to Sandia and Los Alamos National
Laboratories in New Mexico that can boost scientific and
technological innovation.145

TheBiden administration ensures that manufacturing investment
legislation benefits low-income communities and workers to
creategoodjobsfor moreAmericans

Due to legislative incentives aimed at helping low-income
communities, economically distressed counties have received a
higher share of investments in clean energy, semiconductors,
electronics, and other industries.146 For instance, the CHIPS Act
requires companies applying for funds of $150millionor more to
plan for affordable, high-quality child care for their workers and
givespreferenceto companiesthat provideworkforcetrainingand
education investments.147 The IRA also supports workers by
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providing increased clean energy tax credits for projects that pay
prevailing wages, use registered apprentices and are located in
communities that currently or recently relied on fossil fuels to
support their local economies.148

Theseinvestmentsalso support continued strength in construction
employment, which is rising steadily after years of slow growth
following theGreat Recession

Construction employment has grown steadily since President
Biden came into office, especially in the nonresidential sector,
which covers people who build factories and other commercial
structures.

This broad job growth points to both the strong overall labor
market and the boost in employment tied to booming
manufacturing construction investment.
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Themanufacturinginvestment boomisexpected to continueasthe
Biden administration continues to provide support of funding
through theCHIPSAct andIRA

While the economy has already added nearly 800,000
manufacturing jobs during President Biden’s tenure, this number
is expected to increase as these new facilities open up and start
production. As part of the CHIPS Act, the Biden administration
recently announced an estimated $5 billion investment to support
research and development in advanced computer chips, including
funding for the National Semiconductor Technology Center.149

The Biden administration’s third CHIPS Act award of $1.5 billion
will help the company GlobalFoundries build a computer chip
fabrication facility in New York and expand and upgrade two of
its other facilities.150

AsmoreCHIPSAct funding isawarded, alongwith ongoing IRA
andBIL funding,manufacturinginvestment will continueto grow,
creating more jobs people can raise a family on while boosting
economic growth.

Strengthening North American supply chains and trade provides
economic benefits

Global events over the last few years, including the COVID-19
pandemic, have underscored theneed for resilient supply chains.
“Nearshoring”—bringing more production either back to the
United States or to its nearby neighbors Canadaand Mexico—is
one solution for addressing supply-chain vulnerabilities as
proximity and integrated markets make these kinds of disruptions
less likely. The United States’ North American neighbors have a
largerole to play in improvingsupply-chain reliability, increasing
tradeand economic output, andadvancing climateobjectives.
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Investments in U.S. land ports of entry (LPOE) can improvehow
efficiently commercial cargo crosses into the United States,
providing economic and climate benefits to border states and the
country more broadly. Recent legislation including the BIL,
CHIPS Act, and IRA provide opportunities for further North
American integrationon trade, supply chains, and theclimate.

The United States hasa strong traderelationship with its North
Americanpartners

With strong cultural and economic ties between the three
countries, theUnited States, Mexico, and Canada are each other’s
strongest trading partners. The U.S.-Mexico border region has
become an important production site as manufacturers in both
countrieswork together to producegoods, engaging in production
sharing.151 Many intermediate inputs are produced in the United
States and exported to Mexico, and the finished products, such as
cars and auto parts, computers and electronics, and household
appliances, are then imported back into theUnited States.152 The
United States is thetopsupplier of intermediategoodsto Mexico,
the U.S.-Canada energy markets are highly integrated, and all
three countries have a deeply integrated market for automotive
manufacturing.153,154

Mexico surpassed Chinato becomethetopU.S. tradingpartner in
early 2023.155 It wasthefirst timein20yearsthat theUnited States
bought more goods from Mexico than China.156 Following
Mexico, Canada was the second highest trading partner.
Combined, Canada and Mexico account for over 30% of the
United States’ total trade.157
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Nearshoring improves supply-chain reliability post-COVID-19
pandemic

Building on the already strong partnership between the United
States, Mexico, and Canada, nearshoring can improve supply-
chain proximity and reliability. The pandemic exposed the
fragility of global trade by causing massive disruptionsto global
shipping and supply chains, including for critical inputs like
semiconductors.158,159,160 Other events around the globe such as
Russia’s invasion of Ukraine, Houthi rebel attacks on cargo ships
in the Red Sea, and drought in the Panama Canal have caused
recent shipping delays.161,162,163 Conflicts, climate change, and
natural disasters could cause further shocks to theglobal shipping
market in thefuture.

Nearshoringproduction to Canada andMexico will providesome
protection against future disruptions to shipping and global
commerce. The partnership between the three countries is rooted
indecadesof economiccooperationandisgovernedby afreetrade
agreement. Thepreferential tariffs included in theUnited States-
Mexico-Canada Agreement (USMCA) can make nearshoring an
attractiveoption for many companies.164

Key legislationpassed by CongressandPresident Biden provides
opportunities to integrate North American supply chains and
advance climateobjectives

Prior to thepandemic, most countries including theUnited States
prioritized efficiency and low costs over resilience and domestic
capacity in supply chains. Congress and theBiden administration
took action to address the country’s supply-chain vulnerabilities
by passingtheBIL, theCHIPSAct, and theIRA. Thesebillshave
spurred domestic manufacturing; provided opportunities for
climate progress and further North American integration; and
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incentivized investment in industries including semiconductors,
electric vehicles (EVs), andbatteries.

The United States and Canada are reliable partners for energy
security andclimateobjectives based onan already strongmarket
for energy trade and a shared commitment to environmental
standards.165 As our largest energy trading partner, Canada can
play a key role in growing the clean-energy economy in North
America. The United States and Canada are working to achieve
net-zero power grids by 2035.166 The United States is also
leveraging funding from the BIL to accelerate the clean-energy
transition.167

Additionally, Canada and Mexico can help companies comply
with the IRA, which includes North American requirements for
EV and battery manufacturing to qualify for its EV tax credit.
Specifically, thetax credit requires acertain percentageof critical
minerals to be sourced from the United States or its free trade
agreement partners.168 ThisincludesCanada, which isatopsource
of critical mineral inputsthat areimported to theUnited Statesand
used in EV batteries, as well as Mexico. Investments in both
countriescan help companiesmeet IRA requirementsandimprove
supply-chain security in North America for this key input.

TheUnited States is using funding from the IRA and theCHIPS
Act to further integrateNorth American supply chains. TheUnited
States and Canada launched a “cross-border semiconductor
packaging corridor” that provides incentives for public- and
private-sector cooperation and expandssemiconductor packaging
and testing capabilities.169 TheUnited States and Mexico formed
a Supply Chain Working Group to expand cooperation on
semiconductor and information and communications technology
(ICT) supply chains.170
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The United States provided $250 million in funding from the
DefenseProductionAct for U.S. andCanadian companiesto mine
and process critical minerals for EV batteries, and another $50
million for U.S. and Canadian companies to strengthen advanced
semiconductor packaging in North America.171 TheUnited States
andCanadaarealsoworkingtopromotetrainingandopportunities
in clean energy and skilled trades, and collaborating with
stakeholders to grow thetalent pool for critical supply chains.172

Investing in LPOEs will enable more efficient crossings for
commercial trade, boosting the U.S., Canadian, and Mexican
economies.

Land ports of entry (LPOEs) along the northern and southwest
borders are critical for facilitating tradewith Mexico and Canada
and strengthening the North American supply chain. The United
States has 110 LPOEs that consist of 167 separate land border
crossings.173 Of these 167 land crossings, 120 are along the
northern border and 47 are along the southern border. Some of
theselandborder crossingswerebuilt morethan 70 yearsago,and
theaverageageof all buildingsandstructuresat thesecrossingsis
39years.174 At thesame time, thevolumeof freight has increased
significantly. In just the last 20 years, tradevolume with Mexico
has grown 200%, while trade volume with Canada has grown
73%.175 Freight moves between the three countries througha mix
of transportation modes including truck, rail, pipeline, air, and
vessel, but landtransportationplays thelargest role. In 2023,71%
of U.S. freightwith Mexico and57%with Canadawasby truck.176

Together, this creates a particular bottleneck at many LPOEs
between the United States and Mexico because a much larger
amountof tradeis going throughcomparatively fewer crossings.
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Investments are needed at LPOEs along both the northern and
southern borders to meet today’s volume of personal and
commercial crossings. Infrastructure improvementsandexpanded
capacity at LPOEs will reduce crossing times and expedite the
flow of goods into the United States, generating significant
economic benefits. Research by the Atlantic Council and others
showsthat a10-minutereductionin wait timesat LPOEsalongthe
U.S.-Mexico border could lead to an additional $26 million in
commercial cargo entering the United States each month,
translatinginto morethan $312millionin commercefromMexico
into theUnited States each year.177 With this 10-minute reduction
inwait time, anadditional 532commercial vehicles(including388
loaded containers) would enter the United States each month.178

The reduction would also have positive effects on employment,
consumer spending,and output.

The BIL included $3.4 billion for modernizing 26 LPOEs along
thenorthern (20) and southwest borders (6), as well as 21 paving
projects.179,180 These upgrades are needed as the average age of
facilities at theseLPOEs is 40 years.181,182 TheseBIL investments
are expected to create 6,000 jobs over 8 years and generate an
additional $4.5billion in economic output.183,184 As most of this
investment isdirected towardsthenorthern border, moreisneeded
for thesouthern border. In 2023,6 of thetop 10 LPOEs for truck
container crossings were along the southwest border.185 Nearly
three-quarters of freight with Mexico is transported by truck.186

There are also fewer land border crossings along the southern
border (47 out of 167), meaning that each crossing is extremely
important. Expanded capacity at these crossings, including the
Santa Teresa LPOE in New Mexico, will allow for more efficient
crossings, increasing the number of trucks that can cross and
providingeconomic benefits to theUnited States.
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In addition to expanding thephysical capacity of LPOEs, staffing
capacity must increase to meet the increased volume of trade. A
2017 report from the JEC Democratic staff examined the
economic impact of understaffingat portsandcalled for additional
staffing.187 CBP previously estimated that staffing an additional
oneto three booths or lanes can reduce maximum wait times by
upto 25minutesat someof thebusiest portsandthat an additional
1,000CBP officers at ports would increase economic activity by
$2billionandadd33,148new U.S. jobsper year.

Port modernization creates economic and climate gains that
benefit border communities

Trade along the northern and southern border supports jobs in
manufacturing, transportation, and other sectors, as well as
investments in manufacturing plants, warehouses, and other
storage facilities near ports. Ports often become industrial and
distribution hubs as businesses are incentivized to locate
operations nearby, which can provide enormous economic
opportunities for thesurroundingcommunities. Landport of entry
investments included in the BIL and the IRA are expected to
support 11,500jobsannually across thecountry.188

Modernization projects at LPOEs will also improve climate
resilience and sustainability, benefitting the surrounding
communities. InvestmentsfromtheBIL andtheIRA will improve
the climate outcomes at certain ports of entry, including by
reducing operational emissions to the equivalent of removing
500,000gasoline-powered passenger vehicles from the road for
one year, constructing all-electric buildings, achieving net-zero
emissions at certain ports, and lowering carbon emissions.189

Expanded capacity at LPOEs, including by adding commercial
lanes, will allow trucks to move through crossings more
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efficiently, reducing idling times and pollution to nearby border
communities.

Government investment supports productivity growth

The United States has experienced high productivity growth in
recent quarters

The United States is currently experiencing a period of high
productivity growth that can help boost wages and reduce
inflation. Productivity—often defined as the total amount of
economic outputdivided by thetotal number of hoursworked—is
often used to measure economic progress and the impacts of
technological innovation. Sustained productivity growth can help
reduce prices because it means that the economy can produce a
larger amountof goodsand services withoutan increase in input
costs.190 Producers can therefore close supply shortages and
workers can earn higher wages that reflect the rising level of
output per worker.191 The 2.9% growth in productivity between
Q1 2023 and Q1 2024 stands in stark contrast to both the low-
productivity environment which took hold in the recovery from
the Global Financial Crisis and the current low productivity
growth seen in other major economies.192

While some commentators have linked this rise in productivity to
the adoption of generative AI, this is probably not the case as
productivity gainsfromany onenew technologyor innovationare
likely to occur more slowly as the technology diffuses and
companies find ways to adopt it to help perform specific tasks.193

Rather, this is more likely the result of fiscal policies on thepart
of theBiden administration and Congressional Democrats during
and after the pandemic, coupled with a successful, rapid labor
market recovery from thepandemic.
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Past high productivity growth came during periods of low
unemployment

Interpreting trendsin productivity growth is complicated, in part
because the standard measure of productivity—output per hour
worked—tendsto spikeduringrecessionsaslow-paid workersare
disproportionally laid off and their hours worked are removed
from themeasure of productivity.194 However, when increases in
productivity occur during economic expansions, this reflects
technological advances and more efficient workers.195 For
example, the2-4% productivity increases in the latter half of the
1990sreflects that decade’s large public and private investment in
new computer technology, combined with a sustained period of
both low unemployment and low inflation.196

Therise in productivity growth post-pandemic as well thestrong
job growth seen during the pandemic recovery also mark a
significant improvement compared to theslow recovery from the
effects of theGlobal Financial Crisis.197,198 The2010sfeatured a
slow return to full employment, not helped by a relative lack of
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public investment and fiscal supports.199 During this period,year-
over-year productivity growth averaged around only 1%,
significantly lower than during prior periods of economic
expansion like thoseof the1990s, 1980s, and1960s. These trends
might not be unrelated, with one analysis finding a positive
correlation between the prime age employment rate and
productivity growth when recession-eraperiodsof highmeasured
productivity are removed.200

Federal support to households and businesses during the
pandemic likely helped drive recent productivity growth

Unlike the recent inflationary period, which was a worldwide
phenomenon,recent productivity growth has been largely limited
to the United States alone among developed economies.201 One
possible explanation for the divergence in productivity between
the United States and other advanced economies is the actions
taken by Congress and the Biden administration to stabilize the
economy during and after the pandemic. While other developed
nations focused primarily on wage supports that allowed
businesses to keep their existing labor forces through the
pandemic, the United States, in addition to offering paycheck
protection,expanded theunemployment insurance system.202

In addition to providing crucial assistance, this may have also
given workers time to find jobs in more productive firms.203,204

Research shows that strong labor markets can help workers move
from positionswhere they are less productive to positionswhere
they are more productive, especially when employers might
otherwiseuse their market power to suppress wages.205

These fiscal supports may have also allowed people to take the
time to start their own businesses, helping to explain why U.S.
businessformationspiked duringthepandemic and remained 30%
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above pre-pandemic levels during 2022 and 2023.206,207 This
increaseisalso goodnewsfor productivity growth, sinceevidence
suggests that theshare of start-up companies able to grow rapidly
plays an important role in supporting overall productivity
growth.208,209

Sustained public andprivate investment, aswell ascontinued low
unemployment, will help to keep wage and productivity growth
high

Whilecontinued productivity growth will help in thefightagainst
inflation,history suggests that theUnited States will need to keep
unemployment low while maintaining public and private
investment to sustain theseproductivity gains. Public investments
like those made by the CHIPS and Science Act, Bipartisan
Infrastructure Law, and the Inflation Reduction Act are already
helping to create additional good-paying jobs in strategic
industries andsupport theoverall labor market.

These investments will help to keep unemployment low and also
ensure the availability of technologies critical to future
productivity growth. Congress and the Biden administration can
continue to build on these investments by further investing in
research and development (R&D), as evidence shows historic
government R&D spendingyieldssignificant returns.210

New technologies like AI promise further productivity gains, and
Congress should help ensureworkers benefit fromthesegains

Just as new computer technology drove theproductivity gainsof
the 1990s, a suite of emerging technologies has the potential to
deliver significant productivity gains. Some estimates give
generative AI alone the potential to add 1.5% to productivity
growth every year over thenext decade.211
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Congress should work to ensure future productivity gains are
distributed fairly. Thelaborshareof incomeforAmerican workers
has steadily declined in recent decades, and wages have not kept
up with productivity gains made since the 1970s.212 Some
economists argue that the ease with which some workers’ jobs can
be automated has increased over this same period, which
underscores the need for Congress to work to protect workers’
shareof income.213

Congresscan takeseveral measurestomakesurethat workersearn
their fair shareof productivity gains. Critically, automationshould
be used whenever possible to supplement and enhance the
productivity of human workers, notsimply replacethem to reduce
labor costs for businesses or shift them onto consumers. Options
to promote this could includechanging thetax codeto shrink the
gap between marginal tax ratesonlaborandontheequipment and
machines used for automation,as well as empowering workers to
have more of a say in how AI is used in their own workplaces.214

This could include securing AI-related protections in union
contracts—as was achieved by the Writers Guild of America
following recent their most recent strike—or ensuring worker
representationoncorporateboards.215,216
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CHAPTER 3: CLIMATE RISKS AND OPPORTUNITIES IN
THE ENERGY TRANSITION

Climatechangepresentsphysical risks to peopleandproperty and
transition risks and opportunities as the world moves away from
fossil fuels. The 2024 Economic Report of the President (ERP)
discusses these topics with a focus on understanding the path
toward the clean energy transition and how it can be achieved.
This chapter in theresponse buildson thework of theERP to go
into more depth on the benefits of the clean energy transition
alongside some underappreciated potential tools to help advance
the United States’ climate goals. In this chapter, we focus on many
of the benefits or avoided costs of decarbonizing, including the
costs and risks of climate-fueled extreme heat, wildfires, and
flooding; climate risks to the financial sector, particularly
insurance; the benefits of grid investments; the importance of
clean energy job training; and the necessity of international
climate finance.

Costs and risks posed by extreme heat, wildfires, and flooding

Record-breaking high temperatures make headlines across the
globein each recent summer, drawingattention to oneof themost
salient and alarming effects of climate change. Climate-
exacerbated wildfires also represent agrowing threat to thehealth
and well-being of communities across thecountry.217 TheUnited
States has already seen a devastating string of catastrophic
wildfires in thepast year in places like Maui, the western United
States, and Louisiana as these disasters become more and more
damaging dueto climate change.218,219,220,221,222,223 Whether from
an overflowing river, rising coastal waters, or a flash flood,
flooding causes extensive harm to American households,
infrastructure, andbusinessesacrossthecountry.224 In thelast year
alone, devastating floods have hit Vermont, California, and
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Kentucky as climate changeincreases thethreat of these disasters
in both inland and coastal communities.225,226,227,228 This string of
deadly and costly climate disaster years makes thethreat of heat,
wildfires, and floodsand the massive costs of climate inaction
increasingly clear.

Theimmensecost of thesedisasters—both thehuman toll and the
economic damages—requires government action. At the federal
level, investments from the Inflation Reduction Act to combat
climate changewill cut down on thegreenhouse gases that are a
root cause of larger wildfires, more flooding, and higher
temperatures. Other specific policy actions and investments can
also improve climate resilience and ensure that our communities
and systems are better adapted and prepared for the effects of
climatechange.

Thetotal annualeconomic burden of wildfiresandflooding in the
United States is challenging to measurebut large

An analysis by theJEC Democratic staff findsthat the total cost
of wildfires in theUnited States is between $407billion to $923
billioneach year in 2023dollars, which isnotably larger than past
estimates.229,230 Thisrangewascalculated by combiningestimates
from existing research on the specific costs related to property
damage, direct and indirect deaths and injuries, health impacts
from wildfire smoke, income loss, watershed pollution, and a
rangeof other factors. Each of theseimpactsontheir own arevery
costly, buttogether, they represent disastrousconsequencesfor the
country.
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The JEC Democratic staff also findsthat flooding in the United
States causes between $179.8 and $496.0 billion dollars in
damages annually in 2023 dollars—notably higher than past
estimates.231 This rangewas calculated based on a survey of the
existing research on the effects of flooding in the United States
and inflation-adjusted to 2023 dollars. Each underlying study
often focused on specific costs like theneed for new investments
in flood-resistant infrastructure, damageto existingstructures, lost
economic output, or damageto homes (to name just a few of the
costs included in thisanalysis). Together, theestimated total costs
of wildfires and flooding in the United States make up 2-5% of
2023GDP. Thelargerangeonthecost estimates for wildfiresand
flooding reflects the difficulty in measuring the total cost of
climate-exacerbated natural disasters, but even the lower-end
estimates represent significant costs to theU.S. economy.
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Heat waves present a growing threat to public health, workers,
andcritical infrastructure

Extreme heat is already the leading cause of weather-related
deaths in the United States.232 Between 2004 and 2018, over
10,000Americansdied of heat-related causes.233 Thetruenumber
of heat-related deaths is likely significantly higher, as heat often
plays a role in deaths that are officially attributed to other
causes.234

Extreme heat is already having a significant impact on the U.S.
economy, particularly in heat-exposed industries like agriculture,
mining, construction, manufacturing, and transportation. Crop
workers die of heat-related illnesses at 20 times the rate of other
civilian workers in theUnited States.235 Between 1992and 2016,
285 construction workers died from heat exposure—accounting
for more than 30%of heat-related occupational deathsduring that
period.236 Heat is also significantly impacting the working
conditionsof mail and shipping delivery workers. Together, the
loss of productivity caused by heat is emerging as one of the
biggest economic costs of climatechange.237

High temperatures place additional stress on the water, energy,
andtransportationinfrastructurethat formsthebedrock of theU.S.
economy and society. Much of theexisting critical infrastructure
was not designed to operate in extreme heat and may require
significant adaptations or replacement to avoid costly and
dangerousdisruptionsto essential services.

The significant cost of wildfires, flooding, and extreme heat
motivatea rangeof policy actions

Given the mounting costs of these climate impacts, investments
and policy to address both mitigation and adaptation needs are
timely and cost-effective. For example, investments from the
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Inflation Reduction Act (IRA) and Bipartisan Infrastructure Law
(BIL) forgreenhousegasreductionsarehelpingto addresstheroot
causeof thesecosts.

Improving the aging U.S. energy grid, especially through
modernized transmission lines, can reduce the risk of wildfires
ignited by electricity infrastructure.238 The newly announced
American Climate Corps will also put more than 20,000young
people on career pathways in fast-growing sectors tied to clean
energy and climate resilience, including work on forest
management that can prevent catastrophic wildfires.239,240 These
and other preventive measures, such as more prescribed burning,
can ultimately make wildfires less damaging; though they will
take time to have an effect. Ensuring that pay for the wildland
firefighters who help protect communities from wildfire damage
is high enoughto recruit and retain those fighting these wildfires
will also help curb costs.

Recent legislation like the IRA, BIL, and Water Resources
Development Act of 2022 have made substantial investments to
combat climate changeand make communities more resilient to
climate impacts like more damaging flooding.241 That said, there
are a range of cost-effective investments theUnited States should
make to safeguard key public assets and infrastructure like the
energy grid, healthcare facilities, wastewater treatment plants,
postal services, and transportation (including airports) from the
effects of flooding.242

A recent report foundthat every dollar invested in floodprotection
savesupto $318in damages, andadaptationmeasurescan prevent
job losses and increase employment growth.243 Improving flood
insurance and disaster relief also helps Americans and the
economy.
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Local, state, and federal governments are focusing on several
efforts to address the impacts of extreme heat, including keeping
workers safe on the job with heat-related labor standards,
mitigating heat island effects, ensuring homeowners and renters
have access to affordable cooling, and preparing for future heat-
related public health emergencies.

Climate risks to the financial sector and insurance markets

Climatechangethreatensnotonly thehealth of theplanet butalso
Americans’ financial well-being. Climate disasters can quickly
undermine the value of people’s homes, while the broader effects
of theclimatecrisis can disrupt thehealth of thebroader financial
sector. Oneclear example is in thehome insurancemarket, where
climate-exacerbated risks from hurricanes and wildfires are
makingparts of America hard to insure.

Climate change threatens broader financial stability too, both
through direct risks to the real estate market, but also through
portfolio risks that could impact pensions and mutual funds.
Adequately characterizing and valuing these climate risks with
better data and analysis can inform decision making and
regulationsto mitigateclimatefinancial risk. Policymakersshould
ensure that financial markets integrate climate risks into their
decision making and turn away from anti-capitalist efforts to
prevent the financial sector from accounting for environmental
risk factors.

Climate risks are making parts of America hard to insure and
pushingpremiums higher

A potential climate bubble in real estate is looming because real
estate prices in some regionsin theUnited States are overvalued
given theunaccounted-for financial risksof climate impacts, such
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as climate-exacerbated wildfires, hurricanes, and sea level rise.244

This risk is most visible in themarket for home insurance, where
climate-fueled extreme events, such as fires in California and
Coloradoandhurricanesin FloridaandTexas, arewreakinghavoc
on these markets.245,246,247,248 Roughly two out of three American
homes are underinsured, meaning that millions of homeowners
would face massive financial losses after a natural disaster.249 As
uninsured damages rise, communities will instead use theFederal
Emergency Management Agency (FEMA) disaster relief and
other public funds to protect families’ finances and overall well-
being.

Wildfires have led to enormousinsured damages in recent years,
and their risk is also difficult to quantify and price into insurance
policies.250 This risk is hard to predict because fires can start for
several reasons and because their risk to peoples’ homes at any
given time is based on a complicated combination of topography,
drought conditions, wind patterns, fuel amounts, and thelocation
of houses among many other factors.251 This has led insurers to
either raise premium costs substantially or pull out of markets
entirely—with several major insurance companies declining to
provide coverage in California in the summer of 2023.252

Californians also saw a 10% increase in premiums at renewal in
2023.253

More intense hurricanes have also caused widespread damage in
Florida and along the east coast with billion-dollar weather and
climate disasters in the United States increasing over the last 40
years.254 Hurricanes and floods caused $120 billion in insured
losses globally in 2022.255 This has led to largedisruptionsin the
insurancemarketsontheeast coast of theUnited States, especially
in Florida’s flawed property reinsurance market. Reinsurance
companiessell insurancepolicies for insurancecompanies, which
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insurers need if they must pay out very large claims that would
otherwise drive them out of business.256 This typeof coverage is
both essential and expensive in Florida because the state sees so
many catastrophic weather events. The cost of reinsurance in
Florida has risen 54% from 2019,with much of the cost passed
alongto families throughhigher home insurance premiums while
theamountof coverageinsurers purchased only rose15%.

Flood risks have led to more than half the insurers in Florida
ending up on a financial health watch list.257 Reinsurance
companiesareraisingtheir premiums, which onaverageincreased
40to 70%duringthe2023hurricaneseason—acost that is largely
passed on from insurers to homeowners buying coverage.258 This
has led some insurers to leave areas altogether and for insurance
premiums for Americans to increase. For example, premiums in
Floridaarecostingonaverage$6,000annually forhomeinsurance
policies, four times more than other states. In response to the
state’s continuing insurance issues, the Senate Budget Committee
announced an investigation into Florida’s state-backed insurer of
last resort given ongoing concernsaboutits solvency.259

Financial risk from flooding and other storm damage is by no
means isolated in just one state.260 Texas saw home insurance
premiums jump 22% last year due to a series of billion-dollar
disasters.261 Unpriced flood risk in the U.S. housing market is
generally concentrated in counties along the coasts that do not
have flood risk disclosure laws, meaning that insurers cannot
accurately account for local flood risks.262 A recent study found
that residential propertieswith floodrisk areovervalued by $121–
237 billion dollars.263 Suppressed insurance rates, which do not
fully account for climate risks, have contributed substantially to
this overvaluation.264
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As more areas become uninsurable, families will face rising
financial burdens

Uninsurable areas have real world impacts on Americans’
personal and financial well-being. For instance, the impact of
losing all one’s belongings to a climate-fueled extremeevent (e.g.,
wildfires, floods, etc.) withoutinsurancecan besevere. Over fifty
percent of losses in the United States were not insured in recent
years, leading to large costs and damages that fall on
individuals.265 Households with insurance are 85% less likely to
report high financial burdensthreeweeksafter adisaster and82%
lesslikely to report theseburdensoneyear after disaster.266 Nearly
a quarter of American consumers have no emergency savingsto
cover expenses if their property is uninsurable or that insurance
payouts take time to be processed.267 Black and Hispanic
households are also less likely to have these savings, and what
savingsthey dohaveare lower than other groups.268

Local governments also facesubstantial financial risks

Climate impacts, such as more destructive wildfires and
hurricanes, lead to new and often unexpected expenditures for
municipal governments.269 Erosion from heavy rain, which the
National Climate Assessment showed grew in the Northeast by
70% between 1958 and 2010, can lead to increased road and
bridge maintenance and repairs.270,271 This damage can cause
major transit disruptions, likewhat occurred after the2023deadly
floods in New York.272 Heatwaves, and the wildfires that
sometimesaccompany them, can force local governments to open
cooling centers or other emergency shelters. These disasters can
increase energy expenditures for local governments, decrease
labor force participation and income and damage the broader
economy whileharmingpublic health and increasingmortality.273
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This heat stress can also lead to communities paying more to
borrow on the municipal bond market.274 Heat-related damages
equal to 1% of GDP annually are associated with 15 basis points
(0.15 percentage point) higher borrowing costs compared to
municipalities not exposed to these damages. This can make it
harder for local governments to invest in their communities and
provide basic services. A 2022 study showed that California
wildfiresbetween 1990and2015had asubstantial negativeeffect
on municipal budgets and caused a long-term increase in local
government spending.275 Local governments may also suffer
substantial decreases in revenue from property taxes when
homeowners move away from climate disaster-proneareas, or if
better dataonclimaterisksleadsto fallinglocal property values.276

Climate risks to the broader financial sector are large, but
opportunities also exist

Asclimatechangereshapestheeconomy andtheworld transitions
away fromfossil fuels, many companiesandinvestment fundswill
be stuck with so-called “stranded assets” like coal-fired power
plants or oil rigs that have lost their financial value. Utility
companies forced to bear the losses incurred by holding these
assets would likely raise electricity prices for families to cover
their losses. Onerecent study foundthat thetotal lost profits from
strandedassetscould total morethan$1.4trillionglobally.277 Most
of those lost profitsareconcentrated in thefinancial sector, with a
net present value of over $438billion in potential losses due to
stranded assets.

Individual investors are particularly at risk, as the same study
estimated that 86% of potentially stranded assets in the United
States are ultimately owned by these investors.278 The threat to
pension fundsisathreat not just to thefinancial system, but to the
retirement savingsof all Americans. This climate bubble would
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also hit the banking and financial sectors. For example, wildfire
risk could lead to as much as $337billion in lost real estate value
with downstream impacts on property tax revenue and school
funding.279

The incorporation of environmental, social, and governance
(ESG) goals into investingstrategiescan help to mitigate therisks
to investorsfromclimatechange. Simultaneously, ESGgoalsmeet
thedemandsof investorsseekingamoreenvironmentally friendly
way to invest while also giving them a way to financially benefit
from the transition away from fossil fuels. At the beginning of
2022,more than $8.4trillion were invested in sustainable assets,
around 13% of all assets being managed professionally.280

Companies themselves are now working to quantify climate risks
likeany other threat to their business, with one2018report finding
that 215 of the world’s largest companies estimate a collective
nearly $1 trillion in climate risks to their operations.281 Recent
efforts to stifle ESG investing from conservatives, in addition to
ignoring potential investor preferences for sustainable
investments, can be viewed as anti-capitalist because they force
companies to ignoreclimate riskswhen firmsaloneshould decide
how to allocatecapital amongtheir investments.282

Better data, analysis, and insurance options can help mitigate
climate financial risk

Alongside reducing greenhouse gas emissions and investing in
clean energy and climate adaptation, massive risk estimation and
reduction are needed to reduce the potential human and financial
consequences from extremeevents andother climate impacts.

Data and analysis to target these interventionsare essential, and
better models of how climate affects different parts of the
economy are sorely needed to inform this decision-making.
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Current economic approaches used to model financial shocks
struggleto factor in arangeof climaterisks, or howtheseriskscan
compoundwhen multiple climate effects occur at thesame time.
For example, when Hurricane Katrina hit, the city had modeled
that the pumps used to drain the city and protect the power grid
would hold, but they did notconsider that thepersonnel necessary
to managethepumpswould need to evacuate. Another paradigm
disruption is that some insurers project that after four degrees of
warming, private property underground like basements will be
uninsurabledueto climate-exacerbated flooding.

This and other potential major economy-widechanges need to be
accounted for in models of a climate-changed economy—it is no
longer business as usual. Two federal agencies (the National
Oceanic and Atmospheric Administration and the National
Science Foundation) are working together to address this by
creatingaresearch center to bringclimatescienceto theinsurance
industry. While futureclimateprojections— which arenow being
used more in financial decision making—better characterize
future risks than historical data, they were not originally created
as inputs for such fine scale uses around financial decision
making. New models created by the private sector to model
climate risk represent important stepsforward, but it is important
that these tools are subject to oversight, data validation, and user
training to prevent adverse impacts and errors. To help establish
more science-informed decisionsthroughoutthe financial sector,
companies and governments should invest in more workforce
development and communication training at the interface of
climate, datascience, and economics.

Innovationsin insurance andrisk-sharingcan better guard against
financial risks. There are also several innovative tools to help
address these issues using new forms of insurance and risk
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sharing. Parametric insurance represents a useful opportunity to
cushion the financial blows posed by climate disasters. These
insurance products guarantee a set payout when a specific event
occurs instead of paying out actual expenses, which greatly
increases thespeed of claim paymentsandallows people to repair
and get back to their lives quickly. They can also bemultiyear or
seasonal policies.

Other recent innovations include community-based catastrophe
insurance, climate adaptation as a service, intermediaries for
climate investment, and public climate risk pooling to distribute
risk. Community-based catastrophe insurance is a way for a
community institution to help members access and afford
insurance. Climate adaptation as a service allows for longer-term
financing of adaptation projects where investors are paid back
over time with interest. Intermediaries can help match asset
owners who can or want to invest in climate efforts with climate
adaptationneeds.

Congress and federal agencies can also play a role by updating
their protocols that can allow for better collaboration and foster
innovation. Congress can direct FEMA to collaborate with
insurance industry experts to support thecreation of a private all-
hazards insurance program that would cover all natural hazards,
be available for purchase directly from insurers, and meet the
federal mandatory purchase requirements for flood insurance and
disaster recovery programs.

While climate change presents large risks to Americans’ finances
andthebroader economy, opportunitiesexist to invest in waysthat
benefit peopleandtheenvironment. Innovationsin insurance, risk
sharing,andAI arealso providingexcitingwaysto safeguard U.S.
assets into thefuture.
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The importance of grid investments

Theelectrical grid in the United States is a complex network that
provides energy to millionsof homes and businesses, putting it at
the center of the nation’s economy.283 Nearly all aspects of
commerce and industry depend on affordable and available
sources of energy. Currently, theUnited States isshifting to clean
electricity and moving away from fossil fuels to mitigate climate
changeandreducetheimpactsof pricevolatility. To achievethese
goals, theUnited States will have to createmoreelectricity than it
currently produces and streamline how it connects those new
electricity sources to homes andbusinesses.

The electrical grid faces climate and security risks alongside
greater demandfor electricity

TheagingU.S. electrical grid isvulnerableto outagesanddamage
from the severity or frequency of extreme weather events
exacerbated by climatechange. Over 70%of thegrid ismorethan
25 years old and will need replacing in thecoming decades.284,285

Currently, the leading cause of electric power outage events is
extreme weather events and climate-related threats, including
coastal flooding, heat waves, ice storms, droughts, wildfires, and
winds from severe storms.286 In addition to climate risks,
cyberattacks from state and non-state actors threaten the energy
grid, including throughtheexploitationof vulnerabilities fromthe
increased useof smart technology for grid management.

Estimatesalso project that U.S. electricity consumptionwill grow
roughly 1% per year over thenext three decades.287,288 Electricity
demandisexpected to risegiven thegrowthof industrieswithhigh
electricity use—such as data centers (including for artificial
intelligence), manufacturing, and chemical and hydrogen
production—and because of the electrification of consumer
electronic devices and homeappliances.
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Renewables aremaking vital contributionsto theresilienceof the
grid

The International Energy Agency recently projected that record
clean energy growth from nuclear, wind, solar, and hydropower
will offset this risingpower demand.289,290,291 In theUnited States,
projected increases in renewable energy consumption between
now and 2050 should more than account for projected energy
consumption increases, per Energy Information Administration
(EIA) data shown below. Nuclear energy also provides essential
baseload power—generation that can run around the clock—
which is especially important when extreme weather events
threaten thegrid.292,293

Asextremeweather strainsthegrid anddemandgrows, renewable
sourcesof energy arealready playingasignificant role in building
grid resilience. The EIA projects that renewable generation will
supply nearly half of all electricity by 2050.294 Already, 2,510
gigawatts (GW) of clean electricity generation and storage
capacity are seeking interconnection to the grid—twice the
installed capacity of the U.S. power plant fleet.295 Around the
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country, wind turbines, solar energy, and batteries often buttress
the grid when extreme heat or other weather events tax it the
most.296,297,298 During summer heat waves, when energy demand
is generally at its peak, renewable energy sources can stay online
andkeep energy costs down for families.299

Long-distance transmission, increased interconnection, and
upgrades to existing infrastructure are needed to managegrowth
andconnect more renewables to thegrid

Building more long-distance transmission lines can help connect
newly generated energy to markets where it is in higher demand.
However, the volume of projects that are waiting to be added to
the grid (or interconnected) has overwhelmed the United States’
old system used to connect new electricity sources to homes and
businesses.300 Interconnection approvals for the nation’s largest
regional grid now take an average of four years. Community
benefit agreements(CBAs), legal agreementsbetween community
groups and developers that stipulate the benefits a developer
agrees to fundor provide to a community, can help new projects
get off thegroundby garnering local buy-in andsupport.301 CBAs
can guarantee local benefits, such as local job creation and
training,economic trust funds, and revenue sharing or ownership
configurations.302

To get more out of existing transmission, grid-enhancing
technologies (GETs) can enhance asset utilization,better manage
congestion,andminimizecurtailmentsof generationresources.303

Advanced conductor cables and dynamic line ratings are two
examples of GETs that can accelerate the clean energy transition
by gettingmoreenergy out of ourexistinggrid.304,305
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Policies andinvestments are alreadysupporting theexpansion of
cleanelectricity that is vital to theenergy transition

CongressandtheBiden administrationhavetaken important steps
to ensure that appropriate regulation and ample funding exist to
boost renewable electricity production. The Inflation Reduction
Act (IRA) supercharged investmentsin utility-scalesolar projects,
wind power, and energy storage.306,307,308 For individuals and
families, the IRA’s Residential Clean Energy Credit provides a
credit for local investment in solar, wind,geothermal, and energy
storage that can complement broader grid modernization.309 The
DOE has also announced $1.3 billion in funding from the
Bipartisan Infrastructure Law to further develop interstate
transmission lines.310

More policies to increase transmission and support GETs and
household-level renewable energy and electrification could
accelerate transmission, bolster the grid, and lower costs. Seven
proposed bills in the 118th Congress address this need.311 These
includeJEC Chairman Heinrich’s Grid Resiliency Tax Credit Act
to provide tax credits for large scale transmission projects and
GETs.312

Thoughfederal agencies have taken stepsto facilitate permitting,
significant barriers still exist. JEC Chairman Heinrich has
introduced the FASTER Act to improve upon existing
transmission siting and permitting practices without
compromisingenvironmental standards.313 Legislation introduced
by Senator Hickenlooper is designed to provide flexibility and
capacity sharingbetween grid operatorsacrossthecountry.314 And
variousfirms are deciding to nearshore supply chains—bringing
manufacturing processes closer to home—to avoid snarls from
extreme weather events and geopolitical crises and to increase
domestic jobs.315
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Growing the economy of the future: job training for the clean
energy transition

Investments in the Inflation Reduction Act (IRA) and the
Bipartisan Infrastructure Law have increased the demand for
workers whocan fill roles in a rangeof clean energy occupations.
Thisneed createsan opportunity for millionsof Americansto start
stable careers they can build a family aroundthat do not require a
four-year college degree and to employ women and people of
color more intentionally in thesector.

The clean energy workforce is growing rapidly as the economy
transitionsaway fromfossil fuels

From2021to 2022,theU.S. Department of Energy foundthat job
growth in clean energy rolesgrew by 3.9%, outpacingthenational
employment growth rate of 3.1% in that same window.316 The
Bureau of Labor Statistics (BLS) also predicts long-term demand
for these workers: BLS projects wind turbineservice technicians
to bethefastest-growingoccupationbetween 2022and2032,with
solar photovoltaic installers also among the top 15.317 Looking
more broadly, BLS also predicts that over the next decade the
United States will need to fill at least 735,000job openings for
electricians, 426,000for plumbers and pipefitters, nearly 400,000
for HVAC mechanics, and nearly 100,000for utility lineworkers
tomeet demand.Thesepositions, whilenotalso thoughtof asparts
of the clean energy workforce, play a vital role in the energy
transition.318,319,320321

Given the industry’s job and economic forecasts, jobs in the clean
energy economy will grow significantly in theUnited States in the
coming years.322 This expanding need for people who can build
and maintain clean energy infrastructure is notably occurring
alongside a long-term decline in the number of building trades
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workers, brought about by an aging workforce and lagging
investment in worker training.323,324

Clean energy jobscan providepathways into themiddle class for
a broadset of communities across thecountry

While thebroad rangeof clean energy occupationspay different
wages depending on the sector, electricians, construction
managers, and wind turbine technicians all were paid close to or
above the national average salary.325 There is also an emerging
contingent of laborandclimategroupsworkingtogether to expand
worker protections and increase pay in a range of clean energy
fields.326,327

The U.S. Department of Energy’s recent energy employment
report highlighted that the share of energy sector employees
represented by aunionwas11%last year, higher than thenational
unionization rate of 7%.328 The U.S. Department of Energy’s
report also highlights how veteransmake up a larger share of the
U.S. energy workforce (9%) compared to their share of the U.S.
workforce in all industries (5%).329

Investing in career and technical education and community
colleges supports important pathways to createcleanenergy jobs

TheBipartisan InfrastructureLaw isalready investing$72million
in programstrainingpeoplefor clean energy careersby partnering
with existing institutions like community colleges and trade
schools.330 In 2020,29 states had career and technical education
programming that set students up for careers in clean energy,
including throughcourses, academic pathways, and certification
programs.331,332

Two-year community college programs, which are shorter and
cheaper than programs at four-year institutions, can also train
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students for and connect them with clean energy jobs while
reducing theneed for burdensomestudent debt.333

For instance, California’s Kern Community College District is
usinggrant money fromtheU.S. Department of Energy to connect
with local clean energy employers and students from
underrepresented communities.334 The grants also provide funds
to equip future workers in the industry with its latest
technologies.335 Additionally, CNM Ingenuity, Central New
Mexico Community College’s workforce development arm,
provides opportunities for workers to begin or advance their solar
careers.336

Apprenticeship programs create additional pathways for people
to train for unionized trades careers that are vital to the energy
transition

Registered apprenticeships (RA) are joint partnerships that are
often between educational institutions, employers, and unions.
Registered apprenticeshipsallow people to earn money and learn
technical skills on-the-job and in the classroom, while letting
employers train and invest in their future employees. The IRA
supportsthesuccessful RA program by requiringthat clean energy
constructionprojects using IRA fundshireRAs.337

The growing demand for clean energy workers means that RA
programs should create more training slots for roles crucial to the
energy transition likeelectricians, pipefitters, and water treatment
specialists.338 See Chapter 6 of this Response to learn more about
how registered apprenticeships can address new and existing
workforceshortages and how theprogram can bestrengthened.
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Training programs can also effectively help people currently
working in some fossil fuel industries access new positionsin the
cleanenergy sector

The overlapping skillsets required between people working in
hydraulic fracturing and geothermal power, fossil fuel power
plants and offshore wind power, or between oilfield work and
clean hydrogen production suggest a viable pathway for
employment transition for current energy sector
workers.339,340,341,342,343

Some recent data show that clean energy job opportunities are
growing in areas with higher shares of fossil fuel extraction
workers. This ispromising for theprospectsof jobavailability for
these newly trained and retrained workers.344 Several important
tax credits in the IRA offer bonuscredits for siting new clean
energy facilities in communities that rely or have relied on fossil
fuels for both jobsand local revenues.345

Ensuringwomen andpeopleof color haveequitableaccessto and
benefits from clean energy job and training programs will
strengthen theworkforce

A DOE report foundthat half of the new workers in the energy
sector were women.346 This is a positive development for the
energy sector, which otherwise continues to have an all-around
lack of gender and racial diversity.347 This trend also exists in
training programs. Among active RAs across all fields, women
and people of color are disproportionately underrepresented and
underpaid.348

Participation of women and people of color in the clean energy
workforcewill becritical for strengthening theoverall labor force
and economy and connecting diverse populations with the
industry’s high-quality jobs.349,350 A diverse workforce and
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management team have greater levels of innovation, which can
help increase revenue, especially given the clean energy sector’s
heavy relianceon innovation.

The Biden administration is taking steps to address this. For
example, theCHIPS and Science Act requires funding recipients
to haveaplan to providechildcarefor their workers—apolicy that
should help addressoneof thekey factors that keep many women
outof thelaborforceandwhich isshowingearly promise.351,352,353

The importance of international climate finance

Support for developing countries is critical to meeting collective
climategoals andmitigatingcosts at homeandabroad

Whilesignificant effortsareunderway to reducecarbon emissions
andadapt to a warming world, more remainsto bedoneto ensure
that developing countries are not left behind in this transition.
Bolsteringinvestment in climatechangemitigationandadaptation
in developing countries is vital to achieving global climate goals
and minimizing the damages from increasing climate-related
disruptionsin developingcountries.

Across advanced economies, the uptake of clean energy,
increasing energy efficiency, and electrification have led to a
decline in emissionsin recent years despite continued economic
growth.354 However, both the effects of climate change and
progress in mitigation and adaptation are unequally distributed
across the world. In many developing countries, emissions and
GDP are still growing in tandem, with fossil fuels continuing to
play a dominant role in meeting the rising energy demands of
businesses and households.355 Developing countries also face
greater risks from drought, sea-level rise, and other aspects of
climatechange—andhave less capacity to adapt to them.356,357
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This disparity has made mobilizing financial support for climate
adaptation and clean energy projects (climate finance) in
developing countries a key goal of multilateral climate change
efforts.358 In 2009,developed countries agreed to commit $100
billion in public and private funding annually by 2020 for this
purpose.359,360,361 However, thistarget wasnotmet until 2022,and
recent estimatessuggest that thetrueexternal financingneedswill
havereached $1trillionper year by 2030.362,363 Financinghasalso
been greatly skewed towards mitigation measures rather than
adaptation and resilience, with theformer receiving more than 18
times as much fundingbetween 2021and2022.364,365

While mitigation measures are essential to preventing further
temperature rise, insufficient investment in adaptation measures
for agriculture and other key sectors greatly increases the risk of
political and economic destabilization. These impacts will not be
limited to developing countries but are also likely to reach
advanced economies in theform of mass migration, supply chain
disruptions, pandemics, conflict, and higher post-disaster relief
expenses.366,367,368 In 2019, the Red Cross estimated that
humanitarian assistance costs could rise by 20-40% by 2030
absent significant climate adaptationmeasures.369

Longstanding efforts to attract private investment in emerging
economies’ infrastructure have made limited progress

The World Bank, Organisation for Economic Co-operation and
Development (OECD), International Monetary Fund (IMF), and
other key development organizations have long emphasized the
need for greater private investment to bridge the gap in climate
finance andminimize theuseof scarcepublic funds.370 Initiatives
such as the World Bank Group’s Maximizing Finance for
Development have sought to help developing countries and
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development banks implement policies to attract this
investment.371

Despite these efforts, private climate investment in developing
countries continues to lag well behind public funding—and far
short of the levels required to meet global adaptation and
mitigation needs. In 2021, total private climate finance amounted
to just $14.4billion, or 16% of the total funding mobilized by
developed countries.372 Developing countries also accounted for
just 15% of clean energy investment in 2023,despite significant
untapped potential.373 Africa, for example, is home to 20%of the
world’s population and has abundant solar, geothermal, wind, and
hydropower resources—butattractsjust 3%of global clean energy
spending.374,375

A key reason for the relative lack of investment in developing
countries is that they are perceived as facing greater
macroeconomic and political risks. This significantly raises their
cost of capital, or thereturn investorsrequireto financeprojects.376

To encourage greater private investment, the OECD and other
international organizationshave largely advocated for expanding
theuse of existing de-risking measures, such as loan guarantees,
blended finance, and risk insurance.377,378 These tools help lower
risks and increase returns to investors by backing projects with
public funds. However, significant challengesremain in scalingup
these efforts and in attracting investment in key areas such as
infrastructure.379,380,381

Mounting fiscal pressures are further hampering the ability of
developingcountries to makeclimate investments

Whiledevelopingcountriesseek to maketheir own investmentsin
clean energy and climate change adaptation, developments in
recent years have left them increasingly ill-positioned to do so.
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The pandemic, war in Ukraine, and climate impacts have placed
considerable strain on many domestic budgets. Additionally,
rising U.S. interest rates pushed up debt servicing costs in
developing countries and led to an historic outflow of foreign
investment that could have otherwise gone to climate
investments.382 Debt payments by low- and middle-income
countries reached $443.5 billion in 2022—the highest level in
history.383

As of 2023, 48 countries, home to 3.3 billion people, were
spending more on the interest on their external debt than on
education or health.384 This trend is expected to continuein 2024,
with low-income and middle-income countries expected to spend
an averageof 2% of GDP servicing their external debt.385 Absent
significant intervention, rising debt burdensthreaten to trap these
countriesin aviciouscycle, with debt paymentstakingprecedence
over investmentsin growth andclimateaction,which areessential
to economic stability in thelonger term.386

New approaches can help debt-distressed countries make urgent
climate investments

In addition to debt restructuring, payment pauses, and other
measures that more directly address the impact of rising debt
burdens, policymakershavealso proposed other optionsto ensure
that countries are still able to make needed climate investments.
These include debt-for-adaptation and debt-for-nature swaps.387

The former allows for a portion of countries’ debt to be forgiven
if repayment fundsare instead used for climate adaptation. The
latter similarly supportsthepreservationof biodiverseecosystems,
which are essential to both climate change mitigation and the
global economy.388,389 Debt-for-nature swaps are already
underway to support the conservation of critical marine
ecosystems in theGalapagosIslands, Barbados, and Belize. 390,391
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Several countrieshavealso proposed imposingtaxesandlevieson
activities such as shipping and aviation to fundclimate action.At
COP28, a task force was launched by representatives from
Barbados, France, Kenya, and others to examinethepotential for
theseandother innovativefundingsources. They havesincefound
that global agreement on the range of taxes and levies they
considered could help generate an additional $2.2 trillion a year.
Thetask force is expected to put forward relevant optionsbefore
COP30 in 2025.392

IncreasingU.S.internationalclimatefinanceiscritical to meeting
global targets andminimizingclimatecosts

Additional funding from the United States and other advanced
economies is greatly needed to support climate adaptation and
mitigation. Public fundswill continueto play an essential role in
helping to draw in private investment and in funding projects
whereprivatefinanceisunlikely tomeet needs. Theadditional $11
billionin fundingtheWorld Bank recently secured fromadvanced
economies, including $750 million from theUnited States, could
help leverage as much as $70 billion in lending.393 However, an
earlier proposal by the Biden administration, which stalled in
Congress, would have instead provided $3.3 billion, helping to
generatemore than $25billion in financing.394

IncreasingU.S. international climate financewas an early priority
of the Biden administration, which pledged in 2021 to allocate
more than $11.4 billion annually by 2024.395 $3 billion of this
funding was to be directed to adaptation efforts. To date, the
fundingappropriated by Congresshasconsistently fallen far short
of these levels, and U.S. climate finance commitments remain
significantly below thoseof other advanced economies.396,397,398



71

Given the costs of inaction, it is vital that the United States and
other advanced economies help address the impact of rising debt
burdens on climate investment, increase their support for
development institutions and international resilience work, and
explore all available options to increase private investment in
developingcountries.

Areas for future exploration

The Biden administration and Congressional Democrats have
taken historic steps to address the costs and risks posed by the
climate crisis, enhance resilience, and embrace the opportunities
of theclean energy transition. Further action is needed to address
the climate crisis, as has been described in this chapter. Other
important emerging topics in this space include industrial
decarbonization and a Carbon Border Adjustment Mechanism
(CBAM), a bipartisan tool that aims to cut global pollution and
support American industry.399 CBAM proposals in the United
States focus on the industrial sector, both because it produces a
quarter of all global carbon dioxide emissions and because it
covers the production of traded goods. 400 Since U.S. goodsare
40%morecarbonefficient than theworld average, usingaCBAM
to account for higher emissions in other countries would make
many domestic industries more competitive.401 With the
expirationof many of theprovisionsof theTax CutsandJobsAct
in 2025anddiscussionsof anew tax bill on thehorizon,aCBAM
could beapowerful tool to help lower global emissionswithin the
tax code.
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CHAPTER 4: CREATING CONDITIONS FOR EQUITABLE
GROWTH

Democrats are fighting for a U.S. economy that gives everyone a
chance to support their families, put food on thetable, and keep a
roof over their heads. Among other efforts, the Biden
administration and Congressional Democrats have enacted place-
based economic development initiatives to target distressed
economies across the nation and prioritize many for new
investment.

These efforts are needed to ensure economic growth reaches all
regions of the United States. Without including the U.S.
Territories, as of 2019about 20 million people lived in counties
that have experienced high levels of poverty since the 1990s.402

All 78counties in Puerto Rico havebeen in poverty for at least the
last thirty years, according to 2015 U.S. Department of the
Treasury data, in addition to all of American Samoa, the
Commonwealth of the Northern Marina Islands, and the U.S.
Virgin Islands.403 Of the318 countiesthat faced persistent poverty
in 2021within states, the majority (84%) were rural (nonmetro)
counties, and were primarily in the southeastern and the
southwestern regionsof thecountry.404,405 Notably, these are also
the two regions that are experiencing the greatest negative
economic impacts fromclimatechange.406 Finally, avast majority
(87%) of counties that have faced persistent poverty since 1990
had a 20% poverty rate—or higher—in every decennial census
since1960.407

Through a series of initiatives, Democrats are working to give
communities across thecountry an equal chance at growth and a
lead role in the nation’s manufacturing and innovation
renaissance, along with the green energy transition.408 With
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policies that focus on remedying challenges specific to these
regionsandcreatewell-payingjobsacrossthecountry, Democrats
areworkingto build afuturewhereregardlessof whereAmericans
live, everyonehas theopportunity to succeed.

President Biden’s growth-driving initiatives prioritize equitable
access to economic growth across communities

Understanding theneedsof themoment, theBiden administration
and Congressional Democrats passed major legislation that
stimulated thenational economy, while also prompting growth in
communities that had faced long-term economic distress.
Beginning with the American Rescue Plan (ARP), Democrats
created programs that would establish and maintain business
ecosystems and workforce development in distressed
communities. They then led the passage of the Bipartisan
Infrastructure Law (BIL), the CHIPS and Science Act (CHIPS
Act), and theInflation Reduction Act (IRA), which, amongother
objectives, targeted infrastructure, manufacturing, and workforce
capacity to establish global economic competitiveness in
communities that need it themost.

TheAmerican Rescue Plan laid thegroundwork for place-based
development programs taken up in later legislation

Among other accomplishments, ARP empowered the U.S.
Department of Commerce’s Economic Development
Administration (EDA) to invest $3 billion in localized efforts to
helpeconomiesrecover fromimpactsof theCOVID-19pandemic,
and establish resilient local economies for the future.409 Included
in theseEDA programs, theBuild Back Better Regional Challenge
directs investment towards developing industry coalitions to
revitalize local industry across 21 regional centers.410,411 Cluster
specializations include clean energy, advanced mobility and
aerospace, natural resources and agriculture, next generation
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manufacturing, Indigenous finance, and biotechnology and
health.412 Thisprogram awarded $1billion to 21projects that will
grow good-paying jobswhile enhancing U.S. competitiveness in
these industries. 413

The Good Jobs Challenge under ARP also aimed to increase
regional investment in job training, workforce participation, and
employment growth. This program provided $500 million to
industry-led projects across thecountry to increase thesupply of
trained workers in their communities, grow industries central to
U.S. supply chainsandglobal competitionandprioritizeeconomic
development in the projects’ respective regions.414 This program
has supported 32 projects throughout the United States, from
Alaska to Puerto Rico.415 According to 2022 estimates, the
program is projected to add more than 50,000new, good-paying
jobs to the workforce, primarily in health care, information
technology,manufacturing,energy,andresilienceindustries.416,417

The ARP’s Economic Adjustment AssistanceProgram made$500
million available for projects that address barriers to economic
development in distressed communities.418 Thepurpose of these
projects is to bringcritical infrastructureto communities that have
suffered from underinvestment, as well as to develop thriving
businessecosystemsand createworkforcedevelopment programs
that allow community residents the opportunity to access good-
paying jobs.419 The program supports projects in 48 states, the
District of Columbia and Puerto Rico, has provided fundsto 256
grantees, and is expected to createor retain over 64,000jobs.420

TheARP also allocated $350billion towardstheState and Local
Fiscal Recovery Funds(SLFRF) throughtheU.S. Department of
the Treasury, which has allowed for increased growth in local
economies.421,422 With these funds, local leaders covered
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pandemic-era revenue losses, and began setting up initiatives to
overcome persistent local challenges, including affordable
housing and workforce development initiatives.423 These
investments can help avoid the stark drop in state and local
budgets, hiring,andcapacity that followed theGreat Recession.424

TheBipartisanInfrastructureLawhasspurred thelargest amount
of funding per capita in states with the greatest need for
infrastructure investment

Recognizing the opportunity of the moment to upend past
inequalities in infrastructure investment, theBiden administration
is ensuring the BIL’s historic investment in infrastructure is
reaching thecommunities with thegreatest need first.

Recent data show that the Biden administration has been
successful in this effort; BIL funding is moving to states and
communities that are most in need of infrastructure repair and
construction. For example, when considering the amount of
funding allocated per person in each state (“funding per capita”),
states with infrastructure in the poorest condition are receiving
nearly $1,500 more in per capita funding than states with
infrastructure in moderate condition.425,426 In addition,states with
lower household median incomes have tended to receive more
funding than states with higher household median incomes.427

TheBidenadministrationhasalsoprioritized rural AmericainBIL
investments. For example, by allocating $4.58 billion in Rural
Area Formula Grants, the Biden administration has supported
updates to 1,300 rural transit systems as of November 2023.
Moreover, with the BIL’s $50 billion investment in water and
wastewater infrastructure, rural areas have been able to increase
accessto clean drinkingwater andsanitation,aswell asreducethe
negative impacts of drought.428
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More than 180 BIL programs also fall under President Biden’s
Justice40 Initiative, which sets thegoal of dedicatingat least 40%
of funding in these programs to disadvantaged communities. This
has allowed for more climate and clean energy investments in
thesecommunities, resulting in increased access to clean drinking
water, improved flooding resiliency, and clean-ups of Superfund
Sites.429 Additionally, as part of the Reconnecting Communities
and Neighborhoods Program, the U.S. Department of
Transportation has allocated over $3 billion towards connecting
neighborhoodsto economic opportunitiesthat they had lost access
to in the past following the construction of transportation
infrastructure likehighways.430

Moreover, BIL investments are eliminating disparities in
broadband internet access while expanding connectivity for all
Americans. Rural communities, low-income communities, and
people of color are disproportionately more likely to lack
broadband access.431,432 Disparities in digital distress metrics can
partly be attributed to cable TV and internet providers’
unwillingness to provideservice in certain areas.433 High upfront
costs associated with low population densities, long distances
between existing infrastructure, and payment delinquency
concerns associated with low-income families are often cited as
reasonswhy internet providers declineto provideservice in these
disadvantaged areas.434 The recently expired Affordable
Connectivity Program (ACP) was vital in bridging the digital
divide, providing $700million in monthly relief to help families
accessbroadbandinternet.435 Absent government intervention,the
private market system only reinforces disparities in connectivity
for already disadvantaged communities.436
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However, increased access to broadband has proven to be a key
driver for more inclusive economies that effectively help reduce
systemic inequality.437,438 Research shows that there is a positive
relationship between high-speed internet access and economic
growth,with two studiesfocusingonIndianafindingthat every $1
invested in rural broadband deployment returned $3 to $4 in
increased economic benefit.439,440 Research also shows that
residential broadband can help increase household income.441

Additionally, studies of past broadband rollouts find that
expanded internet access can help increase married women’s labor
force participation, primarily throughincreased telework and at-
homeproduction.442

Recognizing the opportunities broadband access provides, the
Biden administration is helping reduce systemic inequality
through BIL broadband funding and programs. The BIL has
invested more than $65 billion in planning, infrastructure, and
adoption efforts to help bridge the digital divide and lower
prices.443 BIL investments also include over $48 billion to the
National Telecommunications and Information Administration
(NTIA), $14.2billion to theFCC for theACP, andover $5billion
to theU.S. Department of Agriculturefor theReConnect Loan and
Grant Program.444,445,446

Finally, the BIL provided the largest single investment in Tribal
infrastructure in history, at $13 billion.447 With just a portion of
this funding, 247 grants have goneto Tribal nations across the
United States for transportation infrastructure improvements.448

Taken together, the Biden administration is using the historic
passage of the BIL to ensure that infrastructure renewal and
development improves the lives of people in communities across
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the United States and lays the groundwork for enhanced and
equitableeconomic opportunity.

TheCHIPSandScience Act targets underserved communities for
new manufacturinghubsandinvestment incentives

TheCHIPS and Science Act (CHIPS Act) has been lauded as an
essential tool for driving U.S. economic growth and national
security. At the same time, the bill’s provisions aim to uplift
underserved communities by reducing employment gaps and
investing in communities’ capacity to innovate, develop, and
produceessential U.S.-madetechnology.

As the United States increases its global competitiveness in tech
manufacturing, communities previously left behind by
globalization are able to take advantage of America’s
manufacturing renaissance through the CHIPS Act. Using the
Regional Technology and Innovation Hubs (“Tech Hubs”)
program under the EDA, the Biden administration has focused
funds on building business ecosystems for technology and
innovation in regions with the “assets, resources, capacity and
potential to become globally competitive.”449 Many of theseTech
Hubs will be headquartered in states with among the lowest
median income levels in the nation, as well as those in the
Rustbelt.450,451 Such investments will help increase thenumber of
high paying jobs while growing the technology and innovation
workforce in these communities.452

The CHIPS Act also created EDA’s Distressed Area Recompete
Pilot Program, to direct investments towards communities with
prime-age employment levels (employment for individuals ages
25to 54)below thenational average.453 ThroughRecompetePlans
and Strategy Development Grants, community leads propose
comprehensive economic development initiatives linked to
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growingtheworkforcefor competitiveU.S. industries that would,
over multiple years, reduce their communities’ employment
gap.454

The Inflation Reduction Act’s renewable energy tax credits
provideincentivesto invest in rural andunderserved communities

Through the IRA, the Biden administration has incentivized
privateinvestment incommunitiesfacingbarrierstogrowth,while
also enhancingmanufacturinganddevelopment for therenewable
energy transition. The law established the Low-Income
Communities Bonus Credit program, where companies and
investors receive bonuscredits to stack on top of theregular IRA
clean energy tax credits when they invest in designated low-
income communities, Tribal lands, and affordable housing
developments.455

Since the IRA’s passage an increased share of clean energy
investment has gone to low-income communities and
communities with lower educational attainment. For example,
between January 2018andJuly 2022,68%of investments in clean
energy technologies went to counties whose median incomes fell
below the national median income.456 That percentage increased
to 75% in the years following the IRA’s passage. Similarly, prior
to the IRA’s passage, 79% of these investments went to counties
with lower collegegraduation rates than theU.S. average.457 This
number climbed to 84% following the IRA’s passage. 458

“Energy Communities” (ECs) have experienced some of the
greatest gains in clean energy investments following IRA’s
passage.459 Thesearecommunities that havehistorically relied on
the fossil fuel industry for tax revenue, as well as for residents’
income and employment.460,461 The IRA explicitly prioritized
these communities to ensure they would not be left behind in the
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energy transition.462 Like the Low-Income Communities Bonus
Credit, theIRA provided bonustax credits for certain investment
or productionactivities that companies carry out in ECs.463,464

That prioritization is paying off. Prior to the bill’s passage, ECs
werereceivinglower levelsof clean energy investmentsthan non-
ECs, with monthly investments in ECs averaging $2 billion, and
those in non-ECs averaging $2.5billion. And while the IRA was
effective in boostingclean energy investmentsacross thecountry,
Energy Communities were thegreatest beneficiaries. In theyears
following the IRA’s passage, clean energy investments in ECs
surpassed investments in non-ECs, both in terms of the level of
average monthly investments ($4.5 billion for ECs versus $3.5
billion for non-ECs) and in terms of growth in average monthly
investments (+$2.4 billion for ECs versus +$1 billion for non-
ECs).465

The IRA has also prioritized investment in energy and climate
resilience among Tribal and Native communities. While Tribal
NationsandNativecommunitieshaveaccessto multipleprograms
under the IRA, $720 million is exclusively available for these
communities, including the Tribal Electrification Program, the
Tribal Climate Resilience program, and the Tribal Energy Loan
Program.466 Investment and production activity based in Tribal
landsalso can receivebonustax credits that companiesstack onto
their other IRA clean energy tax credits.467

By blocking funding for these efforts, Republicansare increasing
thegapbetween wealthy regionsandthose that arestruggling

While theBiden administrationandCongressional Democrats are
working to fund theprograms discussed above, Republicanshave
either threatened tocutprogramsorblocked full fundingformany.
For example, Republican leadership has threatened to roll back
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key provisions in the IRA, including the tax credits that have
incentivized investments in fossil fuel-dependent and lower
income communities.468 Moreover, while the CHIPS Act’s
RecompeteProgram isauthorized at $1billionper year, only $200
million has been appropriated towards the program by
Congress.469 Similarly, while theTech Hubprogram isauthorized
at $10billion over five years—averaging to $2 billion per year—
Congress only appropriated $500million in thefirst year.470 This
is in spite of bipartisan agreement that it is in the interest of the
nation’s collective growth and national security to fully fund each
of theseprogramsupto their authorized amounts.471,472 In addition
to these programs, greater funding for other tools, such as
Regional Commissions, can help ensure that economic prosperity
reaches all Americans.

Regional commissions help drive growth in underserved regions,
but need full funding to generate economic prosperity

Over theyears, Congress has taken particular interest in counties
that have faced poverty rates of 20% or higher for 30 years.
Beginning with theAmerican Recovery and Reinvestment Act in
2009, Congress set aside 10% of funds from three rural
development programs for “persistent poverty counties.”473 These
were defined as counties that had a poverty rate at 20%or higher
for each decennial census taken in the three decades prior (1980,
1990,2000). For this reason,theprovision is referred to as the10-
20-30 provision.474 Since then, Congress has included 10-20-30
provisions in multiple appropriations laws to ensure economic
development funding moves towardsthese counties.475 However,
under theTrump administration,agenciestended to allocatebelow
the10%amountacross programs.476

Asquasi-governmental institutions, regional commissionsoffer an
opportunity to ensure continued private and public funding,
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despite changes in Presidential administrations. Underfunded
commissionscould createmuch needed andconsistent investment
in their regions if provided funding on level with well-funded
commissions.

Research hasshown that regionalcommissionsareeffective tools
for spurringeconomic growth

Thefederal government has worked with state and local partners
to spur economic development in distressed communities across
the United States using regional commissions or authorities.477

Currently, thereareeight commissionsthat cover variousregions.
The oldest of these commissions is the Appalachian Regional
Commission (ARC), established in 1965.478 Congress then
established seven morecommissionsin thefollowingdecadesand
modeled them on theARC.479

While the make-up of regional commissions or authorities can
vary, they share similar structures and economic development
objectives. Each commission has specific states or counties that
fall within its jurisdiction.480 Each is also headed by a federal co-
Chair, whomthePresident appoints, aboardof stategovernorsand
astateco-Chair who isboth selected fromandelected by thestate
governors.481 In additionto gatheringresearch fromstateandlocal
sources, commissions can work with states to create an
overarching strategic plan for development, as well as support
states in creating state-level development plans and in drafting
state-level legislation to help spur local and regional
development.482 Commissions also have the ability to approve
grants for development projects that align with the regional
strategy.483 Such projects includethose focused on transportation
and telecommunications infrastructure, job skills training and
education related to entrepreneurship, technology, business
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development, anddevelopment of renewableor alternativeenergy
sources.484

Empirical studieshaveshown that well-funded commissionshave
been successful in alleviating poverty in their designated regions.
For example, astudyof theARC surveying26yearsof data found
that population, earnings, total income and per capita income all
increased in counties with ARC programs, relative to similar
counties that did nothaveARC programs.485 Another studyonthe
Delta Regional Authority (DRA), which is focused on economic
development in theMississippi River Valley, found that theDRA
had an overall positive impact on theeconomy throughlowering
unemployment, spurring growth in annual median income, and
decreasing child poverty in the region.486 According to JEC
calculationsusingCongressional Research Servicedata, thesetwo
regional commissionshaveamongthehighest levelsof fundingof
all of the regional commissions, with the ARC receiving $3.5
billionandtheDRA receiving$659million in real terms, between
2001and 2023alone. Amongall commissionsthat have received
funding, the median amount received since 2001 is $380
million.487

Still, regions of the country that face the greatest challenges to
economic growth have drastically underfunded commissions. For
example, the Southwest Border Regional Commission (SBRC)
and the Southeast Crescent Regional Commission (SCRC) serve
communities that could significantly benefit from the targeted
economic development programs that commissions would
offer.488 Yet, these commissions’ real per capita appropriations
since their creation—using the 2021 ACS 5-year population
estimates—totals 26 cents and 69 cents, respectively.489

Meanwhile, theNorthern Border Regional Commission (NBRC),
authorized at the same time as the SCRC and SBRC, has about
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$90in real per capita funding.With its fleshed out strategic plan,
and multiple projects already funded, the NBRC provides an
example of what the SBRC and SCRC would accomplish for
distressed communities if provided sufficient funding.490

Targeted federal funding can help spur economic growth in
Puerto Rico

Puerto Rico is once again beginning a path to economic growth
despite multiple challenges over thepast two decades.491 There is
now an opportunity to maintain and bolster that growth through
large-scaleinvestment incritical infrastructure. TheU.S. Congress
has appropriated $12 billion in relief funding to rebuild Puerto
Rico’s energy system, including modernizing the energy grid, in
response to the destruction that multiple natural disasters have
caused. These funds offer an opportunity for investment in a
modern grid that facilitates renewable energy transmission and
distribution, as well as in renewable generation infrastructure. A
more resilient energy system that uses cleaner, domestically
produced sources will protect communities’ health and wellbeing
andprovideastrongfoundationonwhich Puerto Rico can further
build a futureof strongandmoreequitableeconomic growth.

High energy costs have made it harder for the Puerto Rican
economy to grow

As is true for most economies, Puerto Rico’s major industries
requireconsistent andaffordableelectricity to operateeffectively.
However, the price of energy consumption on the island far
exceeds the U.S. average.492 The grid mainly depends on fossil
fuels, which the island must import, further driving up electricity
costs.493 Renewable energy infrastructure can facilitate domestic
energy production that could lower prices in thelongrun,making
it easier for Puerto Rico to support current industry, further drive
small business growth anddiversify theeconomy.
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The debt crisis in Puerto Rico could increase energy costs and
endanger futuregrowth

Compounding the challenging growth outlook is the sharp
increase in public debt that began after themid-1990s.494 Outside
investors capitalized on recent legal loopholes that removed the
government’s constraints on borrowing, as banks and investors
pushed deals to increase Puerto Rican debt that earned them large
profits.495,496,497 Ratings agencies also maintained investment-
grade credit ratings for Puerto Rico, which contributed to
sustained investor demand for debt despite Puerto Rico’s ongoing
recession.498,499,500 Later, when ratingsagencies downgraded the
island’s debt, “vulture” firms exploited the island’s difficult
position by only lending Puerto Rico thefundsit needed to cover
older obligations at extremely high interest rates.501,502,503 This
further added to Puerto Rico’s debt burden, squeezing funds until
the governor declared the debt “unpayable” in 2015.504

In 2016,thefederal government created theFederal Oversightand
Management Board (FOMB) to lead effortsin restructuringPuerto
Rican debt.505 Theentity has no direct oversight from thefederal
government and is able to enact a budget for Puerto Rico, even
when the Puerto Rican legislature is not in agreement with that
budget.506

Puerto Rico formally emerged from bankruptcy in March 2022,
but more than $9 billion owed by the public electric utility
company, “PREPA”, or “AEE” in Spanish, remains
outstanding.507,508,509,510 The FOMB’s debt restructuring plan for
PREPA will determinetheadditional amount that customers will
pay in their electricity bill each month to repay outside debt-
holders.511, 512 Advocates are concerned that prices in the FOMB’s
recent proposal are too high to allow for future economic
growth.513
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A cleanenergy system can providea path to futureprosperity

In 2017,Hurricanes Maria and Irma hit Puerto Rico, causing an
estimated $90billion in damages.514,515 TheTrump administration
then delayed emergency funding and funding for permanent
repairs to infrastructure.516,517 A Harvard study estimates that
4,645people died in thefollowing months, largely dueto lack of
critical infrastructure repairs and access to electricity for medical
devices.518 Another study, estimating 2,975 deaths after the
hurricanes, found elderly or lower-income residents were most
vulnerable in the aftermath.519,520 In early 2020,a 6.4-magnitude
earthquake left two-thirds of the island without power.521

Combined with aftershocks that continued into the summer, the
events severely damaged thegrid and two major power plants.

In response to these disasters Congress appropriated a combined
$12 billion to modernize the grid and support Puerto Rico’s energy
infrastructure, but this has not yet resulted in comprehensive
changes to the system.522,523 While the island struggles to access
private capital, these fundscan serve as theinitial investment in a
renewable-based system. This also alignswith Puerto Rican law,
which requires that the island reach 100% renewable energy
dependence by 2050.524 Moreover, a 2018JEC Democratic staff
report highlighted that a transition to renewable energy would
lower energy pricesandcreateapath to increased growth.525 Such
infrastructure can also ensure vulnerable communities, whose
health depends on access to electricity, are not left without
power.526

Federal funding is available to support Puerto Rico in rebuilding
its energy system. By unlocking this funding and ensuring that it
is directed towardsa new system based in renewable energy, the
federal government can help Puerto Rico become a leader in the
clean energy transition. Strong growth in this sector offers the
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opportunity to build more Puerto Rican owned renewable energy
businesses, initiate job growth that prioritizes thehiring of Puerto
Ricans, protect the wellbeing of local communities, and help
secure anew path of economic progress.

Territories across the United States need equitable access to data
in order to improve their economies

Thefive U.S. Territories—American Samoa, theCommonwealth
of theNorthern MarianaIslands, Guam, Puerto Rico, andtheU.S.
Virgin Islands—are treated unevenly across the 13 principal
statistical agencies of the federal government and are often
excluded from federal data products. Without this data,
policymakerslack completeandaccuratedemographic, economic,
employment, health, environmental, and agricultural information
abouttheTerritories. Theseinsufficient dataprevent policymakers
from making informed decisions, leading to the
underrepresentation of residents of the Territories and
underfunding in federal programs. Like each state, each Territory
has a uniquepopulation and faces uniquechallenges, but without
timely and accurate data, policymakers and stakeholders cannot
understand them fully. While there are some significant
operational challengeswhen it comesto surveyingthepopulations
of theTerritories, the federal government must do more to better
includethem in federal data products. Bipartisan legislation has
been introduced in Congress to address disparities in federal data
collection for theU.S. Territories.

Disparities in federal data collection lead to underrepresentation
of residents in U.S.Territories

The federal statistical system does not provide comprehensive
coverage of the U.S. Territories. The 13 principal statistical
agencies completely excludeor only provide partial coverage of
the five Territories in many major data products. These products
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are the premier sources of information about the nation and its
population, including the Census Bureau’s American Community
Survey and Current Population Survey, the U.S. Commerce
Department’s Population Estimates, and the Bureau of Labor
Statistics’ Current Employment Statistics and Local Area
Unemployment Statistics, among others.527 Federal public health
data sets also often exclude the Territories.528 According to a
review of 32commonly used federal public health datasetsby the
Association of State and Territorial Health Officials, only four
datasets included all five Territories.529

Inadequate federal data collection means that the 3.6 million
residents of the U.S. Territories—more than the combined
population of the five smallest states—are underrepresented in
thesefederal dataproducts, leavingpolicymakersandstakeholders
with an incompletepictureof thepopulation.530 Policymakers use
federal data to decide policy and allocate resources in various
ways. For example, the federal government uses data from the
American Community Survey (ACS) to enforce employment
antidiscrimination laws; calculate Fair Market Rent to determine
paymentsfor housingassistanceprograms; andevaluatetheneeds
for veteran health care, education, and employment.531,532

Additionally, state and local governments use ACS data to
evaluate the need for new roads, schools, hospitals, and other
infrastructure; emergency plannersuseit for disaster preparedness
and recovery efforts; and businesses use it to make strategic
decisions.533 TheACS does not includetheTerritories except for
Puerto Rico, which is covered by the Puerto Rico Community
Survey. More broadly, without demographic data at the federal
level, policymakers know less about things like ancestry,
citizenship, educational attainment, housing arrangements,
migration,poverty, and veteran statusfor theTerritories. Without
labor market data, policymakers know less aboutunemployment,
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total payroll employment, and employment by industry. And
without public health data, policymakers know less about
nutrition, air quality, hospital care, immunizations, drug and
tobacco use, pregnancy mortality, andoccupational injuries.

Even when federal data products do includethe Territories, they
do not always includethe same level of detail or share the same
releasescheduleasdatacollected for the50states and theDistrict
of Columbia. For example, followingthe2020Census, theCensus
Bureau published populationcounts for fourof thefiveTerritories
(not includingPuerto Rico) six monthsafter it published them for
the 50 states, the District of Columbia, and Puerto Rico.534 Data
for the Territories is also often outdated as the federal statistical
system reliesonlessfrequent dataproducts in theabsenceof more
regular datacollection.For example, theACSdoesnotcover four
of thefive Territories (Puerto Rico is covered by thePuerto Rico
Community Survey), so the Census Bureau collects data
comparable to theACS for these Territories through theonce-in-
a-decade Census “long-form” questionnaire.535 This provides
policymakers with data that quickly becomes outdated.

Underrepresentation in federal data collection is a racial justice
issueasthevast majority of thepeople living in theTerritoriesare
peopleof color.536 In Puerto Rico, for example, almost 99%of the
population identifies as Hispanic or Latino.537 In the other four
Territories, a majority of people identify as Asian or Native
Hawaiian and Pacific Islanders.538 Underrepresentation in federal
health data sets is also a health equity issue, especially given that
the Territories have some more challenging health outcomes
compared to the 50 states and the District of Columbia.539 This
underrepresentation can mask thehealth disparities and needs of
the Territorial populations. Representation matters, and this
extends to inclusion in federal data products. Policymakers can



90

only make decisions for the whole population if the whole
population is represented.

Operational and survey challenges make collecting this data for
Territories moredifficult, thoughsomeprogress hasbeen made

Most federal surveysconducted in the50statesand theDistrict of
Columbiawerenotdesigned with Territories in mind,introducing
challenges such as survey design, statistical reliability, cultural
competence, and respondent burden and confidentiality. As some
of the Territories have relatively small populations, statistical
agencies would need to sample a larger proportion of households
or likely would be unable to produce data products based on a
population sample. Instead, they would have to conduct an
enumeration of the full population, which is more costly and
resource intensive.540

Statistical agencieswould haveto consider responseburden,asthe
same householdscould be selected for multiple surveys, or in the
case of an enumeration of the full population, all households
would besurveyed. With small Territorial populations, statistical
agencieswould also haveto consider what level of detail to release
without compromising respondent confidentiality.541,542 The
Census Bureau and other federal statistical agencies do not
currently receive appropriated fundsto undertake these more in-
depth surveys, nor do they have permanent offices or staff in the
Territories. All of these factors can make federal data collection
morechallenging.

However, data products across the federal statistical system do
includePuerto Rico more than the other four Territories, and as
such, these efforts can serve as a model for better including the
other Territories. For example, the Census Bureau’s American
Community Survey (throughthePuertoRicoCommunity Survey),
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the U.S. Commerce Department’s Population Estimates, and the
Bureau of Labor Statistics’ Current Employment Statistics and
Local Area Unemployment Statistics include Puerto Rico while
excluding theother four Territories.543 Puerto Rico tendsto have
greater representation among federal data products partly dueto
executive action. In 1992, President George H.W. Bush directed
the federal government to “treat Puerto Rico administratively as if
it were a State.”544 Expandingthisstandard to all Territorieswould
result in amore inclusive statistical system.

Proposed legislation would advance data equity for U.S.
Territories

House Natural Resources Committee Ranking Member Raúl M.
Grijalvaanddelegates fromtheU.S. Territorieshave introduced a
pair of billsto addressdisparitiesin federal datacollectionforU.S.
Territories. The first, the Territories Statistics Collection Equity
Act, would direct the Interagency Council on Statistical Policy
(ICSP) to develop and implement a plan to collect and publish
statistics for theU.S. Territories in thesame manner as states.545

Specifically, this bill would require the head of the ICSP to
identify gapsin federal datacollection,submit aplan to Congress
for collecting and publishing statistics for Territories within one
year of the bill’s enactment, and to fully implement the plan within
four years of the bill’s enactment.546 The ICSP’s role is to advise
theOfficeof Management andBudget (OMB) onstatistical policy
and facilitate coordination across thefederal statistical system.

Thesecondbill, theSpecial Advisorsfor Insular AreasAct, would
establish a Special Advisor for Insular Areas in each Executive
department.547 This would ensure that Territories and their
residents are not overlooked in federal policy and that efforts to
includethem morefully arebetter coordinated within each agency
and across the federal government. Representative Raúl M.
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Grijalvaanddelegates fromtheU.STerritoriesalso requested that
theU.S. Government Accountability Office (GAO) examinegaps
in federal data collection for theTerritories, determinetheimpact
of these gaps on federal funding, and make policy
recommendationsabout legislative and administrative actions to
close these gaps.548 GAO found that for the large part agencies
have not studied thecost or feasibility of efforts to better include
the Territories in federal data products and recommended that
OMB coordinate a government-wide approach for federal
statistical agencies.549

In both 2018 and 2019, the House Appropriations Committee
included language in accompanying reports to the Commerce,
Justice, Science, and Related Agencies appropriationsbill urging
the U.S. Census Bureau to includethe Territories in all national
statistics and directing theBureau of Economic Analysis to work
towards including the Territories in its national-level GDP
estimates.550,551 The Bureau of Economic Analysis does release
GDP estimates for each Territory, though these estimates are
notably less current than those for the50states and theDistrict of
Columbia.552

Additionally, ensuring adequate staffing and funding for the
principal statistical agencies and their surveys, establishing
permanent presences on Territories and hiring and/or expanding
field staff, providing technical assistance to and contracting with
Territorial governments, and extending Puerto Rico’s more state-
like treatment for federal data collection to the other four
Territories would goa longway toward advancing dataequity for
the U.S. Territories. Combined, these measures along with
bipartisan legislation would be more inclusive of the Territories,
equipping policymakers and stakeholders with a more complete
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snapshotof thepopulation andleadingto better policy andfunding
outcomes.

The federal government has a trust responsibility to improve
Tribal Nations’ access to federal programs

Tribal governments are working to build infrastructure to support
their communities but face unparalleled challenges. Many Tribes
need federal funding to help carry out public services due to
historical and legal inequities continuing up to the present that
impact Tribal Nations’ ability to collect public
revenues.553,554,555,556 However, Tribes face challenges in
accessing government funding due to disparate requirements,
complex bureaucratic processes, and agency-level delays.557,558

Climate change is especially threatening for these communities,
which often lack access to resilient infrastructure and have faced
barriers in accessing disaster mitigation and relief funds.559,560

Members of Tribal Nations and Native communities also face
major barriers in accessing federally-backed loans for
homeownership, and grants for agriculture or other areas of
economic development.561

Recognizing these barriers, in December 2023 President Biden
signed an executive order to improve Tribal Nations’ access to
federal fundsand further support Tribal sovereignty.562 Among
other changes made under this executive order, President Biden
created asinglehubfor NativebusinessesandTribes to search for
and access federal funding, called the Tribal Access to Capital
Clearinghouse.563 The executive order also requires the federal
government to approach funding programs in a way that is more
aligned with themodel set forth by theIndian Self-Determination
and Educational Assistance Act, which prioritizes Tribes’
sovereignty over constructionandgovernanceof their own public
services, including schools and hospitals.564 Agencies and White
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House entities are also required to engagein co-management and
co-stewardship contracts to enhance partnerships with Tribal
governments when administeringgovernment funds.565 President
Biden has also directed agencies to identify programs’
unnecessary limitationson Tribal spending of federal funds, and
identify how to mitigate Tribal governments’ payments of non-
federal cost shares.566

Throughtheeffortsdescribed above, theBiden administrationand
Congressional Democratsareworkingto reversehistoric trendsin
inequitable distribution of federal funds and investment
incentives. During this period of historic growth, President
Biden’s policies have focused on bringing along communities that
were marginalized and excluded from past periods of U.S.
economic growth. More work should be doneto further include
Territories in economic development efforts, and to support
development in Sunbelt StatesandTribal Nations. Still, themajor
legislative accomplishments that the Biden administration has
been able to carry out mark a historic chapter in federal efforts to
drive equitable growth. Through these policies, President Biden
andCongressional Democratsareensuring that therisingwater of
economic prosperity will lift all boats.
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CHAPTER 5: SUPPORTING FAMILIESTODAY WHILE
INVESTING IN TOMORROW

Policies that support working families as well as children at all
stages of development often have significant, long-term benefits.
As a result, these policies have a high return on investment,
strengthening theoverall economy. Oneexample is theChild Tax
Credit (CTC), a proven anti-poverty policy whose expansion was
transformational for families during the pandemic. Another
supportive policy is affordable early childhoodeducation, which
allows parents who need or want to work to do so, while also
providing long-term benefits for their children. K-12schoolmeals
and infrastructure are also investments that yield long-term
benefits for students’ health and academic outcomes.
Additionally, proven youth employment programs can set up
young people who are neither working nor in school with
meaningful careers as they transition to adulthood.

The Child Tax Credit continues to provide essential support for
millions of kids

Even after the expiration of the expanded CTC within the
American Rescue Plan (ARP) of 2021,theprogram remains one
of the nation’s largest income support and anti-poverty programs.
In 2022, the current version of the CTC and other tax credits
helped lift 6.4millionpeopleover thepoverty line, themajority of
thosebeingchildren.567 Therefundableportionof thecredit alone
lifted 2.4 million people, also mostly children, out of poverty.568

By comparison, in 2021when these programs were boosted with
expanded CTC provisions, 9.6 million people were lifted out of
poverty, with the expanded refundable portion lifting 5.3
million.569
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The expanded refundable Child Tax Credit from the American
Rescue Plan was critical for families and an extremely effective
tool to combatchild poverty

The expanded CTC included in the 2021 ARP included the
following changes: it raised themaximum credit from $2,000per
child to $3,000for children over six years old and to $3,600for
children under six; madetheCTC fully refundable, meaning you
can get it as a refund even if you don’t owe taxes; and allowed for
monthly payments, so families could receive the money at more
frequent intervals instead of waiting for their tax returns.570,571

This expanded version of theCTC cut thenumber of children in
poverty nationally by half—with an especially large drop for
Black and Hispanic children, bringing child poverty to a historic
low of 5.2%in 2021.572,573

The reduction in poverty helped reduce food insecurity and
assisted families with rent, utility payments, and medical
bills.574,575 A recent large-scaleanalysis found that countieswhere
families gained the most additional income from the 2021
expansionof thecredit also had higher salesat grocery stores, and
saw an increase in visits to child care centers and spending on
child-related items .576 Similarly, another analysis found that an
increase of $100in CTC income during the2021expansion was
associated with an increaseof $75of spending,of which $31went
to housing, $28 to food, and $7 to clothing, demonstrating
families’ ability to spend more on these necessities.577 Other
research finds potential educational and health benefits for
children, as well as aboost to their futureearnings.578

Notably, several studiesshowtheexpansiondid not meaningfully
reduce the number of parents in the workforce in the short- nor
long-term. Research into theemployment effectsof theincreased
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income families received found the expanded CTC had little
impact on employment, despite critics’ speculation that it
might.579,580

Thoughtheexpanded CTC hassinceexpired, President Biden has
proposed raising thecredit back to its previous2021 levels in his
most recent Budget submitted to Congress. President Biden’s
proposal would also restore full refundability for theCTC as well
as allowingadvancemonthly payments.581

The current Child Tax Credit still provides essential relief and
incomesupport to working families

Thoughnot as robust, the current structure of the CTC similarly
helps families afford essentials and acts as an important anti-
poverty program.582,583 TheCTC allows filing taxpayers to claim,
up to a total amount of $2,000per child under 17. This is then
phased-out by 5% of income over $200,000.A smaller portion of
the total credit, currently up to $1,600,is refundable and limited
to 15%of income over $2,500.584 While theamountof thecredit
that is fully refundable is scheduled to increase annually with
inflation,thefamiliesof over 19millionchildren arestill currently
prevented fromclaimingthefull level of thecredit dueto their low
incomes.585,586

Democrats’ support for a targeted expansion of the CTC could
help millionsof children

This Congress, the House passed the Tax Relief for American
Families and Workers Act, which pairs an expansion of theCTC
with several corporate tax breaks. While not raising the overall
credit amount, thebill would changethestructure of thecredit so
the amount claimed would be per child and not based solely off
theincome level of thetaxpayer.587
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Thoughnotasgenerousas the2021expansion, thischangewould
allow low-income families with multiple children to claim a
higher amountof thecredit.588 Accordingto oneestimatefromthe
Center on Budget and Policy Priorities, passageof theTax Relief
for American Families and Workers Act’s credit boost would help
almost 16millionchildren livingunder thepoverty line.589

Improvements, not cuts, to the IRS would increase access to the
CTC for all families

Over the last several decades, an increasing amount of important
policy initiatives—including theCTC, Earned IncomeTax Credit
(EITC), and clean energy credits—are being accomplished
throughthetax code.590 It’s important for Congress to ensure the
IRS receives sufficient funding to carry out these policies
efficiently and effectively to support families, the economy, and
to combat climatechange.

Conductingincomesupport policy throughthetax codealso poses
challenges for families whose incomes are often below the
threshold where filing taxes is required. While these families
would benefit most from CTC funds, they often have the least
experience with our complicated tax system and are fearful of
misfiling.591,592 The IRS is addressing this issue by utilizing
InflationReductionAct funding to improveservices that can help
ensure taxpayers do not unintentionally submit incorrect tax
returns.593 This includes thenew Direct File pilot program, which
isafreefilingsystemfor low-incomepeoplecurrently beingtested
in 12 states. With largeinvestments in live customer support, the
Direct Filepilot will help filing taxpayerscorrectly claim theCTC
and EITC.594 Additionally, outreach to families not experienced
with thetax system, which theIRSundertookduringtheexpanded
CTC in 2021,proved successful in helping families receive their
benefit and is essential for any new expansion of theCTC.595
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Expanding theChild TaxCredit should bea priority investment

The ARP’s CTC expansion was a successful experiment in social
policy. A restoration of the expanded CTC now could easily
replicate theimmediate largereductions in child poverty and food
insecurity observed during the pandemic years. Like many other
investments in children, evidence shows the CTC could yield
long-term positive results for children and their families, as well
as theeconomy at large.

The many economic benefits of investing in early childhood
education

Theprivate early childhood education (ECE) market cannotmeet
theneedsof every family. ECE is commonly used to refer to both
child careandpre-K focused onkidsyounger than agefive. States
like New Mexico are already leading the way in providing
accessiblechild careandpre-K to every family. However, because
of the sector’s inefficiencies, government funding for ECE is
essential for the United States to reap its maximum economic
benefits.

Skyrocketing costs of ECE limit families’ ability to pay for
necessities

Even before the pandemic exacerbated the industry’s challenges,
over half of peoplein theUnited States(51%), lived in achild care
desert, or a census tract with either more than 50 children under
agefivewith nolicensed child careteacher or with morethan three
children for every child care slot.596 Thoughthis does not include
license-exempt child care(includingfamily, friend,andneighbor),
it reflects the industry’s low supply that results in long
waitlists.597,598,599
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The industry’s low supply coincides with its high prices—with an
average cost of $11,582, or 10% of a married couple’s income in
2023, despite the U.S. Department of Health and Human
Services recommending no more than 7%.600,601 Furthermore,
ECE pricesareagain risingfaster than thepricesof other items.602

This means the cost is increasingly eating up larger shares of
family income with a particular impact on those with low-
incomes.603

When parents cannot find or afford care, they may be forced to
work lessor may beunable to focusonwork when they otherwise
would.604 This is particularly challenging for parents who may
need to provide eldercare for other family members soon after
having children: individuals ages 45 to 64 are most likely to
provideeldercare.605

Some parents may also be providing child and eldercare at the
same. This group is known as the sandwich generation, because
they are in between two generations that require care.606 The
Bureau of Labor Statistics finds 57% percent of eldercare
providers who were parents of children living at home provided
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care for their own parent.607 An aging population means these
numbers areonly going to continueto grow.608

Affordable andreliable ECE helpsparents support their families
andsave for retirement; provides enormousbenefits for children;
andhasadditionaleconomic benefitsfor teachers, businesses, and
taxpayers

Thoughestimatesvary in size, evidenceshowsthat ECE can boost
employment and earnings for parents who want or need to work,
with the2024Economic Report of thePresident listingaffordable
child careasapolicy targetingpeoplewhocould beemployed but
arenot for structural reasons.609,610,611 Access to carecan also help
them accrue larger benefits from employment-based retirement
planslike401ksandSocial Security.612,613

Studies also find that ECE helps improve students’ academic and
interpersonal skills, including throughparticipation in thefederal
Head Start pre-K program.614,615,616

ECE teachingpositionsgenerally offer low wagesandhavehigher
turnover, alongwith much less wagegrowth than other low-paid
occupations.617,618,619 However, a study from the Council of
Economic Advisersdemonstrateshowpublic investments like the
Child Care Stabilization Funds can help raise wages.620 Other
studies find benefits through employee retention and overall
reduced crime andwelfarespending.621,622

Programs like the Child Tax Credit and other federal programs
make ECE more affordable and help ensure maximum economic
benefits

The CTC, discussed earlier in this chapter, assists parents with
costs associated with raising a child.623 Other tax credits include
the Child and Dependent Care and the 45F Tax Credit.624
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However, the 45F Tax Credit is often underused, relies on
businesses, andforcesworkersto stay with their employer to meet
their careneeds.625

Thefederal Child CareandDevelopment Block Grant (CCDBG),
part of the Child Care and Development Fund (CCDF), helps
lower thecost of child carefor low-incomefamilies. Thoughat its
current funding levels, the program only assists less than 15%of
eligible families.626,627 Fortunately, the Biden administration
recently released a final rule for CCDF that helps lower costs for
families, improve payments for teachers, increase options for
families, andmoreefficiently processes enrollment.628

Head Start is an additional federal program through the U.S.
Department of Health and Human Services that provides
educational, social-emotional, health, and nutritional services to
children upto agefiveand their families.629 To support Head Start,
the Biden administration released a proposed rule to improve
program quality and support its workforce.630 In Congress, there
arebills like the2023Child CareNutritionEnhancement Act that
would increase reimbursement rates for meals for programs like
Head Start through the federal Child and Adult Care Food
Program.631

TheBiden administration is exploring other creative solutionsto
address the high cost of child care. The CHIPS and Science Act
dictatescertaingrant recipientssubmit aplan toprovideaffordable
child care for their workers—a provision that is already showing
early promise.632,633 This administration also laid out steps to
reduce child care costs for military families and announced new
funding throughtheSmall Business Administration.634,635

ECE needs to be supplemented by other family-friendly work
policies. Thisincludespaid family, sick, andsafeleavethat affords
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parents the opportunity to leave work in order to care for family
members, go to doctor’s appointments, or to stay safe if they are
experiencing domestic violence without being penalized. 636

Unfortunately, 73% of workers do not have paid family leave
throughtheir jobsdespite itsbenefitsandonly 14stateshave their
own paid family and medical leave programs. This leaves the
United States far behind its peer countries in this regard while
imposinggreat costs on theeconomy.637,638

Additionally, the 2024 Economic Report of the President
highlights how women’s reproductive autonomy is critical for not
only their health and wellbeing but their ability to choose to
participate in the labor market.639 The report also highlights the
need to address the United States’ alarming rates of infant and
maternal mortality.640

State fundingandprograms canalso move theneedle

While state funds and programs are not enough to address a
nationwidebroken market, they arestill important waysto support
families and the economy. Eleven states and the District of
Columbia have universal pre-K eligibility, meaning all four-year-
oldsare eligible to enroll in pre-K in that state. As of 2023,New
Mexico and several other states are close to reaching that
benchmark.641,642 Of the12 mentioned earlier, four states and the
District of Columbia have met the universal enrollment
benchmark of 70%set by early education research and advocacy
groups.643

New Mexico’s approach to ECE focused on its state constitution
to pull additional funds from its Land Grant Permanent Fund
(LGPF) for investmentsin ECE.644 BecausetheLGPF wascreated
by the federal government, it needed Congressional action to
change, which was led by JEC Chairman Heinrich and Rep.
MelanieAnnStansbury of New Mexico.645
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This transformative effort is on top of other efforts to streamline
services and ensure funding for the child care industry, supported
in part by federal dollars.646,647,648 New Mexico has also taken
important steps to cut costs for families and recently created its
own state-runCTC. 649,650

According to preliminary research from the University of New
Mexico’s Cradle to Career Policy Institute, theassistance helped
parents in a myriad of ways including getting back to work and
school, starting new businesses, and reducing their stress around
finding care. It’s also helped providers improve facilities, increase
thequality of care, increase educator wages, increase thenumber
of children in care, andhiremorestaff.

With food insecurity on the rise, Congress is supporting student
nutrition—and the economy

Proper nutrition iscritical for students in theshort- and long-term,
posing benefits for their health and academic outcomes and, thus,
the broader economy. However, household food insecurity has
been on the rise, including for households with children. In
response, members of Congress have introduced pieces of
legislation to expand or permanently authorize important
programs for student nutrition.

More householdswere experiencing foodinsecurity in 2022than
during thepandemic

The U.S. Department of Agriculture (USDA) defines food-
insecure households in 2022 as those that had difficulty at some
time during theyear providing sufficient foodfor all their family
members due to a lack of resources.651 The number of food-
insecure households grew to 17 million—or 12.8%—of U.S.
householdsin 2022,up from13.5millionhouseholdsin 2021and
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13.8 million in 2020.Household food insecurity also varies by
state, rangingfrom6.2% in New Hampshireto 16.6%in Arkansas
between 2020and2022.

Thenumber of householdswith children who were foodinsecure
also rose in 2022: up to 3.3 million households (8.8% of U.S.
households with children) from 2.3 million households in 2021
and2.9millionhouseholdsin 2020.

Non-Hispanic Black and Hispanic children are more likely to be
living in food-insecure households than white, non-Hispanic
children, with Black, non-Hispanic children being the most
likely.652 Children with disabilitiesarealso more likely than those
withoutto beliving in food-insecurehouseholds.

School meals can support children’s health and academic success
aswell asprovidingbenefits for theeconomy

Ensuring children have enough to eat and proper nutrition is
critical for their physical, cognitive, and social growth and well-
being.653 For example, proper nutrition can help protect children
from costly health conditionslike anemia and asthma, oral health
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problems, mental health disorders, stunted development, and
hospitalizations.654

Additionally, K-12 students with higher grades are more likely to
eat more regular and nutritious meals than students with lower
grades.655,656 Studies also show that food security is associated
with higher student attendanceandhelpsimprovetheir chancesof
graduating high school, setting them up for success in higher
educationand theworkforce.657,658,659

The National School Lunch Program (NSLP)—cash
reimbursements from the federal government to help cover some
or all of the cost of school lunches—is a key way to support
children’s food security, providing meals to 30 million children on
an averageday.660,661 Theprogram is proven to help reduce food
insecurity, improve dietary intake, positively impact health and
obesity rates, andhelpscreate abetter learningenvironment.662

A 2021 report found that the school meals program’s human health
and economic benefits are more than double the cost of the
program.663 Despite this, children in just 26.9%of food-insecure
householdsreceived freeor reduced-priceschoolmealsin2022.664

Several federal government programs support student nutrition

The NSLP and the School Breakfast Program are the largest
student nutrition programs. Other programs like the Child and
Adult CareFoodProgram support students in child care, day care,
andafterschool settings.665

TheSummer FoodServiceProgramandSeamlessSummer Option
help providefunding for summer meals and snacks. TheSummer
Electronic Benefit Transfer for Children (Summer EBT) Program
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also helpscover groceriesforhouseholdswith school-agechildren
over thesummer.666

TheFresh Fruit and Vegetable Program helpsprovide fresh fruit
and vegetables in elementary schools. Finally, the special Milk
Program sponsors milk in schools that do not participate in the
aboveprograms.667

Congress is working to ensure more children access nutritious
meals in schoolandonsummer break

The Biden administration announced that nutrition standards for
school meals would beupdated to gradually reduce added sugars
beginning in fall 2025.668 Additionally, the Healthy Meals Help
Kids Learn Act introduced by JEC Chairman Heinrich would
increase school meal reimbursement levels.669 A second bill
introduced by Senators Heinrich, Sanders, and Gillibrand—the
Universal School Meals Program Act—would make theprogram
universal, savingfamiliesfromhavingto navigatetheburdensome
applicationprocessandsavingstatesmoney, whileensuringevery
student has access to anutritional school lunch.670,671

Congress also recently gave permanent authorization to the
Summer EBT program. The program was piloted with several
others beginning in 2010, with theSummer EBT program having
thestrongest evidencefor reducing foodinsecurity and improving
nutrition. 45 states, territories, and tribal nations are taking
advantage of the program set to provide benefits in summer
2024.672,673,674

Nutrition programs are good for students and the broader
economy

Expanding and permanently authorizing student nutrition
programs is important for students’ health and futures. These
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programs also benefit the broader economy by reducing medical
costs and ensuring the future workforce can focus and complete
their education.

School infrastructure investments are good for students and the
environment

Research shows healthy and safe school environments help
students focus and avoid illnesses, supporting their academic
achievement and attendance. U.S. school buildings need
improvements, and sustainability must be front and center when
completing them. Schools can reduce their environmental
footprint by transitioning to cleaner energy sources for buildings
and buses. To aid schools and districts in these efforts, theBiden
administration have made several sources of federal funding
available.

Given the growing threat of climate change, improving school
infrastructure is an important investment that will help improve
student outcomes andsavemoney down theline

Upgradingschoolbuildingsto bemoreresilient to climatechange
can also have positive health benefits for students. For example,
one literature review found increased ventilation—improved air
quality to help remove toxins—is associated with better student
academic performance, less respiratory health issues, and less
student absences.675 Natural light, comfortable classroom
temperatures, and quality classroom acoustics can also improve
students’ ability to focus and learn.676

Improving U.S. school infrastructure is critical. A 2020 survey
from the U.S. Government Accountability Office (GAO) found
41%of districtsneed to updateor replaceheating,ventilation,and
air conditioning (HVAC) systems in at least half their schools.677

Theaverage age of U.S. schools is 49 years, with 38%of schools
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being built before 1970 and 53% never having gonethrough a
major renovation.678 The importance of high-quality ventilation
systems was no more apparent than during the COVID-19
pandemic, where ventilation was a key virus mitigation
strategy.679 School infrastructure challenges are also more
prevalent in underfunded schools and in schools serving Native
students, Black students, and those in Puerto Rico.680,681

Extreme weather events like hurricanes can also physically
damage school buildings and are becoming increasingly
common.682 Yet, theGAO foundnearly 13%of districts need to
improve the structural integrity of at least half their schools.683

Additionally, extreme heat can create unsafe learning
environmentswithoutproper air conditioningand forceschools to
close.684

Sustainability can and should be prioritized with school
infrastructuremodernization

Given the growing threat of climate change and schools’
environmental footprint, sustainability must be prioritized with
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any infrastructure improvements. This can also help limit the
environmental footprint of the nation’s nearly 100,000 public K-
12 schools, which represent 5% of commercial building energy
consumptionin theUnitedStates.685 Additionally, shiftingtoclean
energy and increasing energy efficiency within schools can also
becost saving,as theseschoolscurrently spendover $8billionon
utility bills.

To further reduce their environmental footprint, schools and
districtscan transition to electric schoolbuses. With over 480,000
vehicles, school buses are the largest mass transit fleet in the
country.686 During the2019-20 school year, public K-12 schools
in the United States spent nearly $26.3 million on student
transportation.687

Compared to diesel-powered ones, electric school buses have
reduced tailpipepollution,reduced greenhousegasemissions, and
potential for reduced fuel costs.688 Thoughelectric school buses
may have higher up-front costs because of the necessary
infrastructure like charging stations, each bussaves an averageof
$170,000in maintenance and operation costs over its lifetime.689

Electric school buses also pose benefits for students, with the
reduced pollution helping to improvetheir school attendance and
academic achievement and protecting them from the harmful
health effects caused by poorair quality.690,691

The Biden administration is taking important steps to improve
school infrastructureandincrease its resilience

The 2022 Biden Action Plan for Building Better School
Infrastructure detailed the federal government’s actions to address
this challenge, including leveraging money from the Bipartisan
Infrastructure Law (BIL) and ARP to improve school
infrastructure through the creation of a new $500 million U.S.
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Department of Energy (EPA) grant program called Renew
America’s Schools.692,693

TheBIL also provided funding for the EPAs’ new Clean School
BusProgram, which provides$5billionover fiveyears to replace
existingdiesel schoolbuses with zero-emissionand low-emission
models.694

In January 2024,theadministrationannounced $47 millionin new
funding through the U.S. Department of Education to further
support school infrastructure improvements.695 The U.S.
Department of Educationalso partnerswith other federal agencies
to provide additional resources and financial relief for school
modernizationefforts.

Statesanddistrictsalso used their ARPElementary andSecondary
School Emergency Relief fundsto improve facilities, including
upgrading heating, ventilation, and air conditioning systems and
doing repairs that prevent illness like lead abatement, removing
mold andmildew, or replacing leaky roofs.696 $350billion in U.S.
Department of the Treasury State and Local Fiscal Recovery
Fundswerealso available for school improvements.697

Federal investments in school infrastructure improvements will
have long-termbenefits

When schools and districts take advantage of these funding
opportunities, they’re supporting their students and the
environment. They are also ensuring school infrastructure will be
in a better position to face thegrowing threat of climate change,
and that students are able to attendschool.
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Youth employment programs can grow the economy, expand
opportunity, and improve public safety

Young adults engaged in either work or school strengthen our
communities and provide significant economic benefits. When
policymakers invest in supporting opportunity youth—those
between ages 16 and 24 who are neither in school nor working—
thebenefits arewidespread and longterm.

Expanding employment opportunities for opportunity youth—
including through proven year-round and summer job training
programs—can help improvework readiness, expandprofessional
networks, boost earnings, improve public safety, and reduce
interaction with the criminal justice system. Congress can invest
in these programs through the reauthorization of the Workforce
Innovation and Opportunity Act (WIOA) and other federal
initiatives.

Supporting youngpeople who are neither in school nor working
canbenefit theU.S.economy andsociety

In 2022, over 4.3 million young people ages 16 to 24 were
opportunity youth, representing about 11% of people in that age
group.698,699 Black, non-Hispanic; Native American; Native
Hawaiian, Pacific Islander, and Hispanic youth were
overrepresented amongopportunity youth compared to thosewho
areWhite, non-Hispanic or Asian American.700 Many opportunity
youth have disabilities, are uninsured, are currently homeless,
living in poverty, or are involved with thejuvenile justiceor child
welfaresystems.701,702,703

Limited education or work experience results in downstream
consequences. Research finds young people’s unemployment can
contribute to reduced earnings, social mobility, and
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homeownership, spur futureboutsof unemployment, andresult in
poorphysical health.704,705,706,707,708

Peoplewhoarenotworking for pay donot contributeany income
taxes, spend less in their local economies, and may need the
support of government programs to afford necessities like health
care. Onestudy from2012foundthat after accounting for each of
these costs and losses, each opportunity youth could cost society
$13,900in that year—a likely underestimate given theageof the
report.709

Failing to invest in opportunity youth can also be connected to
higher crime rates, as one study found that 63% of crimes
committed by youngpeople were committed by those who were
not in school or working.710 Aside from the various negative
impacts on youngpeople, especially among Black and Hispanic
youth, confinement costsalonewere$214,620annually per youth
in 2020.711,712,713

Connecting young people with employment can boost earnings
andaugment professional development

Youth employment programs provide young people with job
training and education that can streamline the skill development
necessary for different career fields. For example, Year Up—a
one-year training program focusing on professional
development—saw participants’ average quarterly earnings
increase compared to non-participants’ earnings.714 This added
income can relieve tight family budgets: another study foundthat
half of program participantsused aportionof their earningsto pay
for oneor morehousehold bills.715

Research also suggests that economic connectedness—thedegree
of interaction between people from different socio-economic
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classes—is an important predictor of upward economic
mobility.716 Another study observed positive behavioral shifts in
the youth accompanied by a greater likelihood to complete a
resume and cover letter than a comparison group of non-
participants.717

Youth employment programs can reduce interaction with the
criminal justicesystem

Alongside these direct economic benefits, youth employment
programs can also play an important role in reducing criminal
justice involvement amongyoungadults. TheRapid Employment
and Development Initiative (READI) program in Chicago
provides both job training and therapy to the most at-risk young
men in the community to address the root causes of gun
violence.718 Participants referred to the program by outreach
workers were 43%less likely to be thevictim of a violent crime
and 79% less likely to be arrested for a shooting or a homicide
compared to a control group.719 Researchers estimate that the
benefits of reduced criminal activity are four to 18 times thecost
of the READI program, equating to between $182,000 and
$916,000saved per participant over thelongrun.

In a separate study analyzing the NYC Summer Youth
Employment Program—the largest summer youth employment
program in the country—researchers found that participation
reduced thechancesof both arrestsandconvictions.720 During the
program summer, there was a 31% reduction in criminal
conviction probability and a 38% reduction in felony conviction
probability. Another study in Chicago observed a 43%reduction
in violent crime arrests through the duration of the city’s program
and14monthsafterward.721
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Reauthorizing and improving WIOA can support youth
employment programs

WIOA is a major federal vehicle for state and local employment
programs andcan serve as an important fundingsource. Stateand
local workforce boards should use these funds to implement
evidence-based programs that increase economic mobility and
improveoutcomes for opportunity youth.722

In April 2024, House lawmakers overwhelmingly passed H.R.
6655,A Stronger Workforce for America Act.723 The bill would
reauthorize WIOA, provide job training, and connect Americans
with good paying jobs. Meanwhile, legislators in the Senate
CommitteeonHealth, Education,LaborandPensions(HELP) are
writing their own legislation and are expected to release bill text
near theendof spring2024.724

WIOA includes a myriad of programs that provide youngpeople
with paid and unpaid employment programs, pre-apprenticeship
programs, career training, and other supports.725,726,727 WIOA
Youth devotes 75% of its funds to opportunity youth and has
helped participants enter school or training programs and
connected them with good paying jobs after program
completion.728,729

While WIOA’s authorization expired in 2020, Congress can
further support the employment of young people by including
subsidized wages for youth employment programs and the key
investments in the Opening Doors for Youth Act of 2023 in a
future reauthorization.730,731
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Outsideof WIOA, a number of other federal programscansupport
youngpeople

Investing in other federal grants and programs can also expand
opportunities for youngpeople. Amongexisting sources of funds
and types of programming, support for youth can come from the
Temporary Assistance for Needy Families (TANF) program, the
Community Services Block Grant, AmeriCorps, and the newly
created American Climate Corps among other government
programs and school retention measures.732,733,734,735,736 These
avenuesuplift youngpeopleandfoster equity toensurethesuccess
of futuregenerations.
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CHAPTER 6: SUPPORTING WORKERS AND TAKING ON
CORPORATE POWER

Democrats in Congress and theBiden administration are working
to protect consumers and workers, increase competition and fight
against corporate consolidation, and expand pathways to middle-
classcareers. A lack of competitionacrosstheU.S. economy hurts
both consumersandworkers. Beginning in 2021,largecompanies
leveraged their market power during pandemic-driven supply
chain issues to hike prices and rake in abnormally high profits,
driving inflation over the last couple years and imposing higher
costs on American households. At the same time, declining
competition over many years has led to lower wages, poorer
workingconditions, andreduced mobility for workers. Democrats
in Congress and the Biden administration have taken action to
reign in anti-competitive practices, ban noncompete agreements,
apply greater scrutiny to mergers, and increase options for
consumers and workers alike. Additionally, registered
apprenticeships provide pathways to stable, well-paying careers
while addressing workforce shortages, and immigrants can keep
theU.S. labor forcegrowingandhelp boost economic output.

Democrats are taking on corporate greed and fighting for
American families

Large companies have used their market power to accumulate
profits by raising prices. These price hikes have played a
detrimental role in driving inflationover thelast coupleyears and
resulted in persistently higher prices for American families.737

Data show price hikes came from big companies making
abnormally highprofitsduringtherecent periodof rapid inflation,
driving up prices. Typically, company profits account for only
13% of price increases.738 However, between April 2020 and
December 2021,company profits accounted for 54% of overall
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priceincreasesandremainedabovenormal levelsthrough2022.739

The rise in profits was greatest for the largest companies, whose
marginssurged and remained high followingApril 2020.740

Beginning in 2021, corporationsraised prices well beyond what
was needed to cover their increased costs, ratchetting up their
profits

While American families struggled with rapidly rising prices in
2021, corporate CEOs and shareholders realized surging
profits.741,742 In many cases, companies raised prices well beyond
what was necessary to cover their costs—taking hard-earned
money away from American families.743 Several CEOs even
touted this to their investors, showcasing how unnecessary price
increases directly benefited their companies, often using inflation
as an excuse.744 In 2023,large corporationswere still increasing
pricesonfamilies, even whilethey recorded monthsof heightened
profits.745,746

Market power andcorporateconcentrationenabled companies to
hikeprices ashighasthey did during thepandemic

Economists and policymakers have called out how corporations
with historic market power seized on the pandemic and post-
pandemic economy to rake in profits at the expense of
families.747,748 In recent years, largecompanies have increasingly
carried out mergers—when two or more companies combineinto
onelarger company—and acquisitions—when onecompany buys
another. If these companies sell similar goods, families are left
with fewer optionsto choosefromwhen they areshoppingaround
for the best price. By reducing competition, CEOs have greater
ability to force increased prices on families with few to no
alternatives.
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Studies have shown that since the 1970s, fewer companies have
been participating in U.S. industries overall due to mergers and
acquisitions.749 Thenumber of small companieshas declined, and
just a few big companies now dominate many markets. This
overall trend is known as corporate concentration. Companies in
industries with greater concentration can utilize increased market
power to more brazenly pass higher production costs onto
consumers, using inflation as an excuse to gain higher profits.750

One study from the Federal Reserve Bank of Boston foundthat
companiesaremore likely to pass increased productioncostsonto
consumers in concentrated industries.751 A recent Federal Reserve
studyalso showed that profit marginsremained highest amongthe
largest companies following thepandemic.752

Companies with significant market power kept prices high for
families whilesupply shocks have receded

Consolidation is especially harmful when it drives up thecosts of
essential goodslike food and diapers.753 In these cases, families
have no choice but to buy these everyday necessities, even as
higher prices are forced on them. As of 2018, just four firms
controlled55-85%of theU.S. market forpoultry, pork, andbeef—
giving them significant power over both consumer prices and the
prices that ranchers and farmers are paid for their products. Meat
price increases alone accounted for half of the increase in food
prices at places like grocery stores between December 2020and
September 2021.754

Elevated prices for groceriesandother essential itemsparticularly
hurt low- andmiddle-incomehouseholdswhospendmoreof their
family budgets on essential goods.755 While overall inflation has
come down, grocery stores’ profit margins have continued to
rise.756 CEOsandlargeshareholdersappear to bedoingeverything
in their power to keep prices high. For example, companies have
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been more frequently experimenting with how much people are
willing to pay for goods, pushing up prices as much as they can
while monitoring sales data to maintain higher profits.757 This is
particularly punishing on families buying products in sectors
where consumers have only a small number of largebrandsfrom
which to choose.

Increased corporateconcentrationhasalso harmed workers

As corporate concentration has increased over the last several
decades, workers have received a shrinking share of overall
income. Between 1978 and 2021, the average worker’s
compensationgrew by just 18.1%, whileCEO compensationgrew
by 1,460%. In 1965, the ratio of CEO-to-typical worker
compensationwas20-to-1.758 By 2021,it stoodat ashocking399-
to-1. Workers’ output per hour has grown more than four times as
much as pay since the late 1970s, but workers’ share of national
incomehas steadily declined.759

Increasing corporate concentration has been shown to suppress
workers’ earnings. Research has shown that when a worker’s
company is boughtby another company, they are more likely to
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lose their job and will have lower income prospects in the
future.760 Additionally, theuseof noncompeteagreementsandthe
reduction in thenumber of companies available to offer jobshave
depressed workers’ ability to negotiate for higher wages or move
toahigher-payingcompany.761,762 Whilethestrongpost-pandemic
labormarket hashelped many lower-paidworkerschangejobsand
earn higher wages, they are still at a disadvantage in many
industries dueto increased corporateconcentration.

Largecompanieshavealso increased their power by continuingto
dismantle and block worker unionization.763,764,765 In 1950, more
than 30% of the workforce was unionized and powerful labor
unions helped ensure that workers shared in the benefits of
growth.766,767 However, unionparticipationbegan to declinein the
1970s as employers across sectors ramped up their efforts to
combat unions and organizing efforts. These efforts were
emboldened by legal changes that restricted workers’ rights and
tipped theplaying field against them.768

Democrats are fighting back against the harmful effects of
increasing corporate concentration on both American workers
andAmerican families

Fromearly on, President Biden andhis administration recognized
the need to address corporate concentration and curb large
companies’ power. Theadministration has challenged companies
that suppress competition, especially those in industries selling
essential productsto American families.769 Asfoodpricesrose, the
Biden administration worked with state attorneys general to take
on anti-competitive practices in U.S. food supply chains, and
invested in smaller producers to counter price-raising corporate
concentration in themeatpacking industry.770,771,772 In addition to
fighting corporate consolidation in thefoodand grocery industry,
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they have taken on big companies in health care, banking, home
mortgageservices, energy, andbig tech.773,774,775

Democrats recognize that workers’ rights must be protected in the
face of growing corporate power. That’s why Congressional
Democrats, includingJECChairmanHeinrich,areworkingtopass
theProtecting theRight to Organize (PRO) Act, which would bar
companies from a rangeof union-busting activities and empower
workers.776 President Biden and Congressional Democrats also
passed theBipartisan Infrastructure Law, theCHIPS and Science
Act, and the Inflation Reduction Act, which protect workers’
wages and includepro-unionprovisions.

A more competitive labor market will empower workers and help
build a stronger economy

Where labor market competition is low, employers have less
incentive to offer more attractive wages, working conditions, and
benefits—to thedetriment of both workersandtheU.S. economy.
Over the past three years, the Biden administration has taken
historic actionsto empower workers and increase competition in
U.S. labor markets. By supporting and building on these efforts,
Congress can help ensure continued progress towardsa more just
andefficient economy.

Labor market competition has a significant impact on workers’
wages, benefits, and working conditions, as well as the broader
economy

A lack of competition in labor markets grants employers market
(or wage-setting) power, allowing them to offer lower wages and
less attractive working conditionsin thesame way that a lack of
competition in product markets allows firms to raise prices.777

High labormarket concentration,in which only asmall number of
employers exist in a given area or specialty, is onefactor that can
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affect competition. However, labor market competition is also
limited by other factors that prevent workers from seeking and
finding other employment. These include collusion among
employers, noncompete agreements, licensing requirements,
relianceonemployer-sponsored health care, search costs, housing
prices, and informationasymmetries.778,779,780

Studieshaveshown that workersin lesscompetitivelabormarkets
earn lower wages, experience worse working conditions, and
receive fewer benefits.781,782 Women and workers of color are
most greatly impacted, as they generally face higher constraints
with respect to job switching, negotiating, and enforcing their
rights in theworkplace.783,784

Labor market competition is also important to productivity and
growth, as insufficient competition for workers can disincentivize
firms from making productivity-enhancing investments. Scholars
have also theorized that more competitive labor markets can
increase productivity by driving a reallocation of workers from
lessproductiveto moreproductivefirms.785 Finally, limitationson
workers’ mobility, such as noncompete agreements, can stymie
growth by inhibiting business formationand innovation.786

Recent years have seen growing concerns about competition in
U.S.labormarkets

In recent years, a growing number of researchers and
policymakers have drawn attention to thestate of competition in
U.S. labor markets and its negative impacts.787 Recent research
suggests that competition is limited in many U.S. labor markets,
suppressingworkers’ wages and the economy’s potential.788 Since
the late 1990s, concentration has increased in more than 75% of
U.S. industries.789 Recent studiesof U.S. labormarketshavefound
them to be highly concentrated, particularly in rural areas, with
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20% of today’s U.S. workforce in a labor market characterized by
minimal outsideoptions.790,791 An estimated one-in-fiveAmerican
workers is also bound by a noncompete agreement, restricting
their ability to seek outside employment and start a business.792

These and other job market frictions, such as housing costs, may
explain the decline in labor market dynamism over time.793

Between 1997and2013,therateat which peoplemoved fromone
jobtoanother declinedby over 25%.794 Workershavealsobecome
less geographically mobile over time, with the percentage of
people moving for a new job declining significantly since the
1980s.795

The effects of consolidation and anti-competitive actions by
employers in specific sectors, such as health care, have also
received greater scrutiny in recent years. The health care industry
is highly concentrated and workers in the industry typically have
specialized skills, givingemployersahighdegreeof wage-setting
power.796 Research has shown that mergers in the industry that
further increased concentration reduced wage growth for
workers.797 Both thehealth care and technology sectors have also
seen significant litigation in recent years concerning collusion
amongemployers to suppress wages, which is easier for firms to
achieve where there are fewer employers in a market.798,799 These
andother developmentshaveled policymakersandscholarsto call
for more expansive antitrust enforcement that takes into
consideration the effects of mergers on both workers and
consumers.800,801

TheBiden administrationhastaken historic measures to level the
playing field between workers andemployers

Early in his term, President Biden signed an executive order to
address declining competition throughout the U.S. economy,
including in labor markets.802 Over the last three years, the
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administration has taken a number of historic measures to
empower workers and increase labor market competition in the
United States, such as banning noncompete agreements and
raising the minimum wage for federal workers and
contractors.803,804 The administration has also presided over a
notable revival in antitrust enforcement.805 In 2022, federal
regulators filed themost merger enforcement actionssince 1976,
when theUnited States first started requiring pre-merger antitrust
reviews.806

Going forward, antitrust enforcement will play an important role
in increasing labor market competition. In December 2023, the
Federal TradeCommission (FTC) andU.S. Department of Justice
(DOJ) finalized new Merger Guidelines, the result of a two-year
effort.807 This represented a major shift in antitrust policy,
reversing the relaxation of antitrust standards enacted by the
Reagan administration in 1982.808,809 In addition, for the first time
ever, the guidelines explicitly direct enforcers to consider the
harms that proposed mergers pose to workers and labor markets.
Sincethen, theFTC hasalready invoked likely reductionsin labor
market competition as part of its challenges to two proposed
mergers, involving grocery chains Kroger and Albertsons and
fashion brandsTapestry andCapri.810,811

Congress has an important role to play in supporting and
complementing these efforts to empower workers and increase
labor market competition. The Biden administration has
previously called on Congress to pass theProtecting theRight to
Organize (PRO) Act, as well as legislation increasing the
minimum wage.812 These policies are vital to further increasing
the bargaining power of workers and counteracting the negative
impacts of concentration. Additional funding for antitrust
enforcement isalsocritical, asregulatorsfacestiff legal opposition



126

fromcorporations.813 Finally, the administration’s decisionstoban
noncompete agreements and raise theminimum wage for federal
workers both currently face legal challenges by businesses and
Republican states—if overturned, Congress should work to pass
legislation to restore them and protect the interests of American
workers.814,815

As pathways to the middle class, registered apprenticeships can
scale up America’s workforce

Registered apprenticeship programs (RAs) are partnerships
between employers, unions, educational institutions, and the
federal government that provide paid employment, on-the-job
training, and classroomlearning for many skilled careers. These
programs offer clear pathways to careers that do not require a
traditional four-year collegedegree and enable people to support
a family. Democrats in Congress and the Biden administration
have boosted demand for these roles through investments in
infrastructure, semiconductor manufacturing, and the clean-
energy transition.

Registered apprenticeships have benefits for workers and
employers

In response to theNational ApprenticeshipsAct of 1937, theU.S.
Department of Labor (DOL) created the Registered
Apprenticeship Program to help set laborstandardsfor workers in
apprenticeship programs.816,817 Apprenticeship programs can
register throughthenational program or a DOL-recognized state
apprenticeship agency.818 Pre-apprenticeships (PAs) help set
youngpeopleup for success in RA programs.819

One of the DOL’s standards is a schedule of progressively
increasingwagesfor RAswheretheentry wagemust beabovethe
federal minimum wage, or even higher in some cases if required
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by another federal or state law or collectivebargainingagreement
(46%of currently activeRAsareunionized).820,821Thesepositions
can also help connect workers with unionized positions in the
future, which can help them accesshigher wages, moreworkplace
benefits, andmorereliablework schedules, whilehelping to close
gender and race wagegaps.822,823 RAs earn wages while training
when they otherwisemay not, andstudiesshowtheir wagegrowth
typically outpaces that of comparable workers while also often
leading to a full-timeposition in ahigh-demand industry.824,825

Employers see both direct (output and reduced hiring costs) and
indirect (employee retention, enhanced worker pipeline, and
company culture) benefits fromRA programs, especially after the
apprentice has completed their training.826 Onestudy foundthese
benefits amount to between $25,000 and $30,000 per RA,
representinga44.3%return on investment.827

Expanding and employing registered apprentices can help
address persistent workforce shortages in industries like health
careandchild care

Among other requirements, RAs can only be used in industries
where skills are learned in a practical way and are clearly
identified and commonly recognized throughoutthe industry.828

RAs can help address persistent workforce shortages in these
qualified industries, like health care and child care, by training
both new andexistingworkers.

The United States is facing a nationwide health care worker
shortage, especially in rural communities.829 Yet, less than 4% of
activeRAswith specific industriesarein thehealth careandsocial
assistance industry, andmany are in low-wageoccupationswithin
the industry.830,831 Expanding these programs can help address
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worker shortages and ensure RAs are working in high-wage
occupations.

Because of persistently low wages and limited wagegrowth, and
becausetheindustry wasparticularly hard-hit by thepandemic and
faced aslow recovery, thereareexpected to beover 150,000child
care job openingsannually over thenext decade.832,833 Over 13%
of activeRAswith specified industriesare in educational services
more broadly, and several states are using federal funding to
expand early childhood education apprenticeship programs in
order to expand the industry’s workforce pipeline.834,835,836

To fulfill the historic projected increase in demand for skilled
workers, policymakers can expandinvestment in well-established
registered apprenticeships

Investments in the Bipartisan Infrastructure Law (BIL) and the
Inflation Reduction Act (IRA) have increased the demand for
workerswhocan fill roles in arangeof clean-energy occupations,
from manufacturing workers building wind turbines or solar
panels to HVAC installers setting up heat pumps.837 The BIL,
IRA, and CHIPS and Science Act are also driving investment in
domestic manufacturing.838

RAs are already common in theconstruction industry but have a
smaller presence in the manufacturing industry.839 The growing
demandfor clean energy workersmeansthat RA programsshould
createmoretrainingslots for roles crucial to theenergy transition,
like electricians, pipefitters, and water treatment specialists.840

Importantly, the IRA requires some grant recipients to employ
RAs for a certain number of hours and pay them at least a
prevailingwage.841,842 Thiscan help train new workersandretrain
other workers who were previously working in fossil fuel
industries.843
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Wraparoundservicesand payequity canhelp women andworkers
of color enter registered apprenticeship programs and their
related industries

Most registered apprenticesaremale(over 84%) and white(nearly
61%).844 However, some industries face even greater disparities.
For example, over 93% of RAs in construction and
manufacturing—industries that are currently booming—aremale,
and nearly 69%are white.845 Diversifying and strengthening RAs
can also help doso in theindustries they lead to. This includes the
clean-energy industry, where women make up only 26% of the
workforce (compared to 47%of theoverall U.S. workforce) and
Black workers make up only 9% of the workforce (compared to
13%of theoverall U.S. workforce).846,847

There are also pay disparities within RA programs. The median
hourly wagefor women whocompleted RAswasonly 65%of the
wage of their male counterparts ($22.00/hour compared to
$34.07/hour).848 Addressing pay inequities and providing
wraparoundservices like child care to remove barriers can help
strengthen worker pipelines. Federal funding from DOL’s Women
in Apprenticeship and Nontraditional Occupations grant program
can help support these efforts.849

Expanding registered apprenticeships and pre-apprenticeships
arecritical for meetingunmet labordemand

Bipartisan bills introduced by JEC Chairman Heinrich, like the
Apprenticeships Pathways Act and the Pre-Apprenticeships to
Hardhats Act, would expand access to apprenticeship and pre-
apprenticeship programs, strengthen career pipelines for workers
across thecountry, and address workforce shortages in important
industries. The Apprenticeships Pathways Act would support
workforce intermediaries who connect employers and secondary
schools to establish RAs, creating more career pathways for high
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school students.850 Pre-apprenticeship programs would provide
students with early exposure to industries andon-the-job training,
whilealso workingto fill occupationsthat need workers, including
the building trades, health care, manufacturing, and early
childhood education. The Pre-Apprenticeships to Hardhats Act
would help expand access to pre-apprenticeship programs by
awardinggrantsto organizationsincludingemployers, unions, and
schools that equip workers with the skills and competencies
necessary for registered apprenticeship programs in the building
trades.851 These pre-apprenticeship programs include everything
frombasic literacy andmath to work-readiness skills.

Restricting legal immigration hurts the U.S. economy

Immigration policy is both a reflection of America’s values and a
key factor that shapes our long-term economic outlook. As
population growth slows in the United States due to an aging
population and fewer births, continued immigration is crucial to
growing thelabor force andboostingeconomic output.

Continued immigrationiscrucial to keepingtheU.S.economy and
labor forcegrowing

Immigrantscan help keep theU.S. populationgrowing,which will
expand the labor force, boost productivity, and power economic
growth. The total fertility rate in the United States fell to 1.62
births per woman in 2023, a rate not seen since the federal
government began tracking the metric in the 1930s.852 If the
United States does not reach and maintain a 2.1 fertility rate, the
total population will be at risk of shrinking.853 Immigration is an
important remedy to counteract this trend. Immigration is
projected to be the primary driver of population growth for the
United States by 2030,overtaking natural increases in the U.S.



131

population—the excess of births over deaths—because of
populationaging.854

The immigrant share of the labor force reached a record high of
18.6% in 2023, according to an Economic Policy Institute
analysis.855 Immigrationrates fell under theTrump administration
and because of the COVID-19 pandemic, but data show that
immigrants helped fill job openingsearlier in the pandemic and
helped sustain continued job growth in 2022and 2023.Between
January 2020 and May 2024, thenumber of foreign-born workers
grew by 14%, while the number of native-born workers grew by
less than 1%.856,857 Immigrants haveplayed an outsized role in the
expansion of the labor force since 2019.858 Without immigration,
theU.S. laborsupply would havedecreased by 1.2 millionpeople
since 2019.859 Instead, immigration helped expand the labor
supply by two millionpeople.860

Recent estimates from the Congressional Budget Office
approximate that net migration in calendar year 2023 was 3.3
million people—much higher than previously projected and well
above the average of 900,000 people per year from 2010 to
2019.861 In an analysis of these updated estimates, the Hamilton
Project projects that the recent uptick contributed $48 billion to
personal income and $46 billion to consumer spending in 2023.
These estimates are expected to surge in 2024when immigration
will bedirectly responsible for $76billion in personal incomeand
$73billion in consumer spending.862 Other research suggests that
immigration isresponsiblefor at least afifth of the8.2%real GDP
growth sincetheendof 2019.863 Asslower population growth and
an aging population reduce overall labor force participation,
Congress and the Biden administration should implement
thoughtful, effective, and humaneimmigrationpolicy to grow the
labor force.864,865
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Immigrantsparticipate in thelabor forceat higher levels thanthe
native-born population

Foreign-born residents are more likely to participate in the labor
force andbeof prime workingage(between ages 25and54) than
native-born Americans.866 In May 2024, the labor force
participation rate of foreign-born workers (66.2%) was more than
four and a half percentage points higher than that of native-born
workers (61.6%).867

Foreign-born men have a particularly higher labor force
participation rate (77.2%) than native-born men (65.6%), whose
laborforceparticipationhasbeen consistently trendingdownward
in recent years as that population grows older.868,869 Additionally,
theunemployment rate for foreign-born workers matched that of
native-born workers in 2023 at 3.6%.870

Immigrants are more likely to start businesses and boost job
growth

Immigrants have a high propensity for entrepreneurship as they
are more likely to start both small and largebusinesses than their
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native-born peers.871 While immigrantsmakeupabout14%of the
U.S. population, they represent abouta fifth of theself-employed
workforceandaccountfor aquarter of start-up founders.872 Many
immigrants find success in their entrepreneurial pursuits: 55%of
thecompanies valued at or above $1 billion in the United States
were founded by immigrants and more than 40% of the Fortune
500companiesin 2021werefounded by an immigrant or thechild
of an immigrant.873,874

Immigrants are also more likely to work jobs that have a job-
multiplier effect, meaning that their employment facilitates the
entry of other workers into the labor force.875 Workers in sectors
like education and health services, where immigrants make up
about1 in 5 workers, help caregivers of all backgroundsenter the
labor force and grow theeconomy.876 This is particularly truefor
women, who perform a disproportionate share of unpaid care
work.

Immigrants pay their fair share in taxes and can help secure the
futureof key government programs

Increased immigration would help preserve Social Security, and
immigration reform could help extend Medicare solvency.877,878

Immigrants tend to be younger, and with their high labor force
participation, they pay taxes into Social Security and Medicare
with most not receiving benefits until many years in thefuture, if
they areeligible. Between 2012and2018,immigrantscontributed
$166moreper capita, onaverage, to theMedicareTrust Fundeach
year than what was spent on their behalf.879 On the other hand,
Medicare spent more on native-born Americans than they
contributed with an averagecost of $51per capita.880

Restricting legal immigration would exacerbate theimpact of the
country’s projected population declines on publicly funded
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programs, as immigrants contribute to thefiscal soundness of the
country and its most important social programs.881 One study
foundthat Trump administration policies reduced the number of
refugeesby 86%from2017to 2020,which cost theU.S. economy
an estimated $9.1 billion per year.882,883 This is because each
refugee addssignificantly more to theU.S. economy throughtax
revenue and expanded economic activity than the costs of their
initial resettlement. In 2021, immigrants had a spending power of
$1.4trillion,andthey collectively paid $525billion in local, state,
and federal taxes.884 Immigrants contribute to many social
programswith their taxes, despitebeingineligibleto receivemany
government benefits.
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CHAPTER 7: REBUILDING THE AMERICAN DREAM AND
ENHANCING HOUSING AFFORDABILITY IN THE UNITED

STATES

A strong U.S. middle class depends on families having the
opportunity to buyahome, build wealth, andpass it on to thenext
generation.Moreover, research has shown that when low-income
families move to stable homes in neighborhoodswith a rangeof
family incomes, their young children’s future earnings and life
outcomes improvesignificantly.885,886 Broad access to affordable
and stable housing helps ensure Americans’ economic well-being
and mobility. However, the current housing shortage limits
Americans’ ability to access this next step.

Currently, low- and middle-income households are struggling to
secure affordable housing. Homeownership is out of reach for
many middle-class Americans, rents have been climbing over the
past decade, andmany lower-incomefamiliesarebeingpriced out
of their current neighborhoods.887,888,889 Meanwhile, thesefamilies
are blocked from renting in higher income neighborhoodsdueto
absence of smaller, more affordable housing optionsand housing
discrimination.

The United States has arrived at this moment after decades of
exclusionary zoning and land use regulations that have limited
housingchoiceandsupply. Fortunately, statesandlocalitiesacross
the country have been actively working to reverse this history,
taking action to modernize their land use and zoning rules and
enact new policies that create more housing that is accessible to a
wider array of incomelevels. In addition to increasing thenumber
of good paying jobs and establishing full funding for housing
vouchers, both of which are vital to ensuring stable housing,
efforts to increase supply can help to relieve economic and
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housing capacity pressures from the housing shortage. Policy
changes occurring across the country can serve as test cases for
enhancing housing affordability and provideguidance for federal
efforts to increase housing stock, while enhancing economic
freedom.

Removing barriers to housing supply can enhance affordability

Increasing housing supply to meet demand can help reduce
growth in prices

TheUnited States is facingahousingaffordability crisisdriven in
largepart by inadequatehousingsupply. After thehousingmarket
collapse in 2008,new housing supply for single- and multi-unit
buildingsdeclined.890 Yet, asdemandrecovered,supply didnot.891

Buildingonthiscrisis, in thewakeof thepandemic thenumber of
housing units available for purchase or for rent fell to near record
lows.892 In 2021, Freddie Mac estimated that the shortage of
newly-built homes was about 3.8 million, noting that entry-level
starter homeconstructionhas fallen since the1970s.893
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More housing supply will make first-time homes more affordable
andwill relievesomeupward pressures on rents

The housing shortage is impacting affordability for renters and
prospective homeowners alike. For example, in 2022 those
earningat or below U.S. median incomecould only afford to own
20% of all homes on the market, down from about 50% in in
2016.894 Additionally, astheCouncil of Economic Adviserswrote
in 2021, “across the country, more than 10 million renters (one in
four) pay more than half of their income on rent, and nearly half
(47%) spend over therecommended 30%of their income on rent
and utilities.”895 Research has shown that an increase in supply of
housing stock can alleviate this upward pressure on home prices
and help ensure that more affordable options are available to
averageAmericans.896
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Increasinghousingsupply alonewill notbeenough to drivedown
rents, absent of renter-focused policies

Just increasing housing supply will not be enough to increase
housingaffordability for renters. For example, constructionof new
buildingsin lower-incomeareas could lead to unaffordableprices
for current residents, who are likely living in older housing stock
that is cheaper than newly-constructed housing.897 Absent any
other policy changes, thiscouldmean that new, wealthier residents
would moveinto thenew units, whilelower-incomerenterswould
still face a housing shortage and the potential for displacement.
Rising home values would also increase wealth for current
homeowners, but renters could be harmed under these
circumstances. Increasing affordable housing for renters is key to
resolving thehousingcrisis, given that abouthalf of all rentersare
housing-cost burdened as of 2022, paying over 30% of their
incomeon rent.898

Government subsidiescan behelpful to ensurefamiliesareableto
afford housing costs. For example, there is a growing recognition
that governments need to directly address the shortage of
affordable housing instead of exclusively subsidizing demand for
privately-built and operated housing units. The Low-Income
Housing Tax Credit (LIHTC) is a primary way that federal and
state governments help finance new buildings with affordable
rental units, but the program is oversubscribed and in need of
reform to ensure it reaches those most in need.899,900,901 The
bipartisan Affordable Housing Tax Credit Improvement Act
would increase the number of available credits to better meet
demandwhilechanging theprogram rules to make sure that more
units are built to serve Tribal communities, rural areas, and other
at-risk and underserved groups.902 State-level requirements for a
minimum threshold of affordable housing per municipality, as is
required in Massachusetts, could also beuseful amongother tools
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used to increase the number of affordable units. Without these
mechanisms, prices for housing available to low-income families
will likely remain elevated.903

Zoning and land use regulations are maintaining regressive
barriers to housing choice and stability

Exclusionary zoning limited housing supply and left a legacy of
unequal opportunity

Historically, thefederal government has given local governments
theauthority to set land use rules, while also acting as a guiding
hand for what land use policy should look like throughoutthe
country. Whilelanduselawsexisted in yearsprior, anotablewave
of state legislation gave municipalities zoning authority and
established local planning boards in the 1910s.904,905 Then in the
1920s, theU.S. Department of Commerce(DOC) under Secretary
Herbert Hoover issued guidancefor legislative languagefor states
to establish zoning authorities for general municipalities and
cities.906,907,908 Researchers note that the DOC drafted this
legislative language in order to provide a framework that
minimized legal challenges to municipal zoning.909 Over time, all
50 states and the District of Columbia adopted a form of these
guidelines, and the American Planning Association found that
many statescontinueto uselawsbased ontheserestrictivemodels
today.910,911

Following these actions, restrictionson where people could live
and the types of housing they could live in, laid thegroundwork
for thehousing challenges thecountry faces today. For example,
theboomin single-family detached housing developments in the
1940s, 50s, and 60s coincided with a massive increase in
homeownership.912,913 Yet theneighborhoodsdeveloped in thisera
were initially closed to families of color dueto thepublic and the



140

private sectors’ discriminatory practices.914,915,916,917 While the
Fair Housing Act outlawed many of these practices in 1968,land
use and zoning restrictions perpetuated inequality in housing
access while maintaining the status quo of neighborhood
segregation.918 For example, municipal governmentsenacted laws
to rezonemultiple residential neighborhoodsfor commercial use
or constructionof new highways, projectswhich werealso funded
by thefederal government.919,920,921,922 Theseneighborhoodswere
primarily home to lower- and middle-income families and
communities of color. Meanwhile, wealthier localities blocked
new housing construction in neighborhoodswith single-detached
homes—the primary form of housing at the time—with new
zoning and land use regulations.923,924 Taken together, such
practices, through their legacy or continued use have played a
large role in preventing economic and racial integration in many
American neighborhoods, and in creating additional barriers to
housingstability for moreAmericans.925,926,927

Landuse restrictionslimit housingchoiceandeconomic freedom

While increasing housing stock can help relieve theaffordability
crisis, zoningand land use regulationsthat mandatehow landcan
be developed often actively prevent much-needed new housing
construction.928 Many of theselaws, which areimplemented at the
local or state level, directly restrict the number of units that a
structure can have or limit the size of structures through
restrictionsonsquare-footage, lot size, or height. Theserulesoften
mean that asingle-detached home is theonly typeof housing that
is legal to build in these areas. Meanwhile, other zoning and land
use laws block constructionof new housingaltogether.

Many of these laws limit choice in housing typeand location by
barring construction of more affordable optionslike townhouses,
duplexes, and smaller apartment buildingsin favor of standalone
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single-family houses on larger lots. These mid-sized buildings,
which can house between two to four families on a single lot, are
still rarely built, with developers mainly favoring single-detached
houses or to a lesser extent, larger apartment buildings. Such
restrictionsonhousingchoicecontinueto place limitsonwhocan
afford to rent or purchase ahomebased on their income level.

Restrictionsthat limit where people can live have been foundto
harm the wider economy. Often, lower-income workers live
further from job centers, in largepart because housing in job-rich
areas is too expensive for them to afford.929,930 In addition to
impacting one’s job and income prospects, a person’s
neighborhood often impacts their academic achievement and
health, as well as that of their families and future generations.
Studies have also linked restrictionson housing choice to lower
levels of U.S. GDP.931,932,933

Racial segregation by neighborhoodalso remains a reality in the
United States, which can be linked to and reinforced by zoning.
For example, research has shown that due to continued
exclusionary zoning—which influences who can easily attend
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certain local public schools—school segregation today mirrors
levelsseen in1968,theyear that Congresspassed theFair Housing
Act.934

States and localities have started to enact laws that can help undo
the harms of zoning and land use regulations and build the
foundation for more inclusive and affordable neighborhoods.
Theseinitial effortscan serveasmodels for futurework acrossthe
United States.

State and local efforts towards zoning reform can help reshape
the U.S. housing market

Despite the challenges presented by restrictive zoning policies,
many states and localities are passing laws meant to modernize
housing regulationsand increase the number of housing options
availableto residents. Below arethreeexamplesof policy changes
that takeaim at thenegativeeffects of past zoning rules.

Oregon:Reformingstate lawto increaselocal government uptake
of zoning reform

In 2019,Oregon became the first state to require that nearly all
cities and towns change their zoning codes to allow for a wide
rangeof housing optionsfor families. Thenew law—House Bill
(H.B.) 2001—requires every city with 10,000people or more, as
well as every city in thePortland metropolitan area with 1,000or
morepeople, toamendtheir zoningcodesto allow for townhouses,
duplexes, or other types of adjoined housing. About 70% of all
residents of thestate residein an area that this law impacts.935

Governor TinaKotek—who championed thebill during her time
as Oregon Speaker of the House—explained that the law was
meant to re-establish economically diverse neighborhoods that
were ubiquitousin Oregon in thepast. In contrast, at the time of
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H.B. 2001’s passage, 77% of land in Oregonzoned for residential
housing was restricted to single-detached houses.936 The state
legislature will also be providing funding to assist localities in
implementing the new zoning regulations to align with H.B.
2001.937 Governor Kotek haspreviously emphasized theimpact of
thelaw will begradual, takingplaceover up to 20 years.938

California: Using new and existing law to expand variety in
housingstructures andgrow supply

In 2021,Governor Gavin Newsomsigned SenateBill (S.B.) 9 into
law, which legalized more housing choice throughout
California.939 Homeowners now have more freedom and
flexibility when it comes to how they use their property. Thenew
law requires a simpler local government approval process for
conversionof single-detached homes into duplexes, splittinga lot
in two in order to build two smaller homes or duplexes, or adding
a small accessory dwelling unit (ADU) to their land.940 This law
led to tens of thousands of ADUs being permitted across the
state.941 ADUs are often smaller attached or detached residential
units that are secondary structures on a tract of land, and contain
sufficient facilities for a resident to live independently.942

On theother hand,Californianshavebeen much less likely to use
S.B. 9’s authority to convert their homes or dividetheir lots. This
authority had only been used 282 times about a year after the bill’s
passage, despite estimates that as many as 700,000 homes could
bebuilt under this new law.943

In thepast year, theNewsom administration and developers have
started using existing legislative language to increase multi-unit
dwelling construction more broadly, as well as counteract select
localities’ efforts to circumvent S.B. 9’s requirements.944,945 A
statute known as the “builder’s remedy” lets developers go around
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local zoning codes in areas where local governments failed to lay
out a plan for housing production to meet local needs.946 In these
localities, developerscan moveforward with projectswhereeither
all of theunits are priced at levels that are affordable for middle-
income households, or at least 20%of the units are affordable for
lower-income households.947 This has led developers in wealthy
areas like Santa Monica and Beverly Hills to use the law’s
protection to apply for or initiate affordable housing projects that
could haveotherwisebeen blocked by local zoning rules.948

Albuquerque, New Mexico: Increasing supply through building
conversionsandaccessory dwellingunit construction

In July 2023,thecity of Albuquerqueadopted ADU and building
conversion reforms.949 The changes will allow certain properties
zoned for single-family home construction to build ADUs—also
referred to as “casitas”—on their properties, which impacts up to
68% of all zoned properties in the city.950 Additionally, they
providefor conversionsof certain non-residential developmentsto
multi-family unit dwellings, which can facilitate conversion of
former hotels to residential units.951 Thecity has also considered
other proposals to meet housing demand, which included
eliminating maximum building heights, allowing single-detached
homes to be converted to duplexes, and reducing parking
requirements for multi-unit dwellings.952

New models for financing can help increase affordable housing
construction

In recognition of the need for additional affordable housing
supply, state and local governments are exploring financing
incentives to increase the stock of housing that is affordable to
low- and middle-income families withoutdemand-sidesubsidies.
Below are a few promisingcasestudies for these efforts.
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Montgomery County, Maryland’s Housing Production Fund:
Creatinga public alternative to privatehousing investment

In 2021, officials in Montgomery County, Maryland created a
HousingProductionFund (HPF) to financeconstructionof mixed-
income housing.953 The county’s Housing Opportunities
Commission (HOC) seeded the fund with $100million in bond
financing that the fund lendsout to developers to help cover the
costs of new construction.954 TheHOC can compete with private
investors because it can afford to receive lower returns from
ownership shares in the property, as well as offer lower interest
rates on loans, than what private equity firms or other investors
would demand.955,956,957

In exchange, the HOC requires developers entering into this
agreement to set aside at least 20%of the new units for families
earningat or below 50%AreaMedian Income(AMI), andat least
10% of the units for those earning up to 70% of AMI.958 This
model allows private developers to make a profit, while theHOC
retainsan ownership stakethat supports itsgoal of keepingpeople
housed at affordable rates. Importantly, it can also maintain the
pace of new construction when interest rates are high as they are
now, by ensuring that developers can keep their financing costs
down in exchange for creating affordable housing for more
middle-classfamilies.959 Developersrecently completedoneof the
first projects that utilized theHPF: a 268-unit building, in which
25%of theunits will beaffordable to tenants with income levels
at 50%AMI.960

Montgomery County Maryland’s Affordable Housing Opportunity
Fund:Supportingaffordable rent levels for tenants

In addition to theHPF, in 2022theCounty created a $14million
Affordable Housing Opportunity Fund (AHOF) to make short-
term loansto prospectivebuildingowners.961,962 Thefundaimsto
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support affordable housing developers in building purchases, to
maintain affordable rents for existing affordable units.963,964,965

The short-term loans are meant to support rapid purchases of
existing buildings that may otherwise be sold to landlords who
could hike rents andmake theunits unaffordable.

New Mexico: Investing in local affordablehousing trust funds

Local governments across New Mexico have also been leading
efforts to finance affordable housing stock. For example, in
November 2023, voters in Santa Fe approved a ballot measure
instituting a tax on the sale of homes over $1 million, with
proceeds directed to the city’s Affordable Housing Trust Fund
(AHTF), tasked with meeting the city’s affordable housing
needs.966,967 The tax, also referred to as the “Mansion Tax,” would
apply only to the value of a property above the $1 million
threshold, at a rate of 3%.968 The city has estimated that the
measure will generate approximately $6 million each year,
providing the fund with a substantive dedicated revenue
source.969,970 In 2022, voters in the City of Las Cruces also
approved the issuance of a $6 million general obligation bondto
fund its AHTF, which was established in 2010 and previously
relied on limited capital infusions from the city’s general
funds.971,972,973,974 Thecity previously estimated that theinitial $6
million investment could help leverage more than $36million in
funding from state, federal, and private sources, to create an
additional 175affordable housingunits.975

Maine: Enhancingaffordability in rural areas

Maine’s Rural Affordable Housing Rental Program, launched in
2022using $20million in fundsfrom theAmerican RescuePlan
(ARP) and MaineHousing bond issues, uses forgivable loans to
incentivize affordable housing development in rural areas that
might not otherwise draw new construction.976,977 Eligible
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applicants includepublic housingauthorities, as well as nonprofit
and for-profit developers, and the loans they receive can be
forgiven for up to $185,000 per unit.978 Theprogram targets rural
areas for projects and is intended to help build 115 new units in
rural Mainewith existing funds.979 All units that benefit from the
program must be leased to those making at or under 80% AMI,
and any loan recipients must limit rent increases on supported
units for thenext 45 years.980,981 Theprogram has already closed
applications due to significant uptake, though Governor Janet
Mills’ recently passed FY 2024-2025budget dedicated up to $35
million to theprogram to support continued operations.982,983

Institutional investors are exacerbating the housing crisis in
vulnerable communities across the United States

Institutional investors, such as privateequity-backed firms, hedge
funds, and real estate investment trusts (REITs) have a growing
presence in thesingle-family housingmarket. Mountingevidence
shows that investors’ purchases of single-family homes
contributed to decreased housing supply in local markets across
the country. Investor activity is particularly notable in Sun Belt
markets with robust population growth and robust growth in rent
levels.984 Data from2017to 2023also showstark increases in the
shares of homes purchased in all cash—a buying approach that
first-timeor median-incomehomebuyersarelesslikely to use, and
which institutional investors use frequently.985 While theincrease
in institutional investors is not the cause of the U.S. housing
shortage, their growing presence and the local concentration of
their purchases can threaten many Americans’ access to affordable
housing.
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Institutional investors’ expanding presence in the housing market
is especially pronounced in distinct regionsacross thecountry

As interest rates fell and rents roseduring thepandemic, investors
who already owned three or more homes began to purchase an
increasing share of all homes being sold. In early 2022,monthly
single-family homepurchasesby investorsreached 28%of single-
family home sales, well above pre-pandemic rates of around
16%.986 In mid-2023 the share of investor purchases remained
high,at between 26.8%and28%fromJuly to September 2023.987

Meanwhile the share of purchases made by owner occupants
dipped below thepre-pandemic norm.988

Amongall investors, those that own 3 to 99 properties purchased
the largest fraction of single-family homes on the market in
2023.989 For example, in the third quarter of that year, these
investors were responsible for about 80 percent of all investor
purchases described above. However, “institutional” or “mega”
investors, who own 1,000properties or more, have also increased
their share since the pandemic. Institutional investor purchases of
single-family homes remained at 1% of total annual purchases
between 2017and2019but tripled to 3%in 2021.990

The Office of Policy Development and Research at the U.S.
Department of Housing and Urban Development (HUD)
examined the purchasing trends of institutional investors in the
single-family rental market and noted that institutional investor
activity is heavily concentrated in specific areas of the country,
namely throughouttheSunBelt, in low-incomecommunities, and
in neighborhoodsthat havehistorically been hometo communities
of color.991 For example, according to HUD’s analysis, in 2021
institutional investor purchasesmadeupover two-thirdsof single-
family homepurchases in Lincoln County, Mississippi—acounty
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with apoverty rateabove20%—andmore than 60%of purchases
in Van Buren County, Iowa, which is oneof the lowest-income
counties in the state and has a per capita income of
$32,188.992,993,994,995

It follows that, while the percentage of investor purchases
nationwidemay below relative to thewider market, their impact
on lower-incomeneighborhoodsandcommunitiesof color can be
significant, especially in neighborhoodswhere their purchasesare
highly concentrated. Looking only at national trends therefore
risks overlooking thethreat these investors could pose in specific
regionsand local communities. Further federal studies of investor
presence in these and similar housing markets would help
determine the impact that investor purchases are having on
economic inequality and housingaccess at thelocal level.

Cash homepurchaseshaveincreased in recent yearsandcontinue
to makeupa significant shareof total homepurchases

The growing use of all-cash purchases, which investors or
wealthier homebuyerscanusewhenbuyingahome, can alsomake
it increasingly difficult for median-income and first-time
homebuyersto competein thehousingmarket. A 2023report from
Redfin,which focused onthe40most populousmetropolitan areas
in the United States, found that cash purchases accounted for
33.4%of all home acquisitions made in April 2023, part of an
increasingtrendin such purchasessincemid-2020.996 Thismarked
the highest monthly share of cash purchases in the market since
2014.997

Thistrendappearsto bean offshootof thepandemic-era, when the
housing market was immensely competitive and first-time
homebuyers often struggled to find an affordable home. For
example, in 2021, the National Association of Realtors (NAR)
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reported that non-first-timebuyerswereusingcash to give them a
competitiveedge, ultimately winningoutover first-timebuyers.998

Still, thetrendisnot lettingup.According to Redfin’s study of the
40 most populousU.S. metro areas, as the rate of overall home
purchases have declined, cash buyers’ purchases have not declined
as greatly. While overall home purchases declined by 41%
between April 2022and April 2023,thedecline in all cash sales
was only 35%.999 As a result, theshare of cash purchases among
total homepurchases remainshigh.1000

First-time homebuyers, and those purchasing their primary
residence, are unlikely to beall-cash buyers. In April 2021,only
6% of first-time buyers bought their home using only cash,
according to an NAR survey.1001 In that same month, only about
15%of primary residence buyers had boughttheir home using all
cash.1002 Cash buyers also tend to bewealthier and older than the
typical buyers depending on mortgages for their home
purchase.1003 In 2022, the share of all-cash, primary residence
“repeat buyers”—or thosewhoarenotbuyingahomefor thefirst
time—rose to 27%, up from 17% in 2021.1004 Additionally,
whether or not a homebuyer is using cash, prior homeownership
can facilitate more competitive offers on homes. An NAR report
also foundthat theshareof "repeat buyers" was68%of all buyers
in November 2023, above the long-run average since 1981 of
62%.1005

Taken together, median-income or first-time homebuyers cannot
effectively compete against all-cash buyers. Theincreasing share
of all-cash buyers in themarket can therefore lead to an even less
affordablehousingmarket in thelongrun.
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Provisionsin thetaxcodeencourage institutional investment that
crowdsout averagehomebuyers

Harmful tax advantages that incentivize investor purchase of
single-family homes can further limit housing supply and block
first-timeandmiddle-classhomebuyersfromowningahome. For
example, component depreciation—also known as cost
segregation—allowsinvestors to separatealargeasset into certain
component parts when determining the extent to which the asset
has depreciated.1006 While thepractice of separately depreciating
structural components likewalls and roofs for tax purposes ended
in the 1980s, investors can still apply this approach to non-
structural componentsand record adepreciationthat ismorerapid
than the recorded depreciation of theoverall home.1007,1008,1009 In
contrast, homeowners cannot take these deductions on owner-
occupied homes.1010 The Biden administration has proposed
reformsto thisinvestor loophole, which areanticipated to generate
$7.3billion in cumulative federal revenues fromfiscal years2025
to 2034.1011

Moreover, 1031exchanges—also called “like-kind” exchanges—
allow real estate investors to defer their tax payments on their
investment gains indefinitely after selling their real estate asset if
they invest those gains in real estate.1012,1013 This applies only to
real estate assets used in a trade or business, so they cannotapply
to residential homes. In December 2023,theJoint Committee on
Taxation released tax expenditure estimates which indicated
revenue losses in fiscal year 2024 of $9.7 billion because of
deferral through1031exchanges.1014 In addition to weakening an
additional tax incentive for institutional investor home purchases,
limiting1031exchangedeferralsto $500,000in gainsannually for
each singletaxpayer—as proposed in President Biden’s fiscal year
2025 budget—would yield approximately $19.7 billion in
cumulative revenue between fiscal years 2025 through
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2034.1015,1016 Though separate parts of the tax code benefit
individual homebuyers, specifically the mortgage interest
deduction, the investor tax advantages described abovecurrently
give largeinvestors an unnecessary leg up in thecompetitiveU.S.
housingmarket.

The Biden administration and Congressional Democrats are
taking important steps to end the housing crisis

The U.S.Department of Housing and Urban Development is an
essential tool for supportingU.S.housingneeds

Throughtheearly andmid-1970s, HUD’s budget made up around
7% of the federal government’s budget authority. However, that
experienced a sharp drop from 1979 through the early 1980s,
hitting a low of 1.9%of thefederal budget by 1983. After a brief
recovery in 1985 (reaching about 3% of the budget), HUD’s
fraction of the budget once again fell, and hovered between 1%
and 2% of the total federal budget from the late 1980sup until
2023.1017

Increased federal funding for HUD could be one step towards
resolving the housing crisis. Additional funding would provide
HUD with more resources to meet housing needs that theprivate
market will not meet on its own, as well as more resources to
support research, tracking, and data analysis of housing market
trendsfor policy decisionsandpublic consumption.

These increased resources are especially important in response to
rising housing costs and theassociated increase in homelessness.
Unfortunately, the existing federal programs meant to fill the
housing gap for those most in need, prevent homelessness, and
address poor housing conditions remain underfunded. For
example, theestimated maintenancebacklog for public housing is
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$90 billion.1018 Public housing served 835,000 households in
2022,which is more than the number of households residing in
many major citiesthat year, includingWashington,D.C.1019,1020 In
addition to these challenges, the National Low Income Housing
Coalition estimates that theUnited States still faces a shortageof
7.3 million rental homes that households with extremely low
incomes can access and afford.1021 To meet these needs,
Democrats are advocating for greater HUD funding throughthe
appropriationsprocess, andpushing for substantial investments in
affordable housing production and rehabilitation through
legislation like the bipartisan Affordable Housing Credit
Improvement Act and the Green New Deal for Public Housing
Act.1022,1023,1024

Additionally, research suggests that an increase in fundingtoward
HUD’s Housing Choice Voucher (HCV) program, to allow the
program to cover all eligible households, would lift 2.5 million
children outof poverty and lead to a13% reduction in nationwide
poverty.1025 Preventing income-based discrimination in the
housing market by enhancing protections will also allow this
program to fully meet its potential.1026 In addition, bills like the
Delivering Essential Protection, Opportunity, and Security for
Tenants (DEPOSIT) Act sponsored by JEC Chairman Heinrich
would make sure that families with vouchers can afford upfront
move-in costs like security deposits and move-in fees.1027,1028

Ongoing pilot programs at HUD like the Community Choice
Demonstration program are exploring other ways to improve
housing and economic outcomes for families with vouchers.1029

Theseadditional policy changesandsupportiveserviceswill mean
that larger investments in thevoucher program gofurther in terms
of helping families access stableandaffordablehousing.
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Currently, policymakers depend on disparate private sources of
data for trends in housing rental and sales markets. Researchers
have recommended that HUD play a role in assembling housing
market metrics across these sources in order to better inform
policy interventions.1030 Providing more federal funding to HUD
in support of establishing centralized, comprehensive federal
reporting on housing market indicators would also create a free,
public one-stop-shopfor this information.

The Biden administration has taken significant steps to reduce
housingcosts andincreaseaffordability

Alongsidethestate and local efforts highlighted above, theBiden
administration has advanced efforts to alter current land use laws
and zoning regulations to ensure more Americans can afford a
home that promotes their economic and social well-being.1031

Specifically, the administration’s Housing Supply Action Plan
includesmultipleprogramsthat support housingconstruction.For
example, thePathways to Removing Obstacles to Housing (PRO
Housing) program provides a total of $85 million in grants to
localities that are taking steps to remove regulatory barriers for
affordable housing construction.1032 The Federal Housing
Administration (FHA) has also published a proposal to facilitate
ADU financing andHUD has announced policy changes that will
allow more, larger loansto qualify for theLIHTC program.1033

In addition, the ARP’s State and Local Fiscal Recovery Funds
(SLFRF) program has helped to stimulate affordable housing
constructionandsupport housingstability.1034 Between July 2022
and April 2023, state and local allocations towards housing
construction, preservation, and stability grew by 29%.1035 The
HOME program, which received $5 billion from the ARP to
support affordable housing construction, rental assistance, and
supportive housing services, is anticipated to increase affordable
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housing stock across the country by at least 20,000
units.1036,1037,1038

Building on prior work, President Biden’s budget further
advances efforts to increaseaffordablehousingsupply

President Biden’s budget seeks to address the needsof themoment
through both mandatory and discretionary spending on housing
that maintains fiscal responsibility.1039 In terms of discretionary
spending, the budget provides an increase of $2.5 billion in
fundingfor theHCV program. Amongother initiatives, thebudget
also provides additional funding for new Project-Based Rental
Assistance (PBRA) contracts, as well as a $37billion investment
in LIHTC.1040

President Biden’s proposal for mandatory spending on housing
through 2034 addresses challenges met by those who face the
greatest housing insecurity and ensures support for lasting
solutions. For example, it proposes $7.5 billion in mandatory
funding for a new PBRA program for extremely low-income
households.1041 This program would bring together public and
private capital to develop low-rent multifamily housing and
mixed-incomehousing.Thebudget also proposes aone-time$7.5
billion capital injection to help rehabilitate distressed public
housing.1042

In addition to these programs, the President has proposed
mandatory funding for housing voucher programs for extremely
low-income veteransand for youngpeople emerging from foster
care, assistance with downpayment for first-generation
homeowners, grants to assist localities in eviction prevention
efforts, emergency assistancespecifically for older adultswhorisk
homelessness, and grants that would directly help rehouse people
currently experiencing homelessness.1043 Moreover, thePresident
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is proposing $20 billion in mandatory funding towards the
Innovation Fund for Housing Expansion, incentivizing increased
uptake of land use and zoning reforms, as well as other state and
local efforts to expand the housing supply.1044 Through these
comprehensive efforts, the Biden administration’s proposals
would address the cost of housing for diverse populations, ages,
and incomegroupsacross thecountry.

States and localities across thecountry are working to reverse the
consequences of existing zoning restrictions and provide more
funding for affordable housing construction and maintenance.
Congress can support these efforts by funding land use reform
implementation, financing state and local efforts to build more
affordable housing, investing more federal funds in new
construction,andallocatingfundingtowardshousingneedsaslaid
out in the President’s budget.

The federal government is also well-positioned to help
municipalities share information and ideas on the best ways to
propose, pass, and implement zoning and land use reform as laid
outabove. Finally, theadministrationcouldconsider issuinganew
exampleof legislativelanguagethat statesand localitiescould use
to undotheexclusionary landusemodelscreated in the1920s, that
stand in theway of housingprogress. Throughsuch guidance, the
administration can facilitate initial steps towards a new era of
housingacross thecountry.

No one program or policy will resolve the nation’s housing crisis
onitsown. Coordinationbetween stateandlocal governmentsand
thefederal government can help ensurethearray of policiesaimed
at increasing the supply of affordable housing for all Americans
will besuccessful.
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VIEWS OF VICE CHAIRMAN DAVID SCHWEIKERT

In his letter transmitting the 2024 Economic Report of the
President to Congress (henceforth the Report), President Biden
declared that his economic agenda has brought “transformational
progress” by rebuilding the United States’ economy “from the
middle out and the bottom up” after the COVID-19 pandemic
wreaked havocon thenation.

ThePresident boasted that hewould cut thedeficit by $1 trillion,
signed into law theOrwellian-named InflationReductionAct, and
canceled hundredsof billionsof dollars in student loan debt.

But the economic reality facing the American people is
fundamentally different from what President Biden attempted to
present in theReport. All is not well with theU.S. economy, and
hardworking families are being left behind while future
generationsaresaddled with crushingdebt.

Since January 2021,thetotal national debt has increased by more
than $6.8trillion.Morethan 53percent of that debthasbeen added
since President Biden declared the COVID-19 pandemic over
duringaCBS News interview in September 2022.

We have borrowed nearly $100,000every second over the past
year. The national debt has increased by more than $1.4 trillion
this fiscal year, and total FY2024 net borrowing will likely be
between $2.2 and $2.5 trillion. The national debt will likely
surpass $35 trillion before theend of FY2024,and gross interest
spendingon thedebt is projected to exceed $1.1trillion.

To makematters worse, the2024Social Security Trustees Report
estimated that theOld-AgeandSurvivors Insurance(OASI) Trust
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Fund will become insolvent by FY2033,leading to an automatic
21 percent cut to retirement benefits. This would cause thesenior
poverty rate to more than double from 1.5percent to 3.3percent.
Millionsof seniorsarecountingonustosavetheir earned benefits.

The Biden Administration has turned a blind eye to the nation’s
debt crisis, injecting trillions in reckless spending that
turbocharged inflation to a four-decade high. As a result, wage
growth has not kept pace, and thepurchasing power of thedollar
has fallen by nearly 20 percent since President Biden took office.
It is crystal clear—hardworking Americans are feeling squeezed
and are struggling to provide for their families because of this
Administration’s impractical, demand-side economic policies.
According to the JEC Republicans State Inflation Tracker, to
maintain thesamestandard of livingthey had in January 2021,the
typical householdneedstospendan additional $1,000each month.
This will bethefirst generation to bepoorer than their parents.

TheU.S. CongressJoint Economic Committeeplaysapivotal role
each year in responding to theEconomic Report of thePresident.
The Biden Administration’s policy choices outlined in the Report
have obstructed economic growth, exacerbated inflation, and
driven up interest costs on the debt, exacerbating the nation’s debt
crisis.

The Republican section of the 2024 Joint Economic Report
(henceforth the Response) delivers its findings and
recommendationsin five chapters.

Chapter 1 (“Failures in Economic Policy”) reviews the nation’s
fiscal problems and dissects the Biden Administration’s policy
choices over the past year, which have propelled deficit growth
and caused inflation to persist well past its peak in 2022. The
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FY2023deficit was $1.7 trillion—the third highest on record—
despite COVID-19 being in the rearview mirror. These higher
annual deficits are projected to continueover thenext decadeand
bringthepublicly held debt-to-GDPratio from99percent in 2024
to 116 percent by 2034. This deficit growth can largely be
attributed to risinginterest costsonthedebt astheFederal Reserve
continues to hold interest rates steady between 5.25 and 5.50
percent—thehighest in two decades—because of thedifficulty in
taming inflation.

Chapter 2 (“Demographics and the Deficit”) explores the rapidly
changing demographics of the United States as more Americans
retire and begin receiving Social Security and Medicare benefits.
Since2021,thecombined OASI and DI Trust Fund reserves have
begunto decreasebecausethebenefitspaid outexceed theincome
received from payroll taxes. In fact, the proportion of the
population aged 65 and older has more than doubled from 6.8
percent in 1940 to 17.3 percent in 2022. This Chapter aims to
address the trust fund depletion by encouraging policies that
address demographic trends, like removing barriers to family
formation, rejuvenating prime-age labor force participation, and
attracting high-skilled immigration to increase economic growth
andputour retirement programs on asustainable fiscal path.

Chapter 3 (“Tax Increases Harm Growth”) explains that President
Biden’s tax proposals would be detrimental to the U.S. economy
and constitute a harmful strategy for balancing the long-run
Federal budget. The President has repeatedly targeted wealthy
individuals and corporations to raise revenue to solve the nation’s
pressing fiscal problems. This Chapter presents compelling
arguments against the Left’s “tax the rich” approach by proving
that such large tax increases would severely hamper economic
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growth and exacerbate America’s fiscal crisis while raising only a
fractionof thetax receipts necessary.

Chapter 4 (“Reaching Fiscal Solutions Through Healthcare
Innovation”) builds off our findingsin the2023Response which
concluded that obesity and obesity-related diseases caused an
average of $5,155in excess medical costs per person who suffers
fromobesity, amounting to $520billion in total excess healthcare
costs in 2023 alone. After updating our projections, we now
estimate that obesity will result in $8.2 to $9.1 trillion in excess
medical expenditures over thenext ten years. I have longargued
one of the most moral things we can do as a society is to curb
obesity through healthcare innovation. By making our fellow
Americans healthier, we can vastly improve their quality of life,
and, in turn, help solve the nation’s fiscal challenges so that future
generationsarenot left behind.

Chapter 5 (“The Role of Artificial Intelligence in Governance”)
analyzes the potential benefits to governance, economic growth,
and our fiscal situation that one of the most revolutionary
technological innovationsof our generation,artificial intelligence
(AI), can have. AI will increase labor productivity, raising output
and boosting economic growth. Its integration into government
administration will minimize waste and improve the
responsiveness andefficiency of government services, which will
reduce outlays without necessitating legislative changes. Finally,
AI can beused to quickly analyze regulatory text, improving the
efficacy of existing proposals for smart regulatory review—
further accelerating economic growth. The potential for both
faster, sustained economic growth and a reduction in outlays will
help stabilize thedebt-to-GDP ratio anddramatically improvethe
nation’s fiscal trajectory.
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America’s fiscal health is at a critical juncture. The dramatic rise
in America'snational debt isacrisis that can nolonger beignored.
Thechallengebeforeusisneither Republican norDemocrat—it is
our moral obligation to ensure American families are not left
behind. Our economic future hangs in the balance, and my
brothers andsisters in Congress hold thekeys to determinewhich
path we choose. We can either behave like adults and choose the
path of fiscal responsibility or continue our partisan
gamesmanship that will put the American dream further out of
reach for futuregenerations.

It does notmatter what party onebelongsto, weshould all want a
healthier population,strongandsecuresocial safety net programs,
anda robust and flourishingeconomy.

Our time to act is now.
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CHAPTER 1: FAILURES IN ECONOMIC POLICY

The Fiscal Problem

According to the Congressional Budget Office (CBO), the
FY2023deficit was $1.7trillion, thethird highest level on record,
only surpassed in FY2020 and FY2021,which were excessively
large due to the significant fiscal stimulus in response to the
COVID-19pandemic. Thiswasover two timestheaverageannual
deficit between FY2013andFY2019andten timeshigher than the
average annual deficit between FY2000 and FY2007, the two
other typical macroeconomic periodsof this century.1

Thislevel of deficit spendingduringatimeof peaceandeconomic
expansion is unprecedented and is not expected to slow soon.
Annual deficits are expected to accelerate considerably over the
next ten years, surpassing $2.5 trillion in FY2034, according to
CBO.2 Persistent deficits are projected to raise the debt-to-GDP
ratio from99percent in 2024to 116percent by 2034.Whilemuch
of the recent debate has focused on discretionary spending,
mandatory programs account for a larger share of total spending.
Social Security, Medicare, andMedicaid accounted for 48percent
of total government spending in FY2023.3 Overall nominal

1 Congressional Budget Office (CBO), The Budget and Economic Outlook:
2024 to 2034 (February 2024): Table 1,
https://www.cbo.gov/system/files/2024-02/51134-2024-02-
Historical-Budget-Data.xlsx.

2 CBO, The Budget and Economic Outlook: 2024 to 2034 (February 2024):
Table 1-1, https://www.cbo.gov/system/files/2024-02/51118-2024-
02-Budget-Projections.xlsx.

3 In FY2023, Social Security outlays were $1,348 billion, Medicare outlays
were $1,009 billion, Medicaid outlays were $616 billion, and total
outlays were $6,135 billion: ($1,348 + $1,009 + $616) / ($6,135) *
100 = 48%. CBO, The Budget and Economic Outlook: 2024 to 2034,
Table 1-4 & Table 1-1, https://www.cbo.gov/system/files/2024-
02/51118-2024-02-Budget-Projections.xlsx.
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spending has risen 184 percent over the past 20 years, and in
FY2023, receipts (government revenue) only accounted for 72
percent of total government outlays.4 These trends are only
exacerbated by demographic headwinds, as discussed in Chapter
2 of this Response.

Furthermore, rising interest costsonthedebt arepropellingdeficit
growth. The decline in real interest rates over the past several
decades, which brought the average nominal interest rate on the
debt to levelsat or below 2.5percent between 2010 and2022,has
reversed.5 In response to the spike in inflation observed in 2021
and 2022,theFederal Reserve raised interest rates. Theresult has
been an increase in interest costs, with net interest payments on
thedebt nearly doubling over thepast three fiscal years, growing
from$352billion in FY2021to $658billion in FY2023.6 Because
of therise in interest ratesandthegrowingdebt, by theendof this

4 In FY2003 outlays were $2,159,899 million, and in FY2023 outlays were
$6,134,507 million. Office of Management and Budget, “Table 1.1 –
Summary of Receipts, Outlays, and Surpluses or Deficits: 1789-
2029,” Historical Tables, March 2024,
https://www.whitehouse.gov/wp-
content/uploads/2024/03/hist01z1_fy2025.xlsx; U.S. Department of
the Treasury, “Monthly Treasury Statement,” (September 2023),
https://www.fiscal.treasury.gov/files/reports-
statements/mts/mts0923.pdf; CBO, The Budget and Economic
Outlook, Table 1-1; in FY2023, revenues were $4,439 billion and
outlays were $6,135 billion: ($4,439 / $6,135) * 100 = 72%; CBO,
The Budget and Economic Outlook: 2024 to 2034, Table 1-1.

5 Kenneth S. Rogoff, Barbara Rossi and Paul Schmelzing, “Long-Run Trends
in Long-Maturity Real Rates 1311-2021,” NBER Working Paper no.
30475 (September 2022), https://doi.org/10.3386/w30475; U.S.
Department of the Treasury, “Average Interest Rates on U.S.
Treasury Securities,” FiscalData,
https://fiscaldata.treasury.gov/datasets/average-interest-rates-
treasury-securities/average-interest-rates-on-u-s-treasury-securities.

6 OMB, “Table 6.1 – Composition of Outlays: 1940-2029,” Historical Tables,
March 2024, https://www.whitehouse.gov/wp-
content/uploads/2024/03/hist06z1_fy2025.xlsx.
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fiscal year net interest costs as a share of outlays will have more
than doubled since 2017, growing to be larger than the defense
budget.7 By FY2026,net interest paymentsareexpected to exceed
$1 trillion.8 Gross interest payments will surpass $1 trillion this
fiscal year.9 A series of poorTreasury auctionsover thepast year
following an acceleration in the number of securities being
auctioned haveraised concernsthat demandfor Treasuriesmay be
waning.10 Declines in demandcould driveup interest costs further
andexacerbateour fiscal crisis.

7 CBO, Historical Budget Data, February 2024, Table 3, Outlays,
https://www.cbo.gov/system/files/2024-02/51134-2024-02-
Historical-Budget-Data.xlsx; CBO, Budget and Economic Outlook:
2024 to 2034 (February 2024): Table 1-1,
https://www.cbo.gov/system/files/2024-02/51118-2024-02-Budget-
Projections.xlsx.

8 In FY2026, CBO projects that net interest will be $1,005 billion. CBO, The
Budget and Economic Outlook: 2024 to 2034 By the Numbers.

9 Bureau of the Fiscal Service, Monthly Treasury Statement (U.S. Department
of the Treasury, April 2024), Table 3,
https://www.fiscal.treasury.gov/files/reports-
statements/mts/mts0424.xlsx.

10 Karishma Vanjani, “30-Year Treasuries Had an Ugly Auction. What’s
Behind the Weak Demand,” Barron’s, October 12, 2023,
https://www.barrons.com/articles/treasuries-weakness-demand-
a2bec374.
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Framework to Bring Balance to the Fiscal Problem

Proposed in Chapter 2 of the2023Responsewas a framework for
U.S. debt stabilization. This framework draws on Olivier
Blanchard’s 2019 presidential address to the American Economic
Association and considers the relationship between three
macroeconomic variables presented below:11

1) the inflation-adjusted growth rate of the U.S. economy
(“g”);

2) the inflation-adjusted interest rate on U.S. Federal debt
(“r”); and

3) the primary deficit of the U.S. Federal government (“p”).

11 Olivier Blanchard, “Public Debt and Low Interest Rates,” American
Economic Review 109, no. 4 (2019): 1197-1229,
https://www.aeaweb.org/articles?id=10.1257/aer.109.4.1197.
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As a simplifying assumption, assume that r and g are constants,
equal to their long-runaverages. Wheret denotes time, thegrowth
of thedebt-to-GDP ratio is given as follows.
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Effectively, Blanchard’s model proposes that, so long as real
interest rates remain below the growth rate of the economy and
deficits are sufficiently small, theU.S. can stabilize debt-to-GDP
growth.Consideringtheincreasein interest ratesandtheprojected
size of deficits, debt stabilization has become more precarious.
While current CBO projectionsof inflation-adjusted interest rates
remain smaller than the forecasted real growth rate of the
economy, thegap has shrunk by 0.6percentage points since prior
to the COVID-19 pandemic and has even shrunk from 0.5
percentage points to 0.3 percentage points since last year’s
Response.12 Given these circumstances, it is now even more
pressing to grow theeconomy and reduce theprimary deficit.

12 Note: Assuming a 2 percent long-run inflation target. CBO, The Budget and
Economic Outlook, Table 3 in Economic Projections,
https://www.cbo.gov/system/files/2024-02/51135-2024-02-
Economic-Projections.xlsx; CBO, The Budget and Economic
Outlook: 2024 to 2034, Table 1-3; CBO, The Budget and Economic
Outlook: 2020 to 2030 (January 2020): Table 1-2,
https://www.cbo.gov/system/files/2020-01/51118-2020-01-
budgetprojections_0.xlsx; CBO, The Budget and Economic Outlook:
2020 to 2030, Table 3 in Economic Projections,
https://www.cbo.gov/system/files/2020-01/51135-2020-01-
economicprojections_0.xlsx; Joint Economic Committee (JEC)
Republicans, Republican Response to the Economic Report of the
President (U.S. Congress Joint Economic Committee, 2023): 192,
https://sen.gov/LVQYY.
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Box 1-1: Debt Threshold

Research suggests that ahighdebt-to-GDPratio hampers long-run
economic growth through a variety of channels. These includean
erosion of consumer confidence, increased interest rates, and
crowding out of private investment.13 Specifically, the CBO
estimates that every additional dollar the Federal government
borrows results in a 33 percent reduction in private investment,
slowing economic growth.14 The cornerstonestudy on the effect
of the debt-to-GDP ratio on economic growth is by Carmen
Reinhart and Kenneth Rogoff. By estimating average cross-
country growth ratesacrosstime, they findthat debt-to-GDPratios
above 90 percent correspond with an approximately 50 percent
reduction in economic growth compared to countrieswith debt-to-
GDP ratios between 60 and 90 percent.15 Other research largely
supports the premise that economic growth is slowed by higher
debt-to-GDP ratios and that there exists a threshold around 90

13 Committee for a Responsible Federal Budget, “CBO Outlines Negative
Implications of High & Rising National Debt,” August 17, 2023,
https://www.crfb.org/blogs/cbo-outlines-negative-implications-high-
rising-national-debt.

14 Committee for a Responsible Federal Budget, “CBO’s Alternative Long-
Term Budget Projections.”; Mark J. Warshawsky and John Mantus,
“An Expanded and Updated Analysis of the Federal Debt’s Effect on
Interest Rates,” American Enterprise Institute, September 22, 2022,
https://www.aei.org/research-products/report/an-expanded-and-
updated-analysis-of-the-federal-debts-effect-on-interest-rates/;
Committee for a Responsible Federal Budget, “CBO’s Alternative
Long-Term Budget Projections,” July 25, 2023,
https://www.crfb.org/blogs/cbos-alternative-long-term-budget-
projections.

15 Carmen M. Reinhart and Kenneth S. Rogoff, “Growth in a Time of Debt,”
American Economic Review 100, no. 2 (2010): 573–78.
doi:10.1257/aer.100.2.573.
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percent abovewhich theimpact ongrowth ismagnified.16 Because
the U.S. is the global reserve currency this may not apply in
exactly the same way as in other countries, however, the point
standsthat higher debt profiles slow economic growth.

As thedebt grows, interest costs to service thedebt also rise. The
debt growseven faster so longasdeficits remain static or increase.
Depressed economic growth under these circumstances
accelerates the growth of the debt-to-GDP ratio, further slowing
growth and worsening the fiscal situation.Unaddressed, a vicious
cyclecan arise that raises thethreat of adebt crisis.

The Biden Administration’s policy choices over the past year—
andsince thebeginningof theterm—havediverged fromthegoal
of growing the economy while minimizing debt and deficit
growth. Instead of enactingpoliciesthat reduceregulatory burdens
and encourage private-sector-fueled growth and investment, the
Biden Administration has prioritized government-led, demand-
side, spend-and-regulatepoliciesakin to thosein centrally planned
economies. This Chapter reviews the Administration’s economic
policy actionsandpriorities.

Responding to the Biden Administration’s Policy Framework

TheBiden Administration hasspent moreasashareof GDPin the
first three years of theterm than any other three-year periodsince
World War II (excluding the bipartisan response to the COVID-
19 pandemic in 2020).17 From the nearly $2 trillion American
Rescue Plan (ARP), a partisan fiscal stimulus package which
passed in March 2021, to the Inflation Reduction Act (IRA),

16 Jack Salmon, “The Impact of Public Debt on Economic Growth,” Cato
Institute, 2021, https://www.cato.org/cato-journal/fall-2021/impact-
public-debt-economic-growth.

17 OMB, “Summary of Receipts,” Table 1-1.
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estimated to cost between $700billion and $1.2 trillion, and the
$1.2 trillion Infrastructure Investment and Jobs Act (IIJA), the
Biden Administration has built a demand-side-dominant
economic policy regime.18

Keynesian economic theory suggests that a rise in outlays creates
a fiscal multiplier effect, whereby government spending can bea
substitute for private spending in times of crisis—such as the
COVID-19 pandemic or the2007–2008financial crisis—and the
resulting increase in consumption drives employment, creating
compounding positive effects. The Biden Administration’s
economic policy framework appears to rest on this theory. While
research tendsto find substantially smaller effects than would be
suggested by Keynes, government spending in theshort run does

18 In March 2023, researchers at Brookings estimated the IRA’s fiscal cost to
be $780 billion through 2031, and Goldman Sachs estimated $1.2
trillion. In April, University of Pennsylvania researchers estimated
just over $1 trillion from 2023 to 2032. The White House, “Building
a Clean Energy Economy: A Guidebook to the Inflation Reduction
Act’s Investments in Clean Energy and Climate Action,” version 2
(January 2023), https://www.whitehouse.gov/wp-
content/uploads/2022/12/Inflation-Reduction-Act-Guidebook.pdf;
John Bistline, Neil R. Mehrotra, and Catherine Wolfram, “Economic
implications of the climate provisions of the Inflation Reduction
Act,” Brookings Institution, March 29, 2023,
https://www.brookings.edu/articles/economic-implications-of-the-
climate-provisions-of-the-inflation-reduction-act/; Pipeline and
Hazardous Materials Safety Administration, “Bipartisan
Infrastructure Law (BIL) / Infrastructure Investment and Jobs Act
(IIJA),” U.S. Department of Transportation,
https://www.phmsa.dot.gov/legislative-mandates/bipartisan-
infrastructure-law-bil-infrastructure-investment-and-jobs-act-iija;
Michele Della Vigna, Yulia Bocharnikova, Brian Lee, and Neil
Mehta, Carbonomics: The third American energy revolution,
Goldman Sachs (March 2023),
https://www.goldmansachs.com/intelligence/pages/gs-
research/carbonomics-the-third-american-energy-
revolution/report.pdf.
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in fact lead to an increase in output.19 Thus, the growth and
tightening of the labor market following the pandemic was
accelerated by the vast fiscal stimulus. As of April 2024, there
havebeen 27straightmonthswith an unemployment ratebelow 4
percent, and quarterly real economic growth since January 2021
has averaged 3.0 percent.20 Themagnitudeof fiscal support was
questioned at the outset by prominent economists affiliated with
former Democratic presidential administrations, including
Lawerence Summers and Jason Furman, and time has shown that
the record deficit spending came with a significant cost—the
highest inflation in 40years.21

As concluded in Chapter 1 of the 2023Response, thesubstantial
fiscal spending, aided by expansionary monetary policy,
contributed to theincreasein thepricelevel that hasbeen observed
since President Biden took office, with year-over-year CPI
inflation peaking at 9.1percent in June2022and cumulative CPI
inflation reaching 19.9 percent as of April 2024.22 Research

19 Veronique de Rugy and Garett Jones, “Keynesian Stimulus: A Virtuous
Semicircle?”, Mercatus Center Working Paper (June 2, 2021),
https://www.mercatus.org/research/policy-briefs/keynesian-stimulus-
virtuous-semicircle.

20 U.S. Bureau of Economic Analysis, “Real Gross Domestic Product
[GDPC1],” retrieved from FRED, Federal Reserve Bank of St. Louis,
https://fred.stlouisfed.org/series/GDPC1.

21 Lawrence H. Summers, “The inflation risk is real,” Larry Summers blog,
May 24, 2021, https://larrysummers.com/2021/05/24/the-inflation-
risk-is-real/; Nancy Cook, “Obama, Biden Economists in Conflict on
Inflation Jump, Spending,” Bloomberg, May 12, 2021,
https://www.bloomberg.com/news/articles/2021-05-12/obama-biden-
economists-in-conflict-on-inflation-jump-spending; U.S. Bureau of
Labor Statistics (BLS), “Consumer Price Index for All Urban
Consumers: All Items in U.S. City Average [CPIAUCSL],” retrieved
from FRED, Federal Reserve Bank of St. Louis,
https://fred.stlouisfed.org/series/CPIAUCSL.

22 U.S. Bureau of Labor Statistics (BLS), “Consumer Price Index for All
Urban Consumers: All Items in U.S. City Average [CPIAUCNS],”
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suggests that theARP aloneadded 2.5 to 3.0percentagepoints to
U.S. inflation in 2021 and likely also exacerbated inflationary
pressures in 2022and2023 (see Figure1-2).23

retrieved from FRED, Federal Reserve Bank of St. Louis,
https://fred.stlouisfed.org/series/CPIAUCNS; Julian di Giovanni,
Ṣebnem Kalemli-Özcan, Alvaro Silva and Muhammed A. Yildirim,
“Quantifying the Inflationary Impact of Fiscal Stimulus Under
Supply Constraints,” NBER Working Paper no. 30892 (January
2023), https://doi.org/10.3386/w30892; François de Soyres, Ana
Maria Santacreu, and Henry Young, “Fiscal policy and excess
inflation during Covid-19: a cross-country view,” FEDS Notes
(Board of Governors of the Federal Reserve System, 2022),
https://doi.org/10.17016/2380-7172.3083; JEC Republicans,
Response, 173.

23 François de Soyres, Ana Maria Santacreu, and Henry Young, “Demand-
Supply imbalance during the Covid-19 pandemic: The role of fiscal
policy,” International Finance Discussion Papers 1353 (Board of
Governors of the Federal Reserve System, 2022),
https://doi.org/10.17016/IFDP.2022.1353; Òscar Jordà, Celeste Liu,
Fernanda Nechio, and Fabián Rivera-Reyes, “Why is U.S. Inflation
Higher than in Other Countries?” Federal Reserve Bank of San
Francisco Economic Letter, March 28, 2022,
https://www.frbsf.org/wp-content/uploads/el2022-07.pdf; Michael R.
Strain, “Yes, the Biden Stimulus Made Inflation Worse,” National
Review, February 10, 2022,
https://www.nationalreview.com/corner/yes-thebiden-stimulus-made-
inflation-worse/.
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Theremaining share of inflation in 2021was likely dueto supply
chain pressures that arose fromthereopeningof theeconomy.24 If
not for the Biden Administration beginning one of the largest
regulatory expansions in history, which limited supply in theface
of a fiscal surge, inflationwould likely havebeen less severe, and
someof theinflationary pressures may haveabated morequickly.
Since January 2021,a total of over $1.6trillion in regulatory cost
has been added.25 As explained further in Chapter 5 of the
Response, regulations, while warranted to an extent, impose
compliance and administrative costs that reduce capital
investment and innovation, total employment, and economic

24 Zheng Liu and Thuy Lan Nguyen, “Global Supply Chain Pressures and U.S.
Inflation” Federal Reserve Bank of San Francisco Economic Letter,
June 20, 2022, https://www.frbsf.org/wp-content/uploads/el2023-
14.pdf.

25 Dan Goldbeck, “May Closes With a Whimper,” American Action Forum,
June 3, 2024, https://www.americanactionforum.org/week-in-
regulation/may-closes-with-a-whimper/.
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dynamism.26 Regulatory accumulation can also raise consumer
prices and exacerbate inflationary pressures.27

In response to the inflation fueled in part by the Biden
Administration’s policies, the Federal Reserve began the most
aggressive rate hiking cycle since the late 1970s.28 Increasing
interest rates raise the cost of borrowing and put downward
pressure on current demand.29 The impact has been widespread,
from higher mortgage payments to larger interest costs for the

26 Michael Mandel and Diana G. Carew, “Regulatory Improvement
Commission: A Politically-Viable Approach to U.S. Regulatory
Reform,” Progressive Policy Institute Policy Memo, May 2013,
https://www.progressivepolicy.org/wp-
content/uploads/2013/05/05.2013-Mandel-Carew_Regulatory-
Improvement-Commission_A-Politically-Viable-Approach-to-US-
Regulatory-Reform.pdf; Dustin Chambers, Patrick McLaughlin, and
Tyler Richards, “Regulation, Entrepreneurship, and Firm Size,”
Mercatus Center Working Paper (April 26, 2018),
https://www.mercatus.org/research/working-papers/regulation-
entrepreneurship-and-firm-size; James Bailey and Diana Thomas,
“Regulating Away Competition: The Effect of Regulation on
Entrepreneurship and Employment,” Mercatus Center Working Paper
(September 9, 2015),
https://www.mercatus.org/students/research/journal-
articles/regulating-away-competition-effect-regulation-
entrepreneurship.

27 Dustin Chambers and Courtney A. Collins, “How Do Federal Regulations
Affect Consumer Prices? An Analysis of the Regressive Effects of
Regulation,” Mercatus Center Working Paper (February 23, 2016),
https://www.mercatus.org/research/working-papers/how-do-federal-
regulations-affect-consumer-prices-analysis-regressive.

28 Board of Governors of the Federal Reserve System, “Federal Funds
Effective Rate [FEDFUNDS],” retrieved from FRED, Federal
Reserve Bank of St. Louis,
https://fred.stlouisfed.org/series/FEDFUNDS.

29 Thorvaldur Gylfason, “Interest Rates, Inflation, and the Aggregate
Consumption Function,” The Review of Economics and Statistics 63,
no. 2 (1981), 233-45, https://doi.org/10.2307/1924094.
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Federal government. Inflation has since moderated but remains
well above the Federal Reserve’s long-run target.30

The Report notes supply-side reforms. However, the
Administration’s economic policy consists almost exclusively of
demand-side, resource-allocation-distorting inflationary
proposals, with limited supply-side policies.31 When the
Administration does propose supply-side reforms, they are often
temporary or reactive. The temporary reduction in hourly
restrictionsfor truck drivers illustrates this. To addresspandemic-
era supply chain issues and alleviate inflationary pressure, the
Biden Administration temporarily eased driving hour restrictions
on truck drivers.32 TheAdministration could have instead sought
to eliminate or greatly loosen these restrictions permanently to
lower transport prices over thelongterm and make markets more
responsive to fluctuations, but it instead soughtonly a temporary
fix to mitigate theshort-term effects.

30 BLS, “Consumer Price Index for All Urban Consumers: All Items in U.S.
City Average [CPIAUCNS].”

31 Council of Economic Advisers (CEA), Economic Report of the President
(The White House, 2024): 167, https://www.whitehouse.gov/wp-
content/uploads/2024/03/ERP-2024.pdf; CEA, Economic Report of
the President, 234.

32 Federal Motor Carrier Safety Administration, “Extension of the Modified
Emergency Declaration 2020-002 Under 49 CFR § 390.25,” U.S.
Department of Transportation, November 29, 2021,
https://www.fmcsa.dot.gov/emergency/extension-modified-
emergency-declaration-2020-002-under-49-cfr-ss-39025-november-
29-2021; The White House, “Remarks by President Biden on the
Nation’s Supply Chains,” December 1, 2021,
https://www.whitehouse.gov/briefing-room/statements-
releases/2021/12/01/remarks-by-president-biden-on-the-nations-
supply-chains/.



270

Box 1-I.B³d¿n Adm³n³sttat³on’s O³l and Gas Pol³cy

The Administration’s policy on oil and gas production too speaks
to its reactive supply-side policy framework. From theoutset, its
rhetoric and regulatory actionscreated policy uncertainty, likely
raising costs for oil and gas production and refining firms. From
issuinganExecutiveOrder that revoked theKeystoneXL pipeline,
to pausing leases on Federal lands and offshore waters, to the
implementation of a costly methane rule and reversing a Trump
Administration Executive Order aimed at accelerating energy
infrastructure projects, the Biden Administration has taken an
oppositional stance to the oil and gas industry.33 Then, as oil and
gasprices rose in late2021,surpassing$100per barrel and$5per
gallon by the summer of 2022,respectively, instead of reversing
course and reducing regulatory restrictions, President Biden
authorized several releases from theStrategic Petroleum Reserve
(SPR) in an ill-fated attempt to temporarily lower gas prices.34

Research suggests that the 2022 unprecedentedly large SPR

33 JEC Republicans, “Supply and Demand Set Gas Prices, Not Corporate
Greed,” July 26, 2022,
https://www.jec.senate.gov/public/_cache/files/fa3599ea-b1cc-4edf-
805d-bd7c1a092210/supply-and-demand-set-gas-prices-not-
corporate-greed.pdf.

34 The White House, “President Biden Announces Release from the Strategic
Petroleum Reserve As Part of Ongoing Efforts to Lower Prices and
Address Lack of Supply Around the World,” Press Release,
November 23, 2021, https://www.whitehouse.gov/briefing-
room/statements-releases/2021/11/23/president-biden-announces-
release-from-the-strategic-petroleum-reserve-as-part-of-ongoing-
efforts-to-lower-prices-and-address-lack-of-supply-around-the-
world/; U.S. Energy Information Administration (EIA), “Crude Oil
Prices: West Texas Intermediate (WTI) - Cushing, Oklahoma
[DCOILWTICO],” retrieved from FRED, Federal Reserve Bank of
St. Louis, https://fred.stlouisfed.org/series/DCOILWTICO; EIA, “US
Regular All Formulations Gas Price [GASREGW],” retrieved from
FRED, Federal Reserve Bank of St. Louis,
https://fred.stlouisfed.org/series/GASREGW.
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drawdowns did not have a statistically significant impact on
loweringprices.35

As evidenced, the Biden Administration has pursued a policy of
fiscal excess and regulatory glut, while failing to pursueadequate
supply-side solutions. Not coincidentally, inflation remains far
above the Federal Reserve’s target, notwithstanding notable
interest rate hikes, and consumer sentiment remains below pre-
pandemic levels.

LaborMarket Policy

The Biden Administration—in large part due to its inflation-
fuelingfiscal excess—hasoverseen astronglabormarket recovery
from the pandemic. Over the past year, the labor market has
remained robust, continuing the post-pandemic job trend that
began in thepreviousAdministration. In thefaceof rising interest
rates intended to rein in inflation, there are now indications that
thejob market may becooling.36 Figure 1-3 displays themonthly
nonfarm payroll jobsadded each month aswell asthethree-month
rolling average. Strong jobsnumbers from January 2021through
mid-2022 have moderated, but overall job growth has been
consistent over thepast four years.

35 EIA, “Weekly U.S. Ending Stocks of Crude Oil in SPR,”
https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=WC
SSTUS1&f=W; Noha Razek, Valentina Galvani, Surya Rajan, and
Brian McQuinn, “Can U.S. strategic petroleum reserves calm a tight
market exacerbated by the Russia–Ukraine conflict?”, Resources
Policy 86, Part B (2023),
https://doi.org/10.1016/j.resourpol.2023.104062.

36 BLS, “Unemployment rate inches up during 2023, labor force participation
rises,” Monthly Labor Review, May 2024,
https://www.bls.gov/opub/mlr/2024/article/unemployment-rate-
inches-up-during-2023-labor-force-participation-rises.htm.
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Despitestronggrowth,many Americansremained onthesidelines
for far too longafter thepandemic. It tookuntil February 2023for
prime-aged labor force participation to return to pre-pandemic
highs.37 The overall labor force participation rate has not
recovered to pre-pandemic levels.38 This slow recovery likely put
upward pressure on inflation and depressed thepace of thepost-
pandemic economic rebound.

Asexpressed in Chapter 1 of theReport, theBiden Administration
is particularly attentive to theconcept of hysteresis, or thecost of
notbeingat full employment to thesupply sideof theeconomy. If

37 BLS, “Labor Force Participation Rate - 25-54 Yrs. [LNS11300060],”
retrieved from FRED, Federal Reserve Bank of St. Louis,
https://fred.stlouisfed.org/series/LNS11300060.

38 BLS, “Labor Force Participation Rate [CIVPART],” retrieved from FRED,
Federal Reserve Bank of St. Louis;
https://fred.stlouisfed.org/series/CIVPART.
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workersremain onthesidelines, they risk sacrificingproductivity-
enhancing experience that is associated with remaining gainfully
employed. This can reduce overall productivity, negatively
impacting thegrowth rate of the economy.39 Unfortunately, their
policy choices following the pandemic did not align with this
concern and instead depressed the labor recovery. While the
economy had largely recuperated from thepandemic recessionby
early 2021, the Biden Administration passed the ARP, which
included an extension to the emergency unemployment benefits
originally implemented in the Coronavirus Aid, Relief, and
Economic Security (CARES) Act, passed in the depths of the
COVID-19 recession in March 2020.40 Research suggests that
such policiesdepressed employment by keepingpotential workers
on the sidelines, hampering the recovery and potentially
contributing unnecessarily to inflation.41 Similarly, the Biden
Administrationproposedachangeto theChild Tax Credit that was
estimated to result in 1.5 million fewer workers in the labor
force.42 Furthermore, at the onset of the pandemic, work

39 CEA, Economic Report of the President, 48.
40 Coronavirus Aid, Relief, and Economic Security Act, S. 3548, 116th Cong.

(2020); The White House, “American Rescue Plan,”
https://www.whitehouse.gov/american-rescue-plan/.

41 Bill Dupor, Iris Arbogast, “Employment Effects of Pandemic Emergency
Unemployment Benefits: Incentives Matter,” Federal Reserve Bank
of St. Louis, August 4, 2022,
https://www.stlouisfed.org/publications/regional-
economist/2022/aug/employment-effects-pandemic-emergency-
unemployment-benefits; Ben Bernanke and Olivier Blanchard,
“What caused the US pandemic-era inflation?”, Hutchins Center on
Fiscal & Monetary Policy Working Paper (June 2023),
https://fondazionecerm.it/wp-content/uploads/2023/09/What-caused-
the-US-pandemic-era-inflation-.pdf.

42 Kevin Corinth, Bruce Meyer, Matthew Stadnicki, and Derek Wu, “The Anti-
Poverty, Targeting, and Labor Supply Effects of the Proposed Child
Tax Credit Expansion,” University of Chicago Becker Friedman
Institute for Economics Working Paper no. 2021-115 (October 2021),
https://doi.org/10.2139/ssrn.3938983.
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requirements for theSupplemental Nutrition Assistance Program
(SNAP)—which mandate that non-disabled recipients without
children must work or volunteer 80 hours per month to receive
benefits—were waived. The Administration did not reinstate the
work requirements until May 2023, almost two years after the
unemployment rate fell below 5 percent, likely keeping many
workers disengaged fromthelabor force.43

Instead of pursuing policies that discourage work, the
Administration should pursuetheproposals set forth in Chapter 5
of last year’s Response. These include occupational licensing
reform, tax reform to allow for expensing of worker training,and
allowing greater flexibility for independent and contract workers.
These would increase both thesupply and productivity of labor.44

Theresult would bea faster growing economy with more, higher
productivity workers which would improvethefiscal situation.

HousingPolicy

Housing affordability has diminished because of the Biden
Administration’s policies. The excess fiscal stimulus it enacted led
to elevated inflation, to which theFederal Reserve responded by
raising theFederal FundsRate from 0.0–0.25percent to 5.25–5.5
percent since March 2022. This increase in interest rates
contributed to pushingmortgagerates up from less than 3 percent
in early 2021to approximately 7 percent asof May 2024,reducing

43 Kevin Corinth, “It’s Time to Link Work and Food Stamps Again,” Deseret
News, February 17, 2023,
https://www.deseret.com/2023/2/17/23598056/food-stamps-work-
requirements-worker-shortage/; BLS, “Unemployment Rate
[UNRATE],” retrieved from FRED, Federal Reserve Bank of St.
Louis, https://fred.stlouisfed.org/series/UNRATE.

44 JEC Republicans, Response, 93-114.
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housing affordability.45 It is estimated that theaveragehousehold
in theUnited States must spend $227more per month on shelter
costs than they did in January 2021.46 Because this calculation
includes rented housing, and rent prices are not as sensitive to
interest rate fluctuations, this amount is much lower than the
additional costs new homebuyers face. New homebuyers face the
highest monthly mortgagepayments in over 30years.

45 Natalie Newton and James Vickery, “The Pandemic Mortgage Boom,”
Federal Reserve Bank of Philadelphia, 2022,
https://www.philadelphiafed.org/-
/media/frbp/assets/economy/articles/economic-insights/2022/q3-
q4/eiq3q422-the-pandemic-mortgage-boom.pdf; Eric Milstein and
David Wessel, “What did the Fed do in response to the COVID-19
crisis?,” Brookings, January 2, 2024,
https://www.brookings.edu/articles/fed-response-to-covid19/; Freddie
Mac, “30-Year Fixed Rate Mortgage Average in the United States
[MORTGAGE30US],” retrieved from FRED, Federal Reserve Bank
of St. Louis, https://fred.stlouisfed.org/series/MORTGAGE30US;
Board of Governors of the Federal Reserve System, “Federal Funds
Effective Rate [FEDFUNDS].”

46 JEC Republicans, “JEC Republicans State Inflation Tracker,”
https://www.jec.senate.gov/public/index.cfm/republicans/state-
inflation-tracker.
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While the Biden Administration’s policies have contributed to
risinghousingunaffordability, its proposals to lower prices fail to
address the root of the problem—supply—and may instead
exacerbate it. It is estimated that regulation accounts for nearly a
quarter of thecost of anew single-family home.47 For multi-family
units like apartment buildingsand condominiums, regulationsare
estimated to accountfor 40.6percent of development costs.48 The
proposals cited in theReport are largely demand-sideand include

47 Paul Emrath, “Government Regulation in the Price of a New Home: 2021,”
National Association of Home Builders, May 5, 2021,
https://www.nahb.org/-/media/NAHB/news-and-
economics/docs/housing-economics-plus/special-
studies/2021/special-study-government-regulation-in-the-price-of-a-
new-home-may-2021.pdf.

48 Paul Emrath, “Regulation: 40.6 Percent of the Cost of Multifamily
Development,” National Association of Home Builders, June 9, 2022,
https://www.nahb.org/news-and-economics/press-
releases/2022/06/new-research-shows-regulations-account-for-40-
point-6-percent-of-apartment-development-costs.
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many subsidies, such as a proposed mortgage payment relief tax
credit for first-time homebuyers, subsidies for low-income
housing construction, and block grants to state and local
governments to fund affordable housing development, which if
enacted could further push up housing prices.49 Failure to address
the underlying problem of housing availability risks creating a
perpetual subsidy demand cycle. In housing,as in other areas, the
Administration fails to adequately address supply.

The Federal government can pursue policies that would have a
positive impact on supply without overstepping its legislative
authority. In 2022, Senator Mike Lee introduced the HOUSES
Act, which would authorize state and local governments to
nominate tracts of land within their jurisdictionsfor conveyance
by the U.S. Department of the Interior.50 JEC Republican
estimates suggest that an additional 4.7million Americanswould
beable to afford an averagehome in their state under this bill.51

Reforms to the Davis-Bacon Act could also increase supply.
Federal rules provide that workers on Federal public works
projectsbepaid prevailing wages. Laborshould instead bepaid at
the rate that is agreed upon by worker and employer. Market-

49 U.S. Census Bureau and U.S. Department of Housing and Urban
Development, “Median Sales Price of Houses Sold for the United
States [MSPUS],” retrieved from FRED, Federal Reserve Bank of St.
Louis, https://fred.stlouisfed.org/series/MSPUS; “Home Ownership
Affordability Monitor,” Federal Reserve Bank of Atlanta,
https://www.atlantafed.org/center-for-housing-and-policy/data-and-
tools/home-ownership-affordability-monitor.

50 Helping Open Underutilized Space to Ensure Shelter Act of 2022, S. 4062,
117th Cong. (2022).

51 JEC Republicans, “The HOUSES Act: Addressing the National Housing
Shortage by Building on Federal Land,” August 2022,
https://www.jec.senate.gov/public/_cache/files/efdd0c37-af95-40cd-
9125-e80f8a11504b/the-houses-act---addressing-the-national-
housing-shortage-by-building-on-federal-land.pdf.
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oriented rules make labor more competitive for Federally funded
low-incomehousingconstructionprojects, increasingsupply.

TradePolicy

In the modern American economy, trade remains a vital tool to
bolster national economic well-being. It is critical that the
Administration remains committed to a policy that prioritizes
American interests in thelongterm, withoutbeing sidetracked by
short-term political motivations. The U.S. should maintain a
policy goal of free tradewhilesimultaneously addressingnational
security concerns. Froman economic perspective, thecasefor free
tradeis unambiguous.

Free tradegrows theeconomy and places downward pressure on
consumer prices by enabling the most efficient allocation of
resources. Subjectingdomestic producersandconsumersto global
supply and demand pressures clears the world market at a lower
price and results in a higher quantity of goods and services.
Restrictions on trade distort consumer and producer surpluses,
causing dead-weight losses in theeconomy.

Furthermore, keeping thedomestic market as open as possible to
global markets allows American firms to take advantageof lower
average costs. Competition with global firms necessitates
innovation, building an economy comprised of the most
productive possible firms in each industry. Contrastingly,
protectionist policies create an incentive structure whereby firms
chaseopportunities for government protectionand rent seeking in
protected industries over innovation to compete with imports,
making American consumers worse off and reducing American
dynamism in thelongrun.
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Theeconomic benefit dueto expanded trade from 1950to 2016is
estimated to be$2.1trillion (in 2016dollars), which translates to
an increaseinGDPper capitaof approximately $7,000,or$18,000
per household.52 American consumersgain fromlower prices, and
producers gain from access to the global market and cheaper
intermediategoods.53

Arguments against free trade often cite negative distributional
impactsonwagesandemployment, for instanceby attributing job
losses in the manufacturing sector to import competition.
Employment in themanufacturingsector hasbeen relatively stable
over the past 85 years, while imports have risen drastically (see
Figure1-5).

52 Gary Clyde Hufbauer and Zhiyao Lu, “The Payoff to America from
Globalization: A Fresh Look with a Focus on Costs to Workers,”
Peterson Institute for International Economics Policy Brief, May
2017, https://www.piie.com/publications/policy-briefs/payoff-
america-globalization-fresh-look-focus-costs-workers.

53 Scott Lincicome and Alfredo Carrillo Obregon, “The (Updated) Case for
Free Trade,” Cato Institute Policy Analysis no. 925, April 19, 2022,
https://www.cato.org/policy-analysis/updated-case-free-trade.
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The Heckscher-Ohlin trade model suggests that some job losses
would beexpected in industries that intensively usescarce factors
of production.54 These goodsare most likely to face substantial
import competition from countries where that factor is abundant.
Though this likely explains some job losses in American
manufacturing,thedatasuggeststhat theimpact isnotnearly large
enough to wholly explain the persistent stagnation. Rather,
significant improvements in technology have increased
manufacturingproductivity andthemarginal productivity of labor,
therefore the manufacturing sector can employ fewer people to
producegreater output.55

54 Bertil Ohlin and Eli F. Heckscher, Heckscher-Ohlin Trade Theory,
translated by Henry Flam and M. June Flanders (MIT Press, 1991).

55 Stephen J. Rose, “Do Not Blame Trade for the Decline in Manufacturing
Jobs,” Center for Strategic & International Studies Report, October 4,
2021, https://www.csis.org/analysis/do-not-blame-trade-decline-
manufacturing-jobs.
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Much of the Biden Administration’s pushback against free trade
is predicated on thedifficulty for labor to moveacross sectors.56

However, the appropriate response to reduce the small and
concentrated downside of trade is to improve labor mobility and
theeaseof doingbusiness. Thebest solutionsaredomestic supply-
side approaches, while anti-trade policies aimed at protecting
specific groups risk instilling large losses that are borne
nationwide.

The Administration has unfortunately taken steps to increase
barriers to trade by raising tariffs on steel, aluminum,
semiconductors, electric vehicles, and battery components.57

Protectionist measurescreatemarket distortionsandinefficiencies
that compromise American growth and overall welfare. In
industries that are already unable to meet high demand with
current supply, protectionist measures further inhibit supply while
many of the Administration’s new policies stimulate demand.58

This interactioncreates intenseupward pricepressure, effectively
eroding the purchasing power of the Administration’s spending.
Moreover, these polices produce incentives for rent seeking,

56 CEA, Economic Report of the President, 207.
57 The White House, “FACT SHEET: President Biden Takes Action to Protect

American Workers and Businesses from China’s Unfair Trade
Practices,” May 14, 2024, https://www.whitehouse.gov/briefing-
room/statements-releases/2024/05/14/fact-sheet-president-biden-
takes-action-to-protect-american-workers-and-businesses-from-
chinas-unfair-trade-practices/.

58 Anna B. Mikulska and Michael D. Maher, “Red Light, Green Deal, Yellow
Light: Biden’s Energy Roadmap,” Rice University’s Baker Institute
for Public Policy Center for Energy Studies Issue Brief, October 5,
2022, https://www.bakerinstitute.org/research/red-light-green-deal-
yellow-light-bidens-energy-roadmap.
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which disincentivizes innovation and further raises prices in an
already inflationary environment.59

Instead, the Administration should avoid a slide into further
protectionism by considering a supply-side approach that
improves labor mobility. As discussed earlier in this Chapter, the
Administration should reform occupational licensing and other
labor-inhibiting regulations to facilitate mobility across
geographies and segments of the economy. To reduce average
costs, it should also review and modernize regulations. For
example, environmental regulationsare foundto stifle investment
and productivity in the manufacturing sector.60 The
Administration should evaluate alternatives to current regulatory
frameworks that utilizeemerging technologies.

Furthermore, states and municipalities should take action to
increase thesupply of housing.Relaxed zoning restrictionsbetter
allow low-skilled workers to geographically sort into areas with
higher marginal labor productivity, increasing wages and
decreasing regional inequality.61

59 Robert E. Baldwin, “Rent-Seeking and Trade Policy: An Industry
Approach,” NBER Working Paper no. 1499 (November 1984),
https://doi.org/10.3386/w1499; Daniel Brou and Michele Ruta,
“Rent‐seeking, market structure, and growth,” The Scandinavian
Journal of Economics 115, no. 3 (2013): 878-901,
https://doi.org/10.1111/sjoe.12014.

60 Charles Dufour, Paul Lanoie, and Michel Patry, Regulation and Productivity
in the Quebec Manufacturing Sector (Centre Interuniversitaire de
Recherche en Analyse des Organisations, 1995); Michael
Greenstone, John A. List, and Chad Syverson, “The Effects of
Environmental Regulation on the Competitiveness of U.S.
Manufacturing,” NBER Working Paper no. 18392 (September 2012),
https://doi.org/10.3386/w18392.

61 Don Jayamaha, “Land-Use Restrictions: Implications for House Prices,
Inequality, and Mobility” (New York University, 2020),
https://donj26.github.io/donjayamaha.com/Jayamaha_JMP.pdf.
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Domestic supply-side policies are the ultimate determinant of
investment, growth, and industrial concentration. It is critical that
the Administration not impede the ability of American firms to
compete by implementing protectionist policies that hurt the
American worker.

CleanEnergyPolicy

Given theprecariousstateof itsfiscal affairs, policymakersshould
question whether the U.S. should deficit-finance expenditures—
specifically, subsidies—to accelerate clean energy technologies,
particularly if the result is slower economic growth or higher
prices for consumers. Taking a demand-sideapproach by issuing
tax creditsor subsidizingselect clean energy projectswill bemore
costly and less efficient than reducing regulatory burdens.
Already, the environmental tax credits in the IRA are forecasted
to cost significantly more than originally projected. Prior to
passageof thebill in August 2022,CBO projected they would cost
nearly $400billion over the10-year budget window.62 A revised
forecast by the Joint Committee on Taxation projected that they
would cost nearly $100 billion more than CBO’s calculation.63

Even more concerning, a private estimate from Goldman Sachs
pins the 10-year cost of clean energy subsidies at $1.2 trillion.64

While subsidizing investment may accelerate clean energy
adoption,recent trendsin greenhousegasemissions(GHGs) from
electricity production suggest a continued decline (see Figure 1-

62 CBO, “Estimated Budgetary Effects of H.R. 5376, the Inflation Reduction
Act of 2022,” August 3, 2022,
https://www.cbo.gov/publication/58366.

63 The Joint Committee on Taxation, “Estimated Revenue Effects Of Division
A, Title III Of H.R. 2811, The ‘Limit, Save, Grow Act Of 2023,’”
April 26, 2023, https://www.jct.gov/publications/2023/jcx-7-23/.

64 Travis Fisher, “The Inflation Reduction Act’s Energy Subsidies Are More
Expensive Than You Think,” Cato Institute, September 5, 2023,
https://www.cato.org/blog/iras-energy-subsidies-are-more-expensive-
you-think.
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6), largely as a result of the organic transition that has occurred
with theshift fromcoal to natural gas.

Natural gas isacleaner sourceof energy than coal.65 Theincrease
in renewable energy as a share of total electrical power output
began as emissions were already decreasing, mainly due to the
decline in coal power. As there was already a clear reduction in
GHGs, it is not unreasonable to question whether the significant
Federal expenditures supporting clean energy infrastructure are
worth thebenefit in thecurrent fiscal environment.

As the Biden Administration has spent extensively on clean
energy, it has failed to reducerestrictionsconstrainingsupply that
currently make such projects more difficult and costly. For
example, in May 2024,it raised tariffsonsolar imports from25to

65 EIA, “Natural gas explained,” https://www.eia.gov/energyexplained/natural-
gas/natural-gas-and-the-environment.php.
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50 percent.66 Increasing the price of solar panels inhibits their
adoption by American consumers, while at the same time the
Administration has taken steps to exacerbate demand for them
using tax credits.67 Furthermore, immediately after taking office,
President Biden issued Executive Order 13990,which revoked
many of theNational Environmental Policy Act (NEPA) reforms
implemented by theTrump Administration that were designed to
reduce bureaucracy and wait times for permits and environmental
impact statements.68 The repealing of this policy could
significantly inhibit clean energy projects. As of 2021,42percent
of theDepartment of Energy’s active NEPA projects requiring an
environmental impact statement (EIS) were related to clean
energy, transmission, or environmental conservation, while only
15percent wererelated to fossil fuel projects. Moreover, thesame
study findsthat 24 percent of Bureau of Land Management EISs
were related to clean energy projects, while only 13 percent were
for fossil fuels.69

While the Administration has recently proposed a replacement
regulatory framework called NEPA Phase II, it faces bipartisan

66 The White House, “FACT SHEET: President Biden Takes Action to Protect
American Workers and Businesses from China’s Unfair Trade
Practices,” https://www.whitehouse.gov/briefing-room/statements-
releases/2024/05/14/fact-sheet-president-biden-takes-action-to-
protect-american-workers-and-businesses-from-chinas-unfair-trade-
practices/

67 U.S. Environmental Protection Agency, “Summary of Inflation Reduction
Act provisions related to renewable energy,”
https://www.epa.gov/green-power-markets/summary-inflation-
reduction-act-provisions-related-renewable-energy.

68 Diane Katz, “Biden’s Repeal of Permitting Reforms Hinders Infrastructure
Improvements,” The Heritage Foundation Report, August 29, 2022,
https://www.heritage.org/government-regulation/report/bidens-
repeal-permitting-reforms-hinders-infrastructure-improvements.

69 Philip Rossetti, “Addressing NEPA-Related Infrastructure Delays,” R Street
Institute, 2024, https://www.rstreet.org/wp-
content/uploads/2021/07/FINAL_RSTREET234.pdf.
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opposition due to its unequal treatment of projects and a
perception that it will increase rather than decrease bureaucracy.
Several members of Congress have since proposed a
Congressional Review Act resolution to strikedown thepolicy.70

Instead of pursuing large stimulus packages to reduce carbon
emissionswhen they were already on a declining trajectory, the
Biden Administration should work to make investment in energy
projects and innovation easier. Trade restrictionson components
needed in domestic energy production should be lifted.
Furthermore, the Administration should work to pass
comprehensivepermittingreform. H.R. 1, theLower EnergyCosts
Act, which passed the House of Representatives in March 2023,
would accomplish this objective in a manner that is neutral to the
typeof energy production.S. 3814,theRevitalizing theEconomy
by Simplifying Timelines and Assuring Regulatory Transparency
(RESTART) Act, introduced by Senate Environment and Public
Works Committee Ranking Member Capito, would also similarly
reducepermittingburdens.

70 Senate Committee on Energy & Natural Resources, “ICYMI: Manchin,
Graves, Sullivan to Introduce Bipartisan, Bicameral CRA Resolution
on NEPA Phase II Final Rule,” May 8, 2024,
https://www.energy.senate.gov/2024/5/icymi-manchin-graves-
sullivan-to-introduce-bipartisan-bicameral-cra-resolution-on-nepa-
phase-ii-final-rule.
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CHAPTER 2: DEMOGRAPHICS AND THE DEFICIT

Last year’s Responseoverviewed the importanceand increasingly
difficult challenge of improving the United States’ fiscal health.71

JEC Republicansconcluded that thegrowth of the Federal debt is
“on an unsustainable and potentially ruinous path” and that this
growth in debt is driven largely by spending on mandatory
programs.72 Since that Response was written a year ago, the
situation has only grown more dire. As of May 2024, thedebt-to-
GDP ratio exceeds97 percent and total debt held by thepublic is
morethan $27trillion.73 Given thecurrent growth rateof thedebt,
this is projected to be greater than $30 trillion by May of next
year.74 Our debt crisis can only be solved by understanding the
factors that are driving our debt and crafting policies that can
contend with them. This Chapter is intended to make clear that
demographic changes, such as an older population, a declining
fertility rate, andareductionin maleprime-age(25-54)laborforce
participation are the primary forces driving increases in our
mandatory spendingand deficit.

Social Security

Ensuring thesolvency of Social Security is critical to maintaining
financial well-beingamongseniors. Asof the2024Social Security
Trustees Report, thecombined Social Security trust funds, which
pay outbenefits, are expected to bedepleted by 2035.This would

71 Joint Economic Committee (JEC) Republicans, Republican Response to the
Economic Report of the President (U.S. Congress Joint Economic
Committee, 2023): 2, https://sen.gov/LVQYY.

72 JEC Republicans, Response, 24.
73 Congressional Budget Office (CBO), The Budget and Economic Outlook:

2024 to 2034 (February 2024); JEC Republicans, “Congressman
David Schweikert’s Daily Debt Monitor,” accessed May 9, 2024.

74 $30 trillion figure is derived by taking the current daily growth of the debt
and adding it to the current debt level as of May 9th. CBO, “10 Year
Budget Projections;” JEC Republicans, “Daily Debt Monitor.”
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result in an automatic 21 percent cut to all individuals’ benefits.75

It is estimated that the senior poverty rate would subsequently
more than double, from 1.5 to 3.3 percent.76 Social Security’s
solvency becomes even more sensitive to employment and wage
growth as the depletion of the combined trust fundsnecessitates
increased revenues. UnderstandingSocial Security andthedrivers
of its rising costs is necessary to ensure its solvency and protect
thefinancial stability of its beneficiaries.

In 1935,President Roosevelt signed theSocial Security Act into
law which provided retirement insurance to approximately
222,000beneficiaries.77 Originally only providing payments to
retiredworkersincertain industries, Social Security hassincebeen
expanded dramatically both in coverageandoverall fiscal cost. In
1939,theprogram wasexpanded to include thefamiliesof retired
workers, and,sincethen, therehavebeen morethan 20expansions
or reforms to the entitlements and number of covered
beneficiaries.78 While there has not been a major expansion to
Social Security in over 20 years, costs continue to grow. Social
Security spending as a share of GDP was 3.1percent in 1970,but
nowstandsat 5.2percentandisexpected to risetonearly 6 percent

75 Social Security Administration, 2024 OASDI Trustees Report (May 6,
2024), https://www.ssa.gov/oact/TR/2024/index.html; Peter G.
Peterson Foundation, “Social Security and Medicare Trust Funds
Could Soon Be Depleted,”
https://www.pgpf.org/blog/2024/05/social-security-and-medicare-are-
facing-serious-shortfalls.

76 Social Security Administration, “The Distributional Consequences of a ‘No-
Action’ Scenario: Updated Results,” July 2005,
https://www.ssa.gov/policy/docs/policybriefs/pb2005-01.html.

77 Note that the 222,000 figure is from the first available data from 1940.
Martha A. McSteen, “Fifty Years of Social Security,” Social Security
Administration, https://www.ssa.gov/history/50mm2.html.

78 Geoffrey Kollmann, “Social Security: Summary of Major Changes in the
Cash Benefits Program,” Social Security Administration,
https://www.ssa.gov/history/reports/crsleghist2.html.
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by 2035.79 The increases in spending result from a growing
number of beneficiaries in response to an agingpopulation.

Social Security benefits are funded by current workers’ taxes,
which are deposited into the two Social Security trust funds, the
Old-Age and Survivors Insurance Trust Fund (OASI) and the
Disability InsuranceTrust Fund(DI).80 These fundsareobligated
to invest in special U.S. Treasury securities, which pay a rate that
is determined by a formula established in Section 201(d) of the
Social Security Act.81 The program operates as a “pay as you go
system,” which means that current workers pay into the trusts to
fund the benefits for current retirees.82 For nearly 30 years, the
Social Security Administration (SSA) received more in tax
revenue than it paid out in benefits. The excess funds were
deposited into the trusts, which receive interest on deposits by
investing in securities from the Treasury.83 Starting in 2021,
however, trust fundreservesbegan to fall becausethebenefitspaid
outexceeded theincomereceived frompayroll taxes.84 Short-term
increases in Social Security payments can be driven by greater
than anticipated cost-of-living adjustments (COLA), but long-run
risks to the depletion of the trust fundsare due to demographic

79 Social Security Administration, 2024 OASDI Trustees Report (May 6,
2024), Table VI.G4,
https://www.ssa.gov/OACT/TR/2024/index.html.

80 Social Security Administration, “What are the Trust Funds?”,
https://www.ssa.gov/news/press/factsheets/WhatAreTheTrust.htm.

81 Social Security Administration, “Interest Rate Formula For Special Issues.”
https://www.ssa.gov/oact/progdata/intrateformula.html.

82 Stephen C. Goss, “The Future Financial Status of the Social Security
Program,” Social Security Administration,
https://www.ssa.gov/policy/docs/ssb/v70n3/v70n3p111.html.

83 Center on Budget and Policy Priorities, “Policy Basics: Understanding the
Social Security Trust Funds,” https://www.cbpp.org/research/policy-
basics-understanding-the-social-security-trust-funds.

84 Social Security Administration, “A Summary of the 2021 Annual Reports,”
https://www.ssa.gov/oact/TRSUM/2021/index.html.
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changes. Putting Social Security on a sustainable path requires
understanding these demographic changes and implementing
policies to contendwith them.

Thecompositionof theU.S. populationhas changed dramatically
since Social Security was first implemented. Americans were
younger, having children at higher rates, and there was stronger
labor forceparticipationamongprime-agemen.85 A critical factor
to the cost of the program is that in 1940 the proportion of the
population that was 65 or older was 6.8 percent, but, as of 2022,
that number has more than doubled to 17.3percent.86 Currently,
there are approximately 2.9 Americans aged between 25 and 64
for every American aged 65 or older. CBO projects that this ratio
will fall to 2.2 by 2054.87 Because of the way benefits are
distributed, the country’s age distribution is the most important
factor in determiningpresent and future costs for Social Security.

85 U.S. Bureau of Labor Statistics, “Labor Force Participation Rate - Men
[LNS11300001],” retrieved from FRED, Federal Reserve Bank of St.
Louis, https://fred.stlouisfed.org/series/LNS11300001; World Bank,
“Fertility Rate, Total for the United States [SPDYNTFRTINUSA],”
retrieved from FRED, Federal Reserve Bank of St. Louis,
https://fred.stlouisfed.org/series/SPDYNTFRTINUSA.

86 Zoe Caplan, “U.S. Older Population Grew From 2010 to 2020 at Fastest
Rate Since 1880 to 1890,” United States Census Bureau, May 25,
2023, https://www.census.gov/library/stories/2023/05/2020-census-
united-states-older-population-grew.html; United States Census
Bureau, “Population 65 Years and over in the United States, 2022,”
American Community Survey,
https://data.census.gov/table/ACSST1Y2022.S0103?q=S0103:
Population 65 Years and Over in the United States.

87 CBO, The Demographic Outlook: 2024 to 2054, January 2024,
https://www.cbo.gov/publication/59899.
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As morepeople ageand becomebeneficiaries, it is important that
there is a sufficient working population to sustain them. Theratio
of covered workers to retirees, which measures the number of
workers paying taxes into Social Security relative to the number
of retirees receiving benefits, was over 40 in 1945. Today, this
ratio has shrunk to 2.7.88 Fewer covered workers places increased
financial pressure on existing workers as there are fewer of them
to support more retirees.

88 Note that the types of individuals covered has expanded since 1945. Since
the most recent expansion in 2000, however, the ratio of covered
workers to retirees has steadily declined. Social Security
Administration, “Ratio of Covered Workers to Beneficiaries,” Social
Security History, https://www.ssa.gov/history/ratios.html; Social
Security Administration, “Fact Sheet – Social Security,”
https://www.ssa.gov/news/press/factsheets/basicfact-alt.pdf.
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Even without any major expansions in the past 20 years, Social
Security costs are expected to rise substantially over the next
decade. CBO projects that annual Social Security spending will
grow by over a trillion dollars in the next ten years, increasing
from$1.45trillionin FY2024to $2.47trillionin FY2034.89 Social
Security, aprogram which previously generated moreincomethan
it paid out in benefits, is now the most expensive individual
program in the Federal budget.90 The primary driver for this
growth is the aging population. Without accepting the
demographic reality and creating policies that address its
implications, it is impossible to meaningfully put thecountry ona
sustainable fiscal path.

89 CBO, The Budget and Economic Outlook: 2024 to 2034, Table 1-4.
90 Peter G. Peterson Foundation, “The Ratio of Workers to Social Security

Beneficiaries is at a Low and Projected to Decline Further.” August
2022, https://www.pgpf.org/blog/2022/08/the-ratio-of-workers-to-
social-security-beneficiaries-is-at-a-low-and-projected-to-decline-
further.
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Healthcare Spending

Reining in healthcare spending is also critical to achieving a
sustainable fiscal path. Finding innovativeways to reduceadverse
health outcomeswill lower per patient costsandlead to ahealthier
overall population. Much like in Social Security, demographics
play asignificant role in theoverall cost of healthcare. Healthcare
costs are closely associated with theage of patients, and thesum
of healthcarespendingborneby theFederal government increases
as moreseniors enroll in Medicare. It is estimated that nearly half
of an individual’s lifetime healthcare expenditures will occur after
age 65, and expenditures grow larger after an individual reaches
65.91 For those who reach age85, an estimated one-third of their
lifetimehealthcareexpenseswill occur after that age.92 Thehealth
profileof seniorsandthemean ageof theMedicarepopulationcan
accelerate costs even after accounting for changes in the overall
number of enrollees. Policymakers should recognize not only the
total number of individualsover theageof 65,butalso theaverage
U.S. life expectancy and how these factors might impact Federal
spending.93 Ashealthcarecostscontinueto rise, moremoney must
be drawn from current earners to fund existing programs. For
example, in the most recent MedPAC Report to Congress, they
estimated that theshareof all personal andcorporate incometaxes
that are transferred to the Medicare trust fund will rise from 13
percent in 2022 to 22 percent in 2030.94 Understanding future

91 Berhanu Alemayehu and Kenneth E. Warner, “The Lifetime Distribution of
Health Care Costs,” Health Services Research 39, no. 3 (2004): 627-
42, https://doi.org/10.1111/j.1475-6773.2004.00248.x.

92 Alemayehu and Warner, “The Lifetime Distribution of Health Care Costs,”
637.

93 Social Security Administration, “Actuarial Life Table,”
https://www.ssa.gov/oact/STATS/table4c6.html.

94 Medicare Payment Advisory Commission, March 2024 Report to the
Congress: Medicare Payment Policy (March 2024): 5,
https://www.medpac.gov/document/march-2024-report-to-the-
congress-medicare-payment-policy/.
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costs isnecessary to both protect ourexistinghealthcareprograms
andensure economic stability for current workers.

�³¹nt¿I|F.Age Distribution of Seniors

Source: U.S. Census Bureau, Population Division, �National Population Estimates by Age, Sex, Race�
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Asof themost recently availabledata from2021,someonewhois
age65 can on averageexpect to live an additional 17 to 20 years,
while someonewho is 85 can expect to live an additional 5.7 to
6.7 years.95 CBO projects, however, that over the next 30 years,
life expectancy at birth will rise from 78.7 years to 82.2 years,
while life expectancy at age65 will rise to 21.8years.96 Not only
will theoverall population grow older, but theaverageage of the
population over 65 will also rise. However, actualization of these
forecasts is not guaranteed as unforeseen events, such as the
COVID-19pandemic, havecaused lifeexpectancy to significantly
deviate fromprior trends.97 Unpredictability in lifeexpectancy, in
combination with other factors, such as changes in theaggregate

95 Social Security Administration, “Actuarial Life Table.”
96 CBO, The Demographic Outlook: 2024 to 2054.
97 Centers for Disease Control and Prevention, “Life Expectancy in the U.S.

Dropped for the Second Year in a Row in 2021,”
https://www.cdc.gov/nchs/pressroom/nchs_press_releases/2022/2022
0831.htm.
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health of our population, make projecting overall healthcare
spending much more difficult. This is especially true when
compared to projecting Social Security expenditures. Medicare
spendingcontributesdirectly to thedeficit, anditsunpredictability
risks driving outlays and net interest payments much higher than
anticipated.

Figure 2-5 compares CBO’s projections of Medicare and
Medicaid spending to actual spending on those programs each
year. As expected, outlays for these programs have been above
CBO’s forecasts for most recent years. CBO models do not
explicitly accountfor or project changes in theaggregatehealth of
theU.S. population.Thiscan cause itsprojectionsto substantially
deviate from actual spending each year. We urgeCBO to instead
explicitly account for changes in the aggregate health of the
population, such as the rising projected obesity rates outlined in
Chapter 4. Healthcare spending will be significantly higher than
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CBO anticipates if obesity rates rise at the rate JEC Republicans
project dueto higher-than-anticipated medical costs. Theinherent
unpredictability in health and healthcare spending makes it even
moreprudent to reach amoresustainable fiscal path sooner rather
than later. Higher than projected deficit spending would raise net
interest costs, further worsening thefiscal trajectory.

Fertility

Until 1971, births alone were enough to keep the population
growing.98 Thetotal fertility rate, or theaveragenumber of babies
born of each woman over thecourse of her life, was 2.26,above
the replacement rate. The replacement rate is the fertility rate
needed to keep the population size stable without any net
migration. In the U.S. and most of the developed world the
necessary rate is 2.1,while globally it is around2.3dueto higher
mortality rates.99 CBO projects that in 2040,deaths will exceed
birthsandall additional populationgrowth will beexclusively due
to immigration.100

98 World Bank, “Fertility Rate, Total for the United States.”
99 World Bank, “Fertility Rate, Total (Births per Woman),” 2022,

https://data.worldbank.org/indicator/SP.DYN.TFRT.IN.’ Institute for
Health Metrics and Evaluation, “The Lanet: Dramatic Declines in
Global Fertility Set to Transform Global Population Patterns by
2100.” March 2024, https://www.healthdata.org/news-
events/newsroom/news-releases/lancet-dramatic-declines-global-
fertility-rates-set-transform.

100 CBO, The Demographic Outlook: 2024 to 2054.
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TheU.S. fertility rate has fluctuated since themid-1970sbut has
generally remained below replacement level. The fertility rate
reached an all-time low of 1.62in 2023and has not rebounded to
pre-pandemic levels.101 The fertility crisis in theUnited States is
not unique, however, and has been observed throughout the
industrialized world.

101 Brady E. Hamilton, Joyce A. Martin, and Michelle J.K. Osterman, “Births:
Provisional Data for 2023,” CDC Vital Statistics Rapid Release, no.
35 (April 2024), https://dx.doi.org/10.15620/cdc/151797.
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Very few developed countries have a fertility rate above
replacement, and the global fertility rate has been on the decline
for several years.102 Thefertility rate is important to theeconomy
andfiscal situationforseveral reasons. Decliningfertility ratesand
ashrinking ratio of workers to retirees has asignificant impact on
economic growth and government finances. John Fernald and
Huiyu Li at theFederal Reserve Bank of San Francisco find that
the new normal rate of economic growth in the U.S. is at
historically low levels, largely dueto demographic changes and a
shrinking labor forcefrom low fertility rates.103 Asoutlined in last
year’s Response, asmaller real growth rateof theeconomy means

102 James Gallagher, “Fertility Rate: ‘Jaw-dropping’ Global Crash in Children
Being Born,” BBC, https://www.bbc.com/news/health-53409521.

103 John Fernald and Huiyu Li, “Is Slow Still the New Normal for GDP
Growth?”, Federal Reserve Bank of San Francisco Economic Letter,
June 24, 2019, https://www.frbsf.org/research-and-
insights/publications/economic-letter/2019/06/is-slow-still-new-
normal-for-gdp-growth/.

�³¹nt¿I|6.Countries with a Total Fertility Rate
Below the Replacement Rate

Source: United Nations (Population Division, World Population Prospects 2022, GEN/01/REV1)
Note: Replacement Rate = 2.1

Dark Gray Indicates Below
Replacement Rate
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there is anarrower path to stabilize thedebt-to-GDPratio. Slower
growth requiresasignificantly lower primary deficit andasmaller
real interest rateon thedebt.

In addition, low fertility rates create significant headwinds to
financing mandatory spending programs. Earnings from current
workers are used to pay for the benefits paid out to older
Americans today. Programs like Social Security are built on the
assumption that there will be a large enoughyounger working
population to financially support theolder population. If fertility
rates continueto decline, the working population will shrink too
small relative to the older population. Additionally, reduced tax
revenues from a smaller working population means there is a
weakenedability to fundsocial services. A greater number of older
Americansalso meansthat moreyounger Americansmay need to
exit thelabor force to care for them. It is critical to understand the
implications of lower fertility rates combined with an aging
populationand thefinancial challenges that result.

Fertility Policy

There has not been a proven solution to improve fertility rates.
Many countries have explicitly set target fertility rates and
implemented robust social programsto achievethem. Despitethis,
only onecountry, Belarus, was able to meet their fertility target,
albeit only temporarily.104 Spendingan additional $250billionper
year on childcare spending in the U.S., or 1 percent of GDP, is

104 Fertility in Belarus fell 25 percent in the two years following achieving
target fertility. Cash transfers were the primary method of
incentivizing births, and the subsequent decline implies that the
transfers may have just shifted the timing of births rather than created
new births that otherwise would not have occurred. Vanessa Brown
Calder and Chelsea Follett, “Freeing American Families,” Cato
Institute Policy Analysis, August 10, 2023,
https://www.cato.org/policy-analysis/freeing-american-families.
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estimated to only result in raising the total fertility rate by 0.2
children per woman.105 This would still be approximately 0.3
children per woman below thereplacement rate.

Theliteratureontheeffectivenessof pro-natalist policieshasbeen
mixed at best, suggesting that government spending is a poor
method to improve fertility rates.106 With few exceptions, as
countries have become richer, fertility rates have declined.107 It
does not necessarily follow that providing families with more
money would reverse fertility trends. Declining fertility ratesmay
instead bea product of cultural changes, such as falling marriage
rates andparents choosing to delay havingchildren.108

Nevertheless, there is still room for the Federal government to
incentivize family formation. Instead of spending additional
dollars on programs that have shown limited results, Congress
should focuson removing financial barriers for would beparents
to give them more flexibility. Reforms such as Vice Chairman
Schweikert’s bill to reform the tax code to allow deductions for

105 Melissa S. Kearney and Phillip B. Levine, “The Causes and Consequences
of Declining U.S. Fertility” in Economic Policy in a More Uncertain
World, Aspen Economic Strategy Group, 2023,
https://www.economicstrategygroup.org/wp-
content/uploads/2022/08/Kearney_Levine_081222.pdf.

106 Calder and Follet, “Freeing American Families.”
107 Matthias Deopke, Anne Hannusch, Fabian Kinderman, and Michèle Tertilt,

“The New Economics of Fertility,” International Monetary Fund,
September 2022,
https://www.imf.org/en/Publications/fandd/issues/Series/Analytical-
Series/new-economics-of-fertility-doepke-hannusch-kindermann-
tertilt.

108 Pew Research, “The Long-Term Decline in Fertility—and What It Means
for State Budgets,” December 5, 2022,
https://www.pewtrusts.org/en/research-and-analysis/issue-
briefs/2022/12/the-long-term-decline-in-fertility-and-what-it-means-
for-state-budgets.
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newborn expenses would reduce the tax burden on families.109

Additionally, policies that removebarriers to buildingnew homes
can reduce housing costs for potential families and reduce the
financial burden of having children. Research suggests that home
prices are thelargest component in thecost of raising a child and
that homeprices play asignificant role in family formation.110

Although the academic literature suggests that “rising costs for
housing and childcare, while certainly having an impact on
families, cannot account for the decline in fertility rates in the
United States,” reducing costs to family formation through tax and
regulatory reform can at least marginally reduce the costs
associated with havingchildren.111

Talent-Based Migration

One of the U.S.’ most valuable resources is its ability to attract
high-skilled individuals from other countries to come work and
study here. The economic literature suggests that skilled
immigrantshavean outsized impact ontheU.S. economy andthat
their contributions result in positive wage and employment
outcomes for native-born Americans.112 For example, for every
100 foreign-born workers who receive an advanced degree in a
STEM field in theU.S., it isestimated that 262jobsarecreated for

109 To Amend the Internal Revenue Code of 1986 to Provide a Deduction for
Certain Newborn Expenses, H.R. 7425, 118th Cong. (2024).

110 Lisa J. Dettling and Melissa Schettini Kearney, “House Prices and Birth
Rates: The Impact of the Real Estate Market on the Decision to Have
a Baby,” NBER Working Paper no. 17485 (October 2011),
https://doi.org/10.3386/w17485.

111 CEA, Economic Report of the President (The White House, 2024): 114-16,
https://www.whitehouse.gov/wp-content/uploads/2024/03/ERP-
2024.pdf.

112 Madeline Zavodny, “Immigration and American Jobs,” American
Enterprise Institute, December 15, 2011,
https://www.aei.org/research-products/working-paper/immigration-
and-american-jobs/.



303

native-born Americans.113 Additionally, due to the outsized
economic output of their contributions, granting permanent
residency to immigrants with advanced STEM degrees is
projected to reduce the deficit by $129billion over the next ten
years.114 While research suggests that immigration, especially
low-skilled immigration,isan ineffectivetool for addressinglabor
shortages and an aging population in thelongrun, there is strong
evidence that high-skilled immigrants contribute positively to
economic growth that is also realized by native-born
Americans.115 Increasing thereal growth rate of theeconomy can
help stabilize debt-to-GDP and relieve some of thestrainscaused
by thedeteriorationof thedemographic situation.

High-skilled immigrants contribute disproportionately to
technological innovation and this leads to improved economic
outcomes for all Americans. As technology improves, more jobs
are created, workers become more productive, and firms can
producemoregoodsat lower unit costs. A 2003survey foundthat
foreign-born individuals with a collegedegree are twice as likely
to have a patent as native-born college graduates.116 An analysis

113 Zavodny, “Immigration and American Jobs.”
114 Alex Arnon, Vidisha Chowdhury, Duncan Haystead, Brendan Novak, and

Youran Wu, “Budgetary Effects of Granting Green Cards to
Immigrants with Advanced STEM Degrees,” Penn Wharton Budget
Model, January 18, 2024,
https://budgetmodel.wharton.upenn.edu/issues/2024/1/18/budgetary-
effects-of-stem-green-cards.

115 Steven A. Camarota, “Immigration and the Aging Society,” National
Affairs, no. 59 (2024),
https://nationalaffairs.com/publications/detail/immigration-and-the-
aging-society.

116 Shai Bernstein, Rebecca Diamond, Abhisit Jiranaphawiboon, Timothy
James McQuade, and Beatriz Pousada, “The Contribution of High-
Skilled Immigrants to Innovation in the United States,” Stanford
Graduate School of BusinessWorking Paper 3748, December 2022,
https://www.gsb.stanford.edu/faculty-research/working-
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of patent data from 1976 to 2022 found that immigrants are
responsible for 30 percent of all U.S. innovation since 1976,
despite only composing 16 percent of U.S. inventors over that
span.117 This is dueto the largeeconomic impact of their patents
and because of the spillover effects that their innovation has on
native-born inventors. Theintellectual capital gained fromthenew
inventions spurs further innovation. Foreign-born inventors are
also more likely to import knowledgefromother countries, which
exposes native-born inventors to information they may not have
otherwise encountered.118 Skilled immigrants both innovate at a
rate greater than the native population and bolster the work of
native-born inventors, which results in improved economic
outcomes for all.

Skilled ImmigrationandGrowth

At a time where theU.S.’ debt-to-GDP ratio is skyrocketing, it is
imperativethat policymakerspursuepoliciesto increaseeconomic
growth.119 High-skilled immigrants contribute substantially to the
U.S. economy and their contributions have led to increased
economic activity. Almost half of Fortune 500 companies were
founded by immigrants or the children of immigrants which
includes companies such as IBM, AT&T, and Bank of America,
who as a whole employ 14.8million people and have combined
annual revenueof over $8 trillion.120 Additional research suggests
that immigrants start business at a rate that is 80 percent higher

papers/contribution-high-skilled-immigrants-innovation-united-
states.

117 Bernstein et al., “The Contribution of High-Skilled Immigrants.”
118 Bernstein et al., “The Contribution of High-Skilled Immigrants.”
119 JEC Republicans, “Daily Debt Monitor.”
120American Immigration Council, “New American Fortune 500 in 2023,”

August 29, 2023,
https://www.americanimmigrationcouncil.org/research/new-
american-fortune-500-2023.
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than native-born Americans.121 This held trueeven for businesses
of large sizes, suggesting that this business creation was not
exclusive to smaller firms.122 The accelerated creation of new
firms will drive up demand for labor, increasing employment and
wages for native-born workers. Increasing thereal growth rate of
theeconomy is a critical tool in stabilizing thedebt-to-GDP ratio,
andhigh-skilled immigrants offer apragmatic path to doso.

Employment

Despite fears that immigrants take jobs away from native-born
Americans, there is overwhelming evidence to the contrary for
those that arehigh-skilled. On net, high-skilled immigration leads
to increased employment for native-born Americans.123 For every
100 immigrant workers who receive advanced STEM degrees in
the United States, an additional 262 jobsare created for native-
born Americans.124 This analysis is derived by comparing
employment in states that have a low number of skilled
immigrants to states that haveahighnumber. Theauthorcontrols
for differences in theforeign-born population by state that are the
result of differing employment opportunities (i.e., high-skilled
workers choosing to work in a state with more jobs) to estimate
thenet employment impact onnative-born Americans. Even in the
case of temporary residents, theemployment effect is strong.The
authors estimate that a 10 percent increase in thenumber of high-
skilled H-1B visaworkers results in a0.11percent increase in the
employment rate for native-born Americans, which translates to

121 Pierre Azoulay, Benjamin F. Jones, J. Daniel Kim, and Javier Miranda,
“Immigration and Entrepreneurship in the United States,” NBER
Working Paper no. 27778 (September 2020),
https://doi.org/10.3386/w27778.

122 Azoulay et al., “Immigration and Entrepreneurship in the United States.”
123 Azoulay et al., “Immigration and Entrepreneurship in the United States.”
124 Zavodny, “Immigration and American Jobs.”
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an additional 183 jobsfor every 100additional H-1B workers.125

Across theboard, evidencesuggests that there is a strongpositive
relationship between H-1B visas and employment opportunities
for native-born Americans.126

Budgetary Impact

A common concern regarding immigration is that there will bea
resulting increase in outlays. In the case of high-skilled
immigration the opposite is true. Unlike for low-skilled
immigration, high-skilled immigrants reduce the deficit because
they earn higher-than-average wages.127 The current net fiscal
impact of all high-skilled immigrantswith at least acollegedegree
is estimated to bea surplusof $13trillion over the course of their
lives.128 In the short-term, the Penn Wharton Budget Model
estimates that granting permanent residency to immigrants with
advanced STEM degrees would reduce thedeficit by $129billion
between 2025 and 2034 and $634 billion between 2035 and
2044.129 For the 2025–2034 period, high-skilled immigrants
would generate an additional $133 billion in tax receipts while
only increasing outlays by approximately $4 billion. Using Penn
Wharton’s estimates of the change in population that would arise
from granting permanent residency to immigrants with advanced
degrees, each immigrant would reduce the deficit by

125 Zavodny, “Immigration and American Jobs.”
126 William R. Kerr, “The Gift of Global Talent: Innovation, Policy, and the

Economy,” NBER Working Paper no. 25875 (May 2019),
https://doi.org/10.3386/w25875.

127 The Net Fiscal Costs of Low-skilled and Illegal Immigration for the U.S.
Taxpayer, Testimony Before the U.S. Senate Committee on the
Budget, 118th Cong. (September 13, 2023) (statement of Robert
Rector),
https://www.budget.senate.gov/imo/media/doc/rector_testimony_913.
pdf.

128 Rector, testimony before the U.S. Senate.
129 Arnon et al., “Budgetary Effects of Granting Green Cards.”
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approximately $150,000over the next ten years. The economic
literature on the net impact of high-skilled immigrants on the
budget is overwhelmingly positive, and more growth can be
expected as the intellectual capital gained from skilled
immigrationcompoundsover time.

Streamlining theprocess for high-skilled immigrants to work and
live in thecountry has thepotential to increasegrowth, reduce the
deficit, and improve outcomes for native-born Americans. The
current limit in theH-1B program on thenumber of foreign-born
college graduates who can receive permanent residency, which
amounts to only 85,000a year, holds back economic growth.130

By failing to accommodate the over 1 million highly skilled
individuals who are on waitlists to come and work in thecountry,
theUnited States misses out on a massive economic opportunity
and drives potential talent away to countries like China and
India.131 The United States is squandering its comparative
advantageof being a desirable place to live, work, and innovate.
Facilitating a straightforward pathway for high-skilled foreign-
born workers to work and live in the United States will produce
strong economic benefits for all Americans and help put the
United States onamore sustainable fiscal path.

130 U.S. Citizenship and Immigration Services, “H-1B Cap Season,” U.S.
Department of Homeland Security, https://www.uscis.gov/working-
in-the-united-states/temporary-workers/h-1b-specialty-occupations-
and-fashion-models/h-1b-cap-season.

131 David J. Bier, “Backlog for Skilled Immigrants Tops 1 Million: Over
200,000 IndiansCould Die of Old Age While Awaiting Green
Cards,” Cato Institute Policy Brief, March 30, 2020,
https://www.cato.org/publications/immigration-research-policy-
brief/backlog-skilled-immigrants-tops-1-million-over.
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Prime-age Labor Force Participation

Thedecline in labor force participation amongprime-agemen is
yet another demographic headwindto stabilizing thedebt-to-GDP
ratio. As the ratio of workers to retirees has dropped, those who
are of prime working age are simultaneously working less.
Chapter 5 of last year’s Response outlined how onein nine men
between theagesof 25and 54arenowoutof thelaborforce, more
than triple the rate in the 1950s.132 JEC Republican economists
estimated that if 25 percent of these men were re-integrated into
theworkforce, it would result in theeconomy being $215billion
larger and would generate an additional $400 billion in Federal
government tax receipts over thenext ten years. As America ages
this problem will worsen. Fewer working hours means lower tax
receipts, which places even more pressure on mandatory
programs. Additionally, even more workers may exit the labor
forcetocarefor their agingparentsor family members. Asof April
2024,159,000individuals that werenot in thelaborforcereported
being absent dueto family responsibilities.133 More than 100,000
wereof primeworkingage, andthetotal figurehasrisen by 14,000
over thepast year.

Several factors have contributed to thedeclinein male prime-age
labor force participation including increased participation in
disability programs, institutional barriers like occupational
licensing, and decreased social pressure to be employed.134

Another concerningtrendthat isaffectingtheoverall workforce is
thedeclinein life expectancy for thosewho are of prime-working
age. Following the drop in average life expectancy in 2020and

132 JEC Republicans, Response, 93.
133 U.S. Bureau of Labor Statistics, “Labor Force Statistics from Current

Population Survey,” April 2024,
https://www.bls.gov/web/empsit/cpseea38.htm.

134 JEC Republicans, Response, 93.
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2021,therewereparallel increasesin mortality for thosein the25–
54agebracket.135

Deathsof Despair

Thetwo leading causes of death arestill heart diseaseand cancer,
but therehasbeen asignificant rise in thenumber of opioid deaths
and other deaths of despair.136 Deaths of despair, or deaths
occurringfromdrugoverdose, suicide, andalcoholic liver disease,
have been rising for the past two decades. This trend came to a
head during the COVID-19 pandemic, when over 178,000
individuals died due to such causes in 2020 alone.137 Deaths of
despair disproportionately affect younger Americans, andbecause
of this, they resulted in a greater number of years of life lost than
COVID-19did in 2020,despiteCOVID-19causingnearly double
theoverall number of deaths.138 Even in subsequent years, deaths
of despair, especially thosedueto drugsandalcohol, continued to
rise, well above thepre-pandemic pace.139 As outlined in Chapter
3 of last year’s Response, improving public health not only
improveseconomic outcomesbutalso increases thequality of life

135 Sara Berg, “What Doctors Wish Patients Knew About Falling U.S. Life
Expectancy,” American Medical Association, March 10, 2023,
https://www.ama-assn.org/delivering-care/public-health/what-
doctors-wish-patients-knew-about-falling-us-life-expectancy.

136 Sara Berg, “What Doctors Wish Patients Knew.”
137 JEC Republicans, “Long-Term Trends in Deaths of Despair,” September 5,

2019,
https://www.jec.senate.gov/public/index.cfm/republicans/2019/9/long
-term-trends-in-deaths-of-despair; Parker Entrup et al., “Years of life
lost due to deaths of despair and COVID-19 in the United States in
2020: patterns of excess mortality by gender, race and ethnicity,”
International Journal for Equity in Health 22, no. 1 (2023): 161,
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC10464324/.

138 Entrup et al. “Years of Life Lost.”
139 C. Angus, C. Buckley, A.M. Tilstra, and J.B. Dowd, “Increases in ‘Deaths

of Despair’ During the COVID-19 Pandemic in the United States and
the United Kingdom,” Public Health 218, (2023): 92-96,
https://doi.org/10.1016/j.puhe.2023.02.019.
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for millions of Americans. Addressing rising mortality among
younger Americansand improving health should bea priority for
policymakers. Doing so would significantly improve the U.S.’
fiscal situation.

Summary

The U.S.’ budget crisis is ultimately a product of its ongoing
demographic trends. The country is facing a multitude of
demographic headwinds largely driven by the aging population,
declining fertility rates, and decreased prime-age labor force
participation among men. Contending with these demographic
trends is essential to solving its budget issues. Policymakers
should focus on creating policies to improve demographic
outcomes, such as removing barriers to family formation and
reconnecting prime-age individuals to work, but also recognize
that many demographic problems are due to the nature of social
programs. Policy changes can help alleviate some of these
demographic problems, but, ultimately, thebudget crisis will not
besolved withoutreining in out-of-control spending.
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CHAPTER 3: TAX INCREASESHARM GROWTH

TheUnited States is on an unsustainable fiscal path.140 Persistent
budget deficitsareballooningthenational debt at an alarmingrate.
As of May 2024,the debt held by the public is over $27 trillion
(99percent of GrossDomestic Product), and thetotal government
debt isalmost $35trillion(124percent of GDP). According to the
Congressional Budget Office (CBO), it is estimated that by 2050,
thesecomponentswill reach 155and169percent of thesizeof the
economy, respectively.141 These could be underestimations.
Figure 3-1 shows that debt projections have been consistently
below therealized values in thepast two decades.

140 Taylor Giorno, “Powell: ‘The US is on an unsustainable fiscal path,’” The
Hill, February 4, 2024, https://thehill.com/homenews/4447860-
powell-the-us-is-on-an-unsustainable-fiscal-path/.

141 Congressional Budget Office (CBO), The Long-Term Budget Outlook:
2024 to 2054 (March 2024): Table 1,
https://www.cbo.gov/system/files/2024-03/51119-2024-03-LTBO-
budget.xlsx.
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Whilelargejumpsin thedebt-to-GDPratio typically coincidewith
recessions, the primary driver of deficits is mandatory spending
whichonly continuesto increase. Most of thegrowth inmandatory
spending is due to demographics, specifically the aging of the
population. Figure 3-2 shows that while Social Security and
Medicarewerelessthan 19percent of total outlays in 1970,by the
2040sthey will represent almost oneof every two dollarsspent by
thegovernment.142 This meansthat over 60percent of all primary
spending will be transfers to the population aged 65 and over.
Moreover, as the size of the debt continues to grow, so does net
interest on thedebt. Spending on debt service will likely increase

142 CBO, The Budget and Economic Outlook: 2024 to 2034 (February 2024):
Table 1-4, https://www.cbo.gov/system/files/2024-02/51118-2024-
02-Budget-Projections.xlsx; CBO, The Long-Term Budget Outlook:
2024 to 2054, Table 1; CBO, Historical Budget Data, February 2024,
https://www.cbo.gov/system/files/2024-02/51134-2024-02-
Historical-Budget-Data.xlsx
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dueto interest normalization and debt maturities.143 According to
CBO, by 2052,thecombination of Social Security, Medicare and
net interest will behigher than total revenue.

Deficits are projected to begreater than 8 percent of GDP in the
next threedecades, portendingever-higher debt levels. A growing
public debt crowds out private capital investment, reducing
growth.144 As discussed in Chapter 1, the economic literature
agrees that largegovernment debts have severely negative effects

143 Low interest rates in the past two decades led many economists to dismiss
the debt problem. However, for most skeptics, the rise in the rates to
values above the GDP growth after the pandemic was an awakening
on the true problem of the public debt.

144 CBO, Historical Budget Data; Kent Smetters and Marcos Dinerstein,
“Explainer: Capital Crowd Out Effects of Government Debt,” Penn
Wharton Budget Model blog, June 28, 2021,
https://budgetmodel.wharton.upenn.edu/issues/2021/6/28/explainer-
capital-crowd-out-effects-of-government-debt.
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on GDP growth.145 Moreover, a perceived inability by
policymakers to address imprudent fiscal policy will erode the
confidence of investors, who may see rising probabilities of large
tax increases or even a default. Either scenario would be
catastrophic, leading to economic instability and making it more
difficult for the government to sell treasury securities to fund
further deficit spending. These frictions in debt management
would make it difficult to raise spending in response to a future
global crisis, which has national security implications.146

Moreover, the status of the dollar as the world’s reserve currency
gives the United States the privilege of a higher debt threshold.
However, a future multipolar globe and the possibility of the
erosion of the relative status of the dollar dueto fiscal inflation
might move the point of financial reckoning closer than
anticipated.147 The failure of the 118th Congress to implement a

145 Jack Salmon, “The Impact of Public Debt on Economic Growth,” Cato
Journal 41, no. 3 (2021): 487-509,
https://www.cato.org/sites/cato.org/files/2021-10/cj-41n3-2.pdf.

146 Romina Boccia and Dominik Lett, “National Security Implications of
Unsustainable Spending and Debt,” Cato Institute blog, July 27,
2023, https://www.cato.org/blog/national-security-implications-
unsustainable-spending-debt; Government Accountability Office
(GAO), “A Warning About the Nation’s Fiscal Health,” WatchBlog,
February 16, 2024, https://www.gao.gov/blog/warning-about-nations-
fiscal-health.

147 Losing such privilege is not without precedent, as the U.K. was in a similar
position in the 19th Century and first decades of the 20th Century. On
fiscal inflation, see Barro and Bianchi and Dorn; on the privileged
position of the U.S. on debt sustainability, see Choi et al. According
to the Penn Wharton Budget Model, the United States has about 20
years until reaching the point that no fiscal policy would be able to
avoid a default. Robert Barro, Francesco Bianchi, “Fiscal Influences
on Inflation in OECD Countries, 2020-2022,” NBER Working Paper
no. 31838 (November 2023), https://doi.org/10.3386/w31838; James
A. Dorn, “The Menace of Fiscal Inflation,” Cato Institute blog, June
16, 2022, https://www.cato.org/blog/menace-fiscal-inflation; Jason
Choi, Duong Q. Dang, Rishabh Kirpalani, and Diego J. Perez, “On
Exorbitant Privilege and the Sustainability of US Public Debt,”
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debt commission only lends credence to the sentiment that
policymakers are unwilling to address the politically difficult
fiscal problems.

Stabilizing the debt-to-GDP ratio is likely the most important
policy goal the Federal government must address over the next
decade. While reducing thedeficit is therequired courseof action
(reducing the growth of thenumerator), these policies should not
hamper economicgrowth (thedenominator). Deficit reductionthat
disregards economic growth is a recipe for failure. The Biden
Administration, more interested in putting the economy at the
service of thestate, has taken thestance that debt can befixed by
“taxing the rich” and making them pay their “fair share.”148 This
is misleading; high-income individuals already pay for the vast
majority of government spending; increasing taxes on this group
would not raise sufficient revenue (as low as 19 percent of
deficits), and the White House is overly optimistic of the effects
of such policies on theeconomy.149

NBER Working Paper no. 32129 (February 2024),
https://doi.org/10.3386/w32129; Jagadeesh Gokhale, Kent Smetters
and Mariko Paulson, “When does federal debt reach unsustainable
levels?”, Penn Wharton Budget Model brief, October 6, 2023.
https://budgetmodel.wharton.upenn.edu/issues/2023/10/6/when-does-
federal-debt-reach-unsustainable-levels.

148 Office of Management and Budget (OMB), Budget of the U.S. Government
Fiscal Year 2025, (The White House, 2024): 8, 15, 19, 20, 45, 46, 47,
78, 133, 138, 139, 145, 149, https://www.whitehouse.gov/wp-
content/uploads/2024/03/budget_fy2025.pdf.

149 Calculation based on Brian Riedl’s lower bound estimation of 1.1 percent
reduction in deficit, divided by the 5.7 percent of GDP deficit
estimation by CBO. Brian Riedl, “The Limits of Taxing the Rich,”
Manhattan Institute report (September 2023),
https://manhattan.institute/article/the-limits-of-taxing-the-rich; CBO,
The Budget and Economic Outlook: 2024 to 2034.
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This Chapter explores the limits of the “taxing the rich” approach
to balancing thefiscal situationby first lookingat theissueacross
each type of tax, then determining that these shortcomings are
moreevident when examined at amacro level. Finally, webriefly
discuss the advantages of instead taking prudent approaches to
fiscal consolidation.

The Limits of Taxing the Rich

As thepublic and their elected representatives havebecomemore
cognizant of the deteriorating fiscal situation, there has been an
increased interest in policy solutions, with ubiquitouscriesamong
theleft to “tax the rich.” Given the allure of having someone else
pay to solve the nation’s fiscal concerns, perhaps it is unsurprising
theBiden Administration targetssuccessful businessesandhigher
income individuals in its proposals to raise revenue. With the
magnitude and path of deficits, merely taxing the rich will be
insufficient to fully address the country’s fiscal concerns. “Tax the
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rich” is inflammatory political rhetoric, not rational economic
policy. Economic theory supports the idea that there are limits to
the revenue raised from higher tax rates, and estimates of the
revenueraised as a percentage of GDP from taxing the rich are
low. These limits differ by country and change over time, and,
while they could improve the country’s finances, they come at a
great cost for private businesses and households. Furthermore,
their estimationscould vary widely, dependingontheassumptions
of the public’s reaction to changes in tax rates.

Laffer Curve

One well-examined theory illustrating the relationship between
tax rates and revenue raised is the Laffer curve. Developed by
economist ArthurLaffer, theconcept beginswith thepremise that
both at a tax rateof 0 andat a rateof 100percent, therewill beno
revenueraised. This isbecausethetaxed market activity would be
unprofitable and thuscease to continue. Tax rates between these
two points would generate varying levels of revenue. Increases in
tax rates would generate more revenue only up to a certain level,
beyondwhich any increase in rateswould result in less in revenue
because economic activity would decline.150 Its shape further
suggests that each additional tax dollar results in a larger loss for
theeconomy. Theshapeof theLaffer curveisafunctionof taxable
income elasticity (or the sensitivity to a changein tax rates). As
discussed later in theChapter, therearedivergingopinionsonthis
elasticity, which lead to different estimationsof theoptimum tax
rate. The revenue-maximizing tax rate depends on economic
conditions, the rates of other taxes, thepossibility for an amount
of tax avoidance, and other factors, but—contrary to some

150Art Laffer, “Laffer Curve Napkin,” National Museum of American History,
September 14, 1974,
https://americanhistory.si.edu/collections/nmah_1439217.
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policymakers’ beliefs—evidence supports the premise that taxes
can only beraised so high to maximize revenue.151

TheU.S.TaxSystem is Highly Progressive

Whileakey justificationfor targetingbusinessesandhigh-income
individuals with higher effective tax rates is the need to raise
revenue, theideaof equity buttressesthepolicy. Specifically, there
is a perception that high-income individuals pay less than their
“fair share.”152 In 2019,the top 1 percent paid over 20 percent of

151 The JEC Republicans avoid using the term ‘optimal rate,’ as included in
part of the literature, because a tax rate maximizing the size of the
government cannot be considered optimal.

152 The meaning of what is “fair” is uncertain. This term is repeated
throughout every economic document released by The White House;
see, for example: OMB, Budget of the U.S. Government Fiscal Year 2025,
8, 15, 19, 20, 45, 46, 47, 78, 133, 138, 139, 145, 149.
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all Federal taxes and almost 40 percent of all income tax.153

Notably, theTax Cutsand JobsAct of 2017(TCJA) madetheU.S.
tax codemore progressive. The same data from CBO show that
the ratios of Federal tax liabilities paid by the upper percentiles
was higher in every year after the passage of the law in 2017.
Moreover, theCongressional Budget Office estimates that, while
thetop quintile earnsalmost 60 percent of all income, after taxes
and transfers that percentagedropsunder 50 percent, while every
quintile in thebottom 80 percent sees an increase in their shares
(see Figure 3-6).154 While the concept of decreasing marginal
utility of income—that a rich person would value less an
additional dollar than someone poorer—supports taxing the
wealthy to reduce the budget deficit, the U.S. already maintains
one of the most progressive tax systems among developed
nations.155 Given the degree of progressivity, it is critical to
questionwhether further steepeningwould generate thepurported
revenue, or, alternatively, what level of income would be
classified as “rich” and therefore subject to higher taxation, to
close thechasm between projected receipts andexpenditures.

153 CBO, The Distribution of Household Income in 2020, November 2023.
https://www.cbo.gov/publication/59509

154 CBO, The Distribution of Household Income in 2020
155 Joint Economic Committee (JEC) Republicans, Republican Response to the

Economic Report of the President (U.S. Congress, 2023),
https://sen.gov/LVQYY; Thomas Blanchet, Lucas Chancel, and
Amory Gethin, “Why Is Europe More Equal than the United States?”
American Economic Journal: Applied Economics 14, no. 4 (2022):
480-518, https://doi.org/10.1257/app.20200703.
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Box 3-1: The Importanceof Stateand Local Taxes in the
Analysis

Most discussionson taxes focuson theFederal level. An analysis
including all levels for each type of tax would include multiple
rates, in somecases, onefor each municipality in thecountry. The
Federal government lacks authority over state and local taxes but
including state and local taxes is important when discussing
average households’ tax burden and distributional aspects.

Thereisan abundant heterogeneity of tax codesbetween statesand
localities. For example, while approximately 11.2 percent of
household incomeispaid in taxesby stateand local governments,
this rangevaries from 7.4 percent in Wyoming to 15.9percent in
New York.156 The heterogeneity is not only in rates but also in
composition. States like Nevadaand Washington rely heavily on
sales taxes, while others like Montana do not tax consumption,
relying on revenue from property and income.157 This
heterogeneity also opens the possibility for individuals to avoid
heavier tax burdensby movingacross state lines.158

State and local taxes represent over 30 percent of all U.S. tax
revenue, placing it in thetop five for thismetric among developed

156 Note that Alaska has a lower rate (4.9 percent) but the state receives high
rate of federal subsidies, not making it useful for comparison. Tax
Foundation, Facts & Figures 2024: How Does Your State Compare?
(April 2024): Table 2, https://taxfoundation.org/wp-
content/uploads/2024/04/Facts-and-Figures-How-Does-Your-State-
Compare-Tax-Foundation-2.pdf.

157 Tax Foundation, Facts & Figures 2024, Table 7.
158 Jorge Barro, “Domestic Migration and State Tax Policy,” Rice University’s

Baker Institute for Public Policy Center for Public Finance issue brief
(August 12, 2022), https://www.bakerinstitute.org/research/domestic-
migration-and-state-tax-policy-0.
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countries.159 Moreover, while the U.S. is often criticized for
collectingarelatively small shareof taxeson incomecompared to
peer countries, after accounting for stateand local taxes it shifts to
themiddleof thedistribution.160

159 Organisation for Economic Co-operation and Development (OECD),
“Effective Tax Rates,” OECD.Stat, accessed May 8, 2024,
https://stats.oecd.org/index.aspx?DataSetCode=CTS_ETR.

160 Excluding the collection of regressive taxes and considering only those
based on income and property.
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Note that in most studies about tax burdens that include lower
levels of government, it is customary to add the average tax
collection in those levels, even when analyzing the top bracket.
However, the top quintile pays about half of these taxes as well,
meaningthat astudyof tax burden at all levelsshould consider the
larger burden on thetop quintile instead of the averageif looking
specifically at this portionof thedistribution.161

161 Nevertheless, the same study shows that while the tax burden is higher for
the top quintiles, state and local taxes are easier to transfer to
consumers and wages, transforming its distribution into a flat one
when looking at its incidence. Timothy Vermeer, Alex Durante, Erica
York, and Jared Walczak, “America’s Progressive Tax and Transfer
System: Federal, State, and Local Tax and Transfer Distributions,”
Tax Foundation, March 30, 2023,
https://taxfoundation.org/research/all/federal/who-pays-taxes-federal-
state-local-tax-burden-transfers/.
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Biden Administration Tax Proposals

In March 2024, the White House released the Biden
Administration’s FY2025 Budget.162 Its purported objective of
stabilizing the debt-to-GDP ratio is laudable, however, the
Administration’s proposals warrant critique. First, as discussed
above, tying tax increases to making successful businesses and
affluent individuals “pay their fair share” reinforces
misconceptions about the true distribution of the tax burden,
especially when using misleading statistics to distort reality.163

162 OMB, Budget of the U.S. Government Fiscal Year 2025.
163 Note, however, that OMB projects that the baseline debt-to-GDP would

stabilize organically by 2048, which isvery different than the
nonstop growth projected by CBO. OMB, Budget of the U.S.
Government Fiscal Year 2025, Table S-1; OMB, Analytical
Perspectives Budget of the U.S. Government Fiscal Year 2025 (The
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Second,there isuncertainty aboutthesizeof therevenues that the
proposed tax increases would generate. Taken together with the
Administration’s record of implementing spending that costs more
than estimated at enactment, there is a reasonable risk that its
policies will exacerbate rather than relieve fiscal pressures.164

Third, large tax increases severely harm economic growth and
could be counterproductive to stabilizing debt ratios and
supporting investments that may make disruptive discoveries that
could drastically improve Americans’ quality of life.

The tax policy proposed in the FY2025Budget would make the
U.S. one of the most heavily taxed countries in the developed
world. Presently, the country’s statutory top marginal corporate
tax rate isapproximately 25.8percent (including theaveragestate
corporatetax), which, in comparisontoEuropean countries, would
make it the seventh-highest country out of 52.165 If corporate

White House, 2024): 20, https://www.whitehouse.gov/wp-
content/uploads/2024/03/spec_fy2025.pdf; Glenn Kessler, “Biden
keeps saying billionaires pay 8 percent in taxes. Not really,” The
Washington Post, January 23, 2024,
https://www.washingtonpost.com/politics/2024/01/23/biden-keeps-
saying-billionaires-pay-8-percent-taxes-not-really/.

164 Estimates that extending all provisions from TCJA would cost more than
3.4 trillion through 2033. Additionally, the original costs related to
the Inflation Reduction Act were underestimated. Note also that
recent increases in the interest rates have (unanticipatedly)
contributed significantly to the level spending. CBO, “Budgetary
Outcomes Under Alternative Assumptions About Spending and
Revenues,” CBO report (May 2023),
https://www.cbo.gov/publication/59154#data; Travis Fisher, “The
Inflation Reduction Act’s Energy Subsidies Are More Expensive
Than You Think,” Cato Institute blog, September 2023,
https://www.cato.org/blog/iras-energy-subsidies-are-more-expensive-
you-think.

165 Cristina Enache, “Corporate Tax Rates around the World, 2023,” Tax
Foundation (December 12, 2023),
https://taxfoundation.org/data/all/global/corporate-tax-rates-by-
country-2023/.


