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From the outset, the Biden administration has been focused on
policies that grow the middle class and bolster our econonic
resilience. Democrats in Congrss have worked with the
administration towards these gods, by passing the Inflation
Redudion Act, the Bipartisan Infrastructure Law, and the CHIPS
and Science Act. Because of these forward-thinking bills, the
United States has added new jobsin infrastructure, clean energy,
and manufacturing, bringinguscloser to building amore equitable
econony for all.

Initial data shows these policies are working. The United States
has continued arobug econonic recovery, despite highe interest
rates and globd econonic headwinds We have defied recession
predictions and experienced stronge than expected economnic
growth in 2023.

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

We mug now build upon these successes with more forward-
looking econoric policies tha promote a sugainable econony,
creating oppatunity and good-payingjobsfor all Americans This
report focuses primarily on policiestha get uscloser tothesegods
while congdering the many kindsof changes and chdlenges our
world is experiencing.

For example, we mug find ways to trangtion to cleaner energy
sources and mitigate the effects of climate change while also
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suppoting those communities that have relied on traditiond fud
source indugries. We must find ways to integrate new technology
to hdp usreach our gods, while safeguading ourselves agang
potential threats. And we mug continueto protect consumers and
workers, while increasing competition and fighting agang large
corporationstha are leveraging increased market power to hike
prices on American families.

Our primary focus is suppoting working families in every
community, for wha they need today and wha will be needed
tomorrow. The Child Tax Credit isone proven example, providing
essential relief to American families by redudng food insecurity
and hdping families afford rent, utility payments, and medical
bills. Investments in early childhoodeduction and K-12 school
meals and infrastructure are aso longterm investments in
children’s health and academic outcomes, while youth
employment programs can he p set up youngpeople for success as
they trangtion to adulthood. Increasing access to affordable and
stable housing can also help ensure Americans’ economic well-
being and stability.

Continuel public investment is critical to reach these gods. To
sudain this investment without increasing our debt, we should
look to a commonsense tax reform plan that asks the wealthiest
Americansandthe biggest 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 cloang loophoks tha predominaely benefit the
very richest Americansand implementing several progressive tax
measures, we could narow deficits and reduce government
borowing.
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It has been an honorand a pleasure to serve as Charman of the
Joint Economc Committee this Congress. Our committee has
worked in a true bipatisan fashion to examine our current
econormic policy and lead discussionson how to create a better
futureforthenext generations A successful econamy isonewhere
our children are safe, hedlthy, and educated; where workers can
retire with peace of mind; and where entrepreneurs are empowered
to start new busnessesin ther communities. | am optimistic about
our ability to continue tha work and ddiver for American
families.

MARTIN T. HEINRICH
CHAIRMAN



CHAPTER 1. THE ECONOMY CONTINUED TO EXPAND
AT A STEADY PACE, CREATING MILLIONSOF 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. econony demondrated
its resilience by poding robug growth in GDP, along with
significantjob creation, and progress in wagegrowth

The U.S. econony in 2023 was characterized by stronge than
expected growth, defying earlier predictions of a recession.!
Economic growth for the year was powered by robug consumer
spending, arevitalization in manufacturing investment with levels
not seen since the 1950s and increased government purchases at
both state and federal levels.? And while the econony continued
facing inflationay pressures, globd disruptions caused by war,
ingability in finanda markets, highe interest rates, andtherising
threat of climate change, it continued geneating jobs at an
unprecedented rate, maintaining the unemployment rate at or
below 4% for 30 consecutive months34

Despite predictions of a guaanteed recession exacerbaed by
conflicts abroad, disrupted energy markets, higher gasolineprices,
and globd realignments of supply chans with China econormic
growth accelerated from the 1.9% poded in 2022%%7 The
econony grew 2.5% in 2023, a third consecutive year of postive
growth that bringstotal growth over thelast 3 years to more than
10%, exceeding the levels forecasted by the CBO prior to the
pandamic.®® Looking internationally, the United States’ economy
recovered faster than other G7 econonies, reaching its pre-
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pandamic level in thefirst quarter of 20211° By the third quater
of 2023, the United States had surpassed the average G7
annudized quaterly growth rate by over five percentage points.*

GDP Increased by Over 10% in the Past Three
Years

Real gross domestic product, percent change, 1985-2023
2.5%

1.9%

1985 1991 1997 2003 2009 2015 2021

Source: Bureau of Economic Analysis.

While busness investment deeriorated slighty during 2023,
investment in structures poged a solid increase of 13.2% alevel
not seen in 17 years.!? This uptick combined with rising
consumption-especially of durable goods and services-and
goveanment spending annua GDP.2* Nonresidentia fixed
investment increased, fueled by rises in structures and intellectud
propeaty products, thoughresidentia investment fell dueto the
strain of highea interest rates*™® State and local govenment
spending grew, suppoted by highe grossinvestment in structures
and inceased compensation for state and local govenment
employees; federal government spending rose, with increases in
both nonddense and defense spending; lastly, exports increased
for both goodsand services, which helped net exports remain
postive throughoutthe year.1®' Overal, quaterly growth was
strong and postive throughoutthe year, confirming the overal
strongpath for GDP in the United States.*®°
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These readings suggest that President Biden has continued the
trend of stronger econamic growth unde Democratic presidents
compared to Republicans. In jud three years, President Biden
more than doubkd the econonic growth seen unde the prior
administration, poging a geometric average growth rate of 3.4%
versus the 1.4% geometric average growth rate seen unde the
previousadministration and the 2.6%rate seen historically unde
Republican presidents. 2%

TheUnited States hasaddeal over 15 millionjobsunde President
Biden, and the unamployment rate hasremained at or b ow 4%
for thelag 30 months

The United States Has Added Over 15 Million
Jobs Since President Biden Took Office
Yearly net change in nonfarm payrolls, 1996-2023, in millions

28 7.2 4.5

6 /3

1996 2002 2008 2014 2020

Source: Bureau of Labor Statistics.

After over three years in office, President Biden has overseen an
unprecedented 15.6 million new jobs the fastest job growth in
history.?? This averages out to over 390,000 jobs per month. At
thispointin theTrump administration, theadministrationlos over
10 millionjobs?®
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It is a testament to the resilience of the American econony tha
thereare currently over 3 millionmorejobsthan the Congressiond
Budge Office (CBO) projected there would bein thefirst quater
of 2024 in their Januay 2020 forecast.?*?® Businesses continueto
add jobsand provide oppotunities for workers despite headwinds
from globd economic ingability and the Federal Reserve’s
mongary tightening cycle.

TheBiden administration and Congress have been foundationd in
theeconoric recovery that has benefitted American workers. The
labor market has displayed remarkable resilience, with almog all
sectors, notably leisure and howitality, and retail trade,
reboundingto ther pre-pandamic employment levels by March of
20242627 Althoughin absolute terms, mog of the jobs were
created in thePrivate Educationand Heal th Services, Government,
and Leisure and Hosital ity sectors, annud employment growth in
percentage terms was high in a broader range of sectors that
indudes Mining and Logging, Condrudtion, Utilities, and Other
Services. 82

Theunamployment rate averaged 3.6%in 2023and has remained
near record lows to start 2024 Despite aslightuptick in thefirst
quater of 2024,the unemployment rate has remained at or bd ow
4% since December 2021, the longest streak in over 50 years.3:%2
Thelabor force paticipation rate registered 625% in May 2024,
nearing its highest level since before the pandeamic. More
specifically, the labor force participaion rate for workers ages 25
to 54 reached 836% last month, surpassing pre-pandemic
levels.33* As of April 2024, 37 states plus the District of
Columbia had unemployment rates lower than before March 2020
and only 2 states and the District of Columbia registered
unemployment rates higher than 5%.%



Unemployment Has Been At or Below 4%

for 30 Consecutive Months
Annual unemployment rate, 2013-2023
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Source: Bureau of Labor Statistics.
Note: Civilian unemployment rate, ages 16+, seasonally adjusted.

Despite the highly pubicized job cuts a major technology
companies and sometroubled finandal inditutionsonWall Street,
2023 ended with only a slight increase in new unemployment
claims.3738 While the nunmber of continuing claims has recently
increased, thelevel isin linewith pre-pandemic trends®®

Continual strength of the labor market promotes equity and
resiliency, but moreis needed to close long-standng gaps

Despite ongongissues like discrimination and unequd noms, the
strong recovery has encouraged more Americans to enter the job
market.*° Unfortunaely, while the overall unemployment rate is
low, there are still long-running ggps in labor market outcomes
across race, sex, and ethnicity groups.** For ingance, while the
oveaal unanployment rate averaged 3.6% in 2023, it was highe
for Black and Hispanic workers, at 5.5% and 4.6% respectively,
compared to lower rates for white and Asian workers, at 3.3%and
3.0% respectively, also at annud rates.*? Other groups such as
Black men (20 years or older) and young Americans (16 to 24
years old), aso face dispropottionaely highe rates of
unamployment compared to the nationd average.®® Additiondly,
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the unemployment rate for American Indian and Alaska Native
workers averaged 6.6% during 2023 (not seasondly adjused),
thoughdirect comparisons are limited dueto differences in how
thetime series are condructed.** These persistent gapsmotivate a
continued focus on keeping the labor market strong while
prioritizing equd oppotunitiesin econormic policymaking.

Women and Black Americans have faced and overcome obgacles
to employment tha were especially significant during the
pandamic. * May 2024saw the United States set a record high for
women’s employment and labor force participation among
workers ages 25 to 546 This record shows the resilience of
women in the workforce despite the ongong chdlenges of
increased caregiving responsbilities and job losses during the
pandamic. Similarly, Black Americans have reached significant
milestones, with labor force participaion rates matching those of
white Americans in recent months and achieving the narrowest
employment ggp ever recorded.*” This progress aligns with
historically low Black unemployment rates and a steady declinein
wage gapswith white and Hispanic workers.*®

The Biden administration is revitalizing U.S. condruction and
manufcturing jobs

TheUnited States hasadded over 1.6 millionnew congructionand
manufacturing jobs unde President Biden, reversing a decades-
long decline® Public investments are driving a strong econoric
recovery and ensuring that workers across the country have access
to high-paying, high-qudity jobs Thelnflation RedudionAct, 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 annudly as of
February, even after adjuging for inflation. This surge in private
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investment is a direct result of bipatisan efforts in the
semicondudor indugry and Democratic initiatives to expand
clean energy sectors. These govanment initiatives, alongwith the
infrastructure  investments, have significantly  booged
nonresidential investment, suppoting this crudal component of
the U.S. economy despite high interest rates™ Private
manufacturing condrudion investment hit its highest level on
record since 1958 in 2023, with manufacturing condrucion
contributing the mog to annud real GDP growth than it ever has
before.!

Theseinvestments have quickly trandated into job growth in these
sectors. Between President Biden taking office in Januay 2021
and April 2024,the United States has added 865,000 condruction
jobs and 777,000 manufacturing jobs® The gans in jobs have
continued year after year. During 2023aone thecondructionand
manufacturing sectorsadded over 260,000 obs induding236,000
in congruction and 26,000 in manufacturing. To put this in
perspective, in 2019, the United States added only 131,000
condrudtion jobs and 2,000 manufacturing jobs®> President
Biden’s administration has successfully reversed decades-long
declinesin U.S. manufacturing employment for three consecutive
years.>* Manufacturing, a comerstone of the American econory,
has faced mouning chdlenges due to intendgfying globd
competition, jeopadizing numerous high-qudity jobs Over the
past two decades, the United States witnessed a substantial eroson
inits manufacturing sector, shedding over aquarter of all domestic
manufacturing jobs equéingto rougHy 5 millionpostions® The
surgein compeitionfrom China, in particular, was responsblefor
an estimated 985,000A merican manufacturingjob losses between
1999 and 2011 alone®>® Compared to retail or other service
indugries, manufacturing roles often offer supeior pay, more
stable hours, and enhanced worker protections®’ The decline in
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these well-compensated manufacturing postions significantly
contributed to a 20% redudion in median income for working-
class men withouta high school diploma between 1990to 20138
The investments made by President Biden and Democaats in
Congress are beginning to undothislongrunning trend; this topic
is explored further in Chagpter 2 of thisrespons.

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

Throughout2023,the Fedeara Reserve took a cautious approach
to combating inflation, raising rates at only four of its eight
meetings®® By Augug 2023, the Federal Reserve had increased
thefederal fundsrate by an additiond 100 basis points, adding to
the previous year’s hikes of 425 basis points, totaling an increase
in the Federal FundsTarget Rangeof 525basis pointsin less than
two years.®® However, by theend of 2023 the Federal Reserve had
adopted a more dovish tone as inflation readings continued to
fall.® At this paint, no further rate hikes are expected and there is
apossibility tha the Federal Reservewill begin to cut rates during
the secondhdf of 2024 52

Althoughinflation remains a conaern for many families, it has
decreased significantly since 2022% April’s Consumer Price
Index (CPl) daa showed a 3.4% increase ove the past year,
notably lower than the peak of 9.1%in June2022.54% Data from
the last six months of 2023 indicates that the Federal Reserve’s
preferred inflation gauge—core Persona  Consumption
Expenditures (PCE), which excludes volatile food and energy
prices—continued approaching its 2% target.®® This suggests that
the United States is making progress in combating inflation.
Thoughreadings at the start of 2024 signded that progress on
inflation will be uneven, the undelying trend still points towards
continued disinflation 8’ For example, the trimmed mean CPI and
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median CPI vaues reported by the Federal Reserve Bank of
Cleveland continued a downward trend to start theyear, signding
that undelying price growth continues to slow.®

Inflation has been on a downward trend for the past 18 months
driven in part by decreases in food, energy, and goodsinflation.®®
Inflationary pressures are expected to continue nomalizing as
falling shdter cods for new leases begin to be reflected in the
inflation data. Elevated shdter inflation has hdped keep services
inflation high in recent years but is expected to fall in the latter
haf of 2024/° This should hdp make up for recent increases in
service cods like motor vehicle insurance that are largdy lagged
effects of the pandemic-eraincrease in car prices.”

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

The labor market remained robug throughout 2023, enabling
workers to secure improved jobs and highe pay. Furthermore,
with the easing of inflaionay pressures, workers have
expeienced real wagegans as wages and salaries have outpaced
prices since the start of 202172 Calculations by the JEC
Democratic staff show that naiond average wages and salaries
grew by nearly $17,000beween Januay 2021 and April 2024,
outpacing price growth during tha period by nearly $3,80073

The demand for labor continues to be strong. At the end of the
year, therewere 8.8 millionjob openings which had been trending
down throughouttheyear but still implied about1.4 job openings
per unemployed person, down from the pesk of 2 jobs per
unemployed personin March 20224 The ongoing availability of
jobs is hdping to reintegrate margindized workers into the
workforce, while also increasing thear bargaining power to
negotiate for higha 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.”™

Wage Growth Has Been Above the Pace of
Inflation for the Lowest Earners

Median wage growth for the lowest quartile, 12-month
moving average, and headline CPIl inflation, 2013 to 2024
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e Headline Inflation
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-1% L " .
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Source: Bureau of Labor Statistics and Atlanta Fed Wage Tracker
Note: Wage growth data are nominal. CPI is seasonally adjusted.

At theend of 2023,thethree-month moving average wage growth
for median houly earnings were up 5.2% ove the last year.”®
From 2022to 2023,wages for the lowest wage earners increased
at an even higher pace of 7.2% a sign tha the strong econorric
growth of theU.S. econamy continuesto reach workers previoudy
excluded fromwagegains.”’

These trendsof highe wages for thelowest earners may continue
during 2024’8 With job openings still at near record highs and
renewed optimism towards strongunion membership, thedemand
for laborwill continueto be strongand will allow workersto find
new jobs more easily and negotiate highe wages. While the
differential is dissipaing, workers who switched jobsin 2023and
onto 2024 saw their median wage rise more than thoe who
remained in their current jobs™
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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

Changng demographics will continue to strain the long-term
fiscal outlook of the United States

Theanticipated rise in deficits and debt over thenext few yearsis
primarily attributed to escalating spending on Sodal Security,
major hedlthcare programs like Medicare, and interest payments,
surpassing revenues strained by successive rounds of tax
redudions undeg Republican administrations This fiscal
chdlenge is further compoundel by an aging population and
escalating healthcare cods per capita. Accordingto projectionsby
the Congressiond Budge Office (CBO), thefederal debt hdd by
thepublic, currently at 99% of GDP in 2024,is expected to climb
to 116%by 2034and to a staggeing 172%by 2054.8

CBO warns tha the projected high levels of debt could slow
econonic growth and present significant fiscal chdlenges.®
However, these escalating debt levels are not solely driven by
increasing cogs 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
anticipaed to decrease slighty from 17.5%o0f GDPin 2024before
expeiencing a dlight uptick to 17.9%following the expiration of
certain provisionsof the Trump tax cuts.®? The projected deficit
ove thenext decadeis dightly lower than previoudy estimated by
CBO, primarily dueto theimpacts of the Fiscal Responsbility Act
and the Further Continuing Appropriationsand Other Extensons
Act.® Additiondly, the deficit is smaller than previousestimates
because of stronge than expected economic performance, with a
projected increase of 5.2millionpeoplein thelabor force by 2033,
largdly driven by immigration. This is expected to lead to a $7
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trillion expangonin GDP and a$1 trillionincrease in revenueby
203484

Emergency spending measures such as the Coronavirus Aid,
Relief, and Econonic Security (CARES) Act and the American
Rescue Plan (ARP) Act, implemented in respong to the COVID-
19 pandamic, had minima impact on the longterm debt
trajectory. Despite temporarily elevating the debt level, these
measures did not accel erate the debt’s longterm growth rate.®®

Unsugainable levels of debt may hinder econonic progress

The Bush and Trump administrations tax cuts significantly
contributed to theincrease in debt levels. Before the extenson of
theBush tax cutsin 2012,theCongressiond Budge Office (CBO)
projected that revenues would surpass outiays inddinitely.8
President Trump also negaively altered thistrendin 2017with the
Tax Cuts and Jobs Act, which primarily favored the wealthiest
taxpayers.®” By thestart of President Biden’sterm in 2021, public
debt had already exceeded 97% of GDP.

Both the Bush and Trump tax cuts were implemented without
corresponding adjugments to revenues or spending, resulting in
subgantial increases in ddficits by redudng long-term revenues.
An andysis suggests tha these tax cuts account entirely for the
fiscal gap, representing the total increase in debt beyond what is
required to maintain astable debt-to-GDP ratio.88 Accordingto the
Office of Management and Budgéd, revenues stood at 20.0% of
GDP in 2000,but by 2019, they had dropped significantly to just
16.4%o0f GDP.

The increasing deficits resulting from declining revenues have
obscured a significant trend: federal spending as a percentage of
GDP has actudly decreased over recent decades and is anticipated
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to continue shrinking.8® Recent projections indicate that federal
spending over the next fifty years will be 1% to 2% lower as a
share of GDP compared to early 2010sestimates, primarily dueto
redudionsin healthcare spending.*® Many of these savingsstem
directly from provisionswithin the Affordeble Care Act.*

Further tax cuts bendfiting the wedthy would exacerbae the
deficit withoutproviding the necessary investments for econorric

growth and family well-beng. To genuindy address the budge

deficit, a logical starting point would involve reversing the
subdantial tax cuts for the wedthy and large corporations
implemented in the 2017Republican tax law. Extending these tax

cutswould significantly increase thenaiond debt, with amajority

of thebenefits accruingto housholdsearning more than $289,900
annualy.®?

Increasng revenueandtaxation fairness

Implementing several progressive tax measures, such as closng
loophoks that predominantly benefit the wealthy and ensuring
adeguae funding for the Interna Revenue Service (IRS), could
genegate subdantial revenue and enhance the naion’s fiscal
trgjectory. These proposals indudeestablishing a 25% minimum
tax and reindating the top income tax rate of 39.6% for the
wedlthiest Americans® Such measures would compd affluent
individuds, who frequently exploit loophoks and pay lower tax
rates, to contribute their fair share.%

These proposals aso aim to ensure tha corporations contribute
thar fair tax shareby increasingthecorporate tax rate and aligning
the county with the globd minimum tax agreement. Simply
raising the corporate tax rate to 28% could generate $1.3trillion
in additiond revenue over the span of a decade® Moreover,
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adoping the 15% globd minimum tax would redirect more tax
revenueto the United States rather than to foreign governments.®

The U.S. tax code contains numerous tax expenditures that are
expensve, totaling $1.8trillion in 2023 and redudng federal tax
revenue thereby contributingto ahighe deficit.®” Targeting these
tax expenditures, which dispropottionaely bendfit the wealthy,
such as lower tax rates for capital gains and stock dividends the
stepped-upbasislooplole, andthecarried interest loophok, would
increase revenue and decrease the deficit. Ensuring tha capital
gans are taxed at the same rate as wage income for individuds
earning over $1 million would eiminae the disparity in tax rates
between different types of income. Taxing unrealized capital gans
a the time of death would prevent gans passed to hers from
escapingtaxation.Clogngthecarried interest loophole would stop
private equity, real estate, and hedge fund manages from
categorizing some of their income asinvestment income, allowing
them to pay alower tax rate or defer tax payments inddinitely.

Lastly, keeping the Internd Revenue Service (IRS) well-funded
would bolster revenuecollectionand play avita rolein narrowing
thetax gap, which representstheshortfall between taxes owed and
revenues collected, estimated at $688billion for tax year 2021.%
The Treasury Department’s recent estimate, utilizing a more
comprehensve approach, suggests tha the origina funding
provided by the Inflation Redudion Act (IRA) for the IRS could
increase revenue by up to $561billion over adecade Leveraging
IRA funding, the IRS has intendfied tax enforcement efforts
targeting wealthy individuds and large corporations, resulting in
$520 million in collections from millionares alone® Despite a
$21.4 billion redudion in funding as pat of the Fiscal
Responsbility Act, the IRS has managed to make significant
stridesin modeanizing theagency and enhanangtax enforcement.
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However, further cuts to funding would hampe revenue
geneation thusexacerbaing the ddficit.

Overadl, the Biden administration and Congtessional Democrats
have steered the U.S. economy onapah towardssteady econonic
growth, solid labor markets, and strongreal wagegansduringthe
rapid economic recovery. Thoughchdlenges remain from globd
economic disruptions and the Federal Reserve’s continued high
interest rates, the econamy has showed significant resilience. The
remaining chapters of the Response explore the current econonic
situaion and chdlengesin more depth.
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CHAPTER 2: BOOSTING U.S. OUTPUT AND
| NNOVATION

Historic federal investments fuded thepandemic recovery and are
heping to build a stronge and more resilient U.S. econony,
amidd¢ a fast-changing globd economic landsape Past
investments in artificial intelligence (Al) 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 renassance as
investments made by the Inflation Redudion Act, CHIPS and
Science Act, and Bipartisan Infrastructure Law drive record high
levels of manufacturing condruction. This expangon will hdp
createjobswhile securingsupply chansthat arecritical to naiond
security and econonic growth. Efforts to diversify tradeflows are
also strengthening trade relationships with our North American
patnes. However, further investments in modernizing land ports
of entry are needed to fully redlize the benefits of growing trade
with Canada and Mexico. Findly, evidence suggests tha
pandemic suppots may have driven the increased productivity
growth seen in recent quarters. If sugained, this could boog U.S.
competitiveness and support higha wages for American workers.

Maintaining American leadership in Al innovation

Therapid rise of artificial intelligence (Al) tools has the potential
to ater nearly all aspects of sodety with large but uncertain
impacts on the econony and labor market.’® Generative Al has
progressed quickly in the last few years, in particular with the
release of ChaGPT, prompting govenmentsto grapple with ways
to encourage Al development within the bound of ethical and
naiond security concerns Al tools will likely disrupt a wide
range of indugries, from the musc indudry and copywriting to
manufacturing and human resources. Many questions remain
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aroundAl, induding inaccurate decision-making and algorithmic
bias (e.g.,facial recognition doingaworse job of identifying black
female faces); lack of interpretability; information provenance
(e.g., privacy concerns deep fakes, and misinformation); and
supply chan issues. Al may aso increase inequality as Al tools
consolidae thewealth and dominance of particular companies and
individuds.

TheBipartisan Senate Al Working Groupreleased their Roadmap
for Al Policy onMay 15,2024 ,which lays outanumber of policy
priorities for the United States to maintain leadership in Al
development and use.!®® The Working Group was brought
togdaher by the shared undestanding tha Al could profoundly
impact the world and that the United States needs to prepare for
both the oppotunities and risks that Al brings

To maintain American leadeaship in Al and ensure a jugt
integration of technology, the federal government, induding the
naiond labs should work with technologists, economists, and
other stakeholders to establish a safe and ethical structure for Al
development and education. While there are a range of plausble
scenaiosof howthis new technology transormsthe econony and
our workforce, subdantial American leadership and public
investment are needed to secure our compditiveness and nationd
security while also securing the safety and livelihood of U.S.
citizens

Al could fundanentally alter theU.S.labor market and may affect
thedemandfor different jobs

Al technologies may lead to fundanental changesintheU.S. labor
market throughther potential to reduce labor costs and increase
productivity in ways tha could increase globd GDP by 7% each
year.®2 In doing so, these technologies would both expand
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econonic oppotunities in some sectors and reduce employment
and activity in others. For example, oneissue in the Hollywood
strikein 2023wasthefuture of generative Al in entertainment and
its potential to disrupt writers’” and actors’ livelihoods.1%

Jobsacross pay, skill, and experience spectrums could be affected
by Al given tha references to Al skills are increasingly common
in job podingsacross virtudly every sector. However, the precise
impacts on each sector remain ungertain given thenovdty of these
technologies. Researchers also diverge on the speed of Al
advencement and its impact on the econony, but it could
oupeform humans on many tasks in the next severd
da:ades-lm,lOS

Al may lead to job polarization where jobs become more
concentrated in high- and low-paying occupdionsbecause routine
taskstha are mog susceptibleto Al are predomnantly in jobstha
pay in the middle of the income ladde .2 However, other recent
research suggests tha tools like ChaGPT can boog productivity
with certain writingtasks and narrow theproductivity ggp between
more and less experienced cusomer service workers, indicating
tha Al may provide skills to grow the middle class.’?”1% MIT
econonist David Autor, an expert in theimpact of automationand
globdization on American workers, theorizes tha well-regulated
Al could boog middle-class earningsby democratizing the sort of
expertise and decision-making skills that currently demand highe
wages.'® Some more complex occupaionsare also exposed to Al
tasks tha involve deecting paterns making judgrents, and
optimizing processes, such as clinica lab technicians chemical
engineers, optometrists, and power plant opaators.*'® Togeher
this suggests tha technological advances in Al will impact the
labor market in complicated and uncertain ways.
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Al job oppottunities are not equally available, and Al threatens
jobsheld by women more

The history of technological change from the advent of the
dishwashe to the introdudion of the internet, shows tha
technological developments do not destroy overall employment.
Indead, they can renda some roles obslete while providing
others with oppotunities as technology trandorms jobsand pay
structures.*** For example, during the early days of commercial
flying, pilots who flew at night could command highe salaries
becauseit wasrisker. However, improvementsin codkpit displays,
air traffic control systems, and aircraft engines reduced the risk
and meant many more pilots could fly at night*'? This led to a
gradud eliminaion of the skills-based wage premium for
nightime flying. As more people become Al literate, the
technology may become more democratized with less of a
polarization in wages of thoe who do and do not undestand the
technology. Broadly, less educated workers and those in small-
and medium-size firms may be mog at risk for automation, but
could also be well-postioned for wage gains if given access to
more learning and retraining 1*3

Longrunning dispaities in the STEM training and education
pipdine aso mean tha job oppotunities in fast-growing Al
occupdionsare notequdly available. Lessthan 19%of al Al and
computer science PhD graduaes in North America over the last
decade were women.** Furthermore, only 2.4%and 3.2%of U.S--
resident Al PhD graduaes in 2019 were African American and
Hispanic, respectively. In 2020,the advocacy group Queer in Al
showed that almog hdf of its survey respondents view thelack of
indusoninthefield asabarier, and more than 40% of members
surveyed reported experiencng discrimination or harassment at
schoolor work.!*® These disparities undescore theneed for efforts
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to enaure tha historically underepresented groupsin STEM are
notleft behind during this Al revolution.

Al tools can both overcome and,in some cases, magnify biases

Theuse of Al tools can amplify preexisting biases agang certain
groups, however, in some cases, they can also be deployed to
mitigae them. There have aso been reports tha Al algonthmsin
hiring processes are biased agang women.* This is because of
the years of bias and discrimindion present in the daa tha is
perpetuated by the model. Many Al facial recognition systems
demondrate racial disparities, with early work illustrating this for
black women.*"118 Paralleling these concerns, Al tools aso have
the potential to address certain systematic biases. For example,
they can mitigae the corporate gende geps paticularly in
leadership roles, tha broadly mirror the STEM gap by removing
bias in recruiting, reviews, and promotion decisions and
improving retention of female employees.!'® Onestudy foundthat
a machine learning algorithm could hdp judges make bal
decisions lowering both crime and jail rates, but many other
studies have shown tha Al may pepetuae racial bias in bal
decisiong?012

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

Another risk with Al is tha maliciousactors may use Al tools to
defraud the public before adequate protections can be put in
place.’? It isimperative tha the U.S. works to ward off threats to
democracy posd by daa and election manipulation, induding
campagn degpfakes. The U.S. govenment should and indesd
adready has begun to address the important privacy concerns
surrounding the use of Americans’ personal data and Al. A recent
uptick in finanda scams usng Al voice cloning technology to
trick consumers prompted several U.S. Senatorsto send aletter to
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the Conaumer Finandal Protection Bureau urging action, and the
Bureau has increased its focus on how Al technologies affect the
finendal marketplace.!*'?*  Recent proposed  bipartisan
legislation also aims to protect Americans’ data from unfriendly
foreign naions!?® Thebill would build uponfederal government
priorities to protect American health care records, geolocations
web browsing activity, and other information that maliciousactors
could use to ham American people and interests.

Public investment in American Al research and developrent
infrastructure can improve the technology’s safety and
developrrent

To bolster the United States’ role in the development of Al tools,
theadministrationis making largeinvestmentsin Al research and
development (R&D). Because of the 2020 Nationd Al Initiative
Act championed by JEC Charman Heinrich and then Senaor Rob
Portman, in May 2023 the Nationd Science Founddion (NSF)
announed $140 million in funding for seven new Nationd
Artificial Intelligence Research Inditutes as pat of a cohesive
cross-govenment approach to address Al related oppotunities
and risks.1?® The new Al Ingitutes will advance foundaiond Al
research on ethical and trusworthy technologies and on
innovdionsin cybersecurity, climate change, understanding the
human brain, and enhancing education and public health—all
while suppoting the development of a diverse Al workforce.
Public investments have continued to increase over thelast several
years to $3.2billion in 2022, undescoring the continued growth
in public sector involvementin Al.
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Since 2017, the Amount of U.S. Government
Al-Related Spending Has More Than Doubled

U.S. government Al-related contract spending, in billions,
2017-2022
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Source: Al Index Report 2023, Stanford Human-Centered Artificial Intelligence.

The U.S. Department of Energy (DOE) has the capabilities and
experience to provide leadership in developing responsble Al
R&D frameworks and quantifying the risks from Al. DOE has
propcsed a new initiative to lead the naion and the world on
trusgworthy Al development: FASST, or Frontiers in Artificial
Intelligence for Science, Security, and Technology for the Nation.
In conailtation with the White House Office of Science and
Technology Policy (OSTP), NSF has created a complementary
roadmap for aNationd Al Research Resource (NAIRR) to enable
the academic community to better utilize and expand Al within
ther own research.!®®’ The recently introducd bipartisan
CREATEAI Act of 2023co-led by JEC Charman Heinrichwould
authorize the NAIRR and hdp make this vital resource a reality.
128 |n addition to the academically-focused NAIRR, the federa
goveanment should explore waysto enable small and mediumsize
firms to access, use, and interpret Al tools to prevent subgantial
conlidaiion amongjud afew technology firms.
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TheU.S.gowernment should dramatically increase investmentsin
Al eduation, reskilling, and training to prepare our workforce
andshore up national security

While the U.S. government has adready made subdantia
investmentsin Al R&D and has outlined future goals, far less has
been doneto enaure tha our workforce is ready to continue to
suppot these efforts. For decades, the United States has been a
magnd for Al talent—for example, the estimated hiring rate for Al
workers in the United States in 2020was roughly doubk that in
2016° China’s growth rate over the same period was only 30%.
However, other research points outthat the United Statesis ahead
in technology development but falling behind in people (STEM
gradudes and technology skill pendration), without which Al
implementation will not be nearly as effective.’® The United
States is particularly behind in the number of STEM gradudes
oveall andin those tha stay in the United States after graduéing.
For example, the limited nunmber of skilled worker visas (H1B)
makes it chdlenging both for highly educated workers to stay in
the United States and for companies to focus operations here—
with Canada and othe counties capitaizing on this
disincentive. '3

Eduaiting, training, and reskilling to meet the new chdlenges of
an Al-informed and augmented labor market will aso become
increasingly important to avoid jobloss, especially for women and
historically disadvantaged groups.*® Educting the future
workforce to prepare people early on will be important—in
paticular, increased gender and racia equity efforts in STEM
fields could hdp prevent certain groups from being left behind.
Research conduded by the World Economnic Forum and BCG
showed that 95% of at-risk U.S. workers can be retrained for jobs
tha pay at or above wha they make now and offer growth
potential .13 Reskilling would be cogly, but companies could
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profitably reskill 25% of their workforce—and 77% of workers
could be retrained through govanment programs or incentives
with a net cost benefit.™* To complement these technological
workforce gods, econamists should be indudel in eductiond
initiatives to encourage broader undestanding of possible
econony-wide paradigm shifts with Al advancement. Congress
could aid these efforts by adoping tax pdicies tha encourage
companies to save cods by hdping workers integrate technology
into ther jobsingead of replacing workers with technology *°

Severa policies optionsexist to propd our Al workforce forward
to match our dominance onthetechnological sideof theequaion.
The United States could leverage lessonslearned from the space
race during the Cold War. After the Soviet Union (USSR)
launched the first crewed space flight, the United States
goveanment realized it needed to make substantial publiic
investmentsin scientific educationto close theggp with the USSR
and promote nationd security. The Nationd Science Founddion
invested theequivalent of over $5billionin teacher and classroom
development, and Congress passed the Nationd Defense
Education Act to provide the equivalent of more than $10billion
for science education 2*® Similarly, China’s emergence as a leader
in Al should encourage the same “all hands on deck national scale
effort to maintain American leadership in Al through dramatically
reinvigorated STEM education and workforce training efforts.
Given the size of its econony, the United States could lead a
multinationd consortium on Al competitiveness.

Educating the U.S. population broadly on the future of Al in
addition to growing the Al-specific workforce is essential for
broader Al usage, undestanding, and public suppot. While public
awareness of Al surged with the advent of tools like ChaGPT,
many misundestandings still exist, and a public education
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campagn could provide a more bdanced view.'¥"¥ This
educationd campagn could lay the grourdwork for a sense of
urgency to suppot efforts to maintain American leadership in Al,
much likewha was dore duringthespacerace. Raisingtheprofile
of STEM work and educationwill hep the United States maintain
technical domnancein Al and providewell-payingjobs Findly,
closly evaluaing possible internaiond patners will enable the
United States to build on others’ advances, quickly partner with
aliesfor mutud bendfit, and maintain ourleadership in this space.

Federal investments have led to a boom in new manufacturing
facilities

As of April 2024, annud investment in new manufacturing
facilities hit over $227 billion dollars, a record high even after
adjuding 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 the county.

Democrats passed supportive policies that hawe directly led to
record level s of manufacturinginvestment, even after adjusingfor
inflation

TheInflation Reduction Act (IRA), Bipartisan Infrastructure Law
(BIL), and CHIPS and Science Act (CHIPS Act) are driving
investment in domestic manufacturing of things like
semicondudors, electric vehicle (EV) batteries, and windturbines.
This boog in suppot has led to a boom in manufacturing
congruction investment. As of April 2024,there was ove $228
billion in inflation-adjuged annud U.S. manufacturing
condrudion investment, more than twice the investment in
February 2020 or Januay 2021.
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Real Total Manufacturing Construction

Spending Surged After CHIPS and IRA

Monthly construction spending, billions of April 2024 U.S.
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Spending and Federal Reserve Economic Data Price Index of Materials and
Components for Construction.

Note: Data are seasonally adjusted and at an annualized rate.

The U.S. Depatment of the Treasury reported on the initial
increase in real total manufacturing condruction as of April 2023,
and spending has continued to rise in the monthsthat followed.**
Though the previous president often bragged about reshoring
American manufacturing, annud investment actually fell during
his time in office.14

The CHIPS Act and the Inflation Redudion Act’s targeted
investments in science and technology continue to drive
manufcturinginvestment in theelectronicsandbattery indudries

With the promise of CHIPS Act suppot, the multinaiond
corporation and technology company Intel plans to invest over
$100 billion in semicondudor manufacturing, research, and
development by expandingtheir facilities and creating new jobsin
places like Oregon, Arizong New Mexico, and Ohio.**! Other
chipmakers have annourced major CHIPS Act investments across
the country.1*214 The IRA also induded a significant investment
in U.S. batery production to suppot demand for EVs and other
clean power applications'® These investments in computer,
electronic, and electrical components have driven nearly theentire
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increase in manufacturing condruction spending, clearly showing
how suppotive policies backed by Democrats have driven the
U.S. manufacturing boam.
Computer, Electronic, and Electrical
Construction Drives Overall Spending Increase
Monthly spending in billions of April 2024 U.S. dollars, 2005-2024
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Source: U.S. Census Sector Construction Spending using Federal Reserve
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Note: Data are seasonally adjusted and at an annualized rate.

The CHIPS Act aso authorized $800 million for vita
infrastructure upgrades to Sandia and Los Alamos Nationd
Laboratories in New Mexico tha can bood scientific and
technological innovaion.1*°

The Biden adninistration ensures that manugacturing investment
legisation bendits low-income communities and workers to
create goodjobsfor more Americans

Due to legidative incentives aimed at hdping low-income
communities, economically distressed counies have received a
highe share of investments in clean energy, semicondudors,
electronics, and other indudries.'* For ingance, the CHIPS Act
requires companies applying for funds of $150million or more to
plan for affordable, high-qudity child care for ther workers and
gives preference to companiestha provideworkforcetrainingand
education investments.’*’ The IRA aso suppots 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 fuds to
suppot their local econamies 1

These investments also support continued strength in condruction
employment, which is rising steadily after years of slow growth
following the Great Recession

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

Construction Employment Has Risen Steadily
Under Biden

Monthly construction jobs by type, thousands
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This broad job growth points to bath the strong overal labor
market and the bood in employment tied to booning
manufacturing congruction investment.
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Themanufduringinvestment boomis expected to continueasthe
Biden adninistration continues to provide suppott of funding
through the CHIPS Act andIRA

While the econony has dready 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 pat of the CHIPS Act, the Biden administration
recently announed an estimated $5 billion investment to support
research and development in advanced computer chips induding
funding for the Nationd Semicondudor Techndogy Center.4°
The Biden administration’s third CHIPS Act award of $1.5 billion
will hdp the company GlobdFoundies build a computer chip
fabrication facility in New York and expand and upgrade two of
its other facilities. ™™

Asmore CHIPS Act fundingis awarded, alongwith ongong IRA
andBIL funding, manufacturinginvestment will continueto grow,
creating more jobs people can raise a family on while booging
econonic growth.

Strengthening North American supply chains and trade provides
economic benefits

Globd events over the last few years, induding the COVID-19
pandamic, have undescored the need for resilient supply chains
“Nearshoring”—Dbringing more produwction either back to the
United States or to its nearby neighbois Canada and Mexico—is
one solution for addressing supply-chan vulneabilities as
proximity and integrated markets make these kinds of disruptions
less likely. The United States” North American neighbors have a
largeroleto play in improving supply-chan reliability, increasing
trade and economic output, and advandng climate objectives.
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Investments in U.S. land ports of entry (LPOE) can improve how
efficiently commercial cargo crosses into the United States,
providing econormic and climate benefits to border states and the
county more broadly. Recent legidation induding the BIL,
CHIPS Act, and IRA provide oppotunities for further North
American integration ontrade, supply chans and the climate.

The United Sttes hasa strong traderelationship with its North
American partners

With strong cultura and economic ties between the three
counties, the United States, Mexico, and Canada are each other’s
strongest trading partners. The U.S.-Mexico border region has
become an important produdion site as manufacturers in both
countieswork together to produce goods engaging in production
shaing®! Many intermediate inputs are produced in the United
States and exported to Mexico, and the finished produds, such as
cars and auto pats, computers and electronics, and houshold
appliances, are then imported back into the United States.'>? The
United States is thetop supplier of intermediate goodsto Mexico,
the U.S.-Canada energy markets are highly integrated, and all
three counties have a deeply integrated market for automotive
manufacturing %314

Mexico surpassed Chinato becomethetop U.S. trading partner in
early 20232 |t wasthefirst timein 20yearstha theUnited States
bought more goods from Mexico than China'® Following
Mexico, Canada was the second highest trading patner.
Combined, Canada and Mexico account for over 30% of the
United States’ total trade.®>’
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Nearshoring improves supply-chain reliability pog-COVID-19
pandemic

Building on the aready strong partnership between the United
States, Mexico, and Canada, nearshoring can improve supply-
chan proximity and reliability. The pandemic exposd the
fragility of globd trade by causng massive disruptionsto globd
shipping and supply chains induding for critical inputs like
semicondudors. 158159160 Other events around the globe such as
Russia’s invasion of Ukraine, Houthi rebd attacks on cargo ships
in the Red Sea, and drought in the Panama Cana have caused
recent shipping ddays.'61162163 Conflicts, climate change and
naural disasters could cause further shods to the globd shipping
market in thefuture.

Nearshoring produdion to Canada and Mexico will provide some
protection agang future disruptions to shipping and globd
commerce. The patnership between the three countries is rooted
in decades of econonic coopeationandisgovened by afreetrade
agreement. The preferential tariffs induded in the United States-
Mexico-Canada Agreement (USMCA) can make nearshoring an
attractive option for many companies.®

Key legisation passed by Congress and President Biden provides
oppottunities to integrate North American supply chains and
adwvance climate objectives

Prior to the pandamic, mog counties induding the United States
prioritized efficiency and low cogs over resilience and domestic
capecity in supply chans Congress and the Biden administration
took action to address the country’s supply-chan vulnerabilities
by passingtheBIL, the CHIPS Act, andtheIRA. These billshave
spurred domestic manufacturing; provided oppottunities for
climate progress and further North American integration; and



36

incentivized investment in indugries induding semicondudors,
electric vehicles (EVs), and bétteries.

The United States and Canada are reliable partners for energy
security and climate objectives based on an already strongmarket
for energy trade and a shared commitment to environmental
standads® As our largest energy trading patner, Canada can
play a key role in growing the clean-energy econony in North
America. The United States and Canada are working to achieve
net-zero power grids by 20351% The United States is also
leveraging funding from the BIL to accelerate the clean-energy
transition 167

Additiondly, Canada and Mexico can hdp companies comply
with the IRA, which indudes North American requirements for
EV and batery manufacturing to qudify for its EV tax credit.
Specifically, thetax credit requires a certain percentage of critical
mineras to be sourced from the United States or its free trade
agreement partners.*®® Thisindudes Canada, which is atop source
of critical minea inputstha areimported to theUnited States and
used in EV bateries, as well as Mexico. Investments in both
countiescan hdp companies meet IRA requirementsandimprove
supply-chan security in North Americafor this key input

The United States is usng funding from the IRA and the CHIPS
Act to further integrate North American supply chains TheUnited
States and Canada launched a “cross-border semicondudor
packaging corridor” that provides incentives for public- and
private-sector cooperation and expandssemiconductor packaging
and testing capébilities.!®® The United States and Mexico formed
a Supply Chan Working Group to expand coopeation on
semicondudor and information and communications technology
(ICT) supply chains®™
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The United States provided $250 million in funding from the
Defense Produdion Act for U.S. and Canadian companiesto mine
and process critical mineras for EV batteries, and another $50
millionfor U.S. and Canadian companies to strengthen advanced
semicondudor packaging in North America.!™* The United States
and Canadaare also workingto promote trainingand oppotunities
in clean energy and skilled trades, and collaborating with
stakeholders to grow thetalent pool for critical supply chains®’

Investing in LPOEs will enable more efficient crossings for
commercial trade booging the U.S., Canadan, and Mexican
economes.

Land ports of entry (LPOES) along the northern and southwest
borders are critical for facilitating trade with Mexico and Canada
and strengthening the North American supply chain. The United
States has 110 LPOEs tha consst of 167 separate land border
crossings!” Of these 167 land crossings 120 are along the
northen borde and 47 are aong the southern border. Some of
theseland border crossingswere built more than 70 years ago, and
theaverage age of al buildingsand structures at these crossingsis
39years.}™ At the same time, thevolume of freight hasincreased
significantly. In jug thelast 20 years, trade volume with Mexico
has grown 200% while trade volume with Canada has grown
73%"® Freight moves between the three counties througha mix
of trangportation modes induding truck, rail, pipding air, and
vessel, butlandtrangportation playsthelargest role. In 2023,71%
of U.S. freightwith Mexico and 57%with Canadawas by truck.1"
Togeher, this creates a paticular 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 aong both the northern and
southern borders to meet today’s volume of personal and
commercia crossings Infrastructure improvements and expanded
capecity at LPOEs will reduce crossing times and expedite the
flow of goodsinto the United States, generating significant
econonic benefits. Research by the Atlantic Coundl and others
showstha a10-minuteredudioninwait timesat LPOEsaongthe
U.S.-Mexico border could lead to an additiond $26 million in
commercial cargo entering the United States each month,
trandatinginto more than $312millionin commerce from Mexico
into the United States each year.'”” With this 10-minute redudion
inwait time, an additiond 532commercial vehicles (induding 388
loaded containers) would enter the United States each month.1’®
The redudion would also have postive effects on employment,
consumer spending, and output

The BIL induded $3.4 billion for modenizing 26 LPOEs aong
the northern (20) and southwest borders (6), as well as 21 paving
projects.1’%1 These upgrades are needed as the average age of
facilities at these LPOEs is 40 years.!81182 These BIL investments
are expected to create 6,000 jobs over 8 years and geneate an
additiond $4.5billion in economic output 818 As mog of this
investmentisdirected towardsthenorthern border, moreis needed
for the southern border. In 2023,6 of thetop 10 LPOEs for truck
container crossings were along the southwest border.® Nearly
three-quarters of freight with Mexico is trangported by truck.'8®
There are aso fewer land borde crossings along the southern
borde (47 out of 167), meaning tha each crossing is extremely
important. Expanded capecity at these crossings, induding the
Santa Teresa L POE in New Mexico, will allow for more efficient
crossings incareasing the number of trucks tha can cross and
providing economc benefits to the United States.
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In addition to expanding the phydcal capacity of LPOES, staffing
capacity mug increase to meet the increased volume of trade. A
2017 report from the JEC Democratic staff examined the
economicimpact of undestaffing at portsand called for additiond
staffing 1’ CBP previoudy estimated tha staffing an additiond
oneto three boots or lanes can reduce maximum wait times by
upto 25minutes at some of thebusest portsandthat an additiond
1,000CBP officers at ports would increase econamic activity by
$2billionand add 33,148new U.S. jobsper year.

Port modenization creates economc and climate gains that
ben€fit border communities

Trade aong the northern and southern border suppots jobsin
manufacturing, trangportation, and other sectors, as well as
investments in manufacturing plants, warehouses, and other
storage facilities near ports. Ports often become indudrial and
distributon hubs as busnesses are incentivized to locate
opeaations nearby, which can provide enomous econorric
oppotunities for thesurrounding communities. Land port of entry
investments induded in the BIL and the IRA are expected to
suppot 11,500jobsannudly across the county. '8

Modenization projects at LPOEs will aso improve climate
resilience and sudainability, bendfitting the surrounding
communities. InvestmentsfromtheBIL andthelRA will improve
the climate outcomes at certain ports of entry, induding by
redudng opeaationd emissions to the equivalent of removing
500,000gasoline-powered passenge vehicles from the road for
one year, congructing all-electric buildings achieving net-zero
emissions at certain ports, and lowering carbon emissions.'®
Expanda capacity at LPOES, induding by adding commercial
lanes, will alow trucks to move through crossings more
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efficiently, reducing idling times and padlution 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 hdp bood wages and reduce
inflation. Produdivity—often defined as the total amount of
econonic outputdivided by thetotal nunmber of hours worked—is
often used to measure economic progress and the impacts of
technological innovaion. Sugained productivity growth can hdp
reduce prices because it means tha the econony can produce a
larger amount of goodsand services withoutan increase in input
cogs.r® Producers can therefore close supply shortages and
workers can earn highe wages tha reflect the rising level of
output per worker.?®! The 2.9% growth in produdivity between
Q1 2023 and Q1 2024 standsin stark contrast to both the low-
productivity environment which took hold in the recovery from
the Globd Financial Crisis and the current low productivity
growth seen in other major econonies. %2

While some commentators have linked this rise in productivity to
the adopion of geneative Al, this is probably not the case as
productivity gansfrom any onenew technology or innovdionare
likely to occur more dowly as the technology diffuses and
companies find ways to adoptit to hdp perform specific tasks.'*3
Rather, thisis more likely theresult of fiscal policies on the pat
of the Biden administration and Congressiond Democrats during
and after the pandemic, coupled with a successful, rapid labor
market recovery from the pandemic.
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Pag high produdivity growth came during peiods of low
unemployment

Interpreting trendsin produdivity growth is complicated, in part
because the standard measure of productivity—output per hour
worked—tendsto spike duningrecessionsas low-paid workers are
dispropottiondly laid off and thar hours worked are removed
from the measure of produdivity.!® However, when increases in
productivity occur during econormic expansons, this reflects
technological advances and more efficient workers.*® For
example, the 2-4% produdtivity increases in the latter hdf of the
1990sreflects that decade’s large public and private investment in
new computer technology, combined with a sugained period of
both low unemployment and low inflation 1%

Productivity Is Above Pre-Pandemic Trends
Labor productivity, 12-month change, 1990-2024

8%
6%
4%
2%
0%
-2%
-4%

1990 2000 2010 2020

Source: Bureau of Labor Statistics.

Note: Shaded bars are recessions.
Therise in productivity growth pod-pandemic as well the strong
job growth seen during the pandemic recovery aso mak a
significant improvement compared to the slow recovery from the
effects of the Globa Finandal Crisis.*®"'%® The 2010sfeatured a
slow return to full employment, not hdped by a relative lack of
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public investment and fiscal supports.*®® During this period, year-
ovea-year productivity growth averaged around only 1%,
significantly lower than durng prior peiods of econormic
expandonlikethose of the 19905 1980s and 1960s These trends
might not be unrelated, with one andysis finding a postive
correlation beween the prime age employment rate and
productivity growth when recession-era periodsof high measured
productivity are removed.?®

Federal suppot to housholds and busdnesses during the
pandemic likely helped drive recent produdivity growth

Unlike the recent inflationay period, which was a worldwide
phenomenon, recent produdtivity growth has been largdy limited
to the United States alone among developed econonies.?! One
possible explanaion 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
econony during and after the pandemic. While other developed
naions focused primarily on wage suppots tha allowed
budnesses to keep ther existing labor forces through the
pandeamic, the United States, in addition to offering paycheck
protection, expanded the unemployment insurance system.?®

In addition to providing crudal assistance, this may have aso
given workers time to find jobsin more productive firms,203204
Research shows tha strong labor markets can help workers move
from podtionswhere they are less produdive to postionswhere
they are more produwctive, especially when employers might
otherwise use their market power to suppress wages.>*®

These fiscal suppots may have also alowed people to take the
time to start their own busnesses, hdping to explain why U.S.
bugnessformation spiked duringthe pandamic and remained 30%
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above pre-pandemic levels during 2022 and 20232927 Thijs
increaseis also goodnewsfor produdivity growth, since evidence
suggests that the share of start-up companies able to grow rapidly
plays an important role in suppoting overall productivity
g rovvth _208,209

Susained public and private investment, aswell ascontinued low
unemployment, will hep to keep wage and produdtivity growth
high

While continued productivity growth will hdp inthefightagang
inflation, history suggests that the United States will need to keep
unemployment low while maintaining public and private
investment to sugtain these productivity gans Public investments
like thoee made by the CHIPS and Science Act, Bipartisan
Infrastructure Law, and the Inflation Reduction Act are already
hdping to create additiond goodpaying jobs in strategic
indugries and suppot theoveral labor market.

These investments will help to keep unemployment low and also
ensure the availability of technologies critica 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
govenment R& D spending yields significant returns?°

New technologies like Al promise further produdivity gains, and
Congress should hdp ensure workers ben€fit fromthese gains

Jug as new computer technology drove the productivity gans of
the 1990s a suite of emerging technologies has the potential to
ddiver significant produdivity gans Some estimates give
geneative Al alone the potentia to add 1.5% to productivity
growth every year over the next decade.?!
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Congress should work to ensure future productivity gans are
distributed fairly. Thelabor share of income for American workers
has steadily declined in recent decades, and wages have not kept
up with productivity gains made since the 1970s*'?2 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’
share of income.?3

Congress can take several measuresto make surethat workersearn
thar fair share of produdivity gans Critically, automation should
be used whenever possible to supplement and enhance the
productivity of human workers, notsimply replace them to reduce
labor cods for busnesses or shift them onto consumers. Options
to promote this could indude changing the tax codeto shrink the
gap between margind tax rates onlabor and onthe equipment and
machines used for automation, as well as empowering workers to
have more of asay in how Al is used in ther own workplaces.?'4
This could indude securing Al-related protections in union
contracts—as was achieved by the Writers Guild of America
following recent thar mog recent strike—or ensuring worker
representation on corporate boads ?+>216
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CHAPTER 3: CLIMATE RISKSAND OPPORTUNITIESIN
THE ENERGY TRANSITION

Climate changepresents physcal risksto people and propeaty and
trangtion risks and oppatunities as the world moves away from
fossil fuds. The 2024 Economic Repotrt of the President (ERP)
discusses these topics with a focus on undestanding the pah
toward the clean energy trangtion and how it can be achieved.
This chagpter in the response builds on the work of the ERP to go
into more depth on the ben€fits of the clean energy transtion
alongsde some undeappreciated potentia tools to hdp advance
the United States’ climate goals. In this chapter, we focus on many
of the ben€fits or avoided cods of decarbonizing, induding the
cods and risks of climate-fueled extreme hest, wildfires, and
flooding; climate risks to the finanda sector, paticularly
insurance; the bendfits of grid investments; the importance of
clean energy job training; and the necessity of internaiond
climate finance.

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

Record-breaking high temperatures make headlines across the
globein each recent summer, drawing attention to oneof the mogt
sdient and aarming effects of climate change Climate-
exacerbaed wildfires also represent a growing threat to the health
and well-being of communities across the county.?!” The United
States has aready seen a devastating string of catastrophic
wildfires in the past year in places like Maui, the western United
States, and Louisiana as these disasters become more and more
damaging dueto climate change?18219220,221,222223 \\fhether from
an oveflowing river, rising coastal waters, or a flash flood,
flooding causes extensve ham to American housholds
infrastructure, and busnesses acrossthecounty.??* Inthelast year
alone devastating floods have hit Vermont, Califomnia, and
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Kentucky as climate changeincreases the threat of these disasters
in both inland and coastal communities.??>226.227228 Thyjs string of
deadly and cogly climate disaster years makes the threat of hedt,
wildfires, and floods and the massive cods of climate inaction
increasingly clear.

Theimmense cog of these disasters—both the human toll and the
econonic damages—requires government action. At the federa
level, investments from the Inflation Redudion Act to combat
climate changewill cut down on the greenhou® gases tha are a
root cause of larger wildfires, more flooding, and highe
temperatures. Other specific policy actions and investments can
also improve climate resilience and ensure tha our communities
and systems are better adgpted and prepared for the effects of
climate change

Thetotal annualeconomc burden of wildfires andfloodingin the
United Statesis challenging to measure butlarge

An andysis by the JEC Democratic staff findsthat the total cos
of wildfires in the United States is between $407 billion to $923
billion each year in 2023dollars, which is notably larger than past
estimates.??%2% This rangewas cal culated by combining estimates
from existing research on the specific cods related to propety
damage, direct and indirect deaths and injuries, hedth impacts
from wildfire smoke, income loss, watershed pollution, and a
rangeof other factors. Each of these impacts ontheir own are very
cogly, buttogeher, they represent disastrousconsequencesforthe
county.
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Climate-Exacerbated Wildfires Cost Nearly $900

Billion a Year
Annual total costs and losses in 2022 billions of dollars
® Diminished Real Estate Value
m Exposure to Wildfire Smoke
1 Income Loss From Wildfires
# Watershed Costs
Other Costs 146

147.5

Note: Other Costs include insurance payouts,
timber loss, property damage, electricity costs,
evacuation costs, fire supression, direct death
and injuries, insurance premium increases,
learning loss, tourism loss, psychological costs,
and prison and legal costs.

Source: Analysis by JEC Democratic staff.

The JEC Democratic staff also findstha flooding in the United
States causes between $179.8 and $496.0 billion dollars in
damages annudly in 2023 dollars—notably highe than past
estimates.?*! This range was calculated based on a survey of the
existing research on the effects of flooding in the United States
and inflation-adjuged to 2023 dollars. Each undelying study
often focused on specific cods like the need for new investments
infloodresistant infrastructure, damage to existing structures, lost
econonic output, or damage to homes (to name jug a few of the
cogsindudeal inthisandysis). Togeher, the estimated total costs
of wildfires and flooding in the United States make up 2-5% of
2023GDP. Thelarge rangeonthecog estimates for wildfiresand
flooding reflects the difficulty in measuring the total cog of
climate-exacerbated natural disasters, but even the lower-end
estimates represent significant cogs to the U.S. econony.

202.5
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Heat waves present a growing threat to pubiic health, workers,
andcritical infragructure

Extreme heat is already the leading cause of weather-related
deaths in the United States.?®? Between 2004 and 2018, over
10,000Americansdied of heat-related causes.?®® Thetrue nunmber
of heat-related deathsis likely significantly highe, as heat often
plays a role in deaths tha are officially attributed to other
causes.234

Extreme heet is aready having a significant impact on the U.S.
econony, paticularly in heat-exposed indugries like agriculture,
mining, congruction, manufacturing, and trangportation. Crop
workers die of heat-related illnesses at 20 times the rate of other
civilian workers in the United States.?*® Between 1992and 2016
285 condruction workers died from heat expoure—accouning
for more than 30% of heat-related occupationd desthsduring tha
period?® Heat is also significantly impacting the working
conditions of mail and shipping ddivery workers. Togdher, the
loss of productivity caused by heat is emerging as one of the
biggest econoric cods of climate change. >’

High temperatures place additiond stress on the water, energy,
andtrangportationinfrastructuretha formsthebedrock of theU.S.
econony and sodety. Much of the existing critical infrastructure
was not designed to operate in extreme heat and may require
significant adgptations or replacement to avoid cogly and
dangaousdisruptionsto essentia services.

The significant cog of wildfires, flooding, and extreme heat
motivate a rangeof policy actions

Given the mouning cods of these climate impeacts, investments
and policy to address both mitigaion and adaptation needs are
timely and cog-effective. For example, investments from the
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Inflation Redudion Act (IRA) and Bipartisan Infrastructure Law
(BIL) for greenhou gas redudionsare hdpingto addresstheroot
cause of these cods.

Improving the aging U.S. eneagy grid, especialy through
modernized trangmission lines, can reduae the risk of wildfires
ignited by electricity infrastructure.®® The newly announed
American Climate Corps will also put more than 20,000young
people on career pathways in fast-growing sectors tied to clean
energy and climate reslience, induding work on forest
management that can prevent catastrophic wildfires. %24 These
and other preventive measures, such as more prescribed buming,
can ultimately make wildfires less damaging; though they will
take time to have an effect. Ensuring tha pay for the wildland
firefighters who help protect communities from wildfire damage
is high enoughto recruit and retain those fighting these wildfires
will aso hdp curb cods.

Recent legidation like the IRA, BIL, and Water Resources
Development Act of 2022 have made subdantial investments to
comba climate change and make communities more resilient to
climate impacts like more damaging flooding?** Tha said, there
are arange of cog-effective investments the United States should
make to safeguad key public assets and infrastructure like the
energy grid, healthcare facilities, wastewater treatment plants,
podal services, and transportation (induding airports) from the
effects of flooding 24?

A recent report foundtha every dollar invested in floodprotection
saves upto $318in damages, and adgptation measures can prevent
job losses and increase employment growth.?*® Improving flood
insurance and disaster relief aso helps Americans and the
econony.
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Local, state, and federa govenments are focusing on severa
efforts to address the impacts of extreme heat, including keeping
workers safe on the job with heat-related labor standads
mitigating heat island effects, ensuring homeowners and renters
have access to affordable cooling, and preparing for future heat-
related public health emergendes.

Climate risks to the financial sector and insurance markets

Climate changethreatensnotonly the health of thepland butalso
Americans’ financial well-beng. Climate disasters can quickly
undermine the value of people’s homes, while the broader effects
of theclimate crisis can disrupt the hedlth of the broader finandal
sector. Oneclear exampleisin thehome insurance market, where
climate-exacerbated risks from huricanes and wildfires are
making parts of America hard to insure.

Climate change threatens broader finanda stability too, both
through direct risks to the real estate market, but also through
portfolio risks tha could impact pensons and mutud funds
Adequaely characterizing and valuing these climate risks with
better daa and analysis can inform decisson making and
regulationsto mitigate climate finanaal risk. Policymakers should
enaure that financial markets integrate climate risks into ther
decision making and turn away from anti-capitalist efforts to
prevent the finandal sector from accouning for environmental
risk factors.

Climate risks are making parts of America hard to insure and
pughing premiuns highe

A potential climate bubbk in rea estate is looming because real
estate prices in some regionsin the United States are overvalued
given theunaccountkd-for finandal risks of climate impacts, such
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as climate-exacerbaed wildfires, hurricanes, and sea level rise.*
Thisrisk is mog visible in the market for home insurance, where
climate-fuded extreme events, such as fires in California and
Coloradoand hurricanesin Floridaand Texas, are wreaking havoc
on these markets,24246247.248 Royghly two out of three American
homes are undeinsured, meaning that millions of homeowners
would face massive finandal losses after a natural disaster.?*® As
uninsured damages rise, communities will ingead use the Federa
Emergency Management Agency (FEMA) disaster relief and
other public funds to protect families’” finances and overall well-
beng.

Wildfires have led to enormousinsured damages in recent years,
and thar risk is aso difficult to quantify and price into insurance
policies. ™ 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 topogiaphy,
drought conditions wind paterns fuel amounts, and thelocation
of houses among many other factors.?>! This has led insurers to
either raise premium costs subgantialy or pull out of markets
entirely—with several maor insurance companies declining to
provide coverage in Califomia in the summer of 2023.%2
Californians also saw a 10% increase in premiums at renewal in
202323

More intense hurricanes have also caused widespread damage in
Florida and aong the east coast with billion-dollar weather and
climate disasters in the United States increasing over the last 40
years.®* Hurricanes and floods caused $120 billion in insured
losses globdly in 20222 This has led to large disruptionsin the
insurance markets onthe east coast of theUnited States, especially
in Florida’s flawed property reinsurance market. Reinsurance
companies sell insurance policies for insurance companies, which
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insurers need if they mug pay out very large claims tha would
otherwise drive them out of bugness.?®® This type of coverageis
both essential and expensive in Florida because the state sees so
many catastrophic weather events. The cog of reinsurance in
Florida has risen 54% from 2019, with much of the cos passed
alongto families throughhighe home insurance premiums while
theamountof coverageinsurers purchased only rose 15%

Flood risks have led to more than hdf the insurers in Florida
ending up on a financial hedth watch list.?®" Reinsurance
companiesareraisingthar premiums, which onaverageincreased
40to 70%duringthe 2023hurricane season—a cost tha islargdy
passed on from insurers to homeowners buying coverage®® This
has led some insurers to leave areas altogdaher and for insurance
premiums for Americans to increase. For example, premiums in
Floridaare cogingonaverage$6,000annudly for homeinsurance
policies, four times more than othe states. In respons 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 conaerns aboutits solvency.?®

Finanda risk from flooding and other storm damage is by no
means isolated in jug one state.?®® Texas saw home insurance
premiums jump 22% last year due to a series of billion-dollar
disasters.?% Unpriced flood risk in the U.S. housng market is
genealy concentrated in counies along the coasts tha do not
have flood risk disclosure laws, meaning tha insurers cannot
accurately account for local flood risks.?%? A recent study found
that residential propeaties with floodrisk are overvalued by $121
237 billion dollars.?®® Suppressed insurance rates, which do not
fully accountfor climate risks, have contibuted subgantialy to
this overvaluation 264
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As more areas become uninsurable, families will face rising
finandal burdens

Uninaurable areas have real world impacts on Americans’
persond and finandal well-bang. For ingance, the impact of
losing all one’s belongings to a climate-fud ed extreme event (e.g.,
wildfires, floods etc.) withoutinsurance can be severe. Over fifty
percent of losses in the United States were not insured in recent
years, leading to large cods and damages tha fal on
individuds.?®® Households with insurance are 85% less likely to
report highfinanda burdensthree weeks after adisaster and 82%
lesslikely to report these burdensoneyear after disaster.?®® Nearly
a quater of American consumers have no emergency savingsto
cove expenses if ther propaty is uninsurable or tha insurance
payouts take time to be processed.?®’ Black and Hispanic
households are also less likely to have these savings and what
savingsthey do have are lower than other groups?%®

Local gowernments also face subdantial finandal risks

Climate impacts, such as more destructive wildfires and
hurricanes, lead to new and often unexpected expenditures for
municipa govanments.?® Eroson from heavy rain, which the
Nationd Climate Assessment showed grew in the Northeast by
70% beween 1958 and 2010, can lead to increased road and
bridge maintenance and repairs.2’%?"! This damage can cause
major trangt disruptions like wha occurred after the2023deadly
floods in New York.?”? Heatwaves, and the wildfires tha
sometimes accompany them, can force local governments to open
cooling centers or other emergency shdters. These disasters can
increase enegy expenditures for loca govenments, decrease
labor force participation and income and damage the broader
econony while harming public health and increasing mortality 2”3
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This heat stress can aso lead to communities paying more to
borow on the municipad bond market.?’* Heat-related damages
equd to 1% of GDP annudly are assodated with 15 basis points
(0.15 percentage point) highe bomrowing cods compared to
municipdities not exposed to these damages. This can make it
harder for loca govenments to invest in thar communities and
provide basic services. A 2022 study showed that Califomia
wildfires between 1990and 2015had a subgantia negdtive effect
on municipd budgeés and caused a longterm increase in loca
govanment spending?”™ Loca govenments may aso suffer
subdantial decreases in revenue from propeaty taxes when
homeowners move away from climate disaster-prone areas, or if
better dataon climaterisksleadsto fallinglocal property values.?’

Climate risks to the broade finandal sector are large but
oppottunities also exist

Asclimate changereshgpes theeconony andtheworld trangtions
away fromfossil fuds, many companies andinvestment fundswill
be stuck with so-called “stranded assets” like coal-fired power
plants or oil rigs tha have log ther financa value Ultility
companies forced to bear the losses incurred by holding these
assets would likely raise electricity prices for families to cover
ther losses. Onerecent study foundthat thetotal log profits from
stranded assets could total morethan $1.4trillionglobdly.?’” Most
of those log profits are coneentrated in thefinanda sector, with a
net present value of over $438billion in potential losses dueto
stranded assets.

Individud investors are paticularly at risk, as the same study
estimated that 86% of potentially stranded assets in the United
States are ultimately owned by these investors.?’® The threat to
pensonfundsisathreat notjug to thefinancial system, butto the
retirement savingsof all Americans. This climate bubblke would
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also hit the banking and finanda sectors. For example, wildfire
risk could lead to as much as $337billionin log rea estate value
with downdream impacts on propeaty tax revenue and school
funding 2”®

The incorporation of environmental, sodal, and govenance
(ESG) godsinto investing strategies can hdp to mitigate therisks
toinvestorsfromclimate change Simultaneoudy, ESG gods meet
thedemandsof investors seeking amore environmentally friendly
way to invest while also giving them away to finandally benefit
from the trangtion away from fossil fuds. At the beginning of
2022, more than $8.4trillion were invested in sugtainable assets,
around 13% of all assets being managed professiondly.?®
Companies themselves are now working to quantify climate risks
like any other threat to their busness, with one2018report finding
that 215 of the world’s largest companies estimate a collective
nearly $1 trillion in climate risks to their opeaations®! Recent
efforts to stifle ESG investing from conservatives, in addition to
ignoiing potential investor preferences for sugainable
investments, can be viewed as anti-capitalist because they force
companies to ignote climate risks when firms aloneshould decide
howto allocate capital amongtheir investments.?82

Better data, analysis, and insuranae options can hdp mitigate
climate finangal risk

Alongsde redudng greenhoug gas emissions and investing in
clean energy and climate adagptation, massive risk estimation and
redudion are needed to reduce the potential human and financial
consquences from extreme events and other climate impacts.

Data and analysis to target these interventions are essential, and
better modds of how climate affects different pats of the
econony are sorely needed to inform this decision-making.



56

Current economic approaches used to modd finanda shods
struggleto factor in arangeof climate risks, or howtheserisks can
compoundwhen multiple climate effects occur at the same time.
For example, when Hurricane Katrina hit, the city had modded
tha the pumps used to drain the city and protect the power grid
would hold, butthey did notconsder that the personné necessary
to manage the pumpswould need to evacuate. Another paradigm
disruption is tha some insurers project that after four degrees of
warming, private property undeground like basements will be
uninsurable dueto climate-exacerbaed flooding.

This and other potential major econony-wide changes need to be
accountd for in modds of a climate-changed economy—it is no
longe busness as usual. Two federa agendes (the Nationd
Oceanic and Atmospheaic Administration and the Nationd
Science Founddion) are working togeher to address this by
creating aresearch center to bring climate science to theinsurance
indugry. While future climate projections— which are now beng
used more in financial decison making—beter characterize
future risks than historical daa, they were not originaly created
as inpuss for such fine scale uses around finanda decision
making. New models created by the private sector to modd
climate risk represent important stepsforward, but it is important
tha these tools are subject to oversight, data validaion, and user
training to prevent adverse impacts and errors. To hdp establish
more science-informed decisionsthroughoutthe finandal sector,
companies and govanments should invest in more workforce
development and communication training at the interface of
climate, data science, and econornics.

Innovationsin insurance and risk-sharing can better guard agang
finandal risks. There are aso severa innovdive tools to hdp
address these issues usng new forms of insurance and risk
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sharing. Parametric insurance represents a useful oppotunity to
cushion the financia blows posd by climate disasters. These
insurance products guaantee a set payout when a specific event
occurs indead of paying out actud expenses, which greatly
increases the speed of claim payments and allows people to repair
and get back to thar lives quickly. They can also be multiyear or
seasond policies.

Other recent innovaions indude community-based catastrophe
insurance, climate adgptation 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 inditution to hdp membes access and afford
insurance. Climate adaptation as a service allows for longe-term
finandng of adgptation projects where investors are pad back
ove time with interest. Intermediaries can hdp match asset
owners who can or want to invest in climate efforts with climate
adaptation needs

Congress and federal agendes can aso play a role by updding
ther protoools that can alow for beter collaboration and foster
innovaion. Congress can direct FEMA to collaborate with
insurance indugry experts to suppot the creation of a private al-
hazards inurance program tha would cover al naura hazards
be available for purchase directly from insurers, and meet the
federa mandaory purchase requirements for flood insurance and
disaster recovery programs.

While climate change presents large risks to Americans’ finances
andthebroader econony, oppotunitiesexist to invest in waystha
bendit people and theenvironment. Innovdionsin insurance, risk
sharing,and Al are also providing excitingwaysto safeguad U.S.
assets into thefuture.
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The importance of grid investments

Theélectrical grid in the United States is a complex network tha
provides energy to millionsof homes and busnesses, putiing it at
the center of the nation’s economy.?®® Nearly all aspects of
commerce and indugry depend on affordable and available
sources of energy. Currently, the United States is shifting to clean
electricity and moving away from fossil fuds to mitigae climate
changeand reduce theimpacts of price volatility. To achievethese
gods, theUnited States will have to create more electricity than it
currently produces and streamline how it connets those new
electricity sources to homes and bugnesses.

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

Theaging U.S. electrical grid isvulnerable to outages and damage
from the severity or frequency of extreme weather events
exacerbaed by climate change Over 70%of thegrid is more than
25 years old and will need replacing in the coming decades, 28428
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.?® In addition to climate risks,
cybeattacks from state and nonstate actors threaten the energy
grid, induding throughthe exploitation of vulnerabilities from the
increased use of smart technology for grid management.

Estimates also project that U.S. electricity consumptionwill grow
rougHy 1% per year over the next three decades.?®2% Electricity
demandisexpected to rise given thegrowth of indugrieswith high
electricity use—such as daa centers (induding for artificia
intelligence), manufacturing, and chemica and hydrogen
production—and because of the electrification of consumer
electronic devices and home appliances.
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Renewables are making vital contributionsto theresilience of the
grid

The Internaiond Energy Agency recently projected tha record
clean energy growth from nudear, wind, solar, and hydropower
will offset thisrising power demand 2892%02%1 | n the United States,
projected increases in renewable energy consumption between
now and 2050 should more than account for projected energy
consumption increases, pe Energy Information Administration
(EIA) daa shown below. Nudear energy aso provides essential
baseload power—generation tha can run around the clock—
which is especidly important when extreme weather events
threaten the grid. 292:2%3

U.S. Total and Renewable Energy Growth
1949-2022 historic, 2023-2050 projected, quadrillion BTUs
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- _———-‘-
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1950 196019701980 1990 2000 2010 2020 20302040 2050

Source: U.S. EIA Annual Energy Outlook 2023 and Monthly Energy

Review 1/29/2024.
Asextreme weather strainsthegrid and demand grows, renewable
sources of energy are already playing asignificant rolein building
grid resilience. The EIA projects tha renewable generation will
supply nearly haf of all eectricity by 20502** Already, 2,510
gigawatts (GW) of clean electricity generation and storage
capecity are seeking interconnection to the grid—twice the
ingalled capacity of the U.S. power plant fleet.?®> Around the



60

county, wind turbines, solar energy, and batteries often buttress
the grid when extreme heat or other weather events tax it the
mog.2%62972% Dyring summer heat waves, when energy demand
isgenaadly at its pesk, renewable energy sources can stay online
and keep energy cogts down for families.?*

Longdistanae trangmission, increased interconnection, and
upgrades to existing infragructure are needed to managegrowth
andconnect more renewables to thegrid

Building more long-distance trangmission lines can hdp connect
newly generated energy to markets where it isin highe demand.
However, the volume of projects tha are waiting to be added to
the grid (or interconnected) has overwhelmed the United States’
old system used to conrect new electricity sources to homes and
busnesses.3® Interconnection approvals for the nation’s largest
regiond grid now take an average of four years. Community
bendit agreements (CBAS), legd agreements between community
groups and developeas tha stipulate the benefits a developea
agrees to fund or provide to a community, can help new projects
get off thegroundby garneringlocal buy-in and suppot.*®* CBAs
can guaantee local bendfits, such as loca job creation and
training, economc trug funds and revenue sharing or ownership
configurations®®?

To ge& more out of existing transmission, grid-enhancing
technologies (GETS) can enhance asset utilization, better manage
congestion, and minimize curtail ments of generation resources. 33
Advanced condudor cables and dynamic line ratings are two
examples of GETs tha can accelerate the clean energy trangtion
by getting more energy out of our existing grid.3043%
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Policies andinvestments are already suppotting the expanson of
clean electricity thatis vital to theenergy transtion

Congress and the Biden administration have taken important steps
to ensure tha appropriate regulation and ample funding exist to
boog renewable eectricity production. The Inflation Redudion
Act (IRA) supecharged investmentsin utility-scale solar projects,
wind power, and energy storage3%°3073% For individuds and
families, the IRA’s Residential Clean Energy Credit provides a
credit for local investment in solar, wind, geothermal, and energy
storage tha can complement broader grid modenization3*®°® The
DOE has aso announed $1.3 billion in funding from the
Bipatisan Infrastructure Law to further develop interstate
transmission lines.31°

More policies to inaease transmission and suppot GETs and
houshold-level renewable energy and electrification could
accelerate tranamission, bolster the grid, and lower cogs. Seven
propesed bills in the 118" Congress address this need 3! These
indude JEC Chairman Heinrich’s Grid Resiliency Tax Credit Act
to provide tax credits for large scale tranamission projects and
GETs3*?

Thoughfedera agendes have taken stepsto facilitate permitting,
significant bariers still exist. JEC Charman Heinrich has
introdueed the FASTER Act to improve upon existing
trangmission siting and pemitting practices  without
compromising environmental standads 3! Legidationintroduced
by Senaor Hickenloope is designad to provide flexibility and
capecity sharing between grid opeators acrossthecounty. 34 And
variousfirms are deciding to nearshore supply chans—bringing
manufacturing processes closer to home—to avoid snals from
extreme weather events and geopolitical crises and to increase
domestic jobs3P®
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Growing the economy of the future: job training for the clean
energy transition

Investments in the Inflation Redudion Act (IRA) and the
Bipatisan Infrastructure Law have increased the demand for
workers who can fill rolesin arangeof clean energy occupdions
Thisneed creates an opportunity for millionsof Americansto start
stable careers they can build afamily aroundthat do notrequire a
four-year college degree and to employ women and people of
color more intentiondly in the sector.

The clean energy workforce is growing rapidly as the econony
transtionsaway fromfossil fuds

From2021to 2022,theU.S. Depatment of Energy foundtha job
growth in clean energy roles grew by 3.9% outpacingthenationd
employment growth rate of 3.1% in tha same window:!® The
Bureau of Labor Statistics (BLS) aso predicts long-term demand
for these workers: BLS projects wind turbine service technicians
to bethefastest-growing occupaion between 2022and 2032,with
solar phobvoltaic ingalers aso among the top 153 Looking
more broadly, BLS aso predicts tha 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 HYAC mechanics, and nearly 100,000for utility lineworkers
to meet demand. These postions while notalso thoughtof as parts

of the clean energy workforce, play a vital role in the energy
trangtion _318,319,320321

Given the industry’s job and economic forecasts, jobs in the clean
energy econony will grow significantly in the United Statesin the
coming years.*?? This expanding need for people who can build
and maintain clean energy infrastructure is notably occurring
aongsde a longterm decline in the nunmber of building trades
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workers, brought about by an aging workforce and lagging
investment in worker training 323324

Clean energy jobscan provide pathways into the middle class for
a broadset of communities across the county

While the broad range of clean energy occupationspay different
wages depending on the sector, €eectricians congdruction
managers, and wind turbine technicians all were pad close to or
above the nationd average salary.*”® Thee is aso an emerging
contingent of laborand climate groups workingtogether to expand
worker protections and increase pay in a range of clean energy
fiel d8326’327

The U.S. Department of Energy’s recent energy employment
report highlighted tha the share of energy sector employees
represented by aunionwas 11%last year, highe than thenationd
unionization rate of 7%.3® The U.S. Department of Energy’s
report also highlights how veterans make up a larger share of the
U.S. enegy workforce (9%) compared to ther share of the U.S.
workforcein all indugries (5%).3%°

Investing in career and technical education and community
colleges suppotts important pathways to create clean energy jobs

TheBipartisan Infrastructure Law is aready investing $72million
in programs training people for clean energy careers by partnering
with existing inditutions like community colleges and trade
schools.®¥° In 2020, 29 states had career and technical education
programming tha set students up for careers in clean energy,
induding through courses, academic pathways, and certification
programs.331'332

Two-year community college programs, which are shorter and
cheaper than programs at four-year ingditutions can also train
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students for and conneet them with clean energy jobs while
redudng the need for burdensome student debt. 3%

For instance, California’s Kern Community College District is
usnggrant money fromtheU.S. Depatment of Energy to connect
with local clean enegy employas and students from
underepresented communities.®** The grants also provide funds
to equip future workers in the indudry with its latest
technologies.®*® Additiondly, CNM Ingenuity, Central New
Mexico Community College’s workforce development arm,
provides oppotunities for workersto 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
trangtion

Registered apprenticeships (RA) are joint patnerships that are
often beween educationd inditutions employers, and unions
Registered apprenticeships allow people to earn money and learn
technical skills onthe-job and in the classroom, while letting
employe's train and invest in ther future employees. The IRA
suppotsthesuccessful RA program by requiringtha clean energy
condruction projects usng IRA fundshire RAs.3¥’

The growing demand for clean energy workers means that RA
programs should create more training slots for roles crudal to the
energy trangtion like electricians, pip€fitters, and water treatment
specialists.3*® See Chapter 6 of this Respons to learn more about
how registered apprenticeships can address new and existing
workforce shortages and how the program can be strengthened.
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Training programs can also effectively hdp people currently
working in some fossil fuel indugries access new postionsin the
clean energy sector

The overlapping skillsets required between people working in
hydraulic fracturing and geothema power, fossil fud power
plants and offshore wind power, or between oilfield work and
clean hydrogen production suggest a viable pahway for

employment  trandtion  for current energy  sector
workers 339,340,341,342,343

Some recent data show tha clean energy job oppotunities are
growing in areas with highe shares of fossil fud extraction
workers. Thisis promising for the progpects of job availability for
these newly trained and retrained workers.3** Several important
tax credits in the IRA offer bonuscredits for siting new clean
energy facilities in communities that rely or have relied on fossil
fudsfor both jobsand local revenues.®*®

Ensuring women andpeople of color hawe equitable accessto and
bendits from clean energy job and training prograns will
strengthen the workforce

A DOE report foundthat hdf of the new workers in the energy
sector were women.3* This is a postive development for the
energy sector, which otherwise continues to have an all-around
lack of gende and racial diversity.>* This trend also exists in
training programs. Among active RAs across al fields women
and people of color are dispropottionaely undearepresented and
undepad.3*®

Participation of women and people of color in the clean energy
workforce will becritical for strengthening the overall laborforce
and economny and connecting diverse popuktions with the
industry’s high-qudity jobs*%%° A diverse workforce and
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management team have greater levels of innovdion, which can
help increase revenue, especially given the clean energy sector’s
heavy reliance oninnovdion.

The Biden administration is taking steps to address this. For
example, the CHIPS and Science Act requires funding recipients
to have aplan to providechildcare for their workers—a policy that
should hdp address oneof the key factors that keep many women
outof thelaborforce and which is showing early promise, 354352353

The importance of international climate finance

Suppot for developing counties is critical to meeting collective
climate goals and mitigating coss at hone and abroad

While significant efforts are undeway to reduce carbon emissions
and adapt to a warming world, more remainsto be doneto ensure
tha developing counties are not left behind in this trangtion.
Bolsteringinvestment in climate changemitigationand adagptation
in developing countiesis vital to achieving global climate goals
and minimizing the damages from increasing climate-related
disruptionsin developing countries.

Across advanced economies, the uptake of clean energy,
increasing energy efficiency, and €eectrification have led to a
decline in emissionsin recent years despite continued econorric
growth.3* However, both the effects of climate change and
progress in mitigaion and adgptation are unequally distributed
across the world. In many developing counties, emissions and
GDP are still growing in tandem, with fossil fuds continuing to
play a dominant role in meeting the rising energy demands of
busnesses and housholds®® Developing counties aso face
greater risks from drought, sea-level rise, and othe aspects of
climate change—and have less capacity to adapt to them. 356357
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This disparity has made mobilizing financa suppot for climate
adaptation and clean energy projects (climate finance) in
developing counties a key god of multilatera climate change
efforts.®® In 2009, developed counties agreed to commit $100
billion in public and private funding annuwally by 2020 for this
purpase. 29360361 However, thistarget was notmet until 2022 ,and
recent estimates suggest that thetrue externd financing needswill
have reached $1 trillion per year by 20306233 Finandnghas also
been greatly skewed towards mitigation measures rather than
adaptation and resilience, with the former receiving more than 18
times as much funding between 2021 and 202236435

While mitigaion measures are essentia to preventing further
temperature rise, insufficient investment in adgptation measures
for agriculture and other key sectors greatly increases the risk of
political and economic destabilization. These impacts will not be
limited to developing counties but are aso likely to reach
advanced econormies in the form of mass migration, supply chan
disruptions pandamics, conflict, and higher pog-disaster relief
expenges. 36367388 1n 2019, the Red Cross estimated that
humanitarian assistance cods could rise by 20-40% by 2030
absent significant climate adaptation measures. 3%

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

The World Bank, Organisation for Econonic Co-opeation and
Development (OECD), Internaiond Mondary Fund (IMF), and
other key development organizations have long emphasized the
need for greater private investment to bridge the ggp in climate
finance and minimize the use of scarce public funds®" Initiatives
such as the World Bank Group’s Maximizing Finance for
Development have sought to hdp developing counties and
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development banks implement policies to attract this
investment.3"

Despite these efforts, private climate investment in developing
counties continues to lag well behind public funding—and far
short of the levels required to meet globd adgptation and
mitigaion needs In 2021, total private climate finance amounted
to jus $14.4billion, or 16% of the total funding mobilized by
developad counties.®”2 Developing counties also accounted for
jugt 15% of clean energy investment in 2023, despite significant
untapped potential .32 Africa, for example, is home to 20% of the
world’s population and has abundant solar, geothermal, wind, and
hydropower resources—butattractsjus 3% of globd clean energy
SpG’]d |ng .374’375

A key reason for the relative lack of investment in developing
counties is tha they are peceived as facing greater
macroecononic and political risks. This significantly raises thar
cod of capital, orthereturninvestorsrequireto finance projects.*"
To encourage greater private investment, the OECD and other
internaiond organizationshave largdy advocated for expanding
the use of existing de-risking measures, such as loan guaantees,
blended finance, and risk insurance.®””3"® These tools hdp lower
risks and increase returns to investors by backing projects with
public funds However, significant chdlengesremain in scalingup
these efforts and in attracting investment in key areas such as
infrastructure,379-380381

Mouning fiscal pressures are further hanpering the ability of
developing countries to make climate investments

While developing countries seek to make thar own investmentsin
clean energy and climate change adaptation, developments in
recent years have left them increasingly ill-postioned to do so.
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The pandemic, war in Ukraine, and climate impacts have placed
condderable strain on many domestic budgds. Additiondly,
risng U.S. interest rates pushed up debt servicing cods in
developing counties and led to an historic outflow of foreign
investment tha could have othewise gore to climate
investments.®®? Debt payments by low- and middle-income
counties reached $4435 billion in 2022—the highest level in
history.33

As of 2023, 48 counties, home to 3.3 billion people, were
spending more on the interest on ther externd debt than on
education or health.3* Thistrend is expected to continuein 2024,
with low-income and middle-income countries expected to spend
an average of 2% of GDP servicing ther externa debt.%®® Absent
significant intervention, rising debt burdens threaten to trap these
countiesinaviciouscycle, with debt payments taking precedence
ove investmentsin growth and climate action, which are essential
to econoric stability in thelonge term. 3%

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

In addition to debt restructuring, payment pauses, and other
measures tha more directly address the impact of rising debt
burdens policymakers have also proposed other optionsto ensure
that counties are still able to make needed climate investments.
These indude debt-for-adaptation and debt-for-nature swaps.3’
The former allows for a portion of countries’ debt to be forgiven
if repayment fundsare ingead used for climate adgptation. The
latter similarly suppotsthepreservation of biodiverse ecosystems,
which are essential to both climate change mitigation and the
globd econony.383  Debt-for-naure swaps are aready
undeway to suppot the consrvation of criticd marine
ecosystems in the Galapagosl|slands Barbados and Belize, 390391
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Severa countieshave also propased imposngtaxesandlevieson
activities such as shipping and aviation to fund climate action. At
COP28, a task force was launcdhed by representatives from
Barbados France, Kenya, and others to examine the potential for
theseand other innovaive funding sources. They have sincefound
tha globd agreement on the range of taxes and levies they
consdered could hdp generate an additiond $2.2trillion a year.
Thetask force is expected to put forward relevant optionsbefore
COP30in 20253%

Increasng U.S.international climate finanaiscritical to meeting
globaltargets and minimizing climate cods

Additiond funding from the United States and other advanced
econonies is greatly needed to suppot climate adaptation and
mitigation. Public fundswill continueto play an essential rolein
hdping to draw in private investment and in funding projects
where privatefinanceisunlikely to meet needs Theadditiond $11
billionin fundingthe World Bank recently secured from advanced
economies, induding $750 million from the United States, could
hep leverage as much as $70 billion in lending 3% However, an
earlier propcsal by the Biden administration, which stalled in
Congress, would have ingead provided $3.3 billion, heping to
generate more than $25billionin financing 3%

Increasing U.S. internaiond climate finance was an early priority
of the Biden administration, which pledged in 2021 to alocate
more than $11.4 billion annudly by 20243% $3 billion of this
funding was to be directed to adaptation efforts. To dae, the
funding appropriated by Congress has congstently fallen far short
of these levels, and U.S. climate finance commitments remain
significantly beow thoe of other advanced econamies, 39:397:3%
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Given the cods of inaction, it is vital tha the United States and
other advanced econonies hdp address the impact of rising debt
burdens on climate investment, increase ther suppot for
development inditutions and internationd resilience work, and
explore al available options to increase private investment in
developing counties.

Areas for future exploration

The Biden administration and Congressiond Democrats have
taken historic steps to address the cogs and risks posed by the
climate crisis, enhance resilience, and embrace the oppotunities
of theclean energy trandtion. Furthe actionis needed to address
the climate crisis, as has been described in this chgpter. Other
important emerging topics in this space indude indugrial
decarbonization and a Carbon Border Adjusment Mechanism
(CBAM), a bipartisan tool tha aims to cut global pollution and
suppot American indugry.*® CBAM propasals in the United
States focus on the industrial sector, both because it produces a
guater of al globd carbon dioxide emissions and because it
cove's the production of traded goods “® Since U.S. goodsare
40% more carbonefficient than theworld average, usngaCBAM
to account for highe emissionsin other counties would make
many domestic indugries more compditive®®t With the
expiration of many of theprovisionsof the Tax Cuts and JobsAct
in 2025and discussionsof anew tax bill onthehorizon,aCBAM
could beapowerful tool to hdp lower globd emissionswithin the
tax code
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CHAPTER 4: CREATING CONDITIONSFOR EQUITABLE
GROWTH

Democrats are fighting for a U.S. econony that gives everyone a
chance to suppot ther families, putfood onthetable, and keep a
roof over thdar heads Among other efforts, the Biden
administration and Congressiond Democrats have enacted place-
based economic development initiatives to target distressed
econonies across the naion and prioritize many for new
investment.

These efforts are needed to ensure economic growth reaches all
regions of the United States. Without induding the U.S.
Territories, as of 2019about 20 million people lived in countes
that have experienced high levels of povaty since the 1995.4%
All 78 couniesin Puerto Rico have been in poverty for at least the
last thirty years, according to 2015 U.S. Depatment of the
Treasury data, in addition to al of American Samoa the
Commonwealth of the Northern Marina Islands, and the U.S.
Virgin Islands*® Of the 318 counies tha faced persistent poverty
in 2021 within states, the majority (84%) were rural (nonrretro)
counies, and were primarily in the southeastern and the
southwestern regionsof the country.*®*4% Notably, these are aso
the two regions tha are expeiendng the greatest negdive
econonic impacts from climate change*® Findly, avast majority
(87%) of countes tha have faced persistent poverty since 1990
had a 20% poverty rate—or highe—in every decennial census
since 196047

Through a series of initiatives, Democrats are working to give
communities across the county an equd chance at growth and a
lead role in the nation’s manufacturing and innovation
renaissance, along with the green energy transition*®® With
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policies tha focus on remedying chdlenges specific to these
regionsand create well-paying jobsacross thecountry, Democrats
areworkingto build afuturewhereregardless of where Americans
live, everyonehas the opportunity to succeed.

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

Undeastanding the needs of the moment, the Biden administration
and Congressiond Democrats passed major legidation tha
stimulated the naiiond econony, while aso prompting growth in
communities tha had faced longterm economc distress.
Beginning with the American Rescue Plan (ARP), Democrats
created programs tha would establish and maintain busness
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 Redudion Act (IRA), which, anong other
objectives, targeted infrastructure, manufacturing, and workforce
capecity to establish globd econonic compditiveness in
communities that need it the mod.

The American Rescue Plan laid the groundwork for place-based
developmrent progranms taken upin later legislation

Among other accomplishments, ARP empowered the U.S
Depatment of Commerce’s Economic  Development
Administration (EDA) to invest $3 billion in localized efforts to
hdp economesrecover fromimpacts of the COVID-19 pandemic,
and establish resilient local econories for the future.*®® Induded
inthese EDA programs, the Build Back Better Regiond Chdlenge
directs investment towards developing indugry coditions to
revitalize local indugry across 21 regiond centers.*1%4! Cluster
speciaizations indude clean energy, advanced mobility and
aerogace, naura resources and agriculture, next generation
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manufacturing, Indigenous finance, and biotechnology and
health.*1? This program awarded $1 billionto 21 projects that will
grow goodpaying jobswhile enhanang U.S. compditiveness in
these indugries. 43

The Good Jobs Chdlenge unde ARP aso aimed to increase
regiond investment in job training, workforce participaion, and
employment growth. This program provided $500 million to
indugry-led projects across the county to increase the supply of
trained workers in their communities, grow indugries central to
U.S. supply chansandglobd competitionand prioritize econonic
development in the projects’ respective regions.*'* This program
has suppoted 32 projects throughoutthe United States, from
Alaska to Puerto Rico.*™® According to 2022 estimates, the
program is projected to add more than 50,000new, goodpaying
jobs to the workforce, primarily in hedth care, information
technology, manufacturing, energy, andresilienceindugries. #6417

The ARP’s Econonic Adjusgment Assistance Program made $500
million available for projects tha address bariers to econonic
development in distressed communities.**® The purpose of these
projectsisto bringcritical infrastructure to communitiestha have
suffered from undeinvestment, as well as to develop thriving
bugness ecosystems and create workforce development programs
tha alow community residents the oppotunity to access good
paying jobs*® The program suppots projects in 48 states, the
Digtrict of Columbia and Puerto Rico, has provided fundsto 256
grantees, and is expected to create or retain over 64,000j0bs*®

The ARP aso allocated $350billion towards the State and Local
Fiscal Recovery Funds(SLFRF) throughthe U.S. Department of
the Treasury, which has alowed for increased growth in local
economies. #1422 With these funds loca leaders covered
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pandemic-era revenue losses, and began setting up initiatives to
ovecome pesistent loca challenges, induding affordable
housng and workforce development initiatives.*® These
investments can hdp avoid the stark drop in state and local
budgés, hiring, and capacity that followed the Great Recession.*?*

TheBipartisan Infragructure Law hasspurred thelargest anourt
of funding per capita in states with the greatest need for
infragructure investment

Recognizing the oppotunity of the moment to upend past
inequditiesin infrastructure investment, the Biden administration
is ensuring the BIL’s historic investment in infrastructure is
reaching the communities with the greatest need first.

Recent daa show tha the Biden administration has been
successful in this effort; BIL funding is moving to states and
communities that are mog in need of infrastructure repair and
condruction. For example, when conddeing the amount of
funding allocated per person in each state (“funding per capita”),
states with infrastructure in the poarest condition are receiving
nearly $1,500 more in pe capita funding than states with
infrastructure in moderate condition #2542 |n addition, states with
lower houshold median incomes have tendal to receive more
funding than states with highe” household median incomes.*?

TheBiden administrationhasalso prioritized rural Americain BIL
investments. For example, by allocating $4.58 billion in Rura
Area Formula Grants, the Biden administration has suppoted
updaes to 1,300 rura trangt systems as of Novembe 2023.
Moreover, with the BIL’s $50 billion investment in water and
wastewater infrastructure, rural areas have been able to increase
access to clean drinkingwater and sanitation, aswell asreducethe
negative impacts of drought #?8
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More than 180 BIL programs also fall under President Biden’s
Jugiced0 Initiative, which setsthegod of dedicating at least 40%
of funding in these programs to disadvantaged communities. This
has alowed for more climate and clean energy investments in
these communities, resultingin increased access to clean drinking
water, improved flooding resiliency, and clean-ups of Supefund
Sites*?° Additiondly, as part of the Reconnecting Communities
and Neighbohoods Program, the U.S. Depatment of
Trangportation has alocated over $3 billion towards connecting
neghbohoodsto econonic oppotunitiestha they had los access
to in the past following the congruction of trangportation
infrastructure like highways.**

Moreover, BIL investments are eliminaing disparities in
broadband internet access while expanding connectivity for all
Americans Rura communities, low-income communities, and
people of color are dispropotionaely more likely to lack
broadband access.**14%2 Disparities in digital distress metrics can
partly be attributed to cable TV and internet providers’
unwillingness to provide service in certain areas.**® High upfront
cods assodated with low popuktion dengties, long distances
between existing infrastructure, and payment ddinquelcy
conarns assodated with low-income families are often cited as
reasonswhy internet providers declineto provide service in these
disadvantaged areas.®®* The recently expired Affordable
Connetivity Program (ACP) was vita in bridging the digita
divide, providing $700million in monthly relief to hdp families
access broadband internet.*® Absent government intervention, the
private market system only reinforces disparities in connectivity
for already disadvantaged communities.*
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However, increased access to broadband has proven to be a key
driver for more indusve econonies that effectively hdp reduce
systemic inequdity.**"4%® Research shows that there is a postive
relationship between high-speed interne access and economnic
growth, with two studiesfocusng on Indianafindingtha every $1
invested in rural broadband deployment returned $3 to $4 in
increased economic benefit.**%4° Research also shows that
residential broadband can hep inarease houshold income.*#!
Additiondly, studiesof past broadbend rollouts find tha
expanded internet access can help increase married women’s labor
force participation, primarily throughincreased telework and at-
home produdion ##?

Recognizing the oppotunities broadband access provides, the
Biden administration is hdping reduce systemic inequdity
through BIL broadband funding and programs. The BIL has
invested more than $65 billion in planning, infrastructure, and
adopion efforts to hdp bridge the digital divide and lower
prices.*® BIL investments also indude over $48 billion to the
Nationd Telecommunications and Information Administration
(NTIA), $14.2billionto the FCC for the ACP, and over $5billion
totheU.S. Department of AgriculturefortheReConnect Loan and
Grant Program, 444445446

Findly, the BIL provided the largest single investment in Tribd
infrastructure in history, at $13 billion*’ With jugt a portion of
this funding, 247 grants have goneto Tribd naions across the
United States for trangportation infrastructure improvements. 4

Taken togeher, the Biden administration is usng the historic
passage of the BIL to enaure that infrastructure renewa and
development improves the lives of people in communities across
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the United States and lays the grourdwork for enhanced and
equitable economic oppatunity.

The CHIPS and Saence Act targets unde served communities for
new manufacturing hubsandinvestment incentives

The CHIPS and Science Act (CHIPS Act) has been laudad as an
essential tool for driving U.S. econonic growth and naiond
security. At the same time, the bill’s provisions aim to uplift
undeserved communities by redudng employment gaps and
investing in communities’ capacity to innovate, develop, and
produce essential U.S.-madetechnology.

As the United States increases its globd competitiveness in tech
manufacturing, communities previoudy 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 unde the EDA, the Biden administration has focused
funds on building busness ecosystems for technology and
innovdion in regions with the “assets, resources, capacity and
potential to become globally competitive.”**® Many of these Tech
Hubs will be headquatered in states with among the lowest
median income levels in the ndion, as well as those in the
Rusgtbdt.#504%1 Sych investments will hdp increase the number of
high paying jobs while growing the technology and innovdion
workforce in these communities.*>?

The CHIPS Act also created EDA’s Distressed Area Recompete
Pilot Program, to direct investments towards communities with
prime-age employment levels (employment for individuds ages
25t0 54) bd ow the nationd average.*>3 ThroughRecompete Plans
and Strategy Development Grants, community leads propcse
comprehengve econonic development initiatives linked to
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growing theworkforce for competitive U.S. indudries that would,
over multiple years, reduce their communities’ employment

gap. %

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

Through the IRA, the Biden administration has incentivized
privateinvestmentin communitiesfacingbariersto growth, while
also enhancing manufacturing and devel opment for therenewable
energy trandtion. The law established the Low-Income
Communities Bonus Credit program, where companies and
investors receive bonuscredits to stack ontop of theregular IRA
clean energy tax credits when they invest in designated low-
income communities, Tribd lands and affordeble housng
developments.*>®

Since the IRA’s passage an increased shae of clean energy
investment has gone to low-income communities and
communities with lower educationd attainment. For example,
between Januay 2018and July 2022,68% o0f investmentsin clean
energy technologies went to counies whos median incomes fell
below the naiond median income.**® Tha 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 college graduation rates than the U.S. average.*®’ 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.*® These are communities tha have historically relied on
the fossil fuel industry for tax revenue, as well as for residents’
income and employment.*941 The IRA explicitly prioritized
these communities to ensure they would not beleft behind in the
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eneagy trangtion*%? Like the Low-Income Communities Bonus
Credit, the IRA provided bonustax credits for certain investment
or produdion activities tha companies carry outin ECs,63464

That prioritization is paying off. Prior to the bill’s passage, ECs
were receivinglower levels of clean energy investments than non
ECs, with monthly investments in ECs averaging $2 billion, and
those in nonECs averaging $2.5billion. And while the IRA was
effective in booging clean energy investments across the country,
Energy Communities were the greatest beneficiaries. In the years
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).%°

The IRA has aso prioritized investment in energy and climate
resilience among Tribd and Native communities. While Tribd
Nationsand Native communities have accessto multiple programs
unde the IRA, $720 million is exclusvely available for these
communities, induding the Tribd Electrification Program, the
Tribd Climate Resilience program, and the Tribal Energy Loan
Program.*®® Investment and production activity based in Tribd
landsalso can receive bonustax credits tha companies stack onto
ther other IRA clean energy tax credits.*¢”

By blocking funding for these efforts, Republicansare increasng
the gap beween wealthy regionsandthose that are struggling

While the Biden administration and Congressiond Democrats are
working to fund the programs discussed above, Republicans have
either threatened to cut programs or blocked full fundingfor many.
For example, Republican leadership has threatened to roll back
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key provisionsin the IRA, induding the tax credits tha have
incentivized investments in fossil fud-dependent and lower
income communities.*® Moreover, while the CHIPS Act’s
Recompete Program is authorized at $1 billion per year, only $200
million has been appropriated towards the program by
Congress.*®® Similarly, while the Tech Hub program is authorized
at $10billion over five years—averaging to $2 billion per year—
Congress only appropriated $500millionin thefirst year.*® 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 these programs upto their authorized amouns.*"%472 |n addition
to these programs, greater funding for other tools, such as
Regiond Commissions can hdp ensure tha economic proserity
reaches all Americans

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

Over theyears, Congress has taken paticular interest in counies
tha have faced poverty rates of 20% or highe for 30 years.
Beginning with the American Recovery and Reinvestment Act in
2009, Congress set aside 10% of funds from three rura
development programs for “persistent poverty counties.”*® These
were defined as counies tha had a povety rate at 20%or highe
for each decennial census taken in the three decades prior (198Q
1990,2000) For thisreason, theprovisionisreferred to asthe 10-
20-30 provision*"* Since then, Congress has induded 10-20-30
provisions in multiple appropriations laws to ensure econornic
development funding moves towards these countes.*” However,
unde the Trump administration, agendestended to allocate bd ow
the 10% amountacross programs.*’®

Asquasi-govaenmental ingitutions regiond commissionsoffer an
oppotunity to ensure continued private and public funding,
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despite changes in Presidential administrations Undefunded
commissionscould create much needed and cong stent investment
in ther regions if provided funding on level with well-funded
commissions

Research hasshown that regional conmissionsare effective tools
for spurring economc growth

Thefederal government has worked with state and local partners
to spur econonic development in distressed communities across
the United States usng regiond commissions or authorities.*””
Currently, there are eight commissionstha cover variousregions
The oldest of these commissions is the Appdachian Regiond
Commission (ARC), established in 196548 Congress then
established seven more commissionsin thefollowing decades and
modded them onthe ARC.#"®

While the make-up of regiond commissions or authorities can
vary, they share similar structures and economic development
objectives. Each commission has specific states or counies that
fall within its jurisdiction.*® Each is also headed by afederal co-
Char, whomthePresident appoints, aboad of state govenorsand
a state co-Char whois both selected from and elected by the state
goveanors.*® |n addition to gathering research from state andlocal
sources, commissions can work with states to create an
ovearching strategic plan for development, as well as suppot
states in creating state-level development plans and in drafting
state-level legislation to hdp spur loca and regiond
development.®®2 Commissions also have the ability to approve
grants for development projects that aign with the regiond
strategy.*® Such projects includethose focused on transportation
and telecommunications infrastructure, job skills training and
education related to entrepreneurship, techndogy, busness
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development, and development of renewable or alternative energy
sources.*®*

Empirical studies have shown tha well-funded commissionshave
been successful in alleviating povety in their designaed regions
For example, astudy of the ARC surveying 26 years of daafound
that popuktion, earnings total income and per capita income all
increased in counies with ARC programs, relative to similar
couniestha did nothave ARC programs.*®® Another study onthe
Delta Regiond Authority (DRA), which is focused on economnic
development in the Mississippi River Valey, found tha the DRA
had an overall postive impact on the econormy throughlowering
unanployment, spurring growth in annud median income, and
decreasing child povety in the region.*® According to JEC
calculationsusgng Congressiond Research Service dda, thesetwo
regiond commissionshave amongthehighest levels of funding of
all of the regiond commissions with the ARC receiving $3.5
billionandthe DRA receiving $659millionin real terms, between
2001and 2023alone Amongall commissionsthat have received
funding, the median amount received since 2001 is $38)
million 287

Still, regions of the country tha face the greatest chdlenges to
econorric growth have drastically undefunded commissions For
example, the Southwest Border Regiond Commission (SBRC)
and the Southeast Crescent Regiond Commission (SCRC) serve
communities tha could significantly benefit from the targeted
econonic development programs tha commissions would
offer.®® Yet, these commissions’ real per capita appropriations
since ther creation—usng the 2021 ACS 5-year popuktion
estimates—totals 26 cents and 69 cents, respectively.*®
Meanwhile, the Northern Border Regiond Commission (NBRC),
authorized at the same time as the SCRC and SBRC, has about
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$90in rea per capitafunding. With its fleshed out strategic plan,
and multiple projects already funded, the NBRC provides an
example of wha the SBRC and SCRC would accomplish for
distressed communities if provided sufficient funding #°

Targeted federal funding can help spur economic growth in
Puerto Rico

Puerto Rico is once agan beginning a pah to econonic growth
despite multiple chalenges over the past two decades.** Thereis
now an oppotunity to maintain and bolster that growth through
large-scaleinvestmentin critical infrastructure. The U.S. Congress
has appropriated $12 billion in relief funding to rebuild Puerto
Rico’s energy system, including modernizing the energy grid, in
respons to the destruction that multiple natural disasters have
caused. These funds offer an oppotunity for investment in a
modean grid tha facilitates renewable energy transmission and
distribution, as well as in renewable generation infrastructure. A
more resilient energy system tha uses cleaner, domestically
produced sources will protect communities’ health and wellbeing
and provide a strongfoundaion on which Puerto Rico can further
build a future of strongand more equitable econamic growth.

High energy coss hawe made it harder for the Puerto Rican
econony to grow

As is true for most economies, Puerto Rico’s major industries
require congstent and affordable electricity to opeate effectively.
However, the price of energy consumption on the island far
exceeds the U.S. average.*®? The grid mainly depends on fossil
fuds, which theisland mug import, further driving up electricity
cogs.**® Renewable energy infrastructure can facilitate domestic
energy production tha could lower pricesin thelongrun, making
it easier for Puerto Rico to suppot current indugry, further drive
small busness growth and diversify the econony.



85

The debt crisis in Pueto Rico could increase energy cods and
endange future growth

Compoundng the chdlenging growth outiook is the shap
increase in public debt that began after the mid-1990s** Outside
investors capitalized on recent legd loophoks that removed the
government’s constraints on borrowing, as banks and investors
pudhed dedlsto increase Puerto Rican debt that earned them large
profits. 49549497 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 9499500 | gter, when ratings agendes downgraded the
island’s debt, “vulture” firms exploited the island’s difficult
postion by only lending Puerto Rico the fundsit needed to cover
older obligaions at extremely high interest rates.51:502503 Thjs
further added to Puerto Rico’s debt burden, squeezing funds until
the governor declared the debt “unpayable” in 2015.%04

In 2016,thefedera goveanment created the Federal Oversightand
Management Board (FOMB) to lead effortsin restructuring Puerto
Rican debt.>% The entity has no direct oversight from the federal
govanment and is able to enact a budge for Puerto Rico, even
when the Puerto Rican legislature is not in agreement with tha
budge.>%

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 307508599510 The FOMB’s debt restructuring plan for
PREPA will deerminethe additiond amounttha cusomers will
pay in thar electricity bill each month to repay outside debt-
holders.'% %12 Advocates are concerned that prices in the FOMB’s
recent proposl are too high to alow for future econonic
growth >
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A clean energy system can provide a path to future prosperity

In 2017, Hurricanes Maria and Irma hit Puerto Rico, causng an
estimated $90billionin damages.>*** The Trump administration
then ddayed emergency funding and funding for permanent
repars to infrastructure.®®>” A Harvard study estimates that
4,645people died in thefollowing months, largdy dueto lack of
critical infrastructure repairs and access to electricity for medical
devices®® Another study, estimating 2,975 desths after the
hurricanes, found elderly or lower-income residents were mos
vulnerable in the aftermath.>°5%° |n early 2020,a 6.4-magnitude
earthquéke left two-thirds of the island without power.5?
Combined with aftershods tha continued into the summer, the
events severely damaged the grid 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 comprehensve
changes to the system.>?2523 While the island struggles to access
private capital, these funds can serve as theinitial investmentin a
renewable-based system. This also alignswith Puerto Rican law,
which requires tha the island reach 100% renewable energy
dependence by 20505%* Moreover, a 2018 JEC Demoaratic staff
report highlighted tha a trangtion to renewable energy would
lower energy prices and create a pah to increased growth.>® Such
infrastructure can also ensure vulnerable communities, whose
health depends on access to dectricity, are not left withou
power. 526

Federal funding is available to suppot Puerto Rico in rebuilding
its energy system. By unlocking this funding and ensuring that it
is directed towards a new system based in renewable energy, the
federa govanment can hdp Puerto Rico become a leader in the
clean energy trangtion. Strong growth in this sector offers the



87

oppotunity to build more Puerto Rican owned renewable energy
budnesses, initiate job growth that prioritizes the hiring of Puerto
Ricans protect the wellbeng of loca communities, and hdp
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, the Commonwealth
of theNorthern Marianalslands Guam, Puerto Rico, andtheU.S.
Virgin Idands—are treated unevenly across the 13 prindpd
statistical agendes of the federa government and are often
excluded from federal daa products. Without this daa,
policymakerslack complete and accurate demographic, econorric,
employment, health, environmental, and agricultural information
abouttheTerritories. Theseinaufficient data prevent policymakers
from making informed decisons leading to the
underepresentation of residents of the Territories and
undefundingin federal programs. Like each state, each Territory
has a unique popuktion and faces uniquechallenges, but withou
timely and accurate data, policymakers and stakeholders cannot
undestand them fully. While thee are some significant
opeationd challengeswhen it comesto surveyingthepopuktions
of the Territories, the federa government mus do more to better
indudethem in federal daa products. Bipartisan legislation has
been introduced in Congress to address disparitiesin federal daa
collectionfor the U.S. Territories.

Disparitiesin federal data collection lead to underepresentation
of residentsin U.S.Territories

The fedea datistical system does not provide comprehensve
covaage of the U.S. Territories. The 13 princdpd dstatistica
agendes 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 naion 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.>?” Federal public health
daa sets also often exclude the Territories.>?® According to a
review of 32 commonly used federal public health data sets by the
Assodation of State and Territoria Health Officials, only four
data setsinduded al five Territories.>?

Inadequae federal daa collection means tha the 3.6 million
residents of the U.S. Territories—more than the combined
popuktion of the five smallest states—are underrepresented in
thesefederal dataproduds, leaving policymakers and stakeholders
with an incomplete picture of the popubtion >* Policymakers use
federal data to decide policy and allocate resources in various
ways. For example, the federa govanment uses daa from the
American Community Survey (ACS) to enforce employment
antidiscrimination laws; calculate Fair Market Rent to determine
payments for housng assistance programs; and evaluate the needs
for veteran heslth care, education, and employment.>31532
Additiondly, state and local govanments use ACS dda to
evaluae the need for new roads schools, hogitals, and other
infrastructure; emergency planneasuseit for disaster preparedness
and recovery efforts; and busnesses use it to make strategic
decisions®2 The ACS does notindudethe Territories except for
Puerto Rico, which is covered by the Puerto Rico Community
Survey. More broadly, without demographic data at the federa
level, policymakers know less about things like ancestry,
citizenship, educationd attainment, housng arrangements,
migration, povety, and veteran statusfor the Territories. Without
labor market daa, policymakers know less about unanployment,
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total payroll employment, and employment by indugry. And
without public health daa, policymakers know less about
nutrition, air qudity, hospital care, immunizations drug and
tobacco use, pregnancy mortality, and occupationd injuries.

Even when federa data products do indudethe Territories, they
do not aways indudethe same level of deail or share the same
release schedule as daa collected for the 50 states and the District
of Columbia. For example, followingthe2020Censaus, the Cenaus
Bureau published popuktion countsfor four of thefive Territories
(notinduding Puerto Rico) six monthsafter it pullished them for
the 50 states, the District of Columbia, and Puerto Rico.>** Data
for the Territories is also often outdated as the federal statistical
system reliesonlessfrequent dataprodudsin theabsence of more
regular data collection. For example, the ACS does not cover four
of thefive Territories (Puerto Rico is covered by the Puerto Rico
Community Survey), so the Census Bureau collects daa
comparable to the ACS for these Territories through the onae-in-
a-decade Census “long-form” questionnaire.>*® This provides
policymakers with daatha quickly becomes outdated.

Underepresentation in federal data collection is a racial judice
issueasthevast majority of thepeoplelivingin the Territories are
people of color.>® In Puerto Rico, for example, almost 99%of the
popuktion identifies as Hispanic or Latino>*" In the other four
Territories, a majority of people identify as Asian or Native
Hawaiian and Pacific Islandas.>® Underepresentation in federal
health data sets is also a hedth equity issue especialy given that
the Territories have some more chdlenging health outcomes
compared to the 50 states and the District of Columbia.>® This
underepresentation can mask the health disparities and needs of
the Territoriad popuktions Representation matters, and this
extendsto indudon in federa data products. Policymakers can
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only make decisions for the whole popuktion if the whole
popuktionis represented.

Operational and survey challenges make collecting this data for
Territories more difficult, thoughsome progress hasbeen made

Mog federal surveys conduded in the 50 states and the District of
Columbiawere notdesigned with Territoriesin mind, introduang
chdlenges such as survey design, statistical reliability, cultura
competence, and responcent burden and confidentiality. As some
of the Territories have relatively small popuktions statistical
agendes would need to sample a larger propattion of households
or likely would be unable to produce daa products based on a
popuktion sample. Ingead, they would have to condud an
enumeration of the full popuktion, which is more codly and
resource intensve.>°

Statistical agendeswould haveto consder respons burden, asthe
same households could be selected for multiple surveys, or in the
case of an enumeration of the full popuktion, al housholds
would be surveyed. With small Territoria popuktions statistical
agendeswould also haveto consde what level of ddtail to release
without compromising responcent confidentiality.>*># The
Census Bureau and othe fedea dstatistical agendes 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
more chdlenging.

However, daa produds across the federal statistical system do
indude Puerto Rico more than the other four Territories, and as
such, these efforts can serve as a modd for better induding the
other Territories. For example, the Census Bureau’s American
Community Survey (throughthePuerto Rico Community Survey),
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the U.S. Commerce Department’s Population Estimates, and the
Bureau of Labor Statistics’ Current Employment Statistics and
Loca Area Unemployment Statistics indude Puerto Rico while
excluding the other four Territories.>® Puerto Rico tendsto have
greater representation among federal daa products patly dueto
executive action. In 199, President George H.W. Bush directed
the federal government to “treat Puerto Rico administratively as if
it were a State.”>* Expanding this standard to all Territorieswould
result in amoreindusve statistical system.

Proposd legidation would advance data equity for U.S.
Territories

House Natural Resources Committee Ranking Member Raul M.
Grijalvaand ddegaesfromtheU.S. Territories have introducd a
par of billsto addressdisparitiesin federa daacollectionfor U.S.
Territories. The first, the Territories Statistics Collection Equity
Act, would direct the Interagency Coundl on Statistical Policy
(ICSP) to develop and implement a plan to collect and publish
statistics for the U.S. Territories in the same manner as states.>*
Specificaly, this bill would require the head of the ICSP to
identify ggpsin federal data collection, submit a plan 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.>*® The ICSP’s role is to advise
the Office of Management and Budge (OMB) on statistical policy
andfacilitate coordination across thefedera statistical system.

Thesecondbill, the Special Advisorsfor Insular Areas Act, would
establish a Special Advisor for Insular Areas in each Executive
depatment.>*’ This would ensure tha Territories and ther
residents are not overlookal in federal policy and tha efforts to
indudethem morefully are better coordinated within each agency
and across the fedeal govenment. Representative Raul M.
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Grijalvaand delegaesfromtheU.STerritories also requested that
theU.S. Government Accountability Office (GAQO) examinegaps
in federal data collection for the Territories, determinetheimpact
of these gaps on fedea funding, and make policy
recommenddaions about legidative and administrative actionsto
close these gaps®® GAO foundtha for the large part agencies
have not studied the cog or feasibility of efforts to better include
the Territories in federal data products and recommended tha
OMB coordinae a govenment-wide approach for federd
statistical agendes.>*

In both 2018 and 2019, the House Appropriations Committee
indudel language in accompanying reports to the Commerce,
Judice, Science, and Related Agendes appropriationsbill urging
the U.S. Census Bureau to indudethe Territories in al naiond
statistics and directing the Bureau of Economc Andysis to work
towards induding the Territories in its naiond-level GDP
estimates.>%%! The Bureau of Economnic Andysis does release
GDP estimates for each Territory, though these estimates are
notably less current than thoe for the 50 states and the District of
Columbia.>?

Additiondly, ensuring adequée staffing and funding for the
principd dtatistical agendes and ther 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 federa daa collection to the other four
Territories would go alongway toward advanang déaa equity for
the U.S. Territories. Combined, these measures aong with
bipartisan legislation would be more indusve of the Territories,
equipping policymakers and stakeholders with a more complete
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sngpshotof thepopuktion andleading to better policy and funding
outcomes.

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

Tribd govenments are working to build infrastructure to suppot
thar communities but face unpaalleled chdlenges. Many Tribes
need federal funding to hdp carry out public services due to
historical and legal inequities continuing up to the present tha
impact  Tribal  Nations’ ability to collect public
revenues, 3554555 However, Tribes face challenges in
accessing govenment funding due to disparate requirements,
complex bureaucratic processes, and agency-level ddays.>"%8
Climate changeis especialy threatening for these communities,
which often lack access to resilient infrastructure and have faced
barriers in accessing disaster mitigation and relief funds.>%°°
Members of Triba Nations and Native communities also face
major bariers in accessing federally-backed loans for
homeownership, and grants for agriculture or other areas of
econonic development.>6!

Recognizing these bariers, in December 2023 President Biden
signed an executive order to improve Tribal Nations’ access to
federal fundsand further suppot Triba sovereignty.®? Among
other changes made under this executive order, President Biden
created asingle hubfor Native busnesses and Tribes to search for
and access federa funding, called the Triba Access to Capita
Clearinghou®.*%® The executive order also requires the federa
govenment to approach funding programs in a way that is more
aligned with themodd set forth by the Indian Self-Determination
and Educational Assistance Act, which prioritizes Tribes’
sovereignty over condruction and governance of ther own public
services, induding schods and hoitals.®* Agendes and White
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Hou< entities are also required to engage in co-management and
co-stewardship contracts to enhance patnerships with Tribd
govenments when administering government funds®® President
Biden has also directed agencies to identify programs’
unnecessary limitationson Tribd spending of federal funds and
identify how to mitigate Tribal governments’ payments of non-
federal cod shares.>®

Throughtheefforts described above the Biden administrationand
Congressiond Democrats are working to reverse historic trendsin
inequitable distributon of fedea funds and investment
incentives. During this peiod of historic growth, President
Biden’s policies have focused on bringing along communities that
were margindized and excluded from past periods of U.S.
econoric growth. More work should be doneto further include
Territories in economc development efforts, and to suppot
development in Sunbdt States and Tribd Nations Still, themajor
legidative accomplishments tha the Biden administration has
been able to carry out mark a historic chapter in federa effortsto
drive equitable growth. Throughthese policies, President Biden
and Congressiond Democrats are ensuring tha therising water of
econormic proerity will lift all boas.
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CHAPTER 5: SUPPORTING FAMILIES TODAY WHILE
INVESTING IN TOMORROW

Policies tha suppot 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 the overall economny. Oneexample isthe Child Tax
Credit (CTC), a proven anti-povety policy whos expanson was
trandormationd for families during the pandemic. Another
suppotive policy is affordable early childhoodeducation, which
allows parents who need or want to work to do so, while also
providing longterm benefitsfor thar children. K-12 school meals
and infrastructure are also investments tha yield longterm
benefits for students’ health and academic outcomes.
Additiondly, proven youth employment programs can set up
young people who are nethe working nor in school with
meaningful careers asthey trangtion 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,the program 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
hdped lift 6.4 million people over thepovaty line themajority of
those being children.®®” Therefundale portion of the credit alone
lifted 2.4 million people, also mosgtly children, out of poverty.>®
By comparison, in 2021 when these programs were booged with
expandad CTC provisions 9.6 million people were lifted out of
povety, with the expandel refundable porttion lifting 5.3
million 5%
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The expanda refundabk Child Tax Credit from the American
Rescue Plan was critical for families and an extremely effective
tool to combat child poverty

The expanded CTC indudd in the 2021 ARP indudead the
following changes: it raised the maximum credit from $2,000 per
child to $3,000for children over six years old and to $3,600for
children unde six; madethe CTC fully refundéle, 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 intervalsingead of waiting for ther tax returns>057

This expandal version of the CTC cut the number of children in
povety naiondly by haf—with an especialy large drop for
Black and Hispanic children, bringing child povety to a historic
low of 5.2%in 2021572573

The reduction in povety hdped reduce food insecurity and
assisted families with rent, utility payments, and medica
bills.>™57 A recent large-scale andysis found tha counies where
families ganed the mog additiond income from the 2021
expandon of thecredit also had highe sales at grocery stores, and
saw an increase in visits to child care centers and spending on
child-related items .>® Similarly, another andysis foundthat an
increase of $100in CTC income during the 2021 expanson was
assodiated with an increase of $750f spending, of which $31went
to housng, $28 to food, and $7 to clothing, demondrating
families’ ability to spend more on these necessities.>’’ Other
research finds potential educationd and health bendfits for
children, aswell asabocst to ther future earnings®®

Notably, several studies show the expanson did not meaningfully
reduce the number of parents in the workforce in the short- nor
longterm. Research into theemployment effects of theincreased
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income families received found the expanded CTC had little
impact on employment, despite critics’ speculation that it
might579'58°

Thoughtheexpanded CTC has since expired, President Biden has
propacsed raising the credit back to its previous2021 levelsin his
most recent Budget submitted to Congress. President Biden’s
propacsal would aso restore full refundability for the CTC as well
as allowing advance monthly payments.>8!

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

Thoughnot as robug, the current structure of the CTC similarly
hdps families afford essentials and acts as an important anti-
povety program.2°8 The CTC alows filing taxpayers to claim,
up to a total amount of $2,000per child unde 17. This is then
phased-out by 5% of income over $200,000A smaller portion of
the total credit, currently up to $1,600,is refundéle and limited
to 15% of income over $2,500% While the amount of the credit
tha is fully refundale is scheduled to increase annudly with
inflation,thefamilies of over 19 million children are still currently
prevented from clamingthefull level of thecredit dueto ther low
i ncornes_585,586

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

This Congress, the House passed the Tax Relief for American
Families and Workers Act, which pars an expanson of the CTC
with several corporate tax breaks. While not raising the overal
credit amount, the bill would changethe structure of the credit so
the amount claimed would be per child and not based solely off
theincome level of thetaxpayer.>®’
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Thoughnot as generousas the2021expanson, this changewould
allow low-income families with multiple children to clam a
highe amountof the credit.>® According to oneestimate fromthe
Center on Budge and Policy Priorities, passage of the Tax Relief
for American Families and Workers Act’s credit boost would help
almog 16 million children living unde the povaty line >

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—induding the CTC, Earned Income Tax Credit
(EITC), and clean energy credits—are being accomplished
throughthe tax code®® It’s important for Congress to ensure the
IRS receives sufficient funding to carry out these policies
efficiently and effectively to suppot families, the econony, and
to comba climate change.

Condudingincome suppot policy throughthetax codealso poses
chdlenges for families whos incomes are often bdow the
threshold where filing taxes is required. While these families
would bendit mog from CTC funds they often have the least
expeience with our complicated tax system and are fearful of
misfiling %% The IRS is addressing this issue by utilizing
Inflation Redudion Act funding to improve services tha can hdp
ensure taxpayers do not unintentiondly submit incorrect tax
returns. 5% This indudes the new Direct File pilot program, which
isafreefiling systemforlow-income people currently beingtested
in 12 states. With largeinvestmentsin live cugomer suppot, the
Direct File pilot will hdp filing taxpayers correctly clamtheCTC
and EITC.>* Additiondly, outreach to families not experienced
with thetax system, which thelRS undetook duringtheexpanded
CTC in 2021, proved successful in hdping families receive thar
benefit and is essential for any new expanson of the CTC.>®
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Expanding the Child Tax Credit 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 largereductionsin child poverty and food
insecurity oberved during the pandamic years. Like many other
investments in children, evidence shows the CTC could yield
longterm postive results for children and ther families, as well
astheeconony at large

The many economic benefits of investing in early childhood
education

Theprivate early childhood education (ECE) market cannot meet
theneedsof every family. ECE is commonly used to refer to both
child care and pre-K focused onkidsyounge than agefive. States
like New Mexico are aready leading the way in providing
accessible child care and pre-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 econorric
benefits.

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

Even before the pandemic exacerbated the industry’s challenges,
over hdf of peoplein theUnited States (51%), lived in achild care
desert, or a cenaus tract with either more than 50 children unde
agefivewith nolicensed child careteacher or with more than three
children for every child care slot.>®*® Thoughthis does notindude
license-exempt child care (indudingfamily, friend,and neghboy),
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. Depatment of Health and Human
Services recommending no more than 7%.5°%! Furthermore,
ECE prices are again rising faster than the prices of other items.®%
This means the cod is increasingly eating up larger shares of
family income with a particular impact on those with low-
incomes.%%3

ECE Price Growth Surprasses Overall Inflation

Annual CPI for day care and preschool and all items, all

urban consumers, U.S. city average, 2020-2024
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Source: Bureau of Labor Statistics.

When parents cannot find or afford care, they may be forced to
work less or may beunableto focusonwork when they otherwise
would.8%* This is particularly chdlenging for parents who may
need to provide eldercare for other family members soon after
having children: individuds ages 45 to 64 are mog likely to
provide eldercare.?®

Some parents may also be providing child and eldercare at the
same. This groupis known as the sandwich generation, because
they are in between two generations tha require care.®® The
Bureau of Labor Statistics finds 57% pecent of eldercare
providers who were parents of children living at home provided
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care for their own parent.?” An aging popuktion means these
numbers are only going to continueto grow.%%®

Affordable andreliable ECE hdps parents support ther families
andsawe for retirement; provides enormousbenefits for children;
andhasadditionaleconomc bendfits for teachers, busnesses, and

taxpayers

Thoughestimates vary in size, evidence shows tha ECE can boos
employment and earnings for parents who want or need to work,
with the2024Econonic Report of the President listing affordable
child care as apolicy targeting people who could beemployed but
are notfor structural reasons®°610611 Accessto care can also help
them accrue larger benefits from employment-based retirement
planslike 401ksand Sodal Security.612613

Studies also find that ECE helps improve students’ academic and
interpersond skills, induding throughparticipation in thefedera
Head Start pre-K program. 614615616

ECE teaching postionsgenadly offer low wages and have highe
turnove, alongwith much less wage growth than other low-pad
occupaions®l61861% However, a study from the Coundl of
Econonic Advisers demondrates how public investments like the
Child Care Stabilization Funds can hdp raise wages.’?° Other
studies find benefits through employee retention and overal
reduced crime and welfare spending 521:622

Prograns like the Child Tax Credit and other federal prograns
make ECE more affordable and hdp ensure maximum economc
benefits

The CTC, discussed earlier in this chapter, assists parents with
cods assodated with raising a child.52 Other tax credits indude
the Child and Dependent Care and the 45F Tax Credit.5*



102

However, the 45F Tax Credit is often undeused, relies on
budgnesses, and forces workersto stay with ther employer to meet
ther care needs.5%°

Thefedera Child Care and Development Block Grant (CCDBG),
pat of the Child Care and Development Fund (CCDF), hdps
lower the cog of child carefor low-income families. Thoughat its
current funding levels, the program only assists less than 15% of
eigible families.5%6%2" Fortunaely, the Biden administration
recently released a find rule for CCDF tha hdpslower cods for
families, improve payments for teachers, increase options for
families, and more efficiently processes enrollment.28

Head Start is an additiond federal program through the U.S.
Depatment of Headth and Human Services tha provides
educationd, sodal-emotiond, health, and nutritiond services to
children upto agefive and ther families.? To suppot Head Start,
the Biden administration released a proposed rule to improve
program qudity and support its workforce.®*° In Congress, there
are billslike the 2023Child Care Nutrition Enhancement Act tha
would increase reimbursement rates for meals for programs like
Head Start through the federal Child and Adult Care Food
Program.®3t

The Biden administration is exploring other creative solutionsto
address the high cog of child care. The CHIPS and Science Act
dictates certain grant recipients submit aplan to provideaffordable
child care for thar workers—a provision tha is already showing
early promise.8%26% This administration aso laid out steps to
reduce child care cods for military families and announed new
funding throughthe Small Business Administration 53463

ECE needs to be supplemented by other family-friendly work
policies. Thisindudespad family, sick, andsafeleavetha affords
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parents the oppotunity to leave work in order to care for family
members, go to doctor’s appointments, or to stay safe if they are
expeiencing domestic violence without beng pendized. 5%
Unfortunaely, 73% of workers do not have pad family leave
throughther jobsdespite its benefits and only 14 states have ther
own pad family and medical leave programs. This leaves the
United States far behind its peer counties in this regard while
imposng great costs on the econory. 537638

Additiondly, the 2024 Economic Report of the President
highlights how women’s reproductive autonomy is critical for not
only ther health and wellbeing but thar ability to choo® to
paticipate in the labor market.®*® The report aso highlights the
need to address the United States’ alarming rates of infant and
materna mortality.54

State funding and programs can also move the needle

While state funds and programs are not enough to address a
naionwidebroken market, they are still important waysto suppot
families and the economy. Eleven states and the District of
Columbia have universal pre-K digibility, meaning al four-year-
oldsare eligible to enroll in pre-K in tha state. As of 2023,New
Mexico and several othe states are close to reaching that
benchmark.%4%42 Of the 12 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.5®

New Mexico’s approach to ECE focused on its state constitution
to pull additiond fundsfrom its Land Grant Permanent Fund
(LGPF) for investmentsin ECE.®* Because the L GPF was created
by the federal government, it needed Congressiond action to
change which was led by JEC Charman Heinrich and Rep.
Melanie Ann Stansbury of New Mexico.5%
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This trandormative effort is on top of other efforts to streamline
services and enaure funding for the child care industry, suppoted
in pat by federal dollars.®46476% New Mexico has also taken
important steps to cut cods for families and recently created its
own state-run CTC, 54960

According to preliminary research from the University of New
Mexico’s Cradle to Career Policy Inditute, the assistance hd ped
parents in a myriad of ways induding getting back to work and
school, starting new busnesses, and reducing thear stress around
finding care. It’s also helped providers improve facilities, increase
the qudity of care, increase educator wages, increase the nunmber
of children in care, and hire more staff.

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

Prope nutritioniscritical for studentsin theshort- andlong-term,
posng bendfits for their health and academic outcomes and, thus
the broader economy. However, houshold food insecurity has
been on the rise, induding for housholds with children. In
respone, members of Congress have introdued pieces of
legidlation to expand or pemanently authorize important
programs for student nutrition.

More housholds were experiendng food insecurity in 2022than
duringthepandenic

The U.S. Depatment of Agriculture (USDA) defines food
insecure hougeholds in 2022 as those that had difficulty at some
time during theyear providing sufficient foodfor al ther family
members due to a lack of resources.®®! The number of food-
insecure housholds grew to 17 million—or 12.8%—of U.S
housholdsin 2022,up from 13.5million householdsin 2021and
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13.8 million in 2020. Household food insecurity also varies by
state, ranging from 6.2% in New Hampshireto 16.6%in Arkansas
between 2020and 2022.

Thenumbe of housholdswith children who were foodinsecure
also roxe in 2022: up to 3.3 million households (8.8% of U.S.
households with children) from 2.3 million households in 2021
and 2.9 million housholdsin 2020.

Children's Food Insecurity Is on the Rise

Share of households with children in which children are
experiencing food insecurity, 2001-2022
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Source: U.S. Department of Agriculture.

Non-Hispanic Black and Hispanic children are more likely to be
living in foodinsecure housholds than white, nonHispanic
children, with Black, non-Hispanic children being the mog
likely.%5? Children with disabilities are also more likely than those
withoutto belivingin food-insecure housholds

School meals can support children’s health and academic success
aswell asproviding bendfits for theeconony

Enauring children have enoughto eat and proper nutition is
critical for ther physcal, cognitive, and soda growth and well-
being 82 For example, proper nutrition can help protect children
from cogly hedlth conditionslike anemia and asthma, oral hedlth
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problems, mental hedth disordes, stunted development, and
howitalizations®*

Additiondly, K-12 students with highe grades are more likely to
eat more regular and nutritious meals than students with lower
grades.®>%% Studies also show that food security is assodated
with highe student attendance and hd psimprovether chances of
graduding high school, setting them up for success in highe
education and the workforce.6°7:6586%9

The Nationd Schod Lundh Program (NSLP)—cash
reimbursements from the federal government to help cover some
or al of the cog of school lunches—is a key way to suppot
children’s food security, providing meals to 30 million children on
an average day.%%%%! The program is proven to hdp reduce food
inscurity, improve dietary intake, postively impact hedth and
obesity rates, and hdps create a better learning environment.%%2

A 2021 report found that the school meals program’s human health
and econormic benefits are more than doubke the cos of the
program.®®® Despite this, children in just 26.9%of food-insecure
housholdsreceived free or reduced-price school mealsin 202,54

Several federal government programs suppot student nutrition

The NSLP and the School Breakfast Program are the largest
student nutrition programs. Other programs like the Child and
Adult Care Food Program suppot studentsin child care, day care,
and afterschool settings®®

TheSummer Food Service Program and Seamless Summer Option
hdp providefunding for summer meals and snacks. The Summer
Electronic Bendfit Tranger for Children (Summer EBT) Program
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also hdpscover groceriesfor householdswith school-agechildren
over the summer.5%

The Fresh Fruit and Vegetable Program hdps provide fresh fruit
and vegeables in elementary schools. Findly, the specia Milk
Program spon®rs milk in schools tha do not participae in the
aboveprograms.®®’

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

The Biden administration announed tha nutrition standads for
school meals would be updaed to gradudly reduce added sugas
beginning in fall 2025%8 Additiondly, the Healthy Meals Help
Kids Learn Act introduecd by JEC Charman Heinrich would
increase school meal reimbursement levels.®® A second bill
introduced by Senaors Heinrich, Sandes, and Gillibrand—the
Universal School Meals Program Act—would make the program
universal, savingfamiliesfromhavingto navigae theburdensome
application process and saving states money, while ensuring every
student has access to a nutritiond school lunc 67067

Congress also recently gave pemanent authorization to the
Summer EBT program. The program was piloted with severa
others beginning in 2010, with the Summer EBT program having
thestrongest evidence for redudang foodinsecurity and improving
nutriition. 45 states, territories, and tribd nations are taking

advantage of the program set to provide benefits in summer
2024?72,673,674

Nutrition programs are good for students and the broade
econony

Expanding and pemanently authorizing student nutition
programs is important for students’ health and futures. These
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programs also benefit the broader econony by reduang medical
cods and enauring the future workforce can focus and complete
ther education.

School infrastructure investments are good for students and the
environment

Research shows hedthy and safe school environments hedp
students focus and avoid illnesses, suppoting ther academic
achievement and attendance. U.S. school buildings need
improvements, and sugainability mug be front and center when
completing them. Schools can reduce their environmenta
footprint by trandtioning to cleaner energy sources for buildings
and buses. To aid schools and districts in these efforts, the Biden
administration have made severa sources of federa funding
available.

Given the growing threat of climate change improving school
infragructure is an important investment that will hdp improve
student outcomes and save money down theline

Upgrading school buildingsto be more resilient to climate change
can aso have postive health bendfits for students. For example,
one literature review found increased ventilation—improved air
gudity to hdp remove toxins—is assodated with better student
academic peaformance, less respiratory hedth issues, and less
student absences.®” Natural light comfortable classroom
temperatures, and qudity classroom acoudics can also improve
students’ ability to focus and learn.57

Improving U.S. school infrastructure is critical. A 2020 survey
from the U.S. Government Accountability Office (GAO) found
41%of districts need to updée or replace heating, ventilation, and
air conditioning (HVAC) systemsiin at least haf ther schools.5”
Theaverage age of U.S. schoolsis 49 years, with 38% of schools
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being built before 1970 and 53% never having gonethrough a
major renovaion®® The importance of high-qudity ventilation
systems was no more appaent than during the COVID-19
pandemic, where ventilation was a key virus mitigaion
strategy.®”® School infrastructure chdlenges are also more
prevaent in underfunded schools and in schools serving Native
students, Black students, and those in Puerto Rico 580681

Extreme weather events like huricanes can aso physcaly
damage school buildings and are becoming increasingly
common 8 Yet, the GAO foundnearly 13% of districts need to
improve the structural integrity of at least half ther schools.®3
Additiondly, extreme heat can creste unsafe learning
environments withoutprope air conditioning and force schoolsto
close.%4

HVAC Updates Are a Priority for School Districts

Estimated percentage of districts where at least half the
schools need updates, selected options, 2020

Environmental conditions
Structural integrity
Safety and security

Roofing
Interior light fixtures
HVAC

0.0% 30.0% 60.0%

Source: U.S. Government Accountability Office.

Susainabiity can and should be prioritized with schod
infragtructure modenization

Given the growing threat of climate change and schools’
environmental footprint, sugainability mug be prioritized with
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any infrastructure improvements. This can aso hdp limit the
environmental footprint of the nation’s nearly 100,000 public K-
12 schools, which represent 5% of commercial building energy
consumptionin theUnited States.%®® Additiondly, shiftingto clean
energy and increasing energy efficiency within schools can also
becog saving, as these schools currently spend over $8 billionon
utility bills.

To furthe reduce ther environmental footprint, schools and
districts can trangtionto e ectric school buses. With over 480,000
vehicles, school buses are the largest mass transit fleet in the
county.%8 During the 201920 school year, public K-12 schools
in the United States spent nearly $26.3 million on student
trangportation %7

Compared to diesal-powered ones, electric school buses have
reduced tailpipepollution, reduced greenhou® gas emissions and
potential for reduced fud co2s.?® Thoughelectric school buses
may have higha up-front cods because of the necessary
infrastructure like charging stations each bussaves an average of
$170,000in maintenance and opaation cods over its lifetime.®8°
Electric school buses also poe bendfits for students, with the
reduced pollution hdping to improvether school attendance and
academic achievement and protecting them from the harmful
hedlth effects caused by poorair qudity.5%06%

The Biden administration is taking important steps to improve
schoolinfragructure andincrease itsresilience

The 2022 Biden Action Plan for Building Better School
Infrastructure detailed the federal government’s actions to address
this chdlenge induding 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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Depatment of Energy (EPA) grant program called Renew
America’s Schools, 692693

The BIL aso provided funding for the EPAs’ new Clean School
BusProgram, which provides $5 billion over five years to replace
existing diesel school buses with zero-emission and low-emission
modds.®

In Januay 2024 theadministration announed $47 millionin new
funding through the U.S. Depatment of Education to further
suppot school infrastructure improvements.*® The U.S.
Depatment of Education also partners with other federal agencies
to provide additiond resources and finandal relief for school
modernization efforts.

States and districts also used their ARP Elementary and Seconday
School Emergency Relief fundsto improve facilities, induding
upgrading heating, ventilation, and air conditioning systems and
doing repars tha prevent illness like lead abaement, removing
mold and mildew, or replacing leaky roofs.®® $350billionin U.S,
Depatment of the Treasury State and Local Fiscal Recovery
Fundswere also available for school improvements.%%’

Federal investments in school infragructure improvements will
hawe longterm benefits

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 pogtion to face the growing threat of climate change,
and that students are able to attend school.
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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 economc benefits. When
policymakers invest in suppoting oppottunity youth—those
between ages 16 and 24 who are nether in school nor working—
the ben€fits are widespread and longterm.

Expanding employment oppotunities for oppatunity youth—
induding through proven year-round and summer job training
programs—can hdp improvework readiness, expand professiond
networks, boog earnings, improve public safety, and reduce
interaction with the crimind judice system. Congress can invest
in these programs through the reauthorization of the Workforce
Innovetion and Oppottunity Act (WIOA) and other federa
initiatives.

Suppoting young people who are ndthe in school nor working
can benefit the U.S.economy and sod ety

In 2022, over 4.3 million young people ages 16 to 24 were
oppotunity youth, representing about 11% of people in tha age
group%86%® Black, non-Hispanic; Native American; Native
Hawaiian, Pacific Idande, and Hispanic youth were
overepresented amongoppottunity youth compared to those who
are White, non-Hispanic or Asian American.’® Many oppotunity
youth have disabilities, are uninsured, are currently homeless,
livingin povety, or are involved with thejuvenile jugice or child
welfare systems, 701702703

Limited education or work experience results in downdream
consequences. Research finds young people’s unemployment can
contribute to reduced eanings socda mobility, and
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homeownership, spur future bouts of unemployment, andresult in
poor phyS cal h%lth.704’705’706’707’708

People who are notworking for pay do not contribute any income
taxes, spend less in ther local economies, and may need the
suppot of govenment programs to afford necessities like health
care. One study from 2012foundtha after accourting for each of
these cods and losses, each oppotunity youth could cog sodety
$13,900in that year—a likely underestimate given the age of the
report.7°9

Failing to invest in opportunity youth can also be connected to
highe crime rates, as one study found tha 63% of crimes
committed by young people were committed by those who were
not in school or working.”° Aside from the various negdive
impacts on young people, especialy among Black and Hispanic
youth, confinement cogs alonewere $214,620annudly per youth
in 2020711,712,713

Connecting young people with employment can boog earnings
andaugrent professional developrent

Youth employment programs provide young people with job
training and eduction tha can streamline the skill development
necessary for different career fields For example, Year Up—a
oneyear training program focusng on professiond
development—saw participants’ average quarterly earnings
increase compared to non-participants’ earnings.”* This added
income can relieve tight family budgés. another study foundtha
hdf of program participants used a portion of ther earningsto pay
for oneor more houshold bills.”®

Research also suggests that econonic connectedness—the degree
of interaction beween people from different socio-econormic
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classes—is an important predictor of upward econormic
mobility.”® Another study observed postive behaviora shiftsin
the youth accompanied by a greater likelihood to complete a
resume and cove letter than a compaison group of non
paticipants.”’

Youth employment programs can reduce interaction with the
criminal judice system

Alongsde these direct econormic benefits, youth employment
programs can aso play an important role in redudng crimind
jugtice involvement among youngadults. The Rapid Employment
and Development Initiative (READI) program in Chicago
provides both job training and therapy to the mog at-risk young
men in the community to address the root causes of gun
violence.”*® Participants referred to the program by outreach
workers were 43% less likely to be the victim of a violent crime
and 79% less likely to be arrested for a shooing or a homcide
compared to a control group.”*® Researchers estimate that the
bendits of reduced crimind activity are four to 18 times the cost
of the READI program, equaing to beween $182,000and
$916,000saved per participant over thelongrun.

In a separate study andyzing the NYC Summer Youth
Employment Program—the largest summer youth employment
program in the county—researchers found tha participaion
reduced the chances of both arrests and convictions ?° During the
program summer, thee was a 31% redudion in crimind
conviction probability and a 38% redudion in felony conviction
probability. Another study in Chicago observed a 43% reduction
in violent crime arrests through the duration of the city’s program
and 14 months afterward.’?
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Reauthorizing and improving WIOA can support youth
employment programs

WIOA is amgor federal vehicle for state and local employment
programs and can serve as an important funding source. State and
local workforce boards should use these funds to implement
evidence-based programs tha increase economnic mobility and
improve outcomes for opportunity youth.”??

In April 2024, House lawmakers overwhdmingly passed H.R.
6655,A Stronge Workforce for America Act.”?® The bill would
reauthorize WIOA, provide job training, and connect Americans
with good paying jobs Meanwhile, legidators in the Senae
Committee on Health, Education, Labor and Pensons (HELP) are
writing their own legislation and are expected to release bill text
near the end of spring 2024.7%

WIOA indudes a myriad of programs tha provide youngpeople
with pad and unpad employment programs, pre-apprenticeship
programs, career training, and other suppots.’?>726727 \WIOA
Youth devotes 75% of its fundsto oppotunity youth and has
hdped paticipants enter school or training programs and
connected them with good paying jobs after program
completion.’2:729

While WIOA'’s authorization expired in 2020, Congress can
further suppot the employment of young people by induding
subsdized wages for youth employment programs and the key
investments in the Opening Doors for Youth Act of 2023in a
future reauthorization.”0. 73t
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Outsideof WIOA, a nunbe of other federal programs can suppott
youngpeople

Investing in other federal grants and programs can also expand
oppotunities for youngpeople. Among existing sources of funds
and types of programming, suppot 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, 3273373475736 Thege
avenues uplift youngpeople andfoger equity to ensure thesuccess
of future generations
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CHAPTER 6: SUPPORTING WORKERSAND TAKING ON
CORPORATE POWER

Democrats in Congress and the Biden administration are working
to protect consumers and workers, increase compeition and fight
agang corporate conlidation, and expand pathways to middle-
classcareers. A lack of compditionacrosstheU.S. econony hurts
both consumers and workers. Beginningin 2021,largecompanies
leveraged ther market power during pandemic-driven supply
chan issues to hike prices and rake in abnamally high profits,
driving inflation over the last couple years and imposng highe
cods on American houwseholds At the same time, declining
competition over many years has led to lower wages, poaer
working conditions and reduced mobility for workers. Democrats
in Congress and the Biden administration have taken action to
reign in anti-competitive practices, ban nonompete agreements,
apply greater scrutiny to mergers, and increase optons for
conaumers and workers aike. Additiondly, registered
apprenticeships provide pahways to stable, well-paying careers
while addressing workforce shortages, and immigrants can keep
theU.S. laborforce growing and hdp boog econamic 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 inflation over thelast couple years and
resulted in pesistently highea prices for American families.”’
Data show price hikes came from big companies making
abnomally high profits during therecent period of rapid inflation,
driving up prices. Typicaly, company profits account for only
13% of price increases.”® However, between April 2020 and
December 2021, company profits accounied for 54% of overall
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priceincreases and remained abovenomal levelsthrough 2022.7°
Therise in profits was greatest for the largest companies, whose
marginssurged and remained high following April 202074

Beginning in 2021, corporationsraised prices well beyond what
was needed to cover ther increased cods, ratcheting up thear
profits

While American families struggled with rapidly rising prices in
2021, corporate CEOs and shaeholders realized surging
profits.”*%742 |n many cases, companies raised prices well beyond
wha was necessary to cove their cogs—taking hard-earned
money away from American families.”*® Several CEOs even
touted this to thar investors, showcasing how unnecessary price
increases directly benefited their companies, often usnginflation
as an excuse.”* In 2023, large corporationswere still increasing
pricesonfamilies, even while they recorded monthsof heightened
profits, 74746

Market power andcorporate concentration enabled companies to
hike prices ashigh asthey did during the pandemic

Economists and policymakers have called out how corporations
with historic market power seized on the pandemic and pog-
pandemic econony to rake in profits at the expense of
families.”* "8 |n recent years, large companies have increasingly
carried out mergers—when two or more companies combine into
onelarger company—and acquisitions—when one company buys
another. If these companies sell similar goods families are left
with fewer optionsto choose from when they are shoppng around
for the best price. By redudng competition, CEOs have greater
ability to force increased prices on families with few to no
aternatives.
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Studies have shown tha since the 1970s fewer companies have
been participating in U.S. indudries overal dueto mergers and
acquisitions ™ Thenumber of small companies has declined, and
jug a few big companies now dominae many markets. This
oveall trend is known as corporate concentration. Companies in
indugries with greater concentration can utilize increased market
power to more brazenly pass highe production cogs onto
consumers, usng inflation as an excuse to gan higha profits.”®
One study from the Federal Reserve Bank of Boston found tha
companies are more likely to passincreased production cogs onto
consumersin concentrated indugries.™! A recent Federal Reserve
study also showed that profit marginsremained highest amongthe
largest companies following the pandemic.”?

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

Consolidationis especially harmful when it drives up the cods of
essential goodslike food and diapers.”™? In these cases, families
have no choice but to buy these everyday necessities, even as
highe prices are forced on them. As of 2018, jug four firms
controlled 55-85%o0f the U.S. market for poulry, pork, and besf—
giving them significant power over both consumer prices and the
prices tha ranchers and farmers are pad for ther products. Meat
price increases alone accounted for hdf of the increase in food
prices at places like grocery stores between December 2020 and
September 20217

Elevated prices for groceries and other essential items particularly
hurt low- and middle-income housholdswho spend more of thar
family budges on essential goods™ While overal inflation has
come down, grocery stores’ profit margins have continued to
rise.”® CEOs and largeshareholders appear to bedoing everything
in ther 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 daa to maintain highe profits.”’ Thisis
paticularly punishing on families buying produds in sectors
where consumers have only a small number of large brandsfrom
which to choo=.

Increased corporate concentration hasalso harmed workers

As corporate congentration has increased over the last severa
decades, workers have received a shrinking share of overal
income. Between 1978 and 2021, the average worker’s
compensationgrew by just 18.1% while CEO compensationgrew
by 1,460% In 1965, the ratio of CEO-to-typica worker
compensationwas 20-to-1.”8 By 2021,it stoodat a shodking 399-
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
income has steadily declined.”™®

The Labor Share of Income Has Declined
Shares of gross domestic income: Compensation of
employees, paid, annual, 1970-2022
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Source: Bureau of Economic Analysis, Federal Reserve Economic Data.
Note: Shares are calculated annually.

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 ther job and will have lower income prospects in the
future.”®® Additiondly, the use of non@mpete agreements and the
redudionin thenumbe of companies available to offer jobshave
depressed workers’ ability to negotiate for higher wages or move
to ahighe-paying company.’®%2 While thestrongpog-pandamic
labor market has helped many lower-paid workers changejobsand
earn higher wages, they are still at a disadvantage in many
indugries dueto increased corporate concentration.

Large companies have also increased thar power by continuingto
dismantle and block worker unionization.’s3764765 |n 1950, more
than 30% of the workforce was unionized and powerful labor
unions hdped ensure tha workers shared in the bendfits of
growth.”®6.’8” However, union participation began to declinein the
1970s as employe's across sectors ramped up ther efforts to
comba unions and organizing efforts. These efforts were
emboldened by legal changes that restricted workers’ rights and
tipped the playing field againg them.”®

Democrats are fighting badk againg the harmful effects of
increasng corporate conceentration on both American workers
and Americanfamilies

From early on, President Biden and his administration recognized
the need to address corporate concentration and curb large
companies’ power. The administration has chdlenged companies
tha suppress competition, especialy those in indudries selling
essential productsto American families.”® Asfoodpricesrose, the
Biden administration worked with state attorneys general to take
on anti-competitive practices in U.S. food supply chans and
invested in smaller producers to counter price-raising corporate
concentration in the meatpacking indugry.””%7"%772 In addition to
fighting corporate conslidation in thefoodand grocery indudry,
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they have taken on big companies in hedlth care, banking, home
mortgage services, energy, and big tech.”3774775

Democrats recognize that workers’ rights must be protected in the
face of growing corporate power. That’s why Congressional
Democrats, induding JEC Charman Heinrich, areworkingto pass
the Protecting the Rightto Organize (PRO) Act, which would bar
companies from a range of union-buding activities and empower
workers.””® President Biden and Congressiond Democrats aso
passed the Bipatisan Infrastructure Law, the CHIPS and Science
Act, and the Inflation Reduction Act, which protect workers’
wages and indude pro-union provisions

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

Where labor market compstition is low, employers have less
incentive to offer more attractive wages, working conditions and
benefits—to thedetriment of both workers andthe U.S. econony.
Over the past three years, the Biden administration has taken
historic actionsto empower workers and increase compdition in
U.S. labor markets. By suppoting and building on these efforts,
Congress can hdp ensure continued progress towards a more just
and efficient econony.

Labor market competition has a significant impact on workers’
wages, bendits, and working conditions as well as the broade
econony

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 the same way tha a lack of
compstition in product markets alows firms to raise prices.””’
Highlabormarket conaentration,in which only asmall number of
employes exist in agiven area or specialty, is onefactor tha can
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affect competition. However, labor market competition is also
limited by other factors tha prevent workers from seeking and
finding othe employment. These indude colluson among
employe's, nonmmpete agreements, licenang requirements,
reliance on employer-sponsored health care, search cods, housng
prices, and information asymmetries,’8779.7€0

Studies have shown tha workersin less competitive labor markets
earn lower wages, experience worse working condtions and
receive fewer bendfits.”®-82 Women and workers of color are
mog greatly impacted, as they genealy face highe condraints
with respect to job switching, negotiating, and enforcing their
rightsin theworkplace. 83784

Labor market competition is also important to produdivity and
growth, as insufficient competition for workers can disincentivize
firms from making produdtivity-enhancing investments. Scholars
have aso theorized tha more compditive labor markets can
increase productivity by driving a reallocation of workers from
less productive to more produdive firms.”® Findly, limitationson
workers’ mobility, such as noncompete agreements, can stymie
growth by inhibiting busness formation and innovation.”®

Recent years hawe seen growing concerns about compeition in
U.S.labor markets

In recent years, a growing numbe of researchers and
policymakers have drawn attention to the state of compditionin
U.S. labor markets and its negative impacts.”®” Recent research
suggests tha competition is limited in many U.S. labor markets,
suppressingworkers’ wages and the economy’s potential.”® Since
the late 1990s concentration has increased in more than 75% of
U.S. indugries.”® Recent studies of U.S. labor markets have found
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”® /%! An estimated onein-five American
workers is also bound by a nonompete agreement, restricting
ther ability to seek outside employment and start a busness.”?
These and other job market frictions such as howsing cods, may
explain the decline in labor market dynamism ove time.’®
Between 1997and 2013,therate at which people moved fromone
jobto another declined by over 25%."%* Workers have also become
less geographically mobile ove time, with the percentage of
people moving for a new job declining significantly since the
1980s’®

The effects of conslidaion and anti-competitive actions by
employers in specific sectors, such as hedth care, have aso
received greater scrutiny in recent years. The health care indugry
is highly concentrated and workers in the indugry typically have
specialized skills, giving employers a high degree of wage-setting
power.”® Research has shown tha mergers in the indudry that
further increased concentration reduced wage growth for
workers.”®’ Both the hedlth care and technology sectors have also
seen significant litigaion in recent years concerning colluson
among employers to suppress wages, which is easier for firms to
achieve where there are fewer employersin a market.” 7 These
and other developments haveled policymakers and scholarsto call
for more expandve antitrug enforcement that takes into
condderation the effects of merges on both workers and
congumers 890801

TheBiden administration hastaken historic measuresto 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. econony,
induding in labor markets.®? 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 compdition in the
United States, such as banning nonmmpete agreements and
rasing the minimum wage for federa workers and
contractors.8%384 The administration has also presided over a
notable revival in antitrug enforcement.®® In 2022 federd
regulators filed the most merger enforcement actionssince 1976,
when the United States first started requiring pre-merger antitrust
reviews.8®

Going forward, antitrug enforcement will play an important role
in increasing labor market competition. In December 2023, the
Federal Trade Commission (FTC) and U.S. Department of Judice
(DOJ) findized new Merger Guiddines, the result of a two-year
effort.8%” This represented a major shift in antitrugt policy,
reversing the relaxation of antitrus standads enacted by the
Reagan administrationin 19828%8% | addition, for the first time
ever, the guiddines explicitly direct enforcers to condder the
hams tha proposed mergers pose to workers and labor markets.
Sincethen, the FTC has already invoked likely redudionsin labor
market competition as pat of its chdlenges to two proposed
merge's, involving grocery chains Kroge and Albertsons and
fashion brandsTapestry and Capri 810811

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
previoudy called on Congress to pass the Protecting the Right to
Organize (PRO) Act, as wel as legidation increasing the
minimum wage®? These policies are vital to further increasing
the barganing power of workers and countracting the negative
impacts of concentration. Additiond funding for antitrus
enforcementisalso critical, asregulatorsface stiff legd oppostion
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fromcorporations® Finally, the administration’s decisionsto ban
nonmmpete agreements and raise the minimum wage for federa
workers both currently face legd challenges by busnesses and
Republican states—if overtured, Congress should work to pass
legidation to restore them and protect the interests of American
workers,814815

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

Registered apprenticeship programs (RAS) are partnerships
between employers, unions educaiond ingtitutions and the
federa goveanment tha provide pad employment, on-thejob
training, and classroom learning for many skilled careers. These
programs offer clear pathways to careers tha do not require a
traditiond four-year college degree and enable people to suppot
a family. Democrats in Congress and the Biden administration
have booded demand for these roles through investments in
infrastructure, semiconductor manufacturing, and the clean-
energy trangtion.

Registered apprenticeships hawe bendits for workers and
employers

In responge to the National ApprenticeshipsAct of 1937, theU.S.
Depatment of Labor (DOL) created the Registered
Apprenticeship Program to hdp set labor standadsfor workersin
apprenticeship programs.8168l7  Apprenticeship programs can
register throughthe naiond program or a DOL -recognized state
apprenticeship agency.8'® Pre-apprenticeships (PAs) hdp set
youngpeople up for success in RA programs.®°

One of the DOL’s standards is a schedule of progressively
increasing wages for RAswhere theentry wagemust beabovethe
federa minimum wage, or even higha in some cases if required
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by another federa or state law or collective barganing agreement
(46%o0f currently active RAs are unionized).82%8? These postions
can also hdp conrect workers with unionized postionsin the
future, which can help them access higher wages, more workplace
benefits, and more reliable work schedules, while hdpingto close
gende and race wage gaps.822823 RAs earn wages while training
when they otherwise may not, and studies showther wagegrowth
typically outpaces tha of comparable workers while also often
leading to a full-time postion in a high-demand indugry.82482

Employers see both direct (output and reduced hiring coss) and
indirect (employee retention, enhanced worker pipdine and
company culture) benefits from RA programs, especially after the
apprentice has completed their training 826 One study foundthese
benefits amount to between $25,000 and $30,000 pe RA,
representing a 44.3%return oninvestment.8%’

Expandng and employing registered apprentices can hdp
address persistent workforce shortages in indudries like health
care andchild care

Among other requirements, RAs can only be used in indugries
whee skills are learned in a practical way and are clearly
identified and commonly recognized throughoutthe indugry.®?®
RAs can hdp address pesistent workforce shortages in these
qudified indugries, like health care and child care, by training
both new and existing workers.

The United States is facing a nationwide health care worker
shortage, especialy in rural communities.®?° Yet, |ess than 4% of
active RAswith specificindudriesarein thehealth careand soaal
assistance indugry, and many are in low-wage occupaionswithin
the indugry.®3983! Expanding these programs can hdp address
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worker shortages and ensure RAs are working in high-wage
occupdions

Because of persistently low wages and limited wage growth, and
becausetheindugry was paticularly hard-hit by the pandemic and
faced aslow recovery, there are expected to beover 150,000child
care job openingsannudly over the next decade. 8283 Over 13%
of active RAswith specified indugries are in educationd services
more broadly, and several states are usng federa funding to
expand early childhood education apprenticeship programs in
order to expand the industry’s workforce pipeline, 834835836

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 Redudion Act (IRA) have increased the demand for
workers who can fill rolesin arangeof clean-energy occupaions
from manufacturing workers building wind turbines or solar
pands to HVAC ingallers setting up hest punps®’ The BIL,
IRA, and CHIPS and Science Act are also driving investment in
domestic manufacturing &%

RAs are already common in the congrudion indudry but have a
smaller presence in the manufacturing indugry.8*® The growing
demandfor clean energy workers meansthat RA programs should
create more training slotsfor roles crucial to theenergy trangtion,
like electricians, pipefitters, and water treatment specialists.34°
Importantly, the IRA requires some grant recipients to employ
RAs for a certain number of hours and pay them at least a
prevailing wage.8+84 This can hdp train new workers and retrain
other workers who were previoudy working in fossil fud
indugries.®
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Wraparoundservices and payequity can hdp women andworkers
of color enter registered apprenticeship programs and ther
related indugries

Mod registered apprentices are male (over 84%) and white (nearly
61%).2** However, some indudries face even greater disparities.
For example, over 93% of RAs in condrudion and
manufacturing—indugdries tha are currently boomng—are male,
and nearly 69% are white.®*® Diversifying and strengthening RAs
can aso hdp doso intheindugriesthey lead to. Thisindudesthe
clean-energy indugry, where women make up only 26% of the
workforce (compared to 47% of the overal 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
hoully wagefor women who completed RAswas only 65%of the
wage of thdr male counerpats ($2200hou compaed to
$34.07houn.8® Addressing pay inequities and providing
wraparound services like child care to remove barriers can hdp
strengthen worker pipelines. Federal funding from DOL’s Women
in Apprenticeship and Nontraditiond Occupéions grant program
can hdp support these efforts.84

Expanding registered apprenticeships and pre-apprenticeships
are critical for meeting unmret labor demand

Bipartisan bills introdued by JEC Charman Heinrich, like the
Apprenticeships Pathways Act and the Pre-Apprenticeships to
Hardhas Act, would expand access to apprenticeship and pre-
apprenticeship programs, strengthen career pipdines for workers
across the county, and address workforce shortages in important
indugries. The Apprenticeships Pathways Act would suppot
workforce intermediaries who connect employers and seconday
schools to establish RAS, creating more career pathways for high
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school students.8 Pre-apprenticeship programs would provide
students with early expoaure to indugries and on-thejob training,
while also workingto fill occupaionstha need workers, induding
the building trades, health care, manufacturing, and early
childhood education. The Pre-Apprenticeships to Hardhats Act
would hdp expand access to pre-apprenticeship programs by
awardinggrantsto organizationsinduding employers, unions and
schools tha equip workers with the skills and compeendes
necessary for registered apprenticeship programs in the building
trades.®>! These pre-apprenticeship programs indude everything
frombasic literacy and math to work-readiness skills.

Restricting legal immigration hurts the U.S. economy

Immigration policy is both a reflection of America’s valuesand a
key factor tha shgpes our longterm economic outook. As
popuktion growth slows in the United States due to an aging
popuktion and fewer births, continued immigration is crudal to
growing thelaborforce and booging econorric output

Continued immigrationiscrudal to keepingtheU.S.econony and
laborforce growing

Immigrants can help keep theU. S. popukbtiongrowing, which will
expand the labor force, boog productivity, and power econornic
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
govenment began tracking the metric in the 1930s%? If the
United States does not reach and maintain a 2.1 fertility rate, the
total popuktion will be at risk of shrinking &2 Immigration is an
important remedy to counteract this trend. Immigration is
projected to be the primary driver of popuktion growth for the
United States by 2030, overtaking natural increases in the U.S.
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popuktion—the excess of births over deaths—because of

popuktion aging &*

The immigrant share of the labor force reached a record high of
18.6% in 2023, according to an Economic Policy Inditute
andysis.®® Immigrationrates fell unde the Trump administration
and because of the COVID-19 pandemic, but daa show that
immigrants hdped fill job openingsearlier in the pandemic and
hdped sugain continual job growth in 2022 and 2023. Between
Januay 2020 and May 2024, the numbe of foreign-bom workers
grew by 14%, while the nunber of naive-born workers grew by
less than 1%6.8%6857 Immigrants have played an outsized rolein the
expanson of the labor force since 201988 Withoutimmigration,
theU.S. labor supply would have decreased by 1.2 million people
since 2019%° Ingead, immigration hdped expand the labor
supply by two million people.8°

Recent estimates from the Congrssiond Budgd Office
approximate tha net migration in calenda year 2023 was 3.3
million people—much highe than previoudy projected and well
above the average of 900,000 people pe year from 2010 to
20195 In an analysis of these updated estimates, the Hamilton
Project projects that the recent uptick contributed $48 billion to
persond income and $46 billion to consumer spending in 2023.
These estimates are expected to surgein 2024 when immigration
will bedirectly responsblefor $76billionin persond income and
$73billionin consumer spending &2 Other research suggests that
immigrationisresponsblefor at least afifth of the8.2%real GDP
growth since theend of 201982 As slower popuktion growth and
an aging popuktion reduce oveall labor force paticipaion,
Congress and the Biden administration should implement
thoughtul, effective, and humaneimmigration policy to grow the
labor force. 86485
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Immigrants participate in thelaborforce at highe levelsthanthe
native-born popuktion

Foreign-born residents are more likely to paticipae in the labor
force and be of prime working age (between ages 25 and 54) than
naive-bom Americans®® In May 2024, the labor force
paticipaion rate of foreign-bom workers (66.2%9 was more than
four and a hdf percentage points highe than tha of naive-bom
workers (61 .6%).87

Immigrants Are More Likely to Participate in

the Labor Force Than Native-Born Americans

Labor force participation rate for foreign- and native-born
workers, 2013-2024
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Source: Bureau of Labor Statistics
Note: Data are not seasonally adjusted and refer to the population age

Foreign-born men have a particularly highea labor force
paticipaion rate (77.26) than naive-bom men (65.6%9, whos
labor force participation has been condstently trending downward
in recent years as tha popubtion grows older.8%88° Additiondly,
the unemployment rate for foreign-born workers matched tha of
naive-bom workersin 2023 at 3.6%3%7°

Immigrants are more likely to start busnesses and boog job
growth

Immigrants have a high propensty for entrepreneurship as they
are more likely to start both small and large busnesses than ther
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naive-bom peers.8’! Whileimmigrants make up about 14%of the
U.S. popuktion, they represent abouta fifth of the self-employed
workforce and accountfor a quater of start-up foundes.8? Many
immigrants find success in ther entrepreneuria pursuits. 55% of
the companies valued at or above $1 billion in the United States
were founded by immigrants and more than 40% of the Fortune
500companiesin 2021were founded by an immigrant or the child
of an immigrant 87387

Immigrants are also more likely to work jobs tha have a job-
multiplier effect, meaning tha their employment facilitates the
entry of other workers into the labor force.8”> Workers in sectors
like education and health services, where immigrants make up
aboutl in 5 workers, hdp caregivers of all backgroundsenter the
labor force and grow the econony.8® Thisis particularly truefor
women, who peaform a dispropotionge share of unpad care
work.

Immigrants paytheir fair share in taxes and can hdp secure the
future of key government prograns

Increased immigration would hdp preserve Sodal Security, and
immigration reform could hdp extend Medicare solvency 877878
Immigrants tend to be younge, and with ther high labor force
paticipaion, they pay taxes into Social Security and Medicare
with mog not receiving benefits until many years in thefuture, if
they aredigible. Between 2012and 2018,immigrants contributed
$166more per capita, onaverage, to theMedicare Trus Fundeach
year than wha was spent on their behdf.8”° On the other hand,
Medicare spent more on naive-bom Americans than they
contributed with an average cost of $51 per capita.8°

Restricting legd immigration would exacerbate the impact of the
country’s projected population declines on publicly funded
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programs, as immigrants contribute to the fiscal soundnes of the
county and its mos important soda programs.®! One study
foundtha Trump administration policies reduced the number of
refugess by 86%from 2017to 2020,which cog the U.S. econony
an estimated $9.1 billion per year.882883 This is because each
refugee addssignificantly more to the U.S. econamy throughtax
revenue and expanded economnic activity than the cods of their
initial resettlement. In 2021, immigrants had a spending power of
$1.4trillion,and they collectively paid $525billioninlocal, state,
and federal taxes.®* Immigrants contribute to many sodal
programs with ther taxes, despite beingindigible to receive many
govanment bendfits.
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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
oppotunity to buy ahome, build wealth, and passit onto the next
geneation. Moreover, research has shown that when low-income
families move to stable homes in neéghbohoodswith a range of
family incomes, their young children’s future earnings and life
outcomes improve significantly.85%8 Broad access to affordable
and stable housing helps ensure Americans’ economic well-being
and mobility. However, the current housng shortage limits
Americans’ ability to access this next step.

Currently, low- and middle-income households are struggling to
secure affordable housng. Homeownership is out of reach for
many middle-class Americans rents have been climbing over the
past decade, and many lower-income families are beng priced out
of ther current néghbohoods®7#%88 Meanwhile, these families
are blocked from renting in highea income neghbohoodsdueto
absence of smaller, more affordable housng optionsand housng
discrimination.

The United States has arrived at this moment after decades of
exclusonay zoning and land use regulations tha have limited
housngchoiceandsupply. Fortunaely, statesandlocalities across
the county have been actively working to reverse this history,
taking action to modernize ther land use and zoning rules and
enact new policies tha create more housng that is accessible to a
wider array of income levels. In additionto increasing the number
of good paying jobs and establishing full funding for housng
vouders, both of which are vital to ensuring stable housng,
efforts to increase supply can hdp to relieve economic and
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housng capecity pressures from the housng shortage Policy
changes occurring across the county can serve as test cases for
enhandng housng affordability and provide guidance for federa
efforts to increase housng stock, while enhancing economic
freedom

U.S. Growth in Housing Prices Has Outpaced

Growth in Median Income
Index where 100 = the value in January 1990, 1990-2023
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Source: Census Bureau, U.S. Department of Housing and Urban
Development, and Bureau of Labor Statistics

Note: January 2023 data for median household income are not yet
available.

Removing barriers to housing supply can enhance affordability

Increasng housng supply to meet demand can hdp reduce
growth in prices

TheUnited Statesis facing ahousng affordability crisisdriven in
largepart by inadequae housng supply. After thehousng market
collapse in 2008, new housng supply for single- and multi-unit
buildingsdeclined 3 Y et, as demand recovered, supply did not.8%!
Building onthiscrisis, in thewake of the pandemic the number of
housng units available for purchase or for rent fell to near record
lows.8% In 2021, Freddie Mac estimated tha the shortage of
newly-built homes was about 3.8 million, noting tha entry-level
starter home congruction has fallen since the 19705.8%
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Few Homes Are Constructed at Affordable
Prices for Middle-Class Families

Percentage of new homes sold in the United States by sales
price, 1999-2023
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Source: Census Bureau and U.S. Department of Housing and Urban Development.

More housng supply will make first-time homes more affordable
andwill relieve some upward pressures onrents

The housng shortage is impacting affordability for renters and
prospective homeownes aike. For example, in 2022 thos
earning a or below U.S. median income could only afford to own
20% of al homes on the market, down from about 50% in in
20168 Additiondly, asthe Coundl of Econorric Advisers wrote
in 2021, “across the country, more than 10 million renters (onein
four) pay more than hdf of their income on rent, and nearly half
(47%) spend over the recommended 30% of thar income on rent
and utilities.”®% Research has shown tha an increase in supply of
housng stock can aleviate this upward pressure on home prices
and hdp ensure that more affordable options are available to
average Americans 8%
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Increasng housng supply alonewill notbeenoudh to drive down
rents, absent of renter-focused policies

Jug increasing housng supply will not be enough to increase
housngaffordability for renters. For example, congructionof new
buildingsin lower-income areas could lead to unaffordable prices
for current residents, who are likely living in older housng stock
that is cheaper than newly-condructed housng.®’ Absent any
other policy changes, this could mean tha new, wealthier residents
would moveinto thenew units, while lower-income renters would
still face a housng shortage and the potential for displacement.
Rising home values would also increase wealth for current
homeowners, but renters could be hamed unde these
circumstances. Increasing affordable housng for rentersis key to
resolving thehousng crisis, given that abouthdf of all rentersare
housng-cos burdened as of 2022 paying over 30% of ther
income on rent.8%

Government subsdies can be hdpful to ensurefamiliesare ableto
afford housng cods. For example, there is a growing recognition
tha govenments need to directly address the shortage of
affordable housng ingead of exclusvely subsdizing demand for
privately-built and opeated housng units. The Low-Income
Housng Tax Credit (LIHTC) is a primary way that federa and
state govenments hdp finance new buildings with affordable
rental units, but the program is oversubsribed and in need of
reform to ensure it reaches those mog in need 899090 The
bipatisan Affordable Housng Tax Credit Improvement Act
would increase the number of available credits to better meet
demand while changing the program rules to make sure tha more
units are built to serve Tribd communities, rural areas, and other
at-risk and underserved groups®? State-level requirements for a
minimum threshold of affordable housng per municipdity, asis
required in Massachustts, could also be ussful amongother tools
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used to increase the numbe of affordable units. Without these
mechanisms, prices for housng available to low-income families
will likely remain elevated 93

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

Exclusonary zoning limited housng supply and left a legacy of
unequal opportunity

Historically, thefederal govenment has given local govanments
the authority to set land use rules, while also acting as a guiding
hand for wha land use policy should look like throughoutthe
county. Whilelanduse laws existed in years prior, anotable wave
of state legidation gave municipdities zoning authority and
established local planning boadsin the 1910s%4°% Then in the
1920s theU.S. Depatment of Commerce (DOC) unde Secretary
Herbert Hoove issued guidance for legislative languayefor states
to establish zoning authorities for general municipdities and
Cities. 3690798  Researchers note that the DOC drafted this
legidative languaye in orde to provide a framework that
minimized legd chdlenges to municipa zoning 2® Over time, dl
50 states and the District of Columbia adopted a form of these
guiddines, and the American Planning Assodation found tha
many states continueto use laws based onthese restrictive modds
today. 910911

Following these actions restrictions on where people could live
and the types of housng they could live in, laid the grourdwork
for the housng chdlenges the country faces today. For example,
the boomin single-family detached housng developments in the
1940s 505 and 60s coindded with a massive increase in
homeownership 912913 Y et theneighbohoodsdeveloped in thisera
were initially closed to families of color dueto the public and the



140

private sectors’ discriminatory practices.914915916917 \whjle the
Fair Housng Act outtawed many of these practicesin 1968,land
use and zoning restrictions perpeuated inequality in housng
access while maintaining the status quo of neghbohood
segregaion %8 For example, municipa govenments enacted laws
to rezone multiple residential neighbohoodsfor commercial use
or condruction of new highways, projects which were also funded
by thefederal govanment 919920921922 These ndghbohoadswere
primarily home to lower- and middle-income families and
communities of color. Meanwhile, wedlthier localities blocked
new housng condruciion in neghbohoodswith single-detached
homes—the primary form of housng at the time—with new
zoning and land use regulations®39* Taken togeher, such
practices, through their legacy or continued use have played a
largerole in preventing econormic and racial integration in many
American neighbohoods, and in creating additiond bariers to
housng stability for more Americans 925926.927

Landuse restrictionslimit housng choice and econonic freedom

While increasing housng stock can hdp relieve the affordability
crisis, zoning and land use regulationstha mandate how land can
be developed often actively prevent much-needed new housng
condrudtion.®?® Many of these laws, which areimplemented at the
local or state level, directly restrict the number of units tha a
structure can have or limit the size of structures through
restrictionsonsquae-footage lot size, or haght Theserules often
mean that a single-detached home is the only type of housng tha
islegd to build in these areas. Meanwhile, other zoning and land
use laws blodk condruction of new housng altogeher.

Many of these laws limit choice in housng type and location by
barring construction of more affordeble optionslike townhouss,
duplexes, and smaller apartment buildingsin favor of standdone
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single-family houses on larger lots. These mid-sized buildings
which can hous beween two to four families onasingle lot, are
still rarely built, with develope's mainly favoring single-detached
houses or to a lesser extent, larger apatment buildings Such
restrictionson housng choice continueto place limits onwho can
afford to rent or purchase ahome based onthear income level.

The United States Is Under-Producing Mid-
Sized and Multi-Unit Housing

New privately-owned housing units starting construction
each year, in thousands, 1959-2024
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Source: Census Bureau and U.S. Department of Housing and Urban Development.
Restrictionsthat limit where people can live have been foundto
ham the wider econamy. Often, lower-income workers live
further from job centers, in large pat because howsing in job-rich
areas is too expensve for them to afford.%%%0 |n addition to
impacting one’s job and income prospects, a person’s
neghbohood often impacts ther academic achievement and
hedlth, as well as tha of thar families and future generations
Studies have also linked restrictions on housng choice to lower
levels of U.S. GDP.%31.932,933

Racia segregation by neighbohoodalso remains aredlity in the
United States, which can be linked to and reinforced by zoning.
For example, research has shown tha due to continued
exclusonay zoning—which influences who can easily attend
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certain local public schools—school segregaion today mirrors
levelsseenin 1968 theyear that Congress passed theFair Housng
Act %3

States and localities have started to enact laws tha can hdp undo
the harms of zoning and land use regulations and build the
founcition for more inclusve and affordable neghbohoods
Theseinitial efforts can serve as moddsfor future work 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 modenize
housng regulations and increase the nunber of housng options
availableto residents. Below are three examples of policy changes
that take aim at the negative effects of past zoning rules.

Oregon: Reforming state law to increase local government uptake
of zoning reform

In 2019, Oregon became the first state to require tha nearly all
cities and towns change ther zoning codes to alow for a wide
range of housng optionsfor families. The new lav—House Bill
(H.B.) 2001—requires every city with 10,000people or more, as
well as every city in the Portland metropolitan area with 1,0000r
more people, to amendtheir zoning codesto alow for townhouss,
duplexes, or other types of adjoined housng. About 70% of all
residents of the state residein an area that this law impacts.®*®

Governor TinaKotek—who championed the bill during her time
as Oregon Spesgker of the House—explained that the law was
meant to re-establish econonically diverse neghbohoodsthat
were ubiquitousin Oregonin the past. In contrast, at the time of
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H.B. 2001’s passage, 77% of land in Oregonzoned for residential
housng was restricted to single-detached houes.®* The state
legidature will also be providing funding to assist localities in
implementing the new zoning regulations to align with H.B.
2001%" Governor Kotek has previoudy emphasized theimpact of
thelaw will begradual, taking place over upto 20 years.®®

California: Using new and existing law to expand variety in
housng structures and grow supply

In 2021,Governor Gavin Newsomsigned Senae Bill (S.B.) 9into

law, which legdized more housng choice throughout
Califomnia®° Homeowners now have more freedom and

flexibility when it comes to howthey usether propety. The new

law requires a simpler local govenment approval process for

convasion of single-detached homes into duplexes, splitting alot
in two in order to build two smaller homes or duplexes, or adding
asmall accessory dwelling unit (ADU) to ther land ** This law
led to tens of thousands of ADUs being permitted across the
state.%*! ADUs are often smaller attached or detached residential

units tha are seconday structures on atract of land, and contain
sufficient facilities for aresident to live indgpendently.®*

On theother hand, Californians have been much less likely to use
S.B. 9’s authority to convet their homes or dividether lots. This
authority had only been used 282 times about a year after the bill’s
passage despite estimates tha as many as 700,0®@ homes could
bebuilt unde this new law.%*

In the past year, the Newsom administration and develope's have
started usng existing legidative languaye to increase multi-unit
dwelling condruction more broadly, as well as counteract select
localities’ efforts to circumvent S.B. 9’s requirements.%4%4% A
statute known as the “builder’s remedy” lets developers go around
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local zoning codes in areas where local govenments failed to lay
out a plan for housng produdion to meet local needs.®* In these
localities, develope's can moveforward with projects where either
all of theunits are priced at levels that are affordable for middle-
income households or at least 20% of the units are affordeble for
lower-income housholds®’ This has led developess in wealthy
areas like Santa Monica and Beverly Hills to use the law’s
protection to apply for or initiate affordable housng projects that
could have otherwise been blodked by local zoning rules.®®

Albuqueque New Mexico: Increasng supply through building
conwersionsandaccessory dwelling unit condruction

In July 2023,the city of Albuquequeadopted ADU and building
convasion reforms.®® The changes will alow certain propeties
zondl for single-family home congrudion to build ADUs—also
referred to as “casitas”—on ther propeties, which impacts up to
68% of all zoned properties in the city.®° Additiondly, they
providefor convasionsof certain nonresidential developmentsto
multi-family unit dwellings which can facilitate convasion of
former hotels to residential units.®! The city has also consdered
other propcsals to meet howsing demand, which indudel
eliminaing maximum building heghts, allowing single-detached
homes to be conveted to duplexes, and reduang paking
requirements for multi-unit dwellings®?

New models for financing can help increase affordable housing
construction

In recognition of the need for additiond affordeble housng
supply, state and loca govenments are exploring finandng
incentives to increase the stock of housng tha is affordable to
low- and middle-income families withoutdemand-side subsdies.
Below are afew promising case studies for these efforts.
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Montgomery County, Maryland’s Housing Production Fund:
Creating a public alternative to private housng investment

In 2021, officials in Montgomery County, Maryland created a
HousngProdudion Fund (HPF) to finance condruction of mixed-
inoome housng®® The county’s Housing Opportunities
Commission (HOC) seeded the fund with $100 million in bond
finandng that the fundlendsout to developeas to hdp cover the
codts of new condruction.® The HOC can compete with private
investors because it can afford to receive lower returns from
owneship shares in the propeaty, as well as offer lower interest
rates on loans, than what private equity firms or other investors
would demand 9%5:956:957

In exchange the HOC requires developers entering into this
agreement to set aside at least 20% of the new units for families
earning at or bdow 50% Area Median Income (AMI), and at |east
10% of the units for those earning up to 70% of AMI.%® This
modd allows private developea's to make a profit, while the HOC
retainsan ownership stake tha suppotsits goa of keeping people
housd at affordable rates. Importantly, it can also maintain the
pace of new condrudion when interest rates are high as they are
now, by ensuring tha develope's can keep ther finanang cods
down in exchange for creating affordable housng for more
middle-class families.®*° Developasrecently completed oneof the
first projects that utilized the HPF: a 268-unit building, in which
25% of the units will be affordable to tenants with income levels
at 50%AM| .90

Montgomery County Maryland’s Affordable Housing Opportunity
Fund: Suppoting affordable rent levels for tenarts

In addition to the HPF, in 2022the Courty created a $14 million
Affordable Housng Opportunity Fund (AHOF) to make short-
term loansto prospective building owners.%1%2 Thefund aims to
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suppot affordable housing developes in building purchases, to
maintain affordable rents for existing affordable units, 93964965
The short-term loans are meant to suppot rapid purchases of
existing buildings tha may otherwise be sold to landlords who
could hike rents and make the units unéfordable.

New Mexico: Investing in local affordable housng trust funds

Local govanments across New Mexico have aso been leading
efforts to finance affordable housng stock. For example, in
November 2023, voters in Santa Fe approved a bdlot measure
indituting a tax on the sae 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 %®%" The tax, also referred to as the “Mansion Tax,” would
apply only to the value of a propety above the $1 million
threshold, at a rate of 3%.°% The city has estimated that the
measure will generate approximately $6 million each year,
providing the fund with a subdantive dedicated revenue
source. %290 |n 2022, voters in the City of Las Cruces aso
approved the issuance of a $6 million genera obligaion bondto
fund its AHTF, which was established in 2010 and previoudy
relied on limited capital infusions from the city’s general
funds®1:97297397 The ity previously estimated tha theinitial $6
million investment could hdp leverage more than $36 millionin
funding from state, federal, and private sources, to create an
additiond 175affordable housng units.®”

Maine Enhandng affordability in rural areas

Maine’s Rural Affordable Housing Rental Program, launched in
2022ugng $20million in fundsfrom the American Rescue Plan
(ARP) and MaineHousng bondissues, uses forgivable loans to
incentivize affordable housng development in rura areas that
might not otherwise draw new condrudion.®®%" Eligible
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applicantsindudepublic housng authorities, aswell as nongrofit
and for-profit developers, and the loans they receive can be
forgiven for up to $185,M0 per unit.®’® The program targets rural
areas for projects and is intended to hdp build 115 new units in
rural Mainewith existing funds®”® All units that benefit from the
program mug be leased to those making at or under 80% AMI,
and any loan recipients mug limit rent increases on suppoted
units for the next 45 years.®%%! The program has already closed
applications due to significant uptake, though Governor Jang
Mills’ recently passed FY 2024-2025budgé dedicated up to $35
million to the program to suppot continued opaations %3

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

Inditutiond investors, such as private equity-backed firms, hedge
funds and real estate investment truss (REITS) have a growing
presence in the single-family housng market. Mouning evidence
shows that investors’ purchases of single-family homes
contributed to decreased housng supply in local markets across
the county. Investor activity is particularly notable in Sun Belt
markets with robug population growth and robug growth in rent
levels.%8* Datafrom 2017to 2023also show stark increases in the
shares of homes purchased in al cash—a buying approach tha
first-time or median-income homebuyeasarelesslikely to use, and
which ingtitutiond investors use frequently.®® While theincrease
in inditutiond investors is not the cause of the U.S. housng
shortage, their growing presence and the local concentration of
their purchases can threaten many Americans’ access to affordable
housng.
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Institutional investors’ expanding presence in the housing market
isespecially pronoun&d in distinct regionsacross the county

Asinterest rates fell and rents rose during the pandemic, investors
who aready owned three or more homes began to purchase an
increasing share of all homes beng sold. In early 2022, monthly
single-family home purchases by investors reached 28%o0f single-
family home sales, well above pre-pandemic rates of around
16%%6 In mid-2023 the share of investor purchases remained
high, at between 26.8%and 28%from July to September 2023%7
Meanwhile the share of purchases made by owne occupants
dipped below the pre-pandemic nom. %88

Amongall investors, those tha own 3 to 99 properties purchased
the largest fraction of single-family homes on the market in
2023%° For example, in the third quater of that year, these
investors were responsble for about 80 percent of al investor
purchases described above. However, “institutional” or “mega”
investors, who own 1,000propeties or more, have also increased
ther share since the pandemic. Inditutiond investor purchases of
single-family homes remained at 1% of total annud purchases
between 2017and 2019but tripled to 3%in 2021%%°

The Office of Policy Development and Research at the U.S.
Depatment of Houdng and Urban Development (HUD)
examined the purchasing trends of ingitutiond investors in the
single-family rental market and noted tha ingitutiond investor
activity is heavily concentrated in specific areas of the country,
namely throughoutthe Sun Belt, in low-income communities, and
inneghboihoodsthat have historically been home to communities
of color.®®* For example, according to HUD’s analysis, in 2021
ingitutiond investor purchases made up over two-thirdsof single-
family home purchasesin Lincoln County, Mississippi—acounty
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with a povety rate above20%—and more than 60% of purchases
in Van Buren County, lowa, which is one of the lowest-income
counies in the state and has a pe capita income of
$32 , 188992,993,994,995

It follows tha, while the percentage of investor purchases
naionwide may below relative to thewider market, ther impact
on lower-income neighborhoodsand communities of color can be
significant, especialy in neéghbohoodswhere their purchases are
highly concentrated. Looking only at naiond trends therefore
risks overlooking the threat these investors could pose in specific
regionsandlocal communities. Further federal studies of investor
presence in these and similar housng markets would hdp
determine the impact tha investor purchases are having on
econonic inequdity and housng access at thelocal level.

Cash hone purchasshaveincreased in recent yearsandcontinue
to make up a significant share of total hone purchases

The growing use of al-cash purchases, which investors or
wealthier homebuyers can use when buyingahome, can aso make
it inceasingly difficult for median-income and first-time
homebuyeasto compeeinthehousng market. A 2023report from
Redfin, which focused onthe40mog popubusmetropolitan areas
in the United States, found tha cash purchases accounted for
33.4%of al home acquisitions made in April 2023, pat of an
increasing trendin such purchases since mid-2020%°¢ This marked
the highest monthly share of cash purchases in the market since
201497

Thistrend appearsto bean offshootof thepandemic-era, when the
housng market was immensely compditive and first-time
homebuyea's often struggled to find an affordable home. For
example, in 2021, the Nationd Association of Realtors (NAR)
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reported tha non-first-time buyas were usng cash to givethem a
competitive edge ultimately winningoutover first-time buyes.®%®
Still, thetrendis notletting up. According to Redfin’s study of the
40 mog popubusU.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,the declinein all cash sales
was only 35%°%° As a result, the share of cash purchases among
total home purchases remains high 1000

First-time homebuyes, and thoe purchasing ther primary
residence, are unlikely to be al-cash buyes. In April 2021,0nly
6% of first-time buyeas bought thar home usng only cash,
according to an NAR survey.%! In tha same month, only about
15% of primary residence buye's had boughtther home usng all
cash.!%%2 Cash buyes also tend to be wedthier and older than the
typical buyes depending on mortgages for ther home
purchase.l%% In 2022, the share of al-cash, primary residence
“repeat buyers”—or those who are not buying ahome for thefirst
time—rose to 27% up from 17% in 202114 Additiondly,
whether or not a homebuyer is usng cash, prior homeownership
can facilitate more competitive offers on homes. An NAR report
also foundtha theshare of "repeat buyers' was 68% of al buyeas
in Novembe 2023, above the longrun average since 1981 of
620/(11005

Taken togeher, median-income or first-time homebuye's cannot
effectively compete agang all-cash buye's. Theincreasing share
of all-cash buyersin the market can therefore lead to an even less
affordable housng market in thelongrun.
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Provisionsin thetax code encourage inditutional investment that
crowmdsout averagehomnebuyers

Harmful tax advantages tha incentivize investor purchase of
single-family homes can further limit housng supply and block
first-time and middle-class homebuyasfromowningahome. For
example, component depreciation—also known as cog
segregation—allows investorsto separate alargeasset into certain
component parts when determining the extent to which the asset
has depreciated.'®® While the practice of separately depreciating
structural components like walls and roofs for tax purposes ended
in the 1980s investors can still apply this approach to non
structural componrents and record a depreciationthat is more rapid
than the recorded depreciation of the overall home 190710081009 |y
confrast, homeowners cannot take these deductions on owner-
occupied homes.’®% The Biden administration has proposed
reformsto thisinvestor loophole, which are anticipated to generate
$7.3billionin cumulative federal revenues fromfiscal years 2025
to 2034101

Moreover, 1031exchanges—also called “like-kind” exchanges—
allow rea estate investors to defer thar tax payments on ther
investment gansinddinitely after selling thar real estate asset if
they invest those gainsin rea estate.1%21913 This applies only to
real estate assets used in atrade or busness, so they cannotapply
to residentia homes. In December 2023,the Joint Committee on
Taxation released tax expenditure estimates which indicated
revenue losses in fiscal year 2024 of $9.7 billion because of
deferral through1031exchanges.’?** In addition to weakening an
additiond tax incentive for inditutiond investor home purchases,
limiting 1031exchangedeferralsto $500,000n gainsannudly for
each single taxpayer—as proposed in President Biden’s fiscal year
2025 budgé—would yield approximately $19.7 billion in
cumulative revenue between fiscal years 2025 through
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203410151016 Thoygh separate pats of the tax code benefit
individud homebuyes, specificaly the mortgage interest
dedudion, the investor tax advantages described above currently
give largeinvestors an unnecessary leg up in the competitive U.S.
housng market.

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

The U.S. Department of Housng and Urban Developrrent is an
essential tool for suppotting U.S.housng needs

Throughtheearly and mid-1970s, HUD’s budget made up around
7% of the federal government’s budget authority. However, tha
expeienced a shap drop from 1979 through the early 1980s
hitting alow of 1.9%of thefederal budge by 1983. After a brief
recovery in 1985 (reaching about 3% of the budget), HUD’s
fraction of the budget once agan fell, and hovered between 1%
and 2% of the total federal budge from the late 1980sup until
20231017

Increased federa funding for HUD could be one step towards
resolving the housng crisis. Additiond funding would provide
HUD with more resources to meet housng needsthat the private
market will not meet on its own, as well as more resources to
suppot research, tracking, and data analysis of housng market
trendsfor policy decisionsand public consumption.

These increased resources are especially important in respong to
rising housng cogs and the assodated increase in homel essness.
Unfortunaely, the existing federa programs meant to fill the
housng gep for thoee mog in need, prevent homelessness, and
address poa housng conditions remain undefundel. For
example, the estimated maintenance backlog for public housngis
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$90 billion1°*® Public housing served 835,000 households in
2022, which is more than the number of housholds residing in
many major cities tha year, induding Washington, D.C.10191020 |
addition to these chdlenges, the Nationd Low Income Housng
Codition estimates that the United States still faces a shortage of
7.3 million rental homes tha housholds with extremely low
incomes can access and afford.’®? To meet these needs
Democrats are advocating for greater HUD funding throughthe
appropriationsprocess, and pushing for subdantial investmentsin
affordable housng production and rehabilitation through
legidation like the bipatisan Affordable Housng Credit

Improvement Act and the Green New Deal for Public Housng
Act. 1022,1023,1024

Additiondly, research suggests tha an increase in funding toward
HUD’s Housing Choice Voucher (HCV) program, to allow the
program to cover al eligible housholds would lift 2.5 million
children out of poveaty andlead to a 13% redudion in naionwide
povety.l® Preventing income-based discriminaion in the
housng market by enhandng protections will also allow this
program to fully meet its potential.1%? |n addition, bills like the
Delivering Essential Protection, Oppottunity, and Security for
Tenants (DEPOSIT) Act sponsred by JEC Charman Heinrich
would make sure tha families with voudhers can afford upfront
move-in cods like security deposts and move-in fees1027.1028
Ongoing pilot programs at HUD like the Community Choice
Demondration program are exploring other ways to improve
housng and econonic outcomes for families with vouders.19%°
These additiond policy changesand suppotive serviceswill mean
that larger investmentsin thevoucher program go further in terms
of hdping families access stable and affordable housng.
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Currently, policymakers depend on disparate private sources of
data for trendsin housng rental and sales markets. Researchers
have recommended that HUD play arole in assembling housng
market metrics across these sources in order to beter inform
policy interventions!®® Providing more federal fundng to HUD
in suppot of establishing centralized, comprehensve federal
reporting on housng market indicators would also create a free,
public onestop-shopfor this information.

The Biden administration has taken significant steps to reduce
housng cogs andincrease affordability

Alongsdethestate and local efforts highlighted above the Biden
administration has advanced efforts to alter current land use laws
and zoning regulations to ensure more Americans can afford a
home tha promotes their econonic and soda well-being.1%
Specifically, the administration’s Housing Supply Action Plan
indudes multiple programs tha suppot housng congruction. For
example, the Pathways to Removing Obgacles to Housng (PRO
Housng) program provides a total of $85 million in grants to
localities tha are taking steps to remove regulatory bariers for
affordable housng condruction!®® The Federal Housng
Administration (FHA) has aso published a proposa to facilitate
ADU finanang and HUD has announe&d policy changes that will
alow more, larger loansto qudify for the LIHTC program. 1033

In addition, the ARP’s State and Local Fiscal Recovery Funds
(SLFRF) program has hdped to stimulate affordable housng
condruction and suppot housng stability.%* Between July 2022
and April 2023, state and loca alocations towards housng
condrudtion, preservation, and stability grew by 29%1%% The
HOME program, which received $5 billion from the ARP to
suppot affordable housng condrudion, rental assistance, and
suppotive housng services, is anticipated to increase affordable
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housng stock across the county by at least 20,000
units. 1036,1037,1038

Building on prior work, President Biden’s budget further
adwances efforts to inarease affordable housng supply

President Biden’s budget seeks to address the needsof themoment
through both mandaory and discretionay spending on housng
that maintains fiscal responsbility.1% In terms of discretionary
spending, the budgé provides an increase of $2.5 billion in
fundingfortheHCV program. Amongother initiatives, thebudge
also provides additiond funding for new Project-Based Rental
Assistance (PBRA) contracts, as well as a $37 billion investment
in LIHTC.1040

President Biden’s proposal for mandatory spending on housing
through 2034 addresses chdlenges met by thos who face the
greatest housng insecurity and ensures support for lasting
solutions For example, it proposes $7.5 billion in mandaory
funding for a new PBRA program for extremely low-income
housholds %! This program would bring together public and
private capital to develop low-rent multifamily housng and
mixed-income housng. Thebudgé aso propcses aonetime $7.5
billion capital injection to hdp rehabilitate distressed public
housng 104

In addition to these programs, the President has proposed
mandaory funding for housng voucher programs for extremely
low-income veterans and for young people emerging from foger
care, assistance with downpayment for first-generation
homeowne's, grants to assist locdlities in eviction prevention
efforts, emergency assistance specifically for older adultswhorisk
homelessness, and grants that would directly hdp rehous people
currently experiencing homelessness.’**® Moreover, the President
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is propasing $20 billion in mandaory funding towards the
Innovation Fund for Housing Expanson, incentivizing increased
uptake of land use and zoning reforms, as well as other state and
loca efforts to expand the housng supply.’®** Through these
comprehensive efforts, the Biden administration’s proposals
would address the cog of housng for diverse populations ages,
and income groups across the county.

States and localities across the county are working to reverse the
consquences of existing zoning restrictions and provide more
funding for affordable housng condruction and maintenance.
Congress can suppot these efforts by funding land use reform
implementation, finandng state and local efforts to build more
affordable housng, investing more federa funds in new
condruction,andallocating funding towardshousng needsaslaid
out in the President’s budget.

The federa govenment is aso well-postionad to hdp
municipdities share information and ideas on the best ways to
propase, pass, and implement zoning and land use reform as laid
outabove Findly, theadministrationcould congder issuinganew
example of legidative languagethat states andlocalities could use
to undotheexclusonay landuse moddscreated in the1920s that
stand in theway of housng progress. Throughsuch guidance, the
administration can facilitate initial steps towards a new era of
housng across the country.

No one program or policy will resolve the nation’s housing crisis
onitsown. Coordination between state andlocal governments and
thefederal government can hdp ensurethe array of policiesaimed
at increasing the supply of affordable housng for al Americans
will besuccessful.
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Permanence and $18.8 Billion to Establish the NHTC.” Novogradac, 18 Mar.
2024, https://www.novoco.com/notes-from-novogradac/Biden-
administrations-163-trillion-fy-2025-budget-proposes-726-billion-in-hud-
discretionary-spending-325-million-for-cdfi-fund-366-billion-of -lihtc-
proposal s-9-billion-for-nmtc-permanence-and-188-billion-to-establish-the-
nhtc.

1040The White House, Budget of the U.S. Government, Fiscal Year 2025. The
White House Office of Management and Budget, Mar. 2024,
https://www.whitehouse.gov/wp-content/upl oads/2024/03/budget_fy2025.pdf .
1041y.S, Department of Housing and Urban Development. Department of
Housing and Urban Devel opment Mandatory Affordable Housing Programs.
13 Febh. 2024,

https://www.hud.gov/sites/dfiles’ CFO/documents/FY 25 Mandatory Budget
Proposals HUD_FINAL _revised 021324 v2.pdf.

1042y .S, Department of Housing and Urban Development. Department of
Housing and Urban Devel opment Mandatory Affordable Housing Programs.
13 Feb. 2024,

https://www.hud.gov/sites/dfilesy CFO/documents/FY 25 Mandatory Budget
Proposals HUD _FINAL revised 021324 v2.pdf.

1043y.S. Department of Housing and Urban Development. Department of
Housing and Urban Devel opment Mandatory Affordable Housing Programs.
13 Feb. 2024,

https.//www.hud.gov/sites/dfiles' CFO/documents/FY 25 Mandatory Budget
Proposals HUD_FINAL _revised 021324 v2.pdf.

1044.S. Department of Housing and Urban Development. Department of
Housing and Urban Devel opment Mandatory Affordable Housing Programs.
13 Feb. 2024,

https://www.hud.gov/sites/dfilesy CFO/documents/FY 25 Mandatory Budget
Proposals HUD _FINAL revised 021324 v2.pdf.
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VIEWS OF VICE CHAIRMAN DAVID SCHWEIKERT

In his letter transmitting the 2024 Econonic 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 pandamic
wreaked havoc onthendion.

The President boasted that hewould cut the deficit by $1 trillion,
signal into law the Orwellian-named Inflation Redudion Act, and
canceled hundedsof billionsof dollarsin student loan debt.

But the economic redlity facing the American people is
fundamentally different from what President Biden attempted to
present in the Report. All is notwell with the U.S. econony, and
hardworking families are beng left behind while future
geneationsare saddled with crushing debt.

Since Januay 2021,thetotal naiond debt has increased by more
than $6.8trillion. Morethan 53 percent of tha debt has been added
since President Biden declared the COVID-19 pandemic over
duringaCBS News interview in September 202.

We have borrowed nearly $100,000every second over the past
year. The naiond debt has increased by more than $1.4 trillion
this fiscal year, and total FY 2024 net borrowing will likely be
between $2.2 and $2.5 trillion. The nationd debt will likely
surpass $35trillion before the end of FY 2024,and gross interest
spending onthedebt is projected to exceed $1.1trillion.

To make matters worse, the 2024 Sodal Security Trugees Report
estimated tha the Old-Ageand Survivors Insurance (OASI) Trugt
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Fundwill become insolvent by FY 2033, leading to an automatic
21 percent cut to retirement benéfits. This would cause the senior
povaty rate to more than doubke from 1.5 percent to 3.3 percent.
Millionsof seniorsare countngonusto savether earned benefits.

The Biden Administration has turned a blind eye to the nation’s
debt crisis, injecting trillions in reckless spending tha
turbocharged inflation to a four-decade high. As a result, wage
growth has not kept pace, and the purchasing power of the dollar
has falen by nearly 20 percent since President Biden took office.
It is crystal clear—hardworking Americans are feeling squeszed
and are struggling to provide for therr families because of this
Administration’s impractical, demand-side economic policies.
According to the JEC Republicans State Inflation Tracker, to
maintain the same standad of livingthey had in Januay 2021 ,the
typical houshold needsto spendan additiond $1,000each month.
Thiswill bethefirst generationto be poorer than ther parents.

TheU.S. Congress Joint Econommic Committee playsapivotal role
each year in responding to the Econonic Report of the President.
The Biden Administration’s policy choices outlined in the Report
have obdructed econamic 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 Respon®) ddivers its findings and
recommendaionsin 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 pesk in 2022. The
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FY 2023 ddficit was $1.7 trillion—the third highest on record—
despite COVID-19 being in the rearview mirror. These highe
annud deficits are projected to continueove the next decade and
bringthepublicly hdd debt-to-GDP ratio from 99 percentin 2024
to 116 pecent by 2034. This deficit growth can largdy be
attributed to risinginterest coss onthedebt asthe Federal Reserve
continues to hold interest rates steady between 5.25 and 5.50
percent—the highest 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 Sodal Security and Medicare benefits.
Since 2021,thecombined OASI and DI Trust Fund reserves have
begunto decrease because thebendits pad out exceed theincome
received from payroll taxes. In fact, the proportion of the
popuktion aged 65 and older has more than doubled from 6.8
percent in 1940to 17.3 percent in 2022. This Chapter aims to
address the trug fund depletion by encouraging policies that
address demographic trends like removing bariers to family
formation, rguvenaing prime-age labor force participaion, and
attracting high-skilled immigration to increase economic growth
and put our retirement programs on a susainable fiscal pah.

Chapter 3 (“Tax Increases Harm Growth”) explains that President
Biden’s tax proposals would be detrimental to the U.S. economy
and conditute a hamful strategy for bdandng the long-run
Federa budgé. The President has repeatedly targeted wealthy
individuals and corporations to raise revenue to solve the nation’s
pressing fiscal problems. This Chagpter presents compdling
arguments against the Left’s “tax the rich” approach by proving
tha such large tax increases would severely hamper econorric
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growth and exacerbate America’s fiscal crisis while raising only a
fraction of thetax receipts necessary.

Chapter 4 (“Reaching Fiscal Solutions Through Healthcare
Innovation™) builds off our findingsin the 2023 Response which
condudal that obesity and obesity-related diseases caused an
average of $5,155in excess medical cods pe person who suffers
from obesity, amouning to $520billionin total excess hedthcare
cods in 2023 alone After updding our projections we now
estimate that obesity will result in $8.2to $9.1 trillion in excess
medical expenditures over the next ten years. | have long argued
one of the mog moral thingswe can do as a society is to curb
obesity through hedlthcare innovation. By making our fellow
Americans healthier, we can vastly improve their qudity of life,
and, in turn, help solve the nation’s fiscal challenges so that future
geneationsare notleft behind.

Chapter 5 (“The Role of Artificial Intelligence in Governance”™)
andyzes the potential bendfits to govenance, econonic growth,
and our fiscal ditudion tha one of the mog revolutionay
technological innovdionsof our generation, artificial intelligence
(Al), can have. Al will increase labor produdivity, raising output
and booging economic growth. Its integration into govenment
administration will minimize waste and improve the
responsveness and efficiency of government services, which will
reduce outlays without necessitating legidative changes. Findly,
Al can be used to quickly andyze regulatory text, improving the
efficacy of existing proposls for smart regulatory review—
further accelerating economic growth. The potential for both
faster, susained econonic growth and aredudion in outiays will
hdp stabilize the debt-to-GDP ratio and dramatically improvethe
nation’s fiscal trajectory.



256

America’s fiscal health is at a critical juncture. The dramatic rise
in Americasnaiond debt isacrisistha can nolonge beignored.
Thechdlengebefore usis nather Republican nor Democrat—it is
our moral obligation to ensure American families are not left
behind. Our economc future hangs in the bdance, and my
brothers and sistersin Congress hold the keys to determine which
pah we choos. We can either behave like adults and choo% the
pah of fisca responsbility or contnue our partisan
gamesmanship that will put the American dream further out of
reach for future generations

It does not matter wha party onebdongsto, we should all want a
healthier popuktion, strong and secure soda safety net programs,

and arobust and flourishing econony.

Our timeto act is now.
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CHAPTER 1: FAILURESIN ECONOMIC PoLIcy

The Fiscal Problem

According to the Congressiond Budge Office (CBO), the
FY 2023deficit was $1.7trillion, thethird highest level onrecord,
only surpassed in FY2020 and FY 2021, which were excessively
large due to the significant fiscal stimulus in response to the
COVID-19 pandemic. Thiswas over two timestheaverage annud
deficit between FY2013and FY 2019andten times highe than the
average annud deficit between FY 2000 and FY 2007, the two
other typical macroeconamic periodsof this century.!

Thislevel of deficit spending during atime of peace and econoric
expandon is unprecedented and is not expected to slow soon.
Annud ddficits are expected to accelerate congderably over the
next ten years, surpassing $2.5trillion in FY 2034, according to
CBO.2 Persistent deficits are projected to raise the debt-to-GDP
ratio from 99 percent in 2024to 116 percent by 2034. While much
of the recent debae has focused on discretionay spending,
mandaory programs accountfor a larger share of total spending.
Sodal Security, Medicare, and Medicaid accounted for 48 percent
of total govenment spending in FY20233 Overal nomind

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

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.xlIsx.

31n 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.cho.gov/system/files/2024-
02/51118-2024-02-Budget-Projections.xIsx.
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spending has risen 184 percent ove the past 20 years, and in
FY 2023, receipts (govanment revenue only accounted for 72
percent of total govanment outlays.* These trends are only
exacerbaed by demographic headwinds as discussed in Chapter
2 of this Respon.

Furthermore, risinginterest cogs onthedebt are propdling deficit
growth. The decline in real interest rates over the past severa
decades, which brought the average nomind interest rate on the
debtto levelsat or bdow 2.5 percent between 2010 and 2022, has
reversed.® In respons to the spike in inflation observed in 2021
and 2022,the Federal Reserve raised interest rates. Theresult has
been an increase in interest cods, with ne interest payments on
the debt nearly doublng over the past three fiscal years, growing
from $352billionin FY 2021to $658billionin FY2023° Because
of therisein interest rates and thegrowing debt, by theend of this

41n 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.

5 OMB, “Table 6.1 — Composition of Outlays: 1940-2029,” Historical Tables,
March 2024, https://www.whitehouse.gov/wp-
content/uploads/2024/03/hist06z1_fy2025.xIsx.
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fiscal year net interest costs as a share of outlays will have more
than doubked since 2017, growing to be larger than the defense
budge.’ By FY 2026,net interest payments are expected to exceed
$1 trillion® Gross interest payments will surpass $1 trillion this
fiscal year.® A series of poor Treasury auctionsover the past year
following an acceleration in the number of securities beng
auctioned have raised concernstha demandfor Treasuries may be
waning1° Declinesin demand could drive up interest cods further
and exacerbate ourfiscal 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.xIsx; 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.xlIsx.

81n 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.x1sx.

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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Net Interest Costs, 2000-2034
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Framework to Bring Balance to the Fiscal Problem

Proposd in Chapter 2 of the 2023Respons was a framework for
U.S. debt stabilization. This framework draws on Olivier
Blanchard’s 2019 presidential address to the American Economic
Assodation and conddes the relationdhip between three
macroecononic variables presented bdow:!!

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

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

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

11 QOlivier 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 tha r and g are condants,
equd to ther longrun averages. Where t denotes time, thegrowth
of thedebt-to-GDP ratio is given as follows.

TR N

Effectively, Blanchard’s model proposes that, so long as real
interest rates remain below the growth rate of the econony and
deficits are sufficiently small, the U.S. can stabilize debt-to-GDP
growth. Conddeingtheincreasein interest rates and theprojected
size of deficits, debt stabilization has become more precarious
While current CBO projectionsof inflation-adjusted interest rates
remain smaler than the forecasted rea growth rate of the
econony, the gap has shrunk by 0.6 percentage 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
Respon®.'? Given these circumstances, it is now even more
pressing to grow the econony and reduce the primary deficit.

12 Note: Assuming a 2 percent long-run inflation target. CBO, The Budget and
Economic Outlook, Table 3 in Economic Projections,
https://www.cho.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.xIsx; 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.xlIsx; 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/ILVQYY.
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Box 1-1: Debt Threshold

Research suggests tha a high debt-to-GDP ratio hamperslong-run
economic growth through a variety of channels. These indudean
eroson of conuumer confidence, increased interest rates, and
crowding out of private investment.® Specifically, the CBO
estimates that every additiond dollar the Federa govenment
borrows results in a 33 percent redudion in private investment,
slowing econormic growth.2* The cornerstone study on the effect
of the debt-to-GDP ratio on economic growth is by Carmen
Reinhat and Kenndgh Rogoff. By estimating average cross-
county growth rates acrosstime, they findthat debt-to-GDP ratios
above 90 percent correspond with an approximately 50 percent
redudionin economnic growth compared to counties with debt-to-
GDP ratios between 60 and 90 percent.’® Other research largely
suppots the premise that econormic growth is slowed by highe
debt-to-GDP ratios and tha 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, “CBQ’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.'® Because
the U.S. is the globd reserve currency this may not apply in
exactly the same way as in other counties, however, the point
standstha highe debt profiles slow econonic growth.

Asthedebt grows, interest cods to service thedebt also rise. The
debt grows even faster so longas deficits remain static or increase.
Depressed econonic growth unde these circumstances
accelerates the growth of the debt-to-GDP ratio, further slowing
growth and worsening the fiscal situaion. Unaddressed, a vicious
cycle can arise tha raises thethreat of adebt crisis.

The Biden Administration’s policy choices over the past year—
and since the beginning of theterm—have diverged fromthegod
of growing the econamy while minimizing debt and deficit
growth. Ingead of enacting policiestha reduce regulatory burdens
and encourage private-sector-fueled growth and investment, the
Biden Administration has prioritized government-led, demand-
side spend-and-regulate policiesakinto thosein centrally planned
economies. This Chapter reviews the Administration’s economic
policy actionsand priorities.

Responding to the Biden Administration’s Policy Framework

TheBiden Administration has spent more as ashare of GDPinthe
first three years of theterm than any other three-year period since
World War 1l (excluding the bipartisan respon to the COVID-
19 pandamic in 2020)Y" From the nearly $2 trillion American
Rescue Plan (ARP), a patisan fisca stimulus package which
passed in March 2021, to the Inflation Redudion 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 $1.2trillion, and the
$1.2 trillion Infrastructure Investment and Jobs Act (11JA), the
Biden Administration has built a demand-sideedomnant
econonic policy regime.®

Keynesian economc theory suggests tha arise in outlays creates
afisca multiplier effect, whereby government spending can bea
subditute for private spending in times of crisis—such as the
COVID-19 pandanic or the 2007~2008finandal crisis—and the
resulting increase in consumption drives employment, creating
compounding positive effects. The Biden Administration’s
econonic policy framework appears to rest on this theory. While
research tendsto find subgantially smaller effects than would be
suggested by Keynes, government spending in the short run does

8 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
(I1JA),” 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!® Thus the growth and
tightening of the labor market following the pandamic was
accelerated by the vast fiscal stimulus As of April 2024, there
have been 27 straight monthswith an unemployment rate b ow 4
percent, and quaterly real economc growth since Januay 2021
has averaged 3.0 percent.?® The magnitude of fiscal suppot was
guestione at the outset by prominent econonists affiliated with
former Democratic presidentia  administrations induding
Lawerence Summers and Jason Furman, and time has shown that
the record ddficit spending came with a significant cog—the
highest inflationin 40 years.?

As condudel in Chapter 1 of the 2023 Respong, the subgantial
fiscal spending, aided by expansonary moneary policy,
contributed to theincreasein thepricelevel tha hasbeen observed
since President Biden took office, with year-over-year CPI
inflation peaking at 9.1 percent in June2022and cumulative CPI
inflation reaching 19.9 pecent as of April 2024% Research

9 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.

20U.S. Bureau of Economic Analysis, “Real Gross Domestic Product
[GDPC1],” retrieved from FRED, Federal Reserve Bank of St. Louis,
https://fred.stlouisfed.org/series/lGDPC1.

21 awrence 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.

22U.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 the ARP aloneadded 2.5to 3.0 percentage points to
U.S. inflation in 2021 and likely also exacerbated inflationay
pressuresin 2022 and 2023 (see Figure 1-2).%

retrieved from FRED, Federal Reserve Bank of St. Louis,
https://fred.stlouisfed.org/series/CPIAUCNS; Julian di Giovanni,
Sebnem Kalemli-Ozcan, 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; Francois 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 Francois 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; Oscar Jorda, Celeste Liu,
Fernanda Nechio, and Fabian 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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CPl and Core CPI Inflation, Jan 2020 CApr 2024
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Theremaining share of inflationin 2021was likely dueto supply
chain pressures tha arose fromthereopening of the economy. If
not for the Biden Administration beginning one of the largest
regulatory expansonsin history, which limited supply in theface
of afiscal surge, inflation would likely have been less severe, and
some of theinflationary pressures may have abated more quickly.
Since Januay 2021,atota of over $1.6trillionin regulatory cos
has been added.® As explained further in Chapter 5 of the
Respong, regulations while warranted to an extent, impose
compliance and administrative cogs tha reduce capita
investment and innovdion, total employment, and econonic

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.?® Regulatory accumulation can also raise consumer
prices and exacerbate inflationay pressures.?’

In respone to the inflation fuded in part by the Biden
Administration’s policies, the Federal Reserve began the mog
aggressive rate hiking cycle since the late 1970s?® Increasing
interest rates raise the cos of borowing and put downward
pressure on current demand?® The impact has been widespread,
from highe mortgage payments to larger interest cods 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/seriessFEDFUNDS.

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 modeated but remains
well above the Federal Reserve’s long-run target.*

The Report notes supply-side reforms. However, the
Administration’s economic policy consists almost exclusively of
demand-side, resource-allocation-distorting inflationary
propcsals, with limited supply-side policies3! When the
Administration does propose supply-side reforms, they are often
temporary or reactive. The temporary redudion in houly
restrictionsfor truck driversillugrates this. To address pandemic-
era supply chan issues and aleviate inflationay pressure, the
Biden Administration temporarily eased driving hour restrictions
on truck drivers.®> The Administration could have ingead sought
to eliminae or greatly loosen these restrictions pemanently to
lower trangport prices over thelongterm and make markets more
responsve to fluctuaions butit instead soughtonly atemporary
fix to mitigate the shont-term effects.

S0BLS, “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

Box1- Bd nAdmnst aton’s O | and Gas Pol cy

The Administration’s policy on oil and gas production too speaks
to its reactive supply-side policy framework. From the outset, its
rhetoric and regulatory actions created policy uncertainty, likely
raising cods for oil and gas production and refining firms. From
Issuing an Executive Order tha revoked theKeystone XL pipdine,
to pausng leases on Fedea lands and offshore waters, to the
implementation of a cogly methane rule and reversing a Trump
Administration Executive Order aimed at accelerating energy
infrastructure projects, the Biden Administration has taken an
oppostiond stance to the oil and gas indusgry.* Then, as oil and
gaspricesrosein late 2021, surpassing $100per barrel and $5 per
gdlon by the summer of 2022, respectively, ingead of reversing
course and reducing regulatory restrictions President Biden
authorized severa releases from the Strategic Petroleum Reserve
(SPR) in an ill-fated attempt to temporarily lower gas prices.3
Research suggests tha 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-blcc-4edf-
805d-bd7¢1a092210/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
[DCOILWTICQ],” retrieved from FRED, Federal Reserve Bank of
St. Louis, https://fred.stlouisfed.org/seriessDCOILWTICO; EIA, “US
Regular All Formulations Gas Price [GASREGW],” retrieved from
FRED, Federal Reserve Bank of St. Louis,
https://fred.stlouisfed.org/series/l GASREGW.
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drawdowns did not have a statistically significant impact on
lowering prices.®

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

Labor Market Policy

The Biden Administration—in large pat due to its inflation-
fudingfiscal excess—hasoverseen astronglabor market recovery
from the pandamic. Over the past year, the labor market has
remained robug, continuing the pod-pandemic job trend that
began in the previousAdministration. In theface of rising interest
rates intended to rein in inflation, there are now indications that
thejob market may be cooling % Figure 1-3 displays the monthly
nonfarm payroll jobsadded each month as well as the three-month
rolling average Strongjobsnunbers from Januay 2021through
mid-2022 have modeated, but oveal job growth has been
congstent over thepast four years.

SSEIA, “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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Monthly Nonfarm Payroll Jobs since January 2021
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Despite stronggrowth, many Americansremained onthesiddines
for far toolongafter thepandemic. It took until February 2023for
prime-aged labor force paticipaion to return to pre-pandamic
highs®” The overall labor force paticipaion rate has not
recovered to pre-pandemic levels.®® This slow recovery likely put
upward pressure on inflation and depressed the pace of the pod-
pandemic econonic rebound.

Asexpressed in Chapter 1 of theReport, theBiden Administration
is particularly attentive to the concept of hygderesis, or the cos of
notbeangat full employment to the supply sideof theeconony. If

87BLS, “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 sacrificing productivity-
enhandng expeience that is assodated with remaining ganfully
employed. This can reduce oveal productivity, negaively
impacting the growth rate of the econony.*® Unfortunaely, thar
policy choices following the pandamic did not align with this
concern and ingead depressed the labor recovery. While the
econony had largdy recupaated from the pandemic recession by
early 2021, the Biden Administration passed the ARP, which
induded an extenson to the emergency unemployment benefits
origindly implemented in the Coronavirus Aid, Relief, and
Economic Security (CARES) Act, passed in the depths of the
COVID-19 recession in March 2020%° Research suggests tha
such policies depressed employment by keeping potential workers
on the siddines, hampeing the recovey and potentially
contributing unnecessarily to inflation* Similarly, the Biden
Administration propased achangeto theChild Tax Credit that was
estimated to result in 1.5 million fewer workers in the labor
force®? Furthermore, at the onst of the pandamic, 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 the Supplemental Nutrition Assistance Program
(SNAP)—which mandate that nondisabled recipients without
children mug work or volunteer 80 hours per month to receive
benefits—were waived. The Administration did not reingate the
work requirements untl May 2023, almog two years after the
unemployment rate fell bdow 5 percent, likely keeping many
workers disengaged from the labor force.®®

Ingead of pursuing policies tha discourage work, the
Administration should pursuethe proposals set forth in Chgpter 5
of last year’s Respon®. These indude occupdiond licenang
reform, tax reform to allow for expensang of worker training, and
allowing greater flexibility for independent and contract workers.
These would increase both the supply and productivity of labor.*
Theresult would be a faster growing econony with more, highe
productivity workers which would improvethefiscal situaion.

Housng Policy

Housng affordability has diminished because of the Biden
Administration’s policies. The excess fiscal stimulus it enacted led
to eevated inflation, to which the Federal Reserve respondel by
raising the Federal FundsRate from 0.0-0.25percent to 5.25-5.5
percent since March 2022. This increase in interest rates
contributed to pushing mortgagerates up from less than 3 percent
in early 2021to approximately 7 percent as of May 2024, reduang

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/seriesstUNRATE.

44 JEC Republicans, Response, 93-114.
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housng affordability.® It is estimated tha the average houshold
in the United States mug spend $227 more per month on shdter
cogs than they did in January 202146 Because this calculation
indudes rented housng, and rent prices are not as sengtive to
interest rate fluctuations this amount is much lower than the
additiond cods new homebuye's face. New homebuyes face the
highest monthly mortgage paymentsin over 30 years.

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/eiq3qg422-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/seriess 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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Inflation-adjusted Monthly Mortgage Payment, 1994 -
2024
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While the Biden Administration’s policies have contributed to
rising housng undfordability, its proposals to lower pricesfail to
address the root of the problem—supply—and may ingead
exacerbae it. It is estimated tha regulation accounts for nearly a
quarter of thecod of anew single-family home.*’ For multi-family
units like apartment buildingsand condoniniums, regulationsare
estimated to accountfor 40.6percent of development costs.® The
propasals cited in the Report 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 subdgdies, such as a propcsed mortgage payment relief tax
credit for first-time homebuyes, subsdies for low-income
housng congruction, and block grants to state and loca
govenments to fund affordeble housng development, which if
enacted could further push up housng prices.* Failure to address
the undelying problem of housng availability risks creating a
perpetud subsdy demand cycle. In housng, asin other areas, the
Administration fails to adequaely address supply.

The Federa government can pursue policies tha would have a
postive impact on supply without overstepping its legidative
authority. In 2022, Senator Mike Lee introduced the HOUSES
Act, which would authorize state and loca govenments to
nominde tracts of land within ther jurisdictionsfor conveyance
by the U.S. Department of the Interior.>® JEC Republican
estimates suggest tha an additiond 4.7 million Americanswould
be able to afford an average home in thar state unde this bill.>*
Reforms to the Davis-Bacon Act could also increase supply.
Fedea rules provide tha workers on Federal public works
projects bepad prevailing wages. Labor should ingead bepad at
the rate that is agreed upon by worker and employer. Market-

49U.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/seriessMSPUS; “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 Federaly funded
low-income housng construction projects, increasing supply.

TradePolicy

In the modern American econony, trade remains a vital tool to
bolster naiond econamic well-beng. It is critica tha the
Administration remains committed to a policy tha prioritizes
American interests in thelongterm, withoutbeng sidetracked by
short-term political motivations The U.S. should maintain a
policy god of free trade while simultaneoudy addressing naiond
security concerns Froman econonic perspective, thecase for free
tradeis unambiguous

Free trade grows the economy and places downward pressure on
consumer prices by enabling the mog efficient alocation of
resources. Subjectingdomestic producers and consumersto globd
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,
causng dead-weightlossesin the econony.

Furthermore, keeping the domestic market as open as possible to
globd markets allows American firms to take advantage of lower
average cods. Compdition with globd firms necessitates
innovdion, building an economry comprised of the mog
prodwctive possible firms in each indudry. Contrastingly,
protectionist policies create an incentive structure whereby firms
chase oppotunities for government protection and rent seekingin
protected indugries over innovdion to compee with impotts,
making American consumers worse off and reducing American
dynamism in thelongrun.
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Theecononic benefit dueto expanded trade from 1950to 2016is
estimated to be $2.1trillion (in 2016dollars), which trandates to

anincreasein GDP pe capitaof approximately $7,000,or $18,000
per household.>? American consumers gain fromlower prices, and

producers gain from access to the globd market and cheaper

intermediate goods™

Arguments agang free trade often cite negative distributiond
impacts on wages and employment, for ingance by attributingjob
losses in the manufacturing sector to import compdition.
Employment in the manufacturing sector has been relatively stable
ove the past 85 years, while imports have risen drastically (see
Figure 1-5).

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.



280

Employment in manufacturing has remained

almost constant for 85 years
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The Heckscher-Ohlin trade modd suggests tha some job losses
would be expected in indudries that intengvely use scarce factors
of production>* These goods are mog likely to face subgantial
import competition from counties where tha factor is abundant.
Though this likely explains some job losses in American
manufacturing, thedata suggeststha theimpact isnotnearly large
enough to wholly explain the persistent stagnaion. Rather,
significant improvements in technology have increased
manufacturing productivity andthemargind productivity of labor,
therefore the manufacturing sector can employ fewer people to
produce greater output ™

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 the difficulty for labor to move across sectors.>
However, the appropriate respone to reduce the small and
concentrated downgde of tradeis to improve labor mobility and
theease of doing busgness. Thebest solutionsare domestic supply-
side approaches, while anti-trade policies aimed at protecting
specific groups risk indilling large losses tha are bome
naionwide

The Administration has unfortunaely taken steps to increase
bariers to trade by rasing tariffs on steel, auminum
semicondudors, eectric vehicles, and battery components.®’
Protectionist measures create market distortionsandineficienaes
tha compromise American growth and overal welfare. In
indugdries tha are aready unale to meet high demand with
current supply, protectionist measures further inhibit supply while
many of the Administration’s new policies stimulate demand.%®
This interaction creates intense upward price pressure, 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/.

8 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 innovaion and further raises prices in an
aready inflationay environment.>®

Ingead, the Administration should avoid a dlide into further
protectionism by consdeing a supply-side approach that
improves labor mobility. As discussed earlier in this Chapter, the
Administration should reform occupationd licenang and other
labor-inhibiting regulations to facilitate mobility across
geographies and segments of the econony. To reduce average
codgs, it should also review and modenize regulations For
example, environmental regulationsare foundto stifle investment
and prodwtivity in the manufacturing sector.®® The
Administration should evaluae alternaives to current regulatory
frameworks that utilize emerging technologies.

Furthermore, states and municipdities should take action to
increase the supply of housng. Relaxed zoning restrictionsbetter
allow low-skilled workers to geographically sort into areas with
highe margind labor productivity, increasing wages and
decreasing regiond inequdity.®*

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¥eeking, 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.

51 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 indudria concentration. It is critical that
the Administration not impede the ability of American firms to
compete by implementing protectionist policies tha hurt the
American worker.

Clean Energy Policy

Given theprecariousstate of itsfiscal affairs, policymakers should
guestion whether the U.S. should deficit-finance expenditures—
specifically, subsdies—to accelerate clean energy technologies,
paticularly if the result is slower econonic growth or highe
prices for consumers. Taking a demand-side approach by issuing
tax credits or subgdizing select clean energy projectswill bemore
codly and less efficient than redudng regulatory burdens
Already, the environmental tax credits in the IRA are forecasted
to cog significantly more than origindly projected. Prior to
passageof thebill in Augug 2022,CBO projected they would cost
nearly $400billion over the 10-year budget window.? A revised
forecast by the Joint Committee on Taxation projected that they
would cost nearly $100 billion more than CBO’s calculation.®®
Even more concerning, a private estimate from Goldman Sachs
pins the 10-year cog of clean energy subsdies at $1.2trillion.%*
While subsdizing investment may accelerate clean energy
adopion, recent trendsin greenhous gas emissions (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 111 Of H.R. 2811, The “Limit, Save, Grow Act Of 2023,””
April 26, 2023, https://www.jct.gov/publications/2023/jcx-7-23/.

54 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), largdy as a result of the organic trandtion that has occurred
with the shift from cod to natural gas.

U.S. CO, Emissions from Electricity Generation, 1995 [
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Natural gasis acleaner source of energy than cod.®® Theincrease
in renewable energy as a shae of total electrical power output
began as emissions were already decreasing, mainly dueto the
declinein coa power. As there was already a clear redudion in
GHGs, it is not unreasonable to question whether the significant
Federa expenditures suppotting clean energy infrastructure are
worth the benefit in the current fiscal environment.

As the Biden Administration has spent extensvely on clean
energy, it hasfailed to reduce restrictionscondraining supply tha
currently make such projects more difficult and codly. For
example, in May 2024,it raised tariffs on solar importsfrom25to

85EIA, “Natural gas explained,” https://www.eia.gov/energyexplained/natural-
gas/natural-gas-and-the-environment.php.
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50 percent.%® Increasing the price of solar pands inhibits thar
adopion by American consumers, while at the same time the
Administration has taken steps to exacerbate demand for them
using tax credits.®” Furthermore, immediately after taking office,
President Biden issued Executive Order 13990, which revoked
many of the Nationd Environmental Policy Act (NEPA) reforms
implemented by the Trump Administration tha were designed to
reduce bureaucracy and wait times for permits and environmental
impact statements.® The repedling of this policy could
significantly inhibit clean energy projects. As of 2021,42 percent
of the Department of Energy’s active NEPA projects requiring an
environmental impact statement (EIS) were related to clean
energy, trangmission, or environmental conservation, while only
15 percent were related to fossil fud projects. Moreover, the same
study findsthat 24 percent of Bureau of Land Management EISs
were related to clean energy projects, while only 13 percent were
for fossil fuds.®®

While the Administration has recently proposed a replacement
regulatory framework called NEPA Phase Il, 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/

57 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.

59 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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oppostion due to its unegud treatment of projects and a
perception that it will increase rather than decrease bureaucracy.
Severd membes of Congress have since propcsed a
Congressiond Review Act resolution to strike down the policy.”™

Ingead of pursuing large stimulus packages to reduce carbon
emissionswhen they were aready on a declining trgjectory, the
Biden Administration should work to make investment in energy
projects and innovdion easier. Trade restrictions on components
needed in domestic energy produdion should be lifted.
Furtheemore, the Administration should work to pass
comprehengve permittingreform. H.R. 1, theL ower Energy Cods
Act, which passed the House of Representatives in March 2023,
would accomplish this objective in a manne that is neutral to the
type of energy produdion. S. 3814,the Revitalizing the Econorny
by Simplifying Timelines and Assuring Regulatory Trangparency
(RESTART) Act, introduced by Senae Environment and Public
Works Committee Ranking Member Capito, would also similarly
reduce permitting burdens.

70 Senate Committee on Energy & Natural Resources, “ICYMI: Manchin,
Graves, Sullivan to Introduce Bipartisan, Bicameral CRA Resolution
on NEPA Phase Il 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: DEMOGRAPHICSAND THE DEFICIT

Last year’s Respons overviewed the importance and increasingly
difficult challenge of improving the United States’ fiscal health.”
JEC Republicans conduded that the growth of the Federa debtis
“on an unsustainable and potentially ruinous path” and that this
growth in debt is driven largely by spending on mandaory
programs.”> Since tha Respong was written a year ago, the
situaion has only grown more dire. As of May 2024, the debt-to-
GDP ratio exceeds 97 percent and total debt hdd by the publicis
more than $27trillion.” Given thecurrent growth rate of the debt,
this is projected to be greater than $30 trillion by May of next
year.”* Our debt crisis can only be solved by undestanding the
factors tha are driving our debt and crafting policies tha can
contend with them. This Chapter is intended to make clear tha
demographic changes, such as an older popuktion, a declining
fertility rate, andaredudionin male prime-age (25-54)laborforce
paticipaion are the primary forces driving increases in our
mandaory spending and deficit.

Social Security

Enauring the solvency of Sodal Security is critical to maintaining
finandal well-beingamong seniors. Asof the2024Sodal Security
Trudees Report, the combined Sodal Security trus funds which
pay out bendits, are expected to be depleted 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.

3 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.”
It is estimated that the senior povety rate would subsequently
more than doubk, from 1.5 to 3.3 percent.”® Social Security’s
solvency becomes even more sendtive to employment and wage
growth as the depletion of the combined trus fundsnecessitates
increased revenues. Understanding Sodal Security andthedrivers
of its rising cods is necessary to ensure its solvency and protect
thefinanda stability of its bendficiaries.

In 1935, President Roosevelt signed the Soda Security Act into
law which provided retirement insurance to approximately
222,000bendficiaries.”” Origindly only providing payments to
retired workersin certain indugries, Sodal Security hassince been
expandal dramatically both in coverageand overal fiscal cod. In
1939,the program was expanded to indude thefamilies of retired
workers, and, sincethen, there have been more than 20 expansons
or reforms to the entittements and numbe of covered
beneficiaries.”® While there has not been a major expanson to
Soda Security in over 20 years, cods continueto grow. Sodal
Security spending as a share of GDP was 3.1 percentin 1970,but
nowstandsat 5.2 percent andis expected to riseto nearly 6 percent

5 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.

6 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.

T 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/50mmz2.html.

8 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/° The inaeases in spending result from a growing
number of beneficiaries in respong to an aging popuktion.

Social Security benefits are funded by current workers’ taxes,
which are deposted into the two Sodal Security trug funds the
Old-Age and Survivors Insurance Trug Fund (OASI) and the
Disability Insurance Trugt Fund(DI).&° These fundsare obligated
toinvest in special U.S. Treasury securities, which pay arate tha
is determined by a formula established in Section 201(d) of the
Sodal Security Act.8* 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.®? For nearly 30 years, the
Sodal Security Administration (SSA) received more in tax
revenue than it pad out in bendits. The excess funds were
deposted into the trugs, which receive interest on deposts by
investing in securities from the Treasury.®® Starting in 2021,
however, trus fundreservesbegan to fall becausethebenditspad
outexceeded theincome received from payroll taxes.®* Short-term
increases in Sodal Security payments can be driven by greater
than anticipated cog-of-living adjugments (COLA), butlong-run
risks to the depletion of the trus fundsare due to demographic

79 Social Security Administration, 2024 OASDI Trustees Report (May 6,
2024), Table V1.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 Sodal Security on a sudainable pah requires
undestanding these demographic changes and implementing
policies to contend with them.

Thecomposgtion of theU.S. popuktion has changed dramatically
since Sodal Security was first implemented. Americans were
younge, having children at highe rates, and there was stronger
labor force participation amongprime-agemen & A critical factor
to the cog of the program is tha in 1940the propation of the
popuktion tha was 65 or older was 6.8 percent, but, as of 2022,
that number has more than doublked to 17.3 percent.® 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 fal to 2.2 by 20%4.8" Because of the way bendfits are
distributed, the country’s age distribution is the most important
factor in determining present and future cogs for Soda Security.

85U.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/ACSST1Y2022.50103?q=S0103:
Population 65 Years and Over in the United States.

87 CBO, The Demographic Outlook: 2024 to 2054, January 2024,
https://www.cho.gov/publication/59899.
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As more people age and become beneficiaries, it isimportant that
there is a sufficient working popuktion to sugain them. Theratio
of covered workers to retirees, which measures the number of
workers paying taxes into Soda Security relative to the number
of retirees receiving benefits, was over 40 in 1945. Today, this
ratio has shrunk to 2.7 8 Fewer covered workers places increased
finandal 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 expansons in the past 20 years, Sodal
Security cods are expected to rise subdantially over the next
decade. CBO projects tha annud Sodal Security spending will
grow by over a trillion dollars in the next ten years, increasing
from$1.45trillionin FY 2024to $2.47trillionin FY 2034 Sodal
Security, aprogram which previoudy generated moreincome than
it pad out in bendfits, is now the mog expensive individud
program in the Federal budge.*® The primary driver for this
growth is the aging popuktion. Without accepting the
demographic redity and creating policies tha address its
implications it isimpossible to meaningfully putthecounty ona
sudainablefiscal 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:/imww.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 hedthcare spending is also critica to achieving a
sugainable fiscal path. Findinginnovdive waysto reduce adverse
health outcomeswill lower per paient cogsandlead to ahealthier
oveall popuktion. Much like in Sodal Security, demographics
play asignificant rolein theoverall cos of healthcare. Healthcare
cods are closely assodated with the age of patients, and the sum
of healthcare spending borneby the Federal government increases
as more seniors enroll in Medicare. It is estimated tha nearly hdf
of an individual’s lifetime healthcare expenditures will occur after
age 65, and expenditures grow larger after an individud reaches
65 For those who reach age 85, an estimated one-third of their
lifetime healthcare expenses will occur after that age®® Thehedlth
profile of seniors and the mean age of theMedicare popuktion can
accelerate cods even after accouning for changes in the overall
number of enrollees. Policymakers should recognize not only the
total number of individuds over theageof 65, butaso theaverage
U.S. life expectancy and how these factors mightimpact Federal
spending > As hedlthcare cogs continueto rise, more money must
be drawn from current earners to fund existing programs. For
example, in the mog recent MedPAC Report to Congress, they
estimated tha theshare of al persond and corporate income taxes
that are tranderred to the Medicare trug fund will rise from 13
percent in 2022 to 22 percent in 2030%* Undestanding 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/STAT S/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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codsisnecessary to both protect our existing healthcare programs
and ensure economic stability for current workers.

Age Distribution of Seniors

1970 2019
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Source: U.S. Census Bureau, Population Division, National Population Estimates by Age, Sex, Race
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Remaining Life Expectancy by Age
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Asof themod recently available daafrom 2021,someonewhois
age 65 can on average expect to live an additiond 17 to 20 years,
while someonewho is 85 can expect to live an additiond 5.7 to
6.7 years.®® CBO projects, however, tha over the next 30 years,
life expectancy at birth will rise from 78.7 years to 82.2 years,
while life expectancy at age 65 will riseto 21.8years.* Not only
will the oveal popuktion grow older, but the average age of the
popuktion over 65 will aso rise. However, actualization of these
forecasts is not guaanteed as unforeseen events, such as the
COVID-19pandanic, have caused life expectancy to significantly
deviate from prior trends®’ Unpredictability in life expectancy, in
combinaion with other factors, such as changes in the aggregate

95 Social Security Administration, “Actuarial Life Table.”

9 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 popuktion, make projecting overal hedthcare
spending much more difficult. This is especiadly true when
compared to projecting Sodal Security expenditures. Medicare
spending contributes directly to thedeficit, andits unpredictability
risks driving outlays and net interest payments much highe than
anticipaed.

CBO Projections Compared to Actual Spending on
Medicare and Medicaid Over the Past Ten Years
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Source: Congressional Budget Office (CBO, Baseline Estimates 2014 -2024)

Figure 2-5 compares CBOQO’s projections of Medicare and
Medicaid spending to actud 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 the aggregate hedlth of
theU.S. popuktion. This can cause its projectionsto subgantially
deviate from actual spending each year. We urge CBO to ingead
explicitly account for changes in the aggregae hedth of the
popuktion, such as the rising projected obesity rates outlined in
Chapter 4. Hedthcare spending will be significantly highe than
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CBO anticipates if obesity rates rise at the rate JEC Republicans
project dueto highe-than-anticipaed medical cods. Theinherent
unpredictability in hedlth and healthcare spending makes it even
more prudent to reach a more sugainable fiscal path soone rather
than later. Highea than projected deficit spending would raise net
interest cods, further worsening thefiscal trajectory.

Fertility

Until 1971, births alone were enoughto keep the popuktion
growing.® Thetotal fertility rate, or theaverage number of babies
bom of each woman over the course 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 ne
migration. In the U.S. and mos of the developed world the
necessary rateis 2.1, while globdly it is around2.3 dueto highe
mortality rates.®® CBO projects tha in 2040, deaths will exceed
birthsand al additiond population growth will beexclusvely due
to immigration 1

%8 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.

100CBO, The Demographic Outlook: 2024 to 2054.
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Declining Fertility Rate in the United States
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The U.S. fertility rate has fluctuated since the mid-1970sbut has
genedly remained bdow replacement level. The fertility rate
reached an al-time low of 1.62in 2023and has not reboundel to
pre-pandemic levels.!® Thefertility crisis in the United Statesis
not unique however, and has been obsrved throughout the
indugrialized 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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Countries with a Total Fertility Rate
Below the Replacement Rate

Dark Gray Indicates Below
Replacement Rate

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

Very few developed counties have a fertility rate above
replacement, and the globd fertility rate has been on the decline
for several years.1%? Thefertility rate is important to the econony
andfiscal situaionfor severa reasons Decliningfertility ratesand
ashrinking ratio of workersto retirees has a significant impact on
econonic growth and government finances. John Ferndd and
Huiyu Li at the Federa Reserve Bank of San Francisco find that
the new noma rate of economic growth in the U.S. is at
historically low levels, largdy dueto demographic changes and a
shrinking labor force from low fertility rates.!®® Asoutlined in last
year’s Response, asmaller rea growth rate of theeconony means

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

18 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/.
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thereisanarower path to stabilize the debt-to-GDP ratio. Slower
growth requires asignificantly lower primary deficit and asmaller
real interest rate on the debt.

In addition, low fertility rates create significant headwinds to
finandng mandaory spending programs. Earnings from current
workers are usd to pay for the benefits pad out to older
Americans today. Programs like Sodal Security are built on the
assumption tha there will be a large enoughyounge working
popuktion to finandally suppot the older popuktion. If fertility
rates continueto decline, the working popukbtion will shrink too
small relative to the older popuktion. Additiondly, reduced tax
revenues from a smaller working popuktion means there is a
weakened ability to fundsodal services. A greater number of older
Americansaso meanstha more younge Americansmay need to
exit thelabor force to care for them. It iscritica to undestandthe
implications of lower fertility rates combined with an aging
popuktion and thefinancial chdlenges tha result.

Fertility Policy

There has not been a proven solution to improve fertility rates.
Many counties have explicitly set target fertility rates and
implemented robug sodal programsto achieve them. Despitethis,
only onecounty, Belarus, was able to meet ther fertility target,
abdt only temporarily.1** Spending an additiond $250 billion per
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.® This would still be approximately 0.3
children pe woman bdow thereplacement rate.

Theliterature ontheeffectiveness of pro-naalist policies hasbeen
mixed at best, suggesting tha govenment spending is a poor
method to improve fertility rates.!® With few exceptions as
counties have become richer, fertility rates have declined X’ It
does not necessarily follow tha providing families with more
money would reverse fertility trends Declining fertility rates may
ingead be a product of cultural changes, such as falling marriage
rates and parents choosng to deay having children.X%®

Neverthdess, there is still room for the Federal govenment to
incentivize family formation. Ingead of spending additiond
dollars on programs tha have shown limited results, Congress
should focus on removing finandal bariers for would be parents
to give them more flexibility. Reforms such as Vice Charman
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 Michéle 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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newbom expenses would reduce the tax burden on families.’®

Additiondly, policies tha removebariers to building new homes
can reduce housng cods for potential families and reduce the
finandal burden of having children. Research suggests that home
prices are thelargest component in the cog of raising a child and
that home prices play asignificant role in family formation 11
Although the academic literature suggests that “rising costs for
housng 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 margindly reduce the cods
assodated with having children !t

Talent-Based Migration

One of the U.S.” most valuable resources is its ability to attract
high-skilled individuds from other countiies to come work and
study here. The economic literature suggests tha skilled
immigrants have an outsized impact ontheU.S. econony andthat
thar contributions result in postive wage and employment
outcomes for native-bom Americans®? For example, for every
100 foreign-bom workers who receive an advanced degree in a
STEM fieldintheU.S,, it isestimated tha 262jobsare created for

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

1101 isa 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/.
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naive-bom Americans'®® Additiondly, due to the outsized
econonic output of their contibuions granting permanent
residency to immigrants with advanced STEM degrees is
projected to reduce the deficit by $129billion over the next ten
years.'* While research suggests that immigration, especially
low-skilled immigration,isan ineffective tool for addressing labor
shortages and an aging populationin thelongrun, there is strong
evidence that high-skilled immigrants contribute postively to
econonic growth that is aso redized by naive-bom
Americans!®® Increasing thereal growth rate of the economny can
hdp stabilize debt-to-GDP and relieve some of the strains caused
by the deterioration of the demographic situaion.

High-skilled immigrants contibute dispropottionaely to
technological innovaion and this leads to improved econormic
outcomes for al Americans As technology improves, more jobs
are created, workers become more productive, and firms can
produce more goodsat lower unit cogs. A 2003survey foundthat
foreign-bom individuds with a college degree are twice as likely
to have a patent as naive-bom college graduates.*'® An andysis

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 Business Working Paper 3748, December 2022,
https://www.gsb.stanford.edu/f aculty-research/working-
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of paent daa from 1976 to 2022 found tha immigrants are
responsgble for 30 percent of all U.S. innovdion since 1976,
despite only composng 16 percent of U.S. inventors over tha
span.!’ Thisis dueto the large econonic impact of their paents
and because of the spillover effects tha their innovaion has on
naive-bominventors. Theintellectud capital ganed fromthe new
inventions spurs further innovaion. Foreign-bom inventors are
also more likely to import knowedgefrom other counties, which
exposes native-bom inventors to information they may not have
otherwise encountered.!8 Skilled immigrants both innovae at a
rate greater than the naive popuktion and bolster the work of
naive-bom inventors, which results in improved econonic
outcomesfor all.

Sklled Immigration and Growth

At atime wheretheU.S.” debt-to-GDP ratio is skyrodketing, it is
imperative tha policymakers pursuepoliciesto increase econormnic
growth.!'® High-skilled immigrants contribute subgantialy to the
U.S. econony and ther contributions have led to increased
econonic activity. Almog hdf of Fortune 500 companies were
founded by immigrants or the children of immigrants which
indudes companies such as IBM, AT&T, and Bank of America,
who as a whole employ 14.8 million people and have combined
annud revenueof over $8 trillion 1?° Additiond research suggests
tha immigrants start busness at a rate that is 80 percent highe

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.”

120 American 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 naive-bom Americans'?! This hdd true even for busnesses
of large sizes, suggesting tha this busness creation was not
exclusve to smaller firms.*??2 The accelerated creation of new
firmswill drive up demand for labor, increasing employment and
wages for ndive-bormn workers. Increasing thereal growth rate of
theeconony isacritical tool in stabilizing the debt-to-GDP rétio,
and high-skilled immigrants offer a pragmatic path to do so.

Employment

Despite fears tha immigrants take jobs away from native-bom
Americans there is overwhdming evidence to the contrary for
those that are high-skilled. On net, high-skilled immigration leads
to increased employment for naive-bom Americans?® For every
100 immigrant workers who receive advanced STEM degreesin
the United States, an additiond 262 jobs are created for ndive-
bom Americans'® This andysis is deived by compaing
employment in states tha have a low nunber of skilled
immigrants to states tha have a high number. The author controls
for differences in theforeign-bom popuktion by state tha are the
result of differing employment oppotunities (i.e., high-skilled
workers choosng to work in a state with more jobg to estimate
the net employmentimpact on naive-bom Americans Eveninthe
case of temporary residents, the employment effect is strong. The
authors estimate tha a 10 percent increase in the number of high-
skilled H-1B visaworkers resultsin a0.11percent increase in the
employment rate for native-bom Americans which trandates to

121 pjerre 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 ., “Immigration and Entrepreneurship in the United States.”

124 Zavodny, “Immigration and American Jobs.”
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an additiond 183 jobsfor every 100 additiond H-1B workers.'?®
Acrosstheboad, evidence suggests that thereis a strongpostive
relationship beween H-1B visas and employment oppotunities
for naive-born Americans.'?

Budgeary Impact

A common concern regarding immigration is tha there will be a
resulting incease in outlays. In the case of high-skilled
immigration the opposte is true Unlike for low-skilled
immigration, high-skilled immigrants reduce the deficit because
they earn higha-than-average wages.*?’ The current net fiscal
impact of al high-skilled immigrantswith at |east acollegedegree
is estimated to bea surplusof $13trillion over the course of thar
lives.!?® |n the short-term, the Penn Whaton Budge Mode
estimates tha granting permanent residency to immigrants with
advanced STEM degrees would reduce the deficit by $129billion
between 2025 and 2034 and $634 billion between 2035 and
20441 For the 2025-2034 period, high-skilled immigrants
would generate an additiond $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.”

26William 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 $150,0000ve the next ten years. The econoric
literature on the ne impact of high-skilled immigrants on the
budge is overwhelmingly postive, and more growth can be
expected as the intellectud capital ganed from skilled
immigration compoundsover time.

Streamlining the process for high-skilled immigrants to work and
livein thecounty hasthe potential to increase growth, reduce the
deficit, and improve outcomes for naive-born Americans The
current limit in the H-1B program on the number of foreign-born
college graduaes who can receive pemanent residency, which
amount to only 85,000a year, holds back economic growth.*
By failing to accommodéae the over 1 million highly skilled
individuds who are on waitlists to come and work in the county,
the United States misses out on a massive econamic oppotunity
and drives potential talent away to counties like China and
India’®! The United States is squandeing its comparative
advantage of being a desirable place to live, work, and innovae.
Facilitating a straightforward pathway for high-skilled foreign-
bom workers to work and live in the United States will produce
strong econonic bendfits for all Americans and hdp put the
United States on a more sudainable fiscal path.

10yY.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.

B1David J. Bier, “Backlog for Skilled Immigrants Tops 1 Million: Over
200,000 Indians Could 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

Thedeclinein labor force participaion among prime-age men is
yet another demographic headwindto stabilizing thedebt-to-GDP
ratio. As theratio of workers to retirees has dropped, those who
are of prime working age are simultaneoudy working less.

Chapter 5 of last year’s Respong outlined how onein nine men
between theages of 25 and 54 are now out of the labor force, more
than triple the rate in the 1950s'*? JEC Republican econorrists
estimated tha if 25 percent of these men were re-integrated into
the workforce, it would result in the econony beng $215billion
larger and would generate an additiond $400 billion in Federa

govenment tax receipts over the next ten years. As America ages
this problem will worsen. Fewer working hours means lower tax

receipts, which places even more pressure on manddory

programs. Additiondly, even more workers may exit the labor
forceto careforthdar aging paentsor family members. Asof April

2024,159,000ndividudstha were notin thelaborforce reported

being absent dueto family responsbilities.*** More than 100,00
were of primeworking age, andthetotal figure hasrisen by 14,000
ove thepest year.

Severa factors have contributed to the declinein male prime-age
labor force participaion induding increased paticipdaion in
disability programs, inditutiond bariers like occupaiond
licendng, and decreased sodal pressure to be employed.’®
Anothe conaerningtrendtha is affectingtheoverall workforceis
thedeclinein life expectancy for those who are of prime-working
age Following the drop in average life expectancy in 2020 and

132 JEC Republicans, Response, 93.

133U.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 therewere parallel increasesin mortality for thosinthe25-
54 age bracket.'®

Deathsof Despair

Thetwo leading causes of death are still heart disease and cancer,
butthere has been asignificant risein thenumber of opioid deaths
and other deaths of despar.’*® Deaths of despar, or deaths
occurringfromdrugoverdose, suicide, and alcoholic liver disease,
have been rising for the past two decades. This trend came to a
head during the COVID-19 pandemic, when ove 178,000
individuds died dueto such causes in 2020 alone®’ Deaths of
despair dispropottionaely affect younge Americans, and because
of this, they resulted in a greater number of years of life log than
COVID-19did in 2020,despite COVID-19 causng nearly doubk
the overall number of deaths!®® Even in subsquent years, deaths
of despair, especially thase dueto drugsand acohol, continuel to
rise, well above the pre-pandamic pace.r*® As outlined in Chapter
3 of last year’s Response, improving public health not only
improves econonic outcomes but also increases the qudity of life

135 3ara 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 3ara 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.”

139C. 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
younge Americans and improving hedlth should be a priority for
policymakers. Doing so would significantly improve the U.S.’
fiscal situaion.

Summary

The U.S’ budget crisis is ultimately a product of its ongoing
demographic trends The county is facing a multitude of
demographic headwinds largdy driven by the aging popuktion,
declining fertility rates, and decreased prime-age labor force
paticipaion among men. Contending with these demographic
trends is essential to solving its budge issues. Policymakers
should focus on creating policies to improve demographic
outcomes, such as removing bariers to family formation and
reconnecting prime-age individuds to work, but also recognize
that many demographic problems are due to the nature of sodal
programs. Policy changes can hdp alleviate some of these
demographic problems, but, ultimately, the budget crisis will nat
be solved withoutreining in out-of-control spending.
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CHAPTER 3: TAX INCREASESHARM GROWTH

The United States is on an unsugainable fiscal path.}4° Persistent
budgé deficitsare ballooningthenaiond debt at an alarmingrate.
As of May 2024,the debt hdd by the public is over $27 trillion
(99 percent of Gross Domestic Produd), and thetotal government
debtisamog $35trillion (124 percent of GDP). Accordingto the
Congressiond Budge Office (CBO), it is estimated tha by 2050,
these components will reach 155and 169 percent of thesize of the
econorny, respectively.! These could be underestimations.
Figure 3-1 shows tha debt projections have been condstently
bdow therealized values in the past two decades.

0 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.cho.gov/system/files/2024-03/51119-2024-03-LTBO-
budget.xlsx.
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Debt Held by the Public Compared to CBO Projections
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Whilelargejumpsin thedebt-to-GDP ratio typically coincidewith
recessions the primary driver of deficits is mandaory spending
which only continuestoincrease. Mog of thegrowth in mandaory
spending is due to demographics, specifically the aging of the
popuktion. Figure 3-2 shows tha while Sodal Security and
Medicare were lessthan 19 percent of total outlaysin 1970,by the
2040sthey will represent almog oneof every two dollars spent by
the govenment.?*? This meanstha over 60 percent of all primary
spending will be tranders to the popuktion aged 65 and over.
Moreover, as the size of the debt continues to grow, so does net
interest on the debt. Spending on debt service will likely increase

142CBO, 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.cho.gov/system/files/2024-02/51134-2024-02-
Historical-Budget-Data.xIsx
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dueto interest nomalization and debt maturities.** According to
CBO, by 2052,the combination of Socal Security, Medicare and
net interest will be highe than total revenue

Federal Expenditures as a Share of GDP
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Source: Congressional Budget Office (CBO)

Deficits are projected to be greater than 8 percent of GDP in the
next three decades, portending ever-highe debt levels. A growing
public debt crowds out private capital investment, redudng
growth.}* As discussed in Chapter 1, the econamic literature
agrees tha large government debts have severely negative effects

143 ow 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.*® 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 deault. Either scenario would be
catastrophic, leading to econonic ingability and making it more
difficult for the govenment 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 nationd security implications.*
Moreover, the status of the dollar as the world’s reserve currency
gives the United States the privilege of a higha debt threshold.
However, a future multipolar globe and the paossibility of the
erogon of the relative status of the dollar dueto fiscal inflation
might move the point of finandal reckoning closer than
anticipated.**” The failure of the 118h Congress to implement a

145 Jack Salmon, “The Impact of Public Debt on Economic Growth,” Cato
Journal 41, no. 3 (2021): 487-5009,
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 osing 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 mog important
policy god the Federal govenment mus address over the next
decade. While reducing thedeficit is therequired course of action
(redudng the growth of the numerator), these policies should not
hamper econormic growth (thedenomnaor). Deficit redudionthat
disregards economic growth is a recipe for failure. The Biden
Administration, more interested in puting the econony at the
service of the state, has taken the stance tha debt can befixed by
“taxing the rich” and making them pay their “fair share.”'*® This
is misleading; high-income individuds already pay for the vast
majority of govanment 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 the econony. 4

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 RiedI’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.



316

This Chapter explores the limits of the “taxing the rich” approach
to bdandngthefiscal situaion by first looking at theissue across
each type of tax, then determining tha these shortcomings are
more evident when examined at amacro level. Findly, we briefly
discuss the advantages of ingead taking prudent approaches to
fiscal consolidation.

Differences between OMB and CBO
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The Limits of Taxing the Rich

Asthepublic and ther elected representatives have become more
cognizant of the deeriorating fiscal situation, there has been an
increased interest in policy solutions with ubiquitouscries among
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 targets successful busnesses and highe
income individuds in its propcsals to raise revenue With the
magnitude and pah 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. Econonic theory suppots the idea that there are limits to
the revenue raised from highe tax rates, and estimates of the
revenueraised as a percentage of GDP from taxing the rich are
low. These limits differ by county and change over time, and,
while they could improve the country’s finances, they come at a
great cog for private busnesses and housholds. Furthermore,
thar estimationscould vary widdy, dependingontheassumptions
of the public’s reaction to changes in tax rates.

Laffer Curve

One well-examined theory illugrating the relationship between
tax rates and revenue raised is the Laffer curve. Developed by
econonist Arthur Laffer, the conagpt beginswith the premise that
both at atax rate of O and at arate of 100 percent, there will beno
revenueraised. Thisis because thetaxed market activity would be
unprofitable and thus cease 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 leve,
beyondwhich any increase in rates would result in lessin revenue
because econonic activity would decline®™ Its shape further
suggests that each additiond tax dollar resultsin alarger loss for
theeconony. Theshgpeof theLaffer curveisafunction of taxable
income elasticity (or the sengtivity to a changein tax rates). As
discussed later in the Chapter, there are diverging opinionson this
elasticity, which lead to different estimationsof the optimum tax
rate. The revenuemaximizing tax rate depends on econorric
conditions the rates of other taxes, the possibility for an amount
of tax avoidance, and other factors, but—contrary to some

10 Art 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 suppots the premise that taxes
can only beraised so high to maximize revenue.*™!

Diverging Views on the Laffer Curve
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TheU.S.Tax Systemis Highly Progressive

While akey judificationfor targeting busnesses and high-income
individuds with highe effective tax rates is the need to raise
revenue theideaof equity buttressesthepolicy. Specificaly, there
is a perception that high-income individuds pay less than their
“fair share.”>? In 2019,thetop 1 percent pad over 20 percent of

151The 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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al Federa taxes and amog 40 percent of all income tax.'®
Notably, the Tax Cutsand JobsAct of 2017(TCJA) madetheU.S.
tax code more progressive. The same data from CBO show tha
the ratios of Federal tax liabilities pad by the uppe percentiles
was highe in every year after the passage of the law in 2017.
Moreover, the Congressiond Budge Office estimates that, while
thetop quintile earnsalmog 60 percent of all income, after taxes
and tranders tha percentage dropsunde 50 percent, while every
quintile in the bottom 80 percent sees an increase in ther shares
(see Figure 3-6).1®* While the concept of decreasing margind
utility of income—tha a rich person would vaue less an
additiond dollar than someone poorer—suppats taxing the
wealthy to reduce the budge ddficit, the U.S. aready maintains
one of the mog progressive tax systems among developel
naions™ Given the degree of progressivity, it is critical to
guestion whether further steepening would generate the purported
revenueg or, dternatively, wha level of income would be
classified as “rich” and therefore subject to higher taxation, to
close the chasm between projected receipts and expenditures.

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

154CBO, 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/LVQY'Y; 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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Share of Tax Liability by Income Decile, 2024
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Comparing the Distribution of Household Income
before and after Transfers and Taxes, 2019
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Box 3-1: The Importance of State and Local Taxesin the
Analysis

Mog discussionson taxes focuson the Federal level. An andysis
induding all levels for each type of tax would indude multiple
rates, in some cases, onefor each municipdity in thecounty. The
Federal govenment lacks authority over state and local taxes but
induding state and local taxes is important when discussing
average households’ tax burden and distributional aspects.

Thereisan abundant heterogendty of tax codes between statesand
localities. For example, while approximately 11.2 percent of
houshold incomeis paid in taxes by state andlocal govanments,
this rangevaries from 7.4 percent in Wyoming to 15.9percent in
New York.™® The heterogeneity is not only in rates but also in
composgtion. States like Nevada and Washington rely heavily on
sales taxes, while others like Montana do not tax consumption,
relying on revenue from propaty and incomer™® This
heterogeneity also opens the possibility for individuds to avoid
heavier tax burdens by moving across state lines.**®

State and local taxes represent over 30 percent of all U.S. tax
revenue placingit in thetop five for this metric 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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counties.™® Moreover, while the U.S. is often criticized for
collecting arelatively small share of taxes onincome compared to
peer counties, after accounting for state and local taxesit shiftsto
the middle of the distribution 1%

Share of Total Tax Revenue Collected at
State and Local Levels
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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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Total Tax Revenue, Excluding Taxes on Consumption
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Note tha in mog studies about tax burdens that indude lower
levels of govanment, it is cusomary to add the average tax
collection in thos levels, even when andyzing the top bracket.
However, the top quintile pays about haf of these taxes as well,
meaning tha astudy of tax burden at al levels should consder the
larger burden on thetop quintile ingead of the averageif looking
specifically at this portion of thedistribution 262

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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Federal, State, and Local Tax Burdens by
Quintile and Household, 2019
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Biden Administration Tax Proposals

In March 2024, the White Hous released the Biden
Administration’s FY2025 Budge.!? 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 busnesses and
affluent individuals “pay their fair share” reinforces
misconaeptions about the true distributon of the tax burden,
especially when usng misleading statistics to distort reality.'®®

162OMB, 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 is very different than the
nonstop growth projected by CBO. OMB, Budget of the U.S,
Government Fiscal Year 2025, Table S-1; OMB, Analytical
Per spectives Budget of the U.S. Government Fiscal Year 2025 (The
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Second,thereis unaertainty aboutthesize of therevenues tha the
propcsed tax increases would generate. Taken togeher with the
Administration’s record of implementing spending that costs more
than estimated at enactment, there is a reasonable risk tha its
policies will exacerbae rather than relieve fiscal pressures.’®t
Third, large tax increases severely ham econonic growth and
could be counerproductive to stabilizing debt ratios and
suppoting investments tha may make disruptive discoveries that
could drastically improve Americans’ quality of life.

Thetax policy propcsed in the FY2025Budge would make the
U.S. one of the mog heavily taxed counties in the developed
world. Presently, the country’s statutory top marginal corporate
tax rate is approximately 25.8percent (including the average state
corporatetax), which, in comparisonto European counties, would
make it the seventh-highest county out of 521 |f 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.cho.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/.



