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Overview
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• Short-run U.S. macroeconomic 
outlook is solid, with growth in the 3% 
range over the near-term

• Growth helps reduce poverty but is not 
sufficient

• Consumer spending and housing likely 
to continue to support growth, even 
with higher interest rates

• Risks and opportunities for U.S. 
economy 

• Likely and Desirable Policy Path



IMF World Economic Outlook
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Note: 2018 and 2019 values are projections.

Source: International Monetary Fund (April 2018 World Economic Outlook).
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GDP Has Not Kept Pace With Last Two Recoveries, But Private 
Components of GDP Have Grown as Fast as 2001 Recovery
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Poverty Rate is Still Counter-Cyclical
But Secular Rise in Inequality has Weakened the Relationship
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Inequality has Increased in U.S. and Many OECD 
Countries

5
Source: World Wealth and Income Database.
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Why is this Recovery Different from Other Recoveries?
Grading the Components of Growth in this Recovery
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Share of

2017 GDP Performance

Personal Consumption Expenditures 69.1%

Durables 7.6%

Services 46.9%

Net Exports -2.9%

Exports 12.1%

Imports 15.0%

Business Fixed Investment 12.6%

Nonresidential Structures 2.9%

Equipment 5.7%

Intellectual Property Products 4.1%

Residential Investment 3.9%

Government (Federal + State/Local) 17.3%

Components of GDP in the Current Recovery



• Consumption of durable goods (such as motor 

vehicles) has been stronger during this 

recovery than it was in the 2001 recovery.

• Consumption of services has been notably 

weak during this recovery, especially for:

➢ Household utilities

➢ Financial services and life insurance

➢ Professional services such as legal and 

accounting

Recovery of Consumer Spending Remains Sluggish, 
Largely Reflecting Slow Growth in Services
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U.S. Home Prices Have Been Growing Nationwide 
Since 2012
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Despite Rise in Prices and Mortgage Rates, Homes are 
Still Relatively Affordable
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Note: 100 means a family earning the median income has exactly enough to qualify for a mortgage on a median-priced home. Shading denotes recession.

Source: National Association of Realtors; National Bureau of Economic Research.
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The Unemployment Rate is at Its Lowest Level Since 
December 2000
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Labor Force Participation Rate Peaked in 2000
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…But Occurring Against a Long-Term Trend Decline in 
Labor Force Participation
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Note: Shading denotes recession.

Source: Bureau of Labor Statistics; National Bureau of Economic Research.



Slack in Broader Labor Market Indicators Has Largely 
Returned to Pre-Recession Levels 
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Note: Shading denotes recession.

Source: Bureau of Labor Statistics; National Bureau of Economic Research.



Real Wage Phillips Curve in the United States
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Note: Change in expected real average hourly earnings is 12-month percent change in average hourly earnings for private production and nonsupervisory 

employees less the previous year's 12-month percent change in the personal consumption expenditures chain price index excluding food and energy 

items. Fitted line 1976-2008 and 95% confidence interval. 

Source: Bureau of Labor Statistics; Bureau of Economic Analysis.
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Real ECI Wage Phillips Curve in the United States
(Phillips Curve Not Dead Yet)
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Note: Change in expected real wages and salaries is the 4-quarter percent change in wage and salary compensation for private sector employees less 

the previous year's 12-month percent change in the personal consumption expenditures chain price index excluding food and energy items. Fitted line 

1976-2008 and 95% confidence interval.

Source: Bureau of Labor Statistics; Bureau of Economic Analysis. 
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PCE Inflation has Risen Close to Fed Target
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CPI Inflation is a Bit Stronger than PCE Inflation
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Price Phillips Curve in the United States
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Note: Change in core consumer price inflation is defined as the 12-month percent change in the personal consumption expenditures chain price 

index excluding food and energy items less the previous year's 12-month percent change in the personal consumption expenditures chain price 

index excluding food and energy items. Fitted line 1976-2008 and 95% confidence interval.

Source: Bureau of Economic Analysis; Bureau of Labor Statistics.
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Source: National Bureau of Economic Research.



GDP Growth Has Been Slowing Over Time
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Note: Shading denotes recession. Trend lines represent the average growth rate from a trough in the level of real GDP to the subsequent peak.

Source: Bureau of Economic Analysis; National Bureau of Economic Research; 2013 Economic Report of the President.
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Productivity Growth Has Slowed Across the Advanced 
Economies
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Note: Labor productivity is defined as output per hour worked.

Source: The Conference Board.
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Productivity Growth Has Been Very Weak, With Low 
Investment Playing a Major Role

Slower Growth in Investment and TFP have Contributed 
to Productivity Growth Slowdown in U.S.
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Main Downside Risks and Upside Potential

• Uncertainty from policy 
changes (e.g., trade mishegoss)

• FOMC raises rates more 
quickly than expected to offset 
mistimed stimulus

• Financial shock from Euro 
Zone, Japan, EM, Corporate 
Debt Excesses, etc.

• Oil price shocks 

• Investment boom from rise in 
business optimism & 
regulatory relief

• Consumption boom from rise 
in optimism and pent up 
demand for discretionary 
goods

• Housing boom due to easier 
credit, pent up demand and 
restrained supply

• Resurgence of productivity 
growth 

• Peace on Korean Peninsula
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Downside Risks Upside Potential



Trump Administration Policy Priorities

• Corporate and individual tax reform

• Regulatory reforms and relaxation

• ACA repeal 

• Infrastructure investment with private equity tax 
incentives

• Renegotiate trade deals

• Browbeat companies to stay in U.S. 

• Weaker dollar

• Accommodative monetary policy 
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Baseline Deficits Expected to Rise as Share of GDP,
Even Before Trump Tax Cuts and Infrastructure Spending Increase

With Trump Tax Cuts, Deficits are Projected to Exceed 
$1 Trillion Per Year Beginning in 2020
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An Alternative Policy Agenda for 
Sustainable, Inclusive Growth

• Grand Budget Bargain to slow growth of 
entitlements and raise revenue – put budget on 
sustainable path 

• Investment in infrastructure and basic R&D to offset 
decline in private investment and raise productivity 
growth

• Immigration reform to boost labor force growth

• Universal pre-school education and greater access to 
post-secondary education

• Policies to address the imbalance between employers 
and workers (Antitrust, minimum wage, worker 
representation) to reduce poverty and support 
aggregate demand
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