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To the Congress of the United States:

In the past year, I have taken several major steps to implement an economic 
agenda that champions prosperity and success for the American people. This 
began with two crucial pro-growth policies: massive tax cuts and sweeping 
regulatory reform. These historic accomplishments, and many other achieve-
ments in our first year, have restored confidence within our families and 
businesses that the United States is, and always will be, the greatest place 
on Earth to pursue opportunity. I am proud to present the economic agenda 
my Administration has designed and begun implementing to enable every 
American to build a bright future—to achieve the American Dream.

The American people have long been awaiting an effective pro-growth 
agenda that inspires robust economic activity, spurs innovation, creates jobs, 
and improves families’ financial security. The Federal Government’s economic 
policy in recent decades, however, has been a story of one broken promise 
after another.

For too long, leaders have promised growth, but done little to change 
policies that drove business away and pushed our factories and jobs offshore. 
They promised prosperity, but layered on regulatory red tape that hurt work-
ers and businesses in the struggle to keep up with the ever-increasing cost of 
complying with new rules. They promised to empower American citizens with 
opportunities and resources for their future. Instead, they enabled a bloated 
bureaucracy, special interest groups, and unaccountable international institu-
tions. Consequently, my Administration inherited an economy with relatively 
slow growth. The median American’s real household income from working had 
dropped lower than it was a decade ago. And the previous Administration’s 
forecasts suggested that this would never get better. 

My Administration’s pro-growth policy agenda is reversing these trends 
and ending the disappointments of the past. No longer will we perpetuate the 
illusion that policies that encourage economic growth, job creation, and wage 
growth are out of our reach. No longer will we turn a blind eye to the regions of 
our country that have suffered from politicians’ failed programs and misplaced 
priorities. No longer will we tolerate unfair and nonreciprocal trade practices 
that impoverish our workers. And no longer will we tolerate burdensome, 
backward, or perverse economic policies that guarantee bleak outcomes for 
our citizens.
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Policies for a Pro-Growth Agenda
The primary components driving my Administration’s pro-growth policy 
agenda—tax cuts, tax reform, and smart deregulation—have inspired enor-
mous confidence in the economy and optimism that it will continue thriving. 

We approached tax reform with the following principles: Our corporate 
tax system was uncompetitive with the rest of the world; the American middle 
class deserved a fairer, simpler tax code that lowered rates, exempted more 
income from taxation altogether, and limited costly deductions favoring spe-
cial interests; and a smarter tax system would encourage business expansion, 
job creation, and wage growth. 

On December 22, 2017, I signed into law the Tax Cuts and Jobs Act of 
2017. My Administration worked closely with Congress to pass this historic 
bill, which brings much-needed tax relief to the middle class and to small busi-
nesses. For too long, our tax policy squeezed families and small businesses 
with unfairly high tax burdens. Our backward tax code drove companies, jobs, 
and profits abroad. Our corporate tax rate was 60 percent higher than that of 
our average economic competitor—it was the highest in the developed world. 
This came at a huge cost to our citizens: the median American’s real household 
income collapsed at the beginning of this century, and it took 15 years to 
recover the losses.

The Report that follows shows that the corporate tax changes alone 
are expected to increase annual income for families by an average of $4,000. 
Americans at all income levels will receive a tax cut. The standard deduction 
nearly doubles, and the child tax credit fully doubles. Bringing down the busi-
ness tax rate from 35 to 21 percent, and allowing firms to fully expense their 
investments in equipment and intellectual property, is encouraging robust 
economic activity by making America a more competitive place to do business. 
Other changes to the tax code are encouraging companies to bring back to 
America the nearly $3 trillion in wealth that they have parked overseas.

The enactment of the Tax Cuts and Jobs Act has inspired businesses to 
express their confidence in the economy even before the new law’s complete 
implementation unleashes its full, tangible benefits, which include larger 
paychecks, greater profits, and lower tax burdens. My Administration has kept 
its commitment to making smarter, pro-growth economic policy, sending the 
crucial signal to businesses that America is once again the most promising 
place in the world to build, invest, create, expand, and hire. In response to our 
historic changes to the tax code, over 350 companies have, to date, announced 
billions in new investments in plant and equipment in the United States, along 
with improvements to workers’ compensation or benefits, including raising the 
minimum wage for their employees, increasing 401(k) contributions, and giv-
ing bonuses. These improvements will affect more than 4.1 million employees. 
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As we knew when we set out to reform taxes and rein in the regulatory 
state, when America’s enterprises are optimistic about where the economy is 
heading, they will expand their operations; invest more in plant and equip-
ment, which raises workers’ productivity; and, as a result, raise wages. We 
have recently seen capital spending again contribute to rising productivity, 
after holding productivity growth back under the previous Administration, and 
have also once again started to observe economic growth above the 3 percent 
level—which many claimed was impossible. The stock market reached record 
highs, creating trillions of dollars in wealth—reflecting consumers’ and inves-
tors’ confidence.

In addition to reforming tax policies that drove business away, my 
Administration began a Government-wide effort to eliminate costly, obsolete 
regulations soon after taking office. For too long, the regulatory state had 
grown at the expense of our economy and wages. It ballooned far beyond what 
is needed to protect citizens from harm. The effect of excessive regulation is 
well known: it functions as a tax, stunting economic growth and generally dis-
couraging productive activity. This undermined the operation of our markets, 
increased costs for consumers, and empowered Washington bureaucrats over 
American consumers. To date, we have stopped the growth of the regulatory 
state in its tracks. In our first year, we adopted a miniscule fraction of the 
“economically significant” rules churned out by other Administrations. We 
exceeded our policy of striking two regulations for each one we create, elimi-
nating 22 regulations for every 1 we have adopted. By creating fewer rules and 
reliably committing to eliminating the unnecessary old ones, we have signaled 
to firms that they can invest in growing their business. Business confidence has 
skyrocketed in response.

But the best is yet to come. As we continue to implement the new tax bill 
and cut regulatory red tape, the following priorities round out our pro-growth, 
America-first agenda.

Infrastructure and Energy 
A modernized, safer transportation infrastructure is imperative for connecting 
our citizens to opportunities. Delayed projects, insufficient investment, traffic 
congestion, and wear and tear are slowing America down. My Administration 
is dedicated to generating $1.5 trillion in new infrastructure investment and 
shortening the approval process so projects may be permitted in under two 
years. 

Renewing our infrastructure must prioritize accountability and enable 
greater State and local control. We are committed to reversing the legacy 
of prolonged deadlines and the wasted resources that befell infrastructure 
projects in the past and that has deprived Americans of the infrastructure they 
deserve. President Obama’s stimulus package was intended to significantly 
increase investment in infrastructure, create jobs, and improve the economy; 
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however, only 3.5 percent of the over-$800 billion plan went to constructing 
transportation infrastructure. Taxpayers felt severely misled. Bureaucracy cre-
ated years-long delays to breaking ground on many projects. And millions of 
promised “shovel-ready” jobs never appeared.

The American people are tired of empty promises. They know this Nation 
is capable of doing so much better. They want accountability for promised 
projects and jobs. They want decisionmaking to be done at the State and 
local levels, where folks know what needs to be done and how to do it. My 
Administration will work with Congress to develop an infrastructure plan that 
enables sophisticated projects to be approved and finished promptly.

Advancing the capabilities of our infrastructure means more than just 
rebuilding roads and bridges. Americans rely on the Internet to work, learn, 
and connect with each other, and it must be modernized to suit their needs. 
In his 1994 Economic Report of the President, President Clinton promised to 
connect “every classroom, every library, and every hospital in America” to the 
Internet by 2000. Decades later, 39 percent of rural Americans still lack high-
speed broadband. And a quarter of America’s K-12 students lack adequate 
Internet connectivity at school. It is intolerable to continue pretending that 
this is the best America can offer to our students. My Administration is working 
to expand accessibility and expedite the process of bringing the Internet to 
hard-to-reach areas.

As we plan for a reinvigorated infrastructure, we must also plan for the 
future of American energy by renewing our commitment to energy dominance. 
This encompasses energy independence, which ensures energy security for 
American families and businesses for decades to come, and global energy lead-
ership, which consolidates our role as a major influence in the international 
energy sphere. 

The United States is the world leader in combined total production of oil 
and natural gas. Technological ingenuity has unleashed the American energy 
supply, and domestic energy production is increasing for both petroleum 
and natural gas. Capitalizing on and expanding our energy supply solidifies 
our position as a global energy leader, reduces our reliance on imported 
energy, and provides opportunities for job creation and economic growth. Our 
untapped oil and natural gas fields are crucial resources for solidifying our 
energy security and independence. Increasing energy supply will also reduce 
electricity costs, lowering utility bills for American households—particularly 
low-income families, which are disproportionately affected by high utility bills. 
Lower electricity costs can also reinvigorate American manufacturing and job 
growth by decreasing manufacturing costs for American-made products.

To further unleash America’s energy potential, we must also reduce 
the excessive regulatory burden that inhibits production. Since I took office, 
my Administration has been working to remove these barriers, enabling the 
private sector to create more jobs; increase wages for its employees; produce 
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clean, affordable energy to power our economy; and increase American energy 
exports. Steady and secure supplies of coal, liquefied natural gas, refined prod-
ucts, and crude oil enable the United States to maintain our energy leverage 
in the international sphere. With our plentiful supply, the United States can 
reduce other nations’ reliance on exporters that use energy as a geopolitical 
weapon. Diversifying our energy sources and furthering research on next-gen-
eration energy technologies will enable our Nation’s firms to provide cleaner, 
more efficient, and more affordable energy for American citizens.

Trade and the International Sphere 
International trade offers an opportunity to grow the economy, but it must 
be pursued with American interests in mind. We cannot continue to pursue 
a global order that disregards America’s prosperity and the well-being of our 
citizens. My Administration believes in the benefits of free trade, and it is com-
mitted to robust trade relationships with other nations that value fairness and 
reciprocity. Some of our trading partners, however, do not share these values, 
and this places unsustainable stress on global trade. As such, the United States 
can no longer reward governments that distort the free market with illegal 
subsidies or handcuff American exporters with high tariffs and nontariff barri-
ers. We can no longer tolerate unfair trade practices, such as forced technology 
transfer and industrial espionage. And we can no longer tolerate complacency 
toward unfair and nonreciprocal trade that undermines America’s potential.

Immediately after taking office, I began revising our Nation’s trade poli-
cies to promote the interests of the American people. My Administration is in 
the process of improving the North American Free Trade Agreement and the 
Korea–United States Free Trade Agreement. In the coming year, we will also 
seek to negotiate new, better trade deals, and we will hold accountable any 
country that engages in unfair trade practices through tough and focused 
action.

With a tougher, smarter, and more clear-eyed agenda, we can rejuvenate 
our trade deals, boost our exports, and improve the economic prospects of 
our citizens and communities. By following through on this agenda, we will 
become a stronger and more secure Nation that can offer better opportuni-
ties to our people. For far too long, the United States put up with unfair trade 
policies that left our workers behind. Previous Administrations pursued unen-
forceable multilateral trade deals and let other countries get away with unfair 
practices. We will not perpetuate a trade agenda that exports our factories and 
jobs, weakens our manufacturing and defense industrial bases, and diminishes 
our economic and national security.

Innovation, Intellectual Property, and Cybersecurity
America has long been one of the most productive, innovative, and forward-
thinking nations in the world. In recent decades, however, Government policy 
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has not properly recognized the importance of innovation for growth and the 
value of America’s distinct entrepreneurial spirit. Renewed commitment to 
enforcing our intellectual property rules encourages innovation by signaling 
that inventions will be rewarded and protected, and it enables the United 
States to maintain its long-standing advantages in science and technology. 
Protecting our evolving technologies and ideas from theft and forced technol-
ogy transfers, to which American enterprises are increasingly subject abroad, 
is not only in America’s economic interest—it conveys our great pride in the 
capabilities of America’s innovators and the value of their ideas.

Protecting the results of American ingenuity—such as new technology, 
research findings, and other forms of innovation—is crucial to our future 
economic and wage growth. The IP Commission estimates that stolen intel-
lectual property reduces GDP by 1 to 3 percent a year—an annual loss in the 
range of $185.7 billion to $557.1 billion. Given this threat to our economy, 
my Administration is partnering with the private sector to protect American 
technologies, intellectual property, and innovators. We are striving to ensure 
an economic climate that values innovation, encourages the private sector to 
invent, and enables the private sector to protect itself from all forms of indus-
trial espionage, including cyber theft. And we will take action when necessary. 
As the threats to our economy have become more complex and widespread, it 
has become increasingly important to empower our companies and citizens 
with tools that help protect against cyberattacks, cyber theft, and other mali-
cious activities that endanger our citizens’ privacy, our national security, and 
our economic success.

Investing in the Future Americans Deserve
My Administration is proud of the economic success that the United States 
has achieved over the past year, and we are dedicated to sustaining this 
progress. We are working hard to reverse policies that drove many businesses 
to other countries, taking jobs with them. In 2017, our strengthened economy 
created 2.2 million jobs, and the unemployment rate was at its lowest level in 
seventeen years. Maximizing growth and opportunity, however, must include 
two key priorities that did not receive enough attention for a very long time: 
workforce enablement and support for distressed communities. We are 
dedicated to ending the low labor force participation rate inherited from the 
previous administration, and to uplifting our Nation’s communities that have 
borne the highest costs of bad policies, in the forms of poverty, despair, and 
drug addiction.

Within the communities that suffered the most when businesses left is a 
silent Nation of Americans who have dropped out of the workforce. Although 
our overall low rates of unemployment are encouraging, the labor force 
participation rate for prime-age men is lower now than it was in every year 
between 1948 and the start of the Great Recession. This means that as bad 
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policies ran their course, too many of our citizens lost hope, were discouraged 
by Government programs from working, or struggled to find opportunities and 
stopped looking. And while most of America is working and enjoying the ben-
efits of our now-robust economy, we cannot forget that there are still millions 
of people who have been left behind. We are committed to addressing this 
deeply troubling situation by reversing the economic policies that disregarded 
so many of our citizens for so long and to creating new, focused remedies. 
My Administration’s Rural Prosperity Task Force is working to solve problems 
such as disproportionately high rural poverty rates and inadequate broadband 
access. The Investing in Opportunity Act of the Tax Cuts and Jobs Act provides 
tax incentives to invest in low-income communities. Combined with our focus 
on job creation and workforce development, we are driving a renewed com-
mitment to the communities in our Nation that have been neglected for far 
too long.

My Administration is not only concerned about the economic conse-
quences of the dismal tax, trade, immigration, welfare, and regulatory policies 
of the past, which drove Americans from the labor force. We are also concerned 
that the low labor force participation rate excludes Americans from many other 
benefits of civil society. 

To address this, we are committed to making it possible for all work-
ing-age, able-bodied Americans to contribute to our economy and society. 
Strengthening work requirements as a condition of welfare assistance will help 
more individuals experience the many benefits of work and vastly improve the 
financial situations of those receiving assistance. We are targeting for reform 
all Government programs that provide incentives to avoid work. Workforce 
development programs play a key role in helping individuals who are receiving 
assistance to find jobs and earn incomes that will enable them to move from 
dependency to self-sufficiency. For this reason, we are advancing programs 
that teach or update job skills, promote lifelong learning, offer training in 
trades, and better connect our industries with the future workforce. We are pri-
oritizing greater availability of paid parental leave and affordable, high-quality 
childcare for the workforce in order to strengthen our families and enable more 
women to fully participate in the workforce. And we are committed to ensuring 
that America’s elementary and secondary schools and institutions of higher 
education equip students with the skills they need to achieve lifelong success.

To boost our workforce and heal our society, we must also contend with 
crisis levels of drug abuse, addiction, and overdose. Drug overdose deaths 
numbered 63,632 in 2016. Partly because of this crisis, life expectancy in the 
U.S. dropped in 2015 and 2016—the first time it has fallen in consecutive years 
since 1963. Not only do drug addiction and overdoses take lives too soon; they 
leave traumatized family members and distraught communities in their wake. 
When we speak of investing in the future, those affected by addiction are some 
of our citizens who will need the most support. 
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To date, we have taken many measures to alleviate the opioid crisis. We 
are focused on addressing the vast, illicit supply of these drugs, particularly 
by investing in the infrastructure of interdiction. We are shoring up detection 
capabilities in international mail-processing centers, using fentanyl-detecting 
dogs and screening technologies, and attacking the light and dark webs where 
transnational criminal marketplaces operate. And we have increased fund-
ing and resources to the States to strengthen their responses to the opioid 
epidemic, including the creation of the State Targeted Response to the Opioid 
Crisis grant program. We have improved policies to make it easier to find and 
crack down on bad actors, to expand access to treatment for addicts, to invent 
new solutions for treating addiction, and to further develop nonaddictive pain 
management treatments through partnerships with innovative companies. 
We continue to prioritize solving this terrible crisis, alleviating the suffering it 
has caused, and preventing future anguish. As we discover the best ways to 
diminish drug abuse and addiction in our country, we must have an economy 
capable of giving opportunities to build a brighter future to the victims of the 
opioid crisis and similar kinds of adversity.

Fulfilling the promise of a brighter future must also include developing 
solutions to a concern shared by many Americans: the rising cost of healthcare. 
In the past, government attempts to improve healthcare gave rise to mandates, 
rules, and healthcare tax and spending programs that, perversely, increased 
what the average American family paid for healthcare. My Administration fought 
to repeal the individual mandate, no longer forcing the American people to buy 
the expensive plans that bureaucrats designed for them. My Administration 
is committed to providing Americans with more affordable health coverage 
options by promoting choice and competition in healthcare markets, and by 
addressing health behaviors that can promote a longer, healthier life—which 
insurance alone cannot do. Troubled by the growing unsustainability of the 
Federal-State Medicaid program, we are committed to improving the program 
for both its beneficiaries and the taxpayers who finance it. 

We are also committed to preventing Government expansion from sti-
fling innovation in the healthcare sector, and to preventing international free-
riding that takes advantage of our pharmaceutical innovation. We are focused 
on correcting policies that hinder drug price competition, addressing a top 
concern of the American people: that they cannot afford the medications they 
need. We have made it a high priority to ensure that safe, generic alternatives 
to important drugs are approved on a faster timeline, making last year a record 
one for generic drug approvals. 

Finally, my Administration has worked to counter the disappointing his-
tory of the services that have been provided to our veterans. We are pursuing 
stringent accountability within the Department of Veterans Affairs and seeking 
to provide much stronger support and opportunities to our veterans. The brave 



Economic Report of the President | 11

men and women who have served our Nation have made countless sacrifices. 
We owe them nothing less as they build their futures and plan for retirement.

***
We have made great strides in our first year, and we remain committed to 

policies that grow our economy and improve each citizen’s chance to succeed. 
My vision for this term is to increase American families’ prosperity; to encour-
age job creation and wage growth by regaining a competitive business climate 
with smarter tax and trade policy, and also deregulation; to capitalize on our 
resources and technology to achieve energy dominance; to invest in infrastruc-
ture to make commerce more vibrant and connect citizens with opportunities; 
to encourage innovation as one of our most powerful national security and 
economic tools; and to enable our distressed communities to prosper by com-
bating workforce development issues and the opioid crisis.

To achieve this vision, we will not rely on the belief that the Government 
knows best and can solve every problem. Instead, we will continue crafting an 
economic program that lays the groundwork for the conditions that will enable 
our citizens to achieve success and prosperity. We will continue to take pride in 
making policies that honor the dignity and ingenuity of the American people, 
and in dedicating our work to the welfare of each of our citizens.

From the outset, my Administration has valued nothing more highly than 
bringing freedom, prosperity, and opportunity to all American families. To that 
end, we are dedicated to empowering them with a robust economy. The eco-
nomic agenda outlined here is designed to make it possible for the American 
people to dream of, and to achieve, the bright future they deserve.

The White House 
     February 2018
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Employment and Balanced Growth Act of 1978.

Sincerely yours,

Kevin A. Hassett
Chairman

Richard V. Burkhauser
Member

Tomas J. Philipson
Member

x





Economic Report of the President | 17

Introduction

The purpose of the Annual Report of the Council of Economic Advisers is to 
provide the public and the economic policy community with a detailed account 
of the performance of the U.S. economy in the preceding year and with an 
analysis of the Administration’s domestic and international economic policy 
priorities for the years ahead. In this Report, we thus review the salient policy 
developments of 2017 and preview policy aims for the coming years, in the 
context of the Administration’s unified agenda to expand our economy and the 
economic prosperity of all Americans.  

The U.S. economy experienced strong and economically significant 
acceleration in 2017, with growth in real GDP exceeding expectations and 
increasing from 2.0 and 1.8 percent in 2015 and 2016 to 2.5 percent, including 
two successive quarters above 3.0 percent. The unemployment rate fell 0.6 
percentage point, to 4.1 percent, its lowest level since December 2000, while 
the economy added 2.2 million jobs, an average of 181,000 per month. Notably, 
manufacturing and mining—having lost 9,000 and 98,000 jobs, respectively, in 
2016—added 189,000 and 53,000 jobs during 2017. Labor productivity grew 1.1 
percent, compared with a decline of –0.1 percent in 2016, and average hourly 
earnings of private employees rose 2.7 percent, compared with average growth 
of 2.1 percent during the preceding 7 years. Reflecting the economy’s outper-
formance of expectations, the January 2017 Blue Chip consensus forecast of 
2.3 percent GDP growth in 2018 was revised upward in February 2018 to 2.7 
percent.

The four quarters of 2017 thus marked a nontrivial trend shift. From 2010 
through 2016, real output in the United States grew at an average annual rate of 
2.1 percent, while labor productivity grew, on average, by less than 1 percent. 
The pace of economic recovery was slow by historical standards, particularly 
because recent research has confirmed Milton Friedman’s original observation 
that in the United States, deeper recessions are typically succeeded by steeper 
expansions, and that this correlation is in fact stronger when the contraction 
is accompanied by a financial crisis. Since the nineteenth century, the recent 
recovery was one of only three exceptions to this pattern.

In the chapters that constitute this Report, we provide evidence that the 
historically anemic recovery from the Great Recession was not independent of 
policy choices, and accordingly we proceed to identify the exacerbating factors 
in the weakness of the post-2009 recovery and the current Administration’s 
strategies and menu of policy options to address them.

First and foremost, in chapter 1, on the historic Tax Cuts and Jobs Act 
(TCJA), we find that investment and labor productivity have been inhibited 
in recent years by the coincidence of high and rising global capital mobility 
and an increasingly internationally uncompetitive U.S. corporate tax code and 
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worldwide system of taxation. This combination had the effect of deterring U.S. 
domestic capital formation, thereby restraining capital deepening, productiv-
ity growth, and, ultimately, output and real wage growth, with the economic 
costs of corporate taxation thereby increasingly and disproportionately borne 
by the less mobile factor of production—namely, labor. Indeed, the five-year, 
centered-moving-average contribution of capital services per hour worked to 
labor productivity actually turned negative in 2012 and 2013 for the first time 
since World War II. We estimate that by lowering the cost of capital and reduc-
ing incentives for corporate entities to shift production and profits overseas, 
the corporate provisions of the TCJA will raise GDP by 2 to 4 percent over the 
long run, and increase average annual household income by $4,000. 

Similarly, in chapter 2 we discuss a large body of academic literature indi-
cating that an excessive regulatory burden can negatively affect productivity 
growth, and thus overall growth, by attenuating the flow of new firms’ entries 
and established firms’ exits, and also by amplifying the spatial misallocation 
of labor and creating employment barriers to entry. We furthermore highlight 
actions the Administration has already taken to eliminate inefficient and 
unnecessary regulations, with the effect of raising prospects for innovation, 
productivity, and economic growth. 

In chapter 3, on labor markets, we find considerable evidence suggest-
ing, as with regulation, that postrecession efforts to strike a new optimum on 
the frontier of social protection and economic growth may have sacrificed too 
much of the latter in pursuit of the former. We also find that while demographic 
shifts owing to the retirement of aging Baby Boom cohorts exerted strong 
downward pressure on the labor force participation rate, factors other than 
demography accounted for one-third of the overall decline in participation 
during the recovery, and half the decline since the cyclical peak in the fourth 
quarter of 2007 (also see chapter 8). For instance, we find that increases in fis-
cal transfers during the Great Recession intended to mitigate the demand-side 
effects of rising unemployment generated persistent negative effects on the 
prime-age labor supply. Meanwhile, structural unemployment coterminous 
with imperfect geographic mobility—exacerbated by regulatory restrictions 
(chapter 2), drug abuse (chapter 6), and inadequate investment in infrastruc-
ture (chapter 4)—have similarly intensified downward trends in labor force 
participation among prime-age workers. 

These challenges, however, particularly those of low labor productivity 
growth and declining labor force participation, are not policy-invariant. As 
we highlight in chapters 1 and 8, for example, policies that incentivize highly 
skilled and experienced older workers to defer retirement, such as the marginal 
income tax rate reductions enacted by the TCJA, can have important implica-
tions not only for labor force participation but also for productivity. Moreover, 
by raising the target capital stock, we expect the TCJA to result in capital 
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deepening, again contributing to productivity growth and rising household 
earnings.

Relatedly, in chapter 4 we document the deficiencies of our current 
public infrastructure, and investigate the adverse effects of these deficiencies 
on economic growth and consumer welfare, as well as potential remedial 
policy options. In particular, we examine how the fundamental mismatch 
between the demand for and supply of public infrastructure capital could be 
ameliorated by utilizing existing assets more efficiently and by adjusting long-
run capacity to levels best matched with local needs, which would allow local 
governments more flexibility in giving prices a larger role in guiding consump-
tion and investment decisions, and in streamlining environmental review and 
permitting processes. Moreover, addressing the current inadequacies of our 
public infrastructure would help to attenuate the coincidence of structural 
unemployment with imperfect geographic mobility—again, exacerbated by 
the regulatory restrictions discussed in chapter 2—that has been a factor in the 
decline of labor force participation identified in chapters 3 and 8. 

Chapter 5 covers issues in international trade policy and actions the 
Administration has taken and could take to generate positive-sum, reciprocal 
trade agreements with our trading partners. Specifically, in addition to review-
ing the benefits of economic specialization and consequent gains from trade, 
we also demonstrate how instances of unfair trade practices by a subset of our 
partners have had the effect of limiting the potential gains from trade to the 
United States and the world, with particularly adverse consequences for the 
U.S. manufacturing sector. Addressing these issues would raise productivity by 
encouraging greater investment in sectors where the U.S. economy enjoys a 
comparative advantage, especially but not exclusively energy and agricultural 
products. 

In chapter 6, we turn our attention to the health of the true catalyst of 
U.S. economic growth: the American worker. Although the Affordable Care Act 
(ACA) expanded insurance coverage to at most 6 percent of the U.S. popula-
tion—through Medicaid, marketplaces, and the dependent coverage provi-
sion—we survey a large body of academic literature that estimates the effect of 
insurance coverage on health to be substantially smaller than commonly pre-
sumed. Indeed, for the first time in over 50 years, U.S. life expectancy declined 
in 2015 and 2016, suggesting that factors such as drug abuse, particularly of 
opioids, and obesity may have a larger impact than insurance coverage alone 
can redress. Instead, we find that increased choice and competition, along with 
a recognition by policymakers that the determinants of health are multidimen-
sional, may constitute more efficient avenues for improving health outcomes, 
particularly among lower-income households. Fundamentally, it is the view of 
this Council that healthy people not only live longer, more enjoyable lives but 
are also an essential component of reversing recent trends in labor productiv-
ity and labor force participation, discussed in chapters 1 and 3.
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Chapter 7 considers the emerging challenge of cybersecurity, particularly 
in the context of our ongoing transition to an information economy. Malicious 
cyber activity presents new threats to the protection of property rights, includ-
ing rights to intangible assets and even information itself, and thus imposes 
large and real costs on the U.S. economy. Given the existence of positive 
externalities from investing in cybersecurity, we discuss policy options that 
might shift this investment to its socially optimal level, including public-private 
partnerships that promote basic research, protecting critical infrastructure 
assets, disseminating new security standards, and expanding the cybersecurity 
workforce.

Finally, in chapter 8 we examine the year in review and survey the 
years ahead. Acknowledging underlying strengths and challenges, the 
Administration’s November 2017 baseline forecast, which excludes the effects 
of the TCJA, projects that output will grow by an overall average annual rate 
of 2.2 percent through 2028. The policy-inclusive forecast, however, which 
assumes full implementation of the Administration’s agenda, is for average 
annual real GDP growth through 2028 of 3.0 percent. We expect growth to 
moderate slightly after 2020, as the capital-output ratio approaches its new 
steady state level and the pro-growth effect of the individual elements of the 
TCJA dissipate, though the level effect will be permanent. However, expected 
further deregulation and infrastructure investment will partly offset the declin-
ing contribution to growth of tax cuts and reforms toward the end of the 
budget window. The policy-inclusive forecast is conservative relative to those 
of previous Administrations, and in fact is slightly below the median of 3.1 
percent. Moreover, the baseline forecast is precisely in line with the long-run 
outlook given in the 2017 Economic Report of the President, reflecting our view 
that nonimplementation of the current Administration’s policy objectives will 
imply a reversion to the lower growth trend of recent years.

Preliminary indicators suggest that markets indeed detect a trend shift. 
In the weeks immediately following the TCJA’s passage, over 300 companies 
announced wage and salary increases, as well as bonuses and supplementary 
401(k) contributions of $2.4 billion affecting 4.2 million workers, citing the new 
law. In addition, by the end of January 2018, this Council tallied $190 billion in 
newly announced corporate investment projects that were publicly attributed 
to the TCJA, revealing that firms are responding to the TCJA as theory and 
empirical evidence predicted.

As a society, we hold many values and aspirations, including but not 
limited to expanding economic prosperity, that may not exist always and 
everywhere in complete harmony. It is the view of this Council that in recent 
years, the pursuit of alternative policy aspirations at the expense of growth has 
imposed real economic costs on the American people, in the form of dimin-
ished opportunity, security, equity, and even health. We therefore endorse an 
agenda for returning the American economy to its full growth potential.
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