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Growth of GDP
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Growth of real gross domestic product
(GDP) is projected to be faster this year 
than it was last year, as the 2017 tax act 
(Public Law 115-97, originally called the 
Tax Cuts and Jobs Act) and recent 
changes in federal spending policies add 
to existing momentum in spending on 
goods and services. 
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Growth of actual GDP outpaces growth of 
potential (that is, maximum sustainable) 
GDP both this year and next—raising the 
output gap between GDP and potential 
GDP to 1.2 percent in 2019.
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After 2018, economic growth is 
projected to slow, with the growth of real 
GDP eventually matching the growth of 
potential GDP.
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Growth of potential GDP, driven in large 
part by faster productivity growth, is 
projected to be stronger over the next 
10 years than it has been since the 
recession that began in December 2007.
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The Labor Market



7

CBO

In CBO’s projections for the near term, 
output growth boosts the estimated 
employment gap—the difference 
between the number of employed people 
and the number who would be employed 
in the absence of fluctuations in the 
overall demand for goods and services.
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Output growth pushes the labor force 
participation rate (the percentage of 
people in the civilian noninstitutionalized 
population who are at least 16 years old 
and either working or seeking work) 
above CBO’s estimate of the potential 
rate arising from all sources except 
fluctuations in the overall demand for 
goods and services.
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CBO

Output growth drives the unemployment 
rate (the number of jobless people who 
are available for and seeking work, 
expressed as a percentage of the labor 
force) below CBO’s estimate of the 
natural rate arising from all sources 
except fluctuations in the overall demand 
for goods and services.
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The demand for labor puts upward 
pressure on the growth of wages, 
measured by the employment cost index 
for wages and salaries of workers in 
private industry. 
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Inflation and Interest Rates
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CBO

For several years, in CBO’s 
projections, demand for goods and 
services exceeds the amount that the 
economy can sustainably supply and 
drives growth in the price index for 
personal consumption expenditures
above the Federal Reserve’s target 
rate of 2 percent.
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CBO expects the Federal Reserve to 
continue increasing the federal funds 
rate (the interest rate that financial 
institutions charge each other for 
overnight loans of their monetary 
reserves) through 2021 to eliminate 
excess demand in the economy.
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In CBO’s projections, interest rates on 
Treasury securities also rise, influenced 
by increases in the federal funds rate and 
in federal borrowing.
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Dynamic Analysis of Fiscal Policy
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CBO’s economic projections reflect the agency’s 
dynamic analysis of changes in fiscal policy under 
current law.

For example, the increases in federal outlays in the 
next few years that result from the Bipartisan Budget 
Act of 2018 and the Consolidated Appropriations Act, 
2018, add to the existing excess demand and 
inflationary pressures in the near term.
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Growth of real purchases by federal, 
state, and local governments is 
projected to be rapid this year because 
of recent changes in federal spending 
policies.
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The increases in federal outlays result in higher 
interest rates and greater federal borrowing, which 
ultimately “crowd out” some private activities, 
particularly private investment, in later years.
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Effects of the 2017 Tax Act
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CBO

The tax act is projected to increase the 
level of potential GDP by 0.7 percent, 
on average, over the 2018–2028 period. 
It does so mainly by promoting greater 
investment and potential labor supply.
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The effects of the tax act on 
business fixed investment—
purchases of equipment, 
nonresidential structures, and 
intellectual property products—are 
positive through 2028, on net. 
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CBO

The 2017 tax act is projected to 
boost the demand for goods and 
services, accelerating the growth of 
real GDP in relation to the growth 
of potential GDP over the first half 
of the 2018–2028 period.
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Contributions of the 2017 Tax Act to CBO’s Baseline Budget 
Projections
Billions of Dollars

2018–2028

Effects Without Macroeconomic Feedback
Effects on the Deficit Excluding Debt-Service Costs 1,843
Effects on Debt-Service Costs 471

Effects on the Deficit 2,314

Effects of Macroeconomic Feedback
Effects on the Deficit Excluding Debt-Service Costs -571
Effects on Debt-Service Costs 110

Effects on the Deficit -461

Total Contributions to Baseline Projections
Effects on the Deficit Excluding Debt-Service Costs 1,272
Effects on Debt-Service Costs 582

Effects on the Deficit 1,854
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Sources: Congressional Budget Office and the organizations listed above.

Real values are nominal values that have been adjusted to remove the effects of inflation.

GDP = gross domestic product; – = not available; * = between -0.05 percent and zero.

a. Values are for fiscal years. (All other values shown are for calendar years.)

Assorted Estimates of the Effects of the 2017 Tax Act on the Level 
of Real GDP
Percent

First Five Years
Tenth 
Year Average

2018 2019 2020 2021 2022 2027
2018–
2022

2023–
2027

2018–
2027

Moody's Analytics 0.4 0.6 0.2 0.1 0.0 0.4 0.3 0.3 0.3
Macroeconomic Advisers 0.1 0.3 0.5 0.6 0.6 0.2 0.4 0.5 0.5
Tax Policy Center a 0.8 0.7 0.5 0.5 0.5 * 0.6 0.3 0.5
International Monetary Fund 0.3 0.9 1.2 1.2 1.0 -0.1 0.9 0.3 0.6
Joint Committee on Taxation – – – – – 0.1 to 0.2 0.9 0.6 0.7
Congressional Budget Office 0.3 0.6 0.8 0.9 1.0 0.6 0.7 0.8 0.7
Goldman Sachs 0.3 0.6 0.7 0.7 0.7 0.7 0.6 0.7 0.7
Tax Foundation 0.4 0.9 1.3 1.8 2.2 2.9 1.3 2.9 2.1
Penn Wharton Budget Model – – – – – 0.6 to 1.1 – – –
Barclays 0.5 – – – – – – – –
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The Long-Term Budget Outlook
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If current laws generally remained 
unchanged, federal debt held by the 
public would grow sharply over the 
next 30 years, reaching 
unprecedented levels.
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CBO

Debt would rise because growth in 
total spending would outpace 
growth in total revenues, resulting in 
larger budget deficits.
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Federal spending would grow from 21 percent of GDP 
today to 29 percent in 2048.
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CBO

Other noninterest spending consists of all federal spending other than that for Social Security, the major health care programs, and net interest. It includes discretionary 
spending and spending for other mandatory programs. For more information on categories of spending, see Congressional Budget Office, The 2018 Long-Term Budget 
Outlook (June 2018), www.cbo.gov/publication/53919.

Spending would increase, as a 
percentage of GDP, for interest on 
the government’s debt, the major 
health care programs, and Social 
Security. That spending growth 
would be partially offset by declining 
spending for other programs. 

http://www.cbo.gov/publication/53919
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Federal revenues would also increase—from
16.6 percent of GDP in 2018 to 19.8 percent 
in 2048—if current laws generally remained 
unchanged.
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In total, deficits would rise from 
3.9 percent of GDP in 2018 to 
9.5 percent in 2048 as spending
outpaces revenues.
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As a result, federal debt is projected to total 
152 percent of GDP in 2048, nearly double what 
it is today.

The prospect of a large and growing federal debt 
poses substantial risks for the nation and presents 
policymakers with significant challenges.
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To put the nation on a path to lower debt, lawmakers 
might choose to reduce primary deficits (deficits 
excluding net outlays for interest) by a constant share 
of GDP each year. 

CBO analyzed illustrative scenarios in which debt 
reached 41 percent, 78 percent, and 100 percent of 
GDP in 2048.
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The larger the reduction in the 
primary deficit, the larger the 
reductions in the total deficit from 
economic feedback and interest.

In each scenario, the majority of 
the reduction in the total deficit
in 2048 would stem from 
reductions in interest.
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If lawmakers instead changed current law to maintain 
certain policies now in place, even larger increases in 
debt would occur.

CBO analyzed an extended alternative fiscal 
scenario under which the individual income tax 
provisions of the 2017 tax act do not expire and 
discretionary spending equals a larger percentage of 
GDP than under the extended baseline.
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CBO

Under that extended alternative fiscal 
scenario, federal debt would equal 
148 percent of GDP in 2038 and 
continue to rise in later years. By 
comparison, under CBO’s extended 
baseline, federal debt would equal 
118 percent of GDP in 2038. 
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Congressional Budget Office, The Deficit Reductions Necessary to Meet Various Targets for Federal 
Debt (August 2018), www.cbo.gov/publication/54181.

Congressional Budget Office, An Update to the Economic Outlook: 2018 to 2028 (August 2018), 
www.cbo.gov/publication/54318.

Congressional Budget Office, The 2018 Long-Term Budget Outlook (June 2018), 
www.cbo.gov/publication/53919.

Congressional Budget Office, The Budget and Economic Outlook: 2018 to 2028 (April 2018), 
Appendix B, pp. 105–130, www.cbo.gov/publication/53651.
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