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The Macroeconomic Consequences of
the American Jobs Plan

INTRODUCTION

President Biden has unveiled the American Jobs Plan, the part of his Build Back Better

agenda focused on investing in the nation’s infrastructure. There is no argument that the U.S.
infrastructure needs are great. The nation has underinvested in infrastructure for decades. This
weighs more and more heavily on businesses’ competitiveness and the economy’s productivity
growth and is increasing our vulnerability to climate change. The plan’s proposed spending on
infrastructure is large but spread over the next decade and paid for in significant part with higher
taxes on corporations. Despite the higher corporate taxes and the larger government deficits, the
plan provides a meaningful boost to the nation's long-term economic growth. There are many
potential political impediments to passage of the American Jobs Plan, but we expect that an
infrastructure plan similar in spirit and size to what the president has proposed will become law
later this year.
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The Macroeconomic Consequences of the
American Jobs Plan

BY MARK ZANDI AND BERNARD YAROS

resident Biden has unveiled the American Jobs Plan, the part of his Build Back Better agenda focused on
investing in the nation's infrastructure. There is no argument that the U.S. infrastructure needs are great. The
nation has underinvested in infrastructure for decades. This weighs more and more heavily on businesses’
competitiveness and the economy’s productivity growth and is increasing our vulnerability to climate change.
The plan's proposed spending on infrastructure is large but spread over the next decade and paid for in significant
part with higher taxes on corporations. Despite the higher corporate taxes and the larger government deficits, the
plan provides a meaningful boost to the nation’s long-term economic growth. There are many potential political
impediments to passage of the American Jobs Plan, but we expect that an infrastructure plan similar in spirit and

size to what the president has proposed will become law later this year.

What Biden is proposing

President Biden's proposal on infrastruc-
ture hews closely to what he proposed in the
presidential campaign. It includes $2.2 tril-
lion in increased government spending over
the 10-year period from 2022 to 2031, and
$400 billion in tax credits (see Table 1). Cor-
porate taxes increase by $1.8 trillion, equal
to about two-thirds of the cost of the plan.
The nation's budget deficits thus increase by
over $800 billion over the decade on a stat-
ic basis—that is, before accounting for the
economic benefit of the plan on the govern-
ment’s finances.

The biggest boost to spending goes to
traditional infrastructure, including trans-
portation projects such as roads, bridges and
ports, and to shore up the nation's crumbling
water and power infrastructure. Social infra-
structure, including education, healthcare
and housing, also receives substantially
more financial support. To lift the nation's
competitiveness, the plan allocates more
funds to basic research and development,
manufacturing, and broadband. Workforce
development funds are also provided to fund
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the training needed to prepare the workforce
for future jobs, including those created by the
infrastructure projects.

Corporations shoulder the financial bur-
den of the plan. The logic being that business-
es would be the principal beneficiaries of the
improved infrastructure. The top marginal
corporate tax rate, which was lowered from
35% to 21% under the 2017 Tax Cuts and
Jobs Act, would go back up to 28%. Taxes
on corporate income earned overseas would
also increase, and tax breaks for the fossil fuel
industry would end. The plan does increase
tax credits for green energy investments
and housing.

Infrastructure needs are large

The nation’s infrastructure needs are
considerable and mounting as infrastructure
investment has declined steadily as a share
of the nation's GDP. Federal, state and local
government spending on infrastructure peak-
ed at close to 6% in the 1950s and 1960s
when the Interstate Highway System was
built. It fell sharply in the 1970s and again in
the wake of the financial crisis in the early
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2010s. Infrastructure investment as a share of
GDP is currently well below 2% of GDP, the
lowest in the data available since World War
Il (see Chart 1).

The result has been a steady aging of
the nation's stock of public infrastructure.
For example, the average age of the na-
tion's highways is close to 30 years, double
what it was in the 1960s. The average age
of the nation's dams is even older. If main-
tained, this would not necessarily present
a problem or urgent need for replacement,
but maintenance has not been performed
in many cases, and the need for additional
spending is intensifying. Take the nation's
more than 600,000 bridges. The Depart-
ment of Transportation classifies more
than one-fourth as structurally deficient or
functionally obsolete. Many of the larger
and most heavily used of these bridges
were built in the same period and will reach
replacement age—the theoretical life of a
bridge is approximately 50 years—around
the same time.

Infrastructure investment is in signifi-
cant part a casualty of the nation’s fiscal
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Table 1: American Jobs Plan

Annual budget cost, $ bil

2022 2023 2024 2025 2026 2027
Net deficit impact 19.1 103.0 197.2 235.2 253.0 180.0
Total spending 110.5 248.9 319.3 368.3 380.0 305.7
Transportation 34.0 70.4 99.2 117.2 129.6 78.8
Federal infrastructure 1.1 2.8 4.5 5.3 5.6 4.5
Water 0.9 5.3 11.9 16.4 18.6 19.0
Housing/construction 0.9 13.6 26.4 34.9 41.7 41.3
Education infrastructure 3.9 9.7 15.5 18.4 19.4 15.5
Power infrastructure 8.0 16.0 18.4 19.6 20.0 12.0
Broadband infrastructure 0.6 3.0 8.0 15.6 18.4 18.8
R&D 4.7 10.2 15.5 22.4 27.2 28.1
Manufacturing 25.8 54.0 55.0 53.2 34.1 26.7
Workforce development 4.1 10.6 11.5 11.9 12.0 12.1
Medicaid expansion of services 26.7 53.3 53.3 53.3 53.3 48.9
Tax credits 5.7 25.0 60.2 54.3 60.2 61.7
Green energy tax credits 5.4 20.2 50.9 42.0 45.5 47.1
Housing tax credits 0.3 4.8 9.3 12.3 14.7 14.6
Revenue raisers -97.1 -170.9 -182.3 -187.4 -187.2 -187.3
Corporate tax rate increase -53.0 -90.0 -92.0 -94.0 -96.0 -96.0
International tax reform -29.0 -59.0 -69.0 -73.0 -71.0 -70.0
Book tax -8.9 -14.8 -14.2 -13.5 -13.5 -14.6
Eliminate fossil fuel preferences -5.2 -6.1 -6.1 -5.9 -5.7 -5.8
Corporate tax enforcement -1.0 -1.0 -1.0 -1.0 -1.0 -1.0

2028 2029 2030 2031 2022-2031
78.0 -1.5 -79.0 -137.1 848.0
222.2 147.5 81.3 34.9 2,218.7
48.2 24.5 11.4 4.1 617.3
2.8 1.1 0.3 0.0 28.0
15.0 8.4 4.0 1.8 101.2
29.0 16.2 7.7 0.9 212.6
9.7 3.9 1.0 0.0 97.0
4.0 1.6 0.4 0.0 100.0
16.4 11.4 3.8 1.0 97.0
25.8 20.5 15.2 8.3 177.8
19.2 16.7 7.3 4.1 296.1
12.2 12.2 8.1 1.6 96.1
40.0 31.1 22.2 13.3 395.6
44.9 39.7 31.2 21.8 404.7
34.7 34.0 28.5 21.5 329.8
10.2 5.7 2.7 0.3 74.9
-189.1 -188.7  -191.5 -193.9  -1,775.4
-94.0 -93.0 -93.0 -94.0 -895.0
-73.0 -73.0 -76.0 -77.0 -670.0
-15.2 -15.7 -15.4 -15.7 -141.4
-5.9 -6.0 -6.1 -6.2 -59.1
-1.0 -1.0 -1.0 -1.0 -10.0

Sources: White House, Moody's Analytics

pressures. Policymakers have worked to
limit any increase in government spending
as a share of GDP, and as non-discretionary
government spending has increased, most
significantly on healthcare, it has squeezed
out discretionary spending, including on
infrastructure. The federal gasoline tax, his-
torically an important source of revenue to
fund transportation infrastructure spend-
ing, has remained at 18.3 cents per gallon
since 1993. This while the cost of construc-

Chart 1: Infrastructure Spending Flags

Federal, state and local govt investment in structures, % of GDP
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tion for public infrastructure has increased
substantially faster than overall inflation.

Macroeconomic benefit

Increasing infrastructure investment by
over 1% of GDP over the next decade as
President Biden has proposed has both near-
term and long-term benefits. Near term it
has a large so-called multiplier—the increase
in GDP for a dollar increase in investment. In
an economy with high unemployment and

significant slack in the economy, like today,
the one-year multiplier on traditional infra-
structure spending is close to an estimated
1.5, among the highest compared with other
types of federal government spending and tax
policy (see Chart 2). With close to 3 million
more workers still permanently unemployed
as a result of the COVID-19 pandemic, an
infrastructure plan that provides new jobs in
communities across the country would be
particularly effective.

Chart 2: Infrastructure’s Big Bang for Buck

Federal multipliers in recessions and early-cycle expansions
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Long term, economic research is in strong
agreement that public infrastructure provides
a significantly positive contribution to GDP
and employment. It lowers business costs
and thus improves competitiveness and
productivity, allows workers to live closer to
where they work and thus reduces commute
times, improves labor participation, and re-
duces carbon emissions.

There is more debate on whether public
infrastructure spending boosts GDP by as
much as private capital does. One reason for
this is that, unlike private investment, federal
investment is not driven solely by market
forces or maximizing economic returns.
Federal infrastructure also has the goal of
improving quality of life, reducing inequities,
supporting the work of the federal govern-
ment itself, and addressing other objectives
that policymakers may have. The federal gov-
ernment also imposes various requirements
that can increase the costs of the projects
that it funds. We estimate the average return
on private capital to be close to 10%—that
is, a $1increase in private investment, all else
being equal, increases GDP by 10 cents over
a year—while it is almost 7% for public infra-
structure!

Even so, this is an especially economically
propitious time to increase infrastructure in-
vestment, since the return on that investment
is substantially greater than the government's
cost of financing given the extraordinarily
low interest rates. Thirty-year Treasury yields
are just over 2%, while the return on almost
any public infrastructure project is likely to be
meaningfully greater than that.

Quantifying the American Jobs Plan
impact

We use the Moody's Analytics model of the
U.S. and global economies to determine the
impact on the economy of three scenarios! The
first scenario is that neither the infrastructure
plan nor the American Rescue Plan were passed
into law. That is, President Biden was unable
to pass any major fiscal policy legislation. The
second scenario is that only the ARP was passed
into law. And the third scenario is that both the
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ARP and the infrastructure plans are passed
into law.

The Moody's model is similar to those used
by the Federal Reserve Board and Congres-
sional Budget Office for forecasting, budget-
ing and policy analysis. The model has been
used to evaluate the plethora of fiscal and
monetary policies implemented during the
COVID-19 pandemic.

To determine the long-term economic
impact of the infrastructure plan, the Moody's
model is simulated over the decade through
2030. This is consistent with the Congressional
Budget Office’s horizon for the federal govern-
ment’s budget and policy analysis. The assump-
tion is that the plan will become law later this
year under budget reconciliation rules and im-
plemented beginning in 2022. That is, no other
significant fiscal policy changes are legislated.

Monetary policy is determined in the mod-
el based on the Federal Reserve Board's newly
announced framework for conducting mon-
etary policy in which the Fed has committed
not to begin normalizing interest rates until
the economy is at full employment and infla-
tion has been consistently above the Fed's 2%
inflation target. All the scenarios assume that
the worst of the COVID-19 crisis and its eco-
nomic fallout are over, and that the pandemic
will wind down this summer.

The infrastructure plan results in a stronger
economy over the coming decade, with higher
GDP, more jobs and lower unemployment (see
Table 2). However, the most immediate impact
in early 2022 is to marginally reduce growth,
as the higher corporate taxes take effect right
away while the increased infrastructure spend-
ing does not get going in earnest until later in
the year. This changes quickly. By 2023 and
throughout much of the midpart of the decade
the ramp-up in infrastructure spending signifi-
cantly lifts growth. The apex in the boost to
growth from the plan is in 2024 when real GDP
is projected to increase 3.8%, compared with
2.2% if the plan fails to become law.

In terms of jobs, with the infrastructure
plan the economy recovers the jobs lost in the
pandemic recession by early 2023, not much
different than without the plan. But the plan
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does result in substantially more jobs mid-de-
cade, with employment under Biden'’s term as
president increasing by 13.5 million jobs. This
compares with 11.4 million jobs without the
plan, and 10.5 million jobs if neither the infra-
structure plan nor ARP had become law. Un-
employment is also meaningfully lower with
the plan, falling to a low of 3.5% by the end of
2024, consistent with the low reached just pri-
or to the pandemic. Labor force participation is
also expected to fully recover from the impact
of the pandemic by year-end 2024.

Long term, the economy enjoys stronger
productivity growth. The improvement is
marginal through the first half of the decade
but will be measurable by decade’s end as the
stock of public infrastructure meaningfully
increases, adding as much as 0.1 percentage
point to annual real GDP growth.

The nation's deficits and debt load are
higher, because the infrastructure plan is not
fully paid for. On a static basis, the 10-year
cumulative deficit increases by nearly $850
billion. On a dynamic basis—accounting for
the benefits of the stronger economy on
government revenues and expenditures—the
10-year cumulative deficit is expected to be
close to $625 billion. This adds close to 5 basis
points to 10-year Treasury yields on average
over the next decade.

Conclusions

President Biden's American Jobs Plan is a
large program that would touch nearly every
community in America. It addresses a long-de-
veloping problem with our inadequate public
infrastructure that is widely understood to be
an impediment to the competitiveness of our
businesses, economic growth, and the well-be-
ing of American households. The plan calls
for higher corporate taxes to help pay for the
increased infrastructure and the government
will experience larger budget deficits, but the
economic benefits of the plan substantially
outweigh these negatives. Passage of the Amer-
ican Jobs Plan would ensure that the economy
quickly returns to full employment, and the
plan would provide a meaningful boost to
long-term growth.
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Endnotes

i This is somewhat different than the Congressional Budget Office's estimate that the average rate of return on private-sector investment is about 10% and that the
average return on federal investment is about half that.

i Adetailed description of the Moody's Analytics model of the U.S. economy is available here. More detailed validation documentation is available on request.
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