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Key Takeaways
• The new presidential administration has a
stated goal of boosting real (inflation-adjusted) U.S. growth to 4%, a much higher rate than
has been experienced in recent decades.
• Achieving 4% growth over the long term appears extremely challenging, given the current
U.S. demographic outlook.
• A shorter-term growth acceleration is possible,
although it would likely require a healthy dose
of fiscal stimulus (and deficit expansion).
• The potential upside from more stimulative fiscal policies may be constrained by the maturing—although still healthy—nature of the U.S.
business cycle.
• We continue to favor global equities, though
smaller asset allocation tilts are warranted due
to the advanced stage of the U.S. business
cycle, fuller valuations for riskier assets, the potentially wide distribution of policy outcomes,
and rising geopolitical risk.

The pace of real (inflation-adjusted) economic growth
in the United States has slowed structurally in recent
decades, and the new presidential administration has
stated a goal of boosting growth to a much higher 4%
rate. This article investigates how the secular and cyclical
backdrops may affect the ability of the United States to
achieve a higher growth rate.

Long-term U.S. growth is likely to be much
slower than history
Over long periods of time, the pace of real GDP growth
in an economy can be approximated by the sum of two
things: labor-force growth (new workers added to the
economy) and productivity growth (increased production
from those workers). As seen in Exhibit 1, both U.S. laborforce and productivity growth peaked decades ago and
have slowed since. Since 1996, the labor force has grown
roughly 1% a year, while productivity has increased about
1.5%, resulting in real GDP that has averaged just below
2.5% for the past two decades.
Going forward, our long-term projection is for both
labor-force and productivity growth to continue to
slow. Much of this is due to the continued aging of
the U.S. population. Having fewer young job entrants
implies slower labor-force growth, and aging societies

may also experience lower innovation, risk-taking, and

World War II when the nation converted from a military-

human-capital investments that weigh on productivity

industrial-based economy to a consumer-based one.

growth rates. As a result, we anticipate labor-force

Even if 3% productivity was reached, the United States

growth slowing to a mere 0.5% a year going forward, and
productivity growth falling to 1.1%, resulting in real-GDP
growth averaging just 1.6% long term. (For more details
on our outlook, see Fidelity Leadership Series article
“Secular Outlook for Global Growth 2016-2035.”)

would still need to generate higher participation from
its working-age population. The participation rate—or
the share of people in a working-age population who
are actively employed or seeking employment—has
experienced a multi-decade decline, dropping to

What would it take to reach 4% real-GDP
growth over the long term?
If the demographic outlook for the United States doesn’t
change materially, achieving 4% real GDP growth on a
secular basis would require worker productivity rates
reaccelerating back to peak levels of 3% per year. This
rate of productivity growth has not been seen in major
developed economies for nearly 50 years, and was
only sustained in the United States in the aftermath of

63% from its peak of 67% in the early 2000s (see chart,
Exhibit 2). The fall is due to a rising share of retirees and
a structural decline in participation of prime-age men
(25-54) and young workers (see table, Exhibit 2). To get
just 1% labor-force growth (needed to achieve 4% growth
assuming 3% productivity), the overall participation rate
would need to rise back to 65%—the equivalent of 25
million workers re-entering the labor force. This dynamic
is unlikely, as it would not only require the participation
rates of prime-age men and young workers rising back

EXHIBIT 1: Four-percent GDP growth is not likely over the
long run.

EXHIBIT 2: A reversal of the decline in the participation rate
is an extremely challenging proposition.
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to their previous peaks, but also the participation rate of

higher level of real-GDP growth an extremely challenging

retiree-aged workers to stay at record levels.

proposition.

Another way U.S. growth could accelerate to a higher rate

Any cyclical boost in growth could be
tempered by low multipliers

would be if demographic trends reversed in the United
States. This would require an explosion in population

On a cyclical basis, changes in economic policy always

growth similar to what was experienced when the baby

have the potential to create sharper, shorter-term swings

boomers entered the labor force en masse in the early

in growth. The lighter regulatory tone set by the new

1980s, which pushed labor-force growth to a peak of
2.3% per year. Given that the U.S. workers that will enter
the labor force over the next two decades have already

administration has already boosted small business and
corporate sentiment, which has the potential to unleash
business investment. However, even if deregulatory

been born, the only way to achieve this magnitude of

action overrides any anti-growth uncertainty about more

reacceleration would be a surge in immigration. Such

restrictive trade or immigration policies, a jump from

a policy change to dramatically increase the flow of

today’s roughly 2% growth to a sustained 4% would likely

foreign workers into the U.S. economy seems highly

require a healthy dose of fiscal stimulus.

unlikely in the current political environment. Even if
it did happen, productivity growth would need to

For the new leadership in Washington, stimulative tax-cut

reaccelerate substantially as well. In other words, all of

and infrastructure spending policies have been part of

these constraints make a long-term move to a much

the early discussion. However, the impact of any fiscal
stimulus may be inhibited by potentially low multipliers

EXHIBIT 3: Historically, corporate tax cuts have provided less
economic growth benefit than new spending.
Economic Impact from $1 of Fiscal Stimulus by Policy Category
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(i.e., how much growth is generated by easier fiscal
policy). First, multipliers tend to be highest (the biggest
growth bang for the fiscal buck) when the fiscal mix is
more heavily weighted toward new spending, such as
infrastructure. Tax cuts, especially for entities such as
corporations and high-income individuals that may not
spend the money immediately, tend to have lower cyclical
multipliers (see Exhibit 3). While the policy outlook is
highly uncertain and can change at any time, the early
Republican plans have placed a heavier emphasis on
corporate tax cuts and appear to give less priority to new
spending.

Infrastructure

Second, fiscal multipliers tend to be higher when the
economy is running below its potential rate of growth

Purchases

and the Federal Reserve does not respond with tighter
monetary policy. These conditions are most consistent

Source: Congressional Budget Office, Fidelity Investments (AART), as of Feb.
28, 2015.

with an early-cycle dynamic. This implies that fiscal
stimulus boosts growth the most when the economy exits
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recession, as there is high unemployment and excess

but a sustained acceleration may be difficult due to

capacity, and the Federal Reserve is holding interest rates

the constraints presented by the more mature U.S.

at a low level. More than seven years since the end of the

business cycle.

last recession, the economy does not generally exhibit

Consider the following factors:

these early-cycle characteristics, meaning a lower fiscal
multiplier might be expected (see Exhibit 4).

U.S. economy is in solid shape, but in the
later stages of its business cycle
U.S. cyclical trends are defined by two major dynamics.
First, the economy is experiencing a healthy expansion
on the back of solid labor markets and consumer
spending. Second, the economy exhibits elements of
a more mature phase (mid to late) of the U.S. business
cycle, without the broad-based slack in labor and

• Labor markets are tight. The unemployment rate has
recovered to pre-recession lows, and wage growth
continues to pick up (see Exhibit 5). Payroll growth has
remained healthy but decelerated, and all of these
trends are consistent with historical late-cycle dynamics.
Tighter labor markets provide a solid backdrop for the
U.S. consumer and continued overall expansion, but
faster GDP growth would likely result in higher wage
pressures.
• Monetary and credit conditions are no longer

credit markets that typically drive sharp early-cycle

easing. Rising inflation—headline inflation heading

accelerations in growth. As a result, there is near-term

toward 3% and core inflation (excluding food and

upside potential if pro-growth policies are implemented,

energy) remaining firmly above 2%—has firmed market

EXHIBIT 4: Economic benefits from fiscal stimulus tend to be
larger when there is more slack in the economy.

EXHIBIT 5: Corporate profits have recovered but rising wage
costs may cap the upside.

Analysis of the Impact of a $1 Boost from Fiscal Stimulus
over Two Years
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expectations that the Federal Reserve will hike its

aggregate also face a more mature cycle phase due to

policy rate at least two more times in 2017. As is typical

rising profit margin pressures from accelerating wages,

during a maturing cycle, the expectation for higher

rising interest expense, and a stronger dollar. The

policy rates has tightened credit conditions in several

corporate sector is supported by the global industrial

business and consumer categories, including business

recovery and optimism about policy changes, but

loans, auto loans, and credit cards. Current credit and

tightening labor and monetary conditions make an

monetary conditions support continued expansion, but

early-cycle-type reacceleration in profits unlikely.

if growth and inflation accelerate, monetary and credit-

Pro-growth policies could temporarily create some

standard tightening are likely to act as a counterweight.

acceleration in U.S. economic growth, but the relatively

• Business sector experiencing a mix of various trends.

mature phase of the cycle implies that higher growth

Some U.S. businesses are experiencing a growth revival,

and inflation would likely create a faster move toward

with the global economic recovery boosting areas

a full late-cycle phase (see Exhibit 6, Business Cycle

such as manufacturing and supporting a recovery in

Framework).

profit growth (Exhibit 5). However, businesses in the

EXHIBIT 6: The world’s largest economies are in expansion, though at various phases of the business cycle.
Business Cycle Framework
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Note: The diagram above is a hypothetical illustration of the business cycle. There is not always a chronological, linear progression among the phases of the business
cycle, and there have been cycles when the economy has skipped a phase or retraced an earlier one. Please see endnotes for a complete discussion. Source: Fidelity
Investments (AART).
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A closer look at business cycles around
the world
China
The Chinese economy remains in cyclical expansion,
but policymakers have begun to rein in monetary and
credit stimulus. Industrial activity reaccelerated to multiyear highs, and manufacturing Purchasing Managers’
Indexes (PMIs) continue to support the near-term outlook.
However, the upside to overall economic growth may be
limited, as policymakers have moved away from an easing
stance by allowing interbank rates to rise, and reining
in their support of the property market. Additionally,

ago. Emerging markets as a whole have improved off
a low base, with corporate profit growth now rising for
the group for the first time since 2014. Export-oriented
countries, such as South Korea, Taiwan, and Japan,
have showed notable improvement, with inventory-toshipment ratios in these countries moving toward benign
levels, as sales outpace inventory growth. Commodityexporting countries, such as Canada and Australia, also
have improved due to recovering commodity prices,
although they are farther along in their cycles. The
global economy is showing signs of synchronized
reacceleration and reflation.

inflation has begun to pick up, which may further limit

Asset allocation implications

policy accommodation. Less accommodative policy, in

Potential changes in U.S. economic policies continue

addition to continued excess credit and capacity, will
serve to constrain China’s cyclical growth upside.

to be a key focus for the financial markets. Some
progress on regulatory relief has helped boost business

Europe

optimism, but legislative plans for tax reform and other

The Euro Area remains in a mature mid-cycle phase.

measures continue to lack clarity and may take some

Manufacturing PMIs indicate that Europe’s industrial

time to pan out. In this environment, the synchronized

sectors are continuing to reaccelerate, benefiting from

global expansion provides a solid growth backdrop for

the recovery in global trade and Asian growth. However,

riskier assets. However, the potential upside from more

the European political environment poses risks, as

stimulative U.S. fiscal policies may be constrained by the

uncertainty surrounding upcoming core-country elections

mature nature of the U.S. business cycle.

could weigh on consumer and corporate sentiment.

From an asset allocation standpoint, we continue to

There are risks stemming from the European political

favor global equities. However, smaller asset allocation

environment, but overall, Europe’s cyclical expansion

tilts are warranted due to the advanced stage of the U.S.

remains steady.

business cycle, fuller valuations for many riskier assets

Global Summary

such as U.S. equities, the wide distribution of potential

After a reacceleration supported by a global industrial

policy outcomes, and rising geopolitical risk. As the

recovery, the global economy continues to gain traction
and show signs of a synchronized expansion. Seventy
percent of countries’ leading economic indicators are
rising on a six-month basis, compared to just 45% a year
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United States proceeds toward the late-cycle phase,
exposure to inflation-resistant assets may become even
more valuable to provide portfolio diversification.
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