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The economy has been growing in line with its potential, and the unemployment rate has been relatively 

low since the recovery from the 2020 COVID pandemic. Nevertheless, the economy faces several 

imbalances that pose risks to economic expansion if their unwinding were disorderly. The presence of 

these imbalances does not necessarily suggest that a recession is currently likely—expansions always face 

risks, and the probability of an imbalance causing a recession at any given time is low. If Congress seeks 

to bring any of these factors into closer balance to reduce macroeconomic risk, it has tools to do so, 

though deploying such tools involves policy trade-offs. This Insight briefly highlights six broad 

imbalances and the factors driving them, with links to more detailed discussions. 

Inflation 
The pandemic set off a period of unusually high price inflation (peaking at 8% in 2022), which remains 

higher than it was in the decades before the pandemic, as seen in Figure 1. In addition to the pandemic, 

other disruptions have contributed to high inflation—most recently, the Iran conflict has resulted in 

volatile energy prices. At various times since 2021, energy, food, and shelter prices, among other 

categories, have risen quickly.  
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Figure 1. U.S. Inflation Rate, 2016-2026 

12-month change in Consumer Price Index 

 

Source: Bureau of Labor Statistics. 

High inflation has fueled concerns among some Members of Congress and the public about affordability. 

Affordability is typically a relative concept and can be thought of in terms of prices relative to earnings or 

income. At times, earnings and incomes have kept pace with inflation since 2021, and at other times they 

have not.  

Inflation is primarily affected by monetary policy, which is controlled by the Federal Reserve (Fed), but 

reducing budget deficits (discussed next) could make it easier for the Fed to reduce inflation. 

See CRS In Focus IF13189, Is “Affordability” An Attainable Policy Goal?, by Lida R. Weinstock and 

Marc Labonte. 

Federal Budget Deficit and Borrowing Costs 
Since the pandemic, the federal government has run historically large budget deficits relative to gross 

domestic product (GDP)—estimated to be above 5% of GDP each year since FY2020. When 

unemployment is low, economic theory suggests that large budget deficits will push up general interest 

rates and the trade deficit (discussed next). The economy has featured higher interest rates and a relatively 

large trade deficit in recent years.  

As a result of persistently large deficits, federal debt is historically high (projected to reach 100% of GDP 

for the first time since World War II this year, as shown in Figure 2) and is projected to continually grow 

more quickly than the economy, which economists consider to be unsustainable in the long run. This has 

increased the federal government’s borrowing costs, limited Congress’s future fiscal maneuverability to 

respond to future crises, and created a potential financial vulnerability—future deficits can continue only 

if private investors (including foreign investors) are willing to continually finance an ever-larger debt.  

https://www.bls.gov/cpi/data.htm
https://crsreports.congress.gov/product/pdf/IF/IF11751
https://crsreports.congress.gov/product/pdf/IF/IF10054
https://crsreports.congress.gov/product/pdf/IF/IF13189
https://www.cbo.gov/publication/62105
https://www.piie.com/publications/working-papers/2026/how-buy-trade-surplus?utm_source=update-newsletter&utm_medium=email&utm_campaign=piie-insider
https://crsreports.congress.gov/product/pdf/R/R47877#_Toc153869925
https://crsreports.congress.gov/product/pdf/RS/RS22331
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Figure 2. U.S. Federal Debt, 1940-2026 

 

Source: Office of Management and Budget and Congressional Budget Office (CBO). 

Notes: 2026 is CBO’s baseline projection. 

See CRS In Focus IF11253, Introduction to U.S. Economy: Fiscal Policy, by Lida R. Weinstock. 

Trade Deficit 
The United States has run a trade deficit each year since 1976. By accounting identity, trade deficits 

reflect the shortfall between domestic saving and investment. As economic theory would predict, the 

United States has continued to run a relatively large trade deficit despite the President raising tariffs on 

imports starting in 2025 (see Figure 3Error! Reference source not found.). Research suggests that 

higher tariffs have been partially passed through to consumers in the form of higher prices. 

https://www.whitehouse.gov/wp-content/uploads/2026/04/hist07z1_fy2027.xlsx
https://www.cbo.gov/publication/61882
https://crsreports.congress.gov/product/pdf/IF/IF11253
https://crsreports.congress.gov/product/pdf/R/R48549
https://www.federalreserve.gov/econres/notes/feds-notes/detecting-tariff-effects-on-consumer-prices-in-real-time-part-II-20260408.html
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Figure 3. U.S. Trade Deficit, 2016-2026 

 

Source: CRS calculations based on data from the Bureau of Economic Analysis. 

See CRS In Focus IF13047, Introduction to U.S. Economy: Trade Deficit, by Marc Labonte and Lida R. 

Weinstock.  

Artificial Intelligence (AI) 
Recent advances in AI have revolutionized some jobs and tasks, creating new jobs in some areas while 

replacing jobs in other areas. AI appears to have contributed to moderately higher productivity growth; 

has led to a surge in business borrowing and investment in data centers, semiconductors, and other 

physical capital spending; and has fueled a surge in tech stock prices. While these factors have generally 

had a positive effect on the overall economy to date (see Figure 4), there is risk of an AI bubble that 

might be economically disruptive if it were to subsequently burst. Meanwhile, AI has introduced new 

risks to the economy, such as higher risks of cyberattacks. 

https://www.bea.gov/itable/national-gdp-and-personal-income
https://crsreports.congress.gov/product/pdf/IF/IF13047
https://crsreports.congress.gov/product/pdf/R/R48695
https://cepr.net/publications/ai-bubble-monitor/
https://www.weforum.org/stories/economic-growth/how-would-the-bursting-of-an-ai-bubble-actually-play-out/
https://crsreports.congress.gov/product/pdf/IF/IF13151
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Figure 4. Estimated Contribution of AI Investment Spending to Quarterly U.S. 

Growth, 2022: Q1-2026: Q1 

 

Source: Soto, Thieu, and Allen. 

See CRS In Focus IF12762, The Macroeconomic Effects of Artificial Intelligence, by Lida R. Weinstock 

and Paul Tierno.  

Housing Markets 
Since the pandemic, housing markets have generally featured rising prices and rents, higher mortgage 

rates, and less new housing built per capita (see Figure 5). This has led to a modest decline in the 

homeownership rate, a decrease in housing affordability, and a decline in the percentage of families that 

have moved.  

Figure 5. U.S. Private Housing Starts, 1980-2025 

 

Source: CRS calculations based on data from the Census Bureau and the Bureau of Labor Statistics.  

https://www.federalreserve.gov/econres/notes/feds-notes/the-ai-buildout-and-the-economy-publicly-available-data-to-assess-ais-impact-20260717.html
https://crsreports.congress.gov/product/pdf/IF/IF12762
https://crsreports.congress.gov/product/pdf/R/R48892#_Toc226119220
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See CRS Report R48892, Housing Supply: Current Trends and Policy Considerations, by Lida R. 

Weinstock. 

Labor Supply Slowdown 
A growing economy depends on an increase in employment, which in turn depends on an increase in the 

labor supply to fill jobs. The supply of available workers has declined since late 2025 (see Figure 6)—a 

rare occurrence in the post-World War II period—primarily due to the aging of the population and recent 

changes in immigration policies. This has disproportionately affected certain areas and industries, notably 

those more reliant on foreign-born workers.  

Figure 6. U.S. Labor Force, 2016-2026 

 

Source: Bureau of Labor Statistics. 

The aging of the population is a long-term trend that has caused the labor supply to grow more slowly in 

recent years. Changes in immigration policy have reduced net migration since 2025, after four preceding 

years of relatively high net migration. 
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Disclaimer 

This document was prepared by the Congressional Research Service (CRS). CRS serves as nonpartisan shared staff 

to congressional committees and Members of Congress. It operates solely at the behest of and under the direction of 

Congress. Information in a CRS Report should not be relied upon for purposes other than public understanding of 

information that has been provided by CRS to Members of Congress in connection with CRS’s institutional role. 

CRS Reports, as a work of the United States Government, are not subject to copyright protection in the United 

States. Any CRS Report may be reproduced and distributed in its entirety without permission from CRS. However, 

as a CRS Report may include copyrighted images or material from a third party, you may need to obtain the 

permission of the copyright holder if you wish to copy or otherwise use copyrighted material. 
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