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federal government—especially when spending financed by the federal 
government but implemented by states and localities is counted as federal. 
The automatic stabilizers and discretionary fiscal policy are about equally 
important to macroeconomic stabilization. During economic downturns, 
taxes fall and transfers increase both automatically and in response to 
legislation, and the federal government also increases purchases. State fiscal 
policy is very mildly procyclical, and declines in state and local purchases 
more than offset stimulus provided by state automatic stabilizers. 
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Endnotes
1. See Blinder (2016) for discussion of the history of thought on the use of fiscal policy.
2. The Hutchins Center publishes its latest reading of the FIM with every GDP release (see Belz and 

Sheiner 2019).
3. The assumed total fiscal multipliers are 1.0 for government purchases, 0.9 for government transfers, 

0.6 for individual taxes, and 0.4 for corporate taxes. See online appendix A for more details.
4. Appendices can be found at the end of the online version of this chapter.
5. The rest of federal grants are mainly for education and transportation, so are likely to be purchases 

rather than transfers. Data on the federal share of Medicaid are from the National Health 
Expenditure Accounts released by the Center for Medicare & Medicaid Services.

6. See Furman (2016) for a discussion of the need for sustained fiscal policy following large recessions. 
Cashin et al. (2018) also discuss the unusual degree of contraction in these years.

7. CBO uses cross-sectional data to estimate how much taxes would increase were everyone’s income 
to rise by 1 percentage point, which allows CBO to isolate the automatic part of revenue changes 
from changes that occur because of legislation (Russek and Kowalewski 2015). CBO’s most recent 
estimates can be found at CBO (2019).

8. As noted by Sheiner (2019), state income taxes are not very progressive, and most state and local 
sales and property taxes are also subject to a flat rate, so the assumption of a flat tax rate seems fine. 
But if the tax base does not move one for one with GDP—for example, if property values do not 
fall much during recessions—this calculation will overstate the effect of state automatic stabilizers.

9. CBO (2015) appears to regress federal Medicaid spending against measures of the business cycle, 
without accounting for the fact that Congress has in the past increased the federal share of Medicaid 
spending during recessions, which will make Medicaid appear more countercyclical than it is. We 
regress total Medicaid spending, including both state and federal, to avoid this problem.

10. Both BEA and CBO count all UI benefits as federal, although the UI program is really a joint federal-
state program, with the states having discretion to set the rules and financing most of the regular 
benefit payments, either through tax proceeds or through loans from the federal government. We 
follow their lead in assigning all benefits to the federal government; assigning some benefits to state 
governments would reduce the procyclicality of state and local fiscal policy.

11. Furman (forthcoming) has a comprehensive discussion of the changes in fiscal policy that occurred 
during the Great Recession.

12. Follette and Lutz (2013) decompose discretionary policies into those intended to stimulate the 
economy and those enacted for other reasons.

13. The fiscal stance measured in Cashin et al. (2018) is decomposed into three pieces: discretionary 
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policy (policy that requires legislation), automatic stabilizers, and a residual (everything else). They 
find that their residual category is slightly countercyclical, which could mean that including it with 
discretionary, as we do, implies that we are overstating the countercyclicality of fiscal policy a bit. 
But even that is not clear. It may be that Congress is more likely to allow increases in spending or 
reductions in taxes to show through to the deficit when the economy is weak, but not when the 
economy is strong, meaning that residual cyclicality is viewed appropriately as countercyclical fiscal 
policy.

14. It is worth noting that, while the one-year change in the unemployment gap fits most of the data 
well, adding an additional lag (the one-year change lagged four quarters) to the equations involving 
state FIM improves the fit and increases the procyclicality of state and local policy. This suggests 
that the chain of events between an increase in the unemployment rate and a reduction in state and 
local spending takes longer. When recessions are short and the economy bounces back quickly, this 
lag makes state and local fiscal policy less destabilizing. When recessions are long, though, the lag 
acts to impede the recovery.
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