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o Ten years after the enactment of the American Recovery and Reinvestment Act of 2009
(or “stimulus law”), former Deputy Staff Director of the House Ways and Means Com-
mittee Matt Weidinger compares the predicted and actual economic outcomes of the
stimulus law and reviews the repercussions that we still see today.

e Because of the apparent ineffectiveness of the temporary 2009 stimulus law, lawmak-
ers have started to call for creating permanent “automatic stimulus,” such as the ELEVATE

Act.

o The ELEVATE Act would provide sharply rising federal payments to states for employ-
ment subsidies and related benefits, and in states with high unemployment rates, fed-
eral funding would pay 100 percent of the subsidies.

e While such an approach might improve the timeliness of responses to recessions, pro-
posed benefits are temporary and not targeted, and their cost is a key concern.

Ten years after the enactment of the February
2009 American Recovery and Reinvestment Act
(ARRA, or “stimulus law”) in the midst of the
worst economic recession since the Great Depres-
sion, the policy implications of this legislation con-
tinue to be felt.

ARRA included numerous spending and reve-
nue provisions, from short-run traditional stimu-
lus to long-run transformative measures. It tempo-
rarily raised the federal matching rates for Medi-
caid, education, and certain transportation pro-
jects for localities and states. A number of public
benefits were extended or made more generous,
notably in the Unemployment Insurance program
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and the Supplemental Nutrition Assistance Pro-
gram (SNAP). The act also included a number of
measures providing temporary tax relief to individ-
uals and business, such as the Making Work Pay tax
credit and increased deductions for capital depre-
ciation of business equipment. Also in it were a
number of provisions designed to promote “green
energy,” a precursor to today’s calls for even more
aggressive efforts on that front. When ARRA
passed, the Congressional Budget Office (CBO) es-
timated it would increase budget deficits by
$787 billion over 10 years, with the vast majority
realized by the end of 2012, an estimate that was
later revised upward.!



As is now well understood, the optimistic ex-
pectations of ARRA did not prove accurate, as em-
ployment fell after the enactment of the bill, de-
spite the Obama administration’s January 2009 re-
port, which predicted it would rise.? Instead of giv-
ing stimulus supporters data with which to make
their case, the 2009 report quickly morphed into a
detailed road map for stimulus opponents who not
only questioned the effects of the stimulus law but
also rejected calls for additional stimulus later that
year.

This report begins by reviewing the predicted
and actual economic outcomes after the enact-
ment of the 2009 stimulus law and the political
commentary associated with these disparities.
Given the potential for future political challenges
to similar legislation during the next recession,
this report also reviews a recent legislative pro-
posal (the ELEVATE Act) to establish enhanced
“automatic stimulus” and other possible proposals
that might follow.

Review of Key Employment Predictions
in the January 2009 Report

The first “preliminary finding” in the January 2009
report is that “a package in the range that the
President-elect has discussed is expected to create
between three and four million jobs by the end of
2010.”3 Specifically, the authors note that the stim-
ulus law was expected to create over three million
net new jobs (nearly 3.7 million). The expected
level of payroll employment in the fourth quarter
of 2010 would now be 137,550,000 (with the stim-
ulus law) instead of 133,876,000 without the law.4
Reality, however, turned out to be significantly
different. As displayed in Figure 1, payroll employ-
ment fell from 134,857,000 in December 2008 (im-
mediately before the Obama administration’s re-
port was published) to 130,839,000 in December
2010, a decline of four million jobs and nearly
seven million jobs short of the projected
137,550,000 number for the end of 2010. It took un-
til January 2014—more than three years later—for

Figure 1. Actual Employment Fell Short of Prediction by Almost Seven Million
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Source: Current Employment Statistics, “Employment, Hours, and Earnings,” Bureau of Labor Statistics, https://www.bls.gov/ces/;
and Christina Romer and Jared Bernstein, “The Job Impact of the American Recovery and Reinvestment Plan,” January 9, 2009,
https://www.economy.com/mark-zandi/documents/The_Job_Impact_of_the_American_Recovery_and_Reinvestment_Plan.pdf.
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payroll employment to reach the 137,550,000 level
the report had forecasted for late 2010 if the stim-
ulus were enacted.

Other predictions in the January report also
proved inaccurate. The unemployment rate, in-
stead of remaining below 8.0 percent and falling to
7.0 percent in late 2010 with the enactment of the
recovery plan, spiked to 10.0 percent in October
2009 and remained at 9.3 percent in December
2010.° Moreover, predictions such as “moving
workers from part-time to full-time work” and
“particularly strong job growth” in “construction
and manufacturing” were also inaccurate. Instead
of falling as forecasted, involuntary part-time em-
ployment rose throughout the recession. At the
end of 2010, there were 900,000 more involuntary
part-time workers than in December 2008 when
the pre-stimulus level was 8.0 million.”

Similarly, instead of rising by 678,000, con-
struction employment fell by 1.2 million between
December 2008 and December 2010.2 Manufactur-
ing employment also fell by 1.2 million in that pe-
riod.? Construction and manufacturing employ-
ment each missed their forecast mark by almost
two million jobs—a significant share of the nearly
seven million jobs difference between the
137.5 million jobs forecasted by the January 2009
report and the actual 130.8 million jobs in the US
economy in December 2010.

Political Fallout from the Missed Fore-
casts in the January 2009 Report

The missed forecasts in the January 2009 report
became a significant political liability for support-
ers of the stimulus law. Republicans did not miss
their moment, regularly asking, “Where are the
jobs?” and deriding later administration promises
of “shovel-ready jobs” and “recovery summer.”
House Republican leader Rep. John Boehner
(R-OH) issued a February 2010 report titled “One
Year Later: ‘Where Are the Jobs?””'® A 2012 publi-
cation from Republican National Committee
Chairman Reince Priebus highlighted the “Five
Biggest Failures from President Obama’s Stimulus
Law.” This included missed forecasts for unem-
ployment, jobs, poverty, green energy, and electric
car production.
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Obama administration officials, after leaving
their posts, admitted that predictions in the Janu-
ary 2009 report caused political problems. Chris-
tina Romer, a coauthor of the report, noted, “If I
were doing this over again, I'd be more politically
astute.”? Other stimulus proponents stated that
they “simply blew the baseline, the economy’s
starting point.”3 Jared Bernstein said, “In hind-
sight, obviously, we should’ve focused on the
delta.”4 The left-leaning Center on Budget and
Policy Priorities called it “a rookie mistake by the
new president and his staff, [which] . . . handed
their opponents a political sledgehammer.”’s

On the first anniversary of the law, political
commentator Charles Krauthammer noted that
more people believed Elvis was alive than that the
stimulus law had created jobs.!

More recently, key former Obama administra-
tion figures discussed policy implications of the
2009 law. Jason Furman, another former chair of
President Obama’s Council of Economic Advisers,
noted, “Paradoxically, the worse-than-expected
macroeconomic outcomes reduced the desire to
take more macroeconomic measures.” Congress
passed a number of subsequent extensions of un-
employment benefits and related bills, which had
substantial spending and other effects, but no
other significant “stimulus” bill was enacted fol-
lowing the February 2009 law, in contrast to the
2001 recession when “Congress passed bills it de-
scribed as stimulus in 2001, 2002, 2003, and again
in 2004.”7 Whether additional stimulus bills were
needed after February 2009 is debatable, but as
Furman noted, it is clear that the January 2009 re-
port made enacting such subsequent legislation
more difficult during the remainder of 2009 and
2010.

Perceptions about the effectiveness of the 2009
stimulus law may also affect the ability or willing-
ness of policymakers to enact stimulus legislation
in the future, a concern to some policymakers. For
example, Furman and Peter Orszag (another sen-
ior Obama administration official) have suggested
that policymakers seek more “automatic stimulus”
in permanent law, which would not depend on the
enactment of “targeted, timely, temporary” stimu-
lus laws.’® Noting “gridlock and dysfunction” in the
current Congress, Bernstein suggests “a forward-
looking agenda would depend less on discretionary
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measures and more on extended unemployment
insurance and SNAP benefits, job subsidies and
grants to states (which must balance their budgets
regardless of the economy), all of which were part
of ARRA.” And today, lawmakers have begun to
heed this advice.

The Rise of “ Automatic Stimulus”

Rep. Danny Davis (D-IL), the chairman of the
House Ways and Means Worker and Family Sup-
port Subcommittee, recently introduced the ELE-
VATE Act.?° This legislation was first introduced in
2018, and then reintroduced in January 2019, by
Sen. Ron Wyden (D-OR), the senior Democrat on
the Senate Finance Committee, which also has ju-
risdiction over welfare and unemployment benefit
programs.>

The ELEVATE Act would create a new program
to promote subsidized employment while also
providing a variety of related benefits for low-
income individuals, including welfare recipients,
the long-term unemployed, and formerly incarcer-
ated individuals. Employment subsidies would be
paid to public, private, or nonprofit employers to
help them cover the wages (or payroll taxes) for a
new hire or to compensate or provide training to a
current eligible employee. The legislation reserves
70 percent of program funds for employment sub-
sidies, with the balance available for job training
and other “supportive” services such as child-
care.?2 Most significantly in light of the 2009 stim-
ulus law debate, the ELEVATE Act would provide
sharply rising federal payments for
employment subsidies and related

by allocating federal funds to states for employ-
ment subsidies and related benefits by using the
Federal Medical Assistance Percentage (FMAP), a
formula that allocates relatively more federal
funds to states with lower per capita incomes com-
pared with the national average.?? In fiscal year
(FY) 2018, FMAP rates varied from 50 percent in
14 states to 76.39 percent in Mississippi.>

The ELEVATE Act also would increase federal
funding for employment subsidies when the econ-
omy is weak by increasing the federal govern-
ment’s cost share for these new programs above
the rate established by the state’s FMAP calcula-
tion. (See Table 1.)

The ELEVATE Act funding scheme is more gen-
erous than the 2009 stimulus law funding for sim-
ilar employment subsidies, in several respects.

First, the ELEVATE Act proposes open-ended
entitlement funding for employment subsidies, as
opposed to the capped amount authorized for that
and related purposes under the 2009 law.

Second, and especially when future unemploy-
ment rates rise, the ELEVATE Act proposes higher
federal matching rates for employment subsidies
than the 2009 stimulus law did. The short-term
Temporary Assistance for Needy Families (TANF)
Emergency Contingency Fund (ECF) included in
the 2009 law authorized additional funding for
states for basic assistance and employment subsi-
dies and transitional job placement. Over FY2009
and FY2010, when that temporary program was in
operation, the $5 billion ECF reimbursed states for

Table 1. Proposed FMAP Rates Under the ELEVATE Act

benefits in states with high unem-
ployment rates. In the states with

the highest unemployment rates,
the federal funding would pay 100 per-

cent of the subsidies. This would

create a de facto “automatic” ver-
sion of one of the key economic

stimulus policies Democrats en-
acted in the 2009 stimulus law.

In general, the ELEVATE Act fol-

State Unemployment Rate FMAP
Under 6.5 Percent FMAP
©.5-6.9 Percent FMAP + 20
7.0-7.4 Percent FMAP + 30
7.5-7.9 Percent FMAP + 40
8.0 Percent and Above FMAP + 50

lows other major entitlement pro-
grams—such as Medicaid, the Chil-

Note: Rates are quarterly averages. The resulting FMAP in high unemployment states cannot
exceed 100 percent.

dren’s Health Insurance Program, Source: ELEVATE Act of 2019, H.R. 556, 116th Cong., 1st sess.

and mandatory childcare funding—
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80 percent of increased expenditures in these cat-
egories; $1.3 billion of this total was spent on em-
ployment subsidies.? In contrast to that 8o per-
cent match rate, the ELEVATE Act proposes up to
100 percent federal funding for employment sub-
sidies.?® As Figure 2 displays, had the ELEVATE Act
been in effect in FY2009 and FY2010, the average
federal matching rate for states would have been
92 percent, compared with the 8o percent rate pro-
vided under the TANF ECF employment subsidy
program in the 2009 law.

Because underlying FMAP rates vary by state
and federal funding for ELEVATE Act programs
would vary by quarterly state unemployment rates,
it is useful to consider two examples. Had the
ELEVATE Act been in effect, in North Dakota, a
state with a low FMAP and lower-than-average un-
employment in FY2009 and FY2010, federal fund-
ing would not have surpassed 80 percent in any
quarter. In contrast, in Mississippi, a state with a
high FMAP and higher-than-average unemploy-
ment then, federal funding would have equaled
100 percent in all eight quarters.?”

The third way in which the ELEVATE Act pro-
poses more generous funding for employment sub-
sidies than the 2009 law did involves its employ-
ment subsidy program. The employment subsidies
program created in the 2009 law was in effect for
only two years—FY2009 and FY2010—as specified
by the temporary stimulus law. In contrast, had the
ELEVATE Act been enacted instead of that tempo-
rary program, it would have provided benefits
starting in FY2009 and—as a permanently author-
ized program—would remain operational today,
even though the national unemployment rate is
4.0 percent.

As a result of these factors, compared with the
$1.3 billion expended on employment subsidies via
the ECF under the 2009 stimulus law, the
ELEVATE Act would likely result in significantly
increased spending for this purpose, especially in
times of higher unemployment.?® Samuel Ham-
mond recently described the bill as “more ambi-
tious” than an alternative proposed national subsi-
dized employment program estimated to cost
$16 billion annually.?

Figure 2. Average Federal Matching Rate for Proposed ELEVATE ACT and TANF
Emergency Contingency Fund, FY2009-FY2010

100%

10

ELEVATE Act

TANF ECF

Source: Bureau of Labor Statistics, “Local Area Unemployment Statistics,” https://www.bls.gov/web/laus/laumstrk.htm;
Henry |. Kaiser Family Foundation, “Federal Medical Assistance Percentage (FMAP) for Medicaid and Multiplier,” https://
www . kff.org/medicaid/state-indicator/federal-matching-rate-and-multiplier/; and Gene Falk, “The TANF Emergency Con-
tingency Fund,” Congressional Research Service, December 22, 2010, https://fas.org/sgp/crs/misc/R41078 . pdf.
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Other Possible “ Automatic Stimulus”

As recently described by Bernstein, there are a
number of other policies included in the 2009
stimulus law that could be made similarly “auto-
matic”—with the federal share of program funding
increasing automatically based on a state-level la-
bor market trigger. For example, the temporarily
raised federal matching rates for Medicaid, educa-
tion, and certain transportation projects estab-
lished in the stimulus law could be structured as
permanent policies. Enhanced FMAP rates for
these programs could be readily tied to state un-
employment rates. Various measures providing
temporary tax relief to individuals and businesses
could be provided along similar lines.

In addition, providing extended unemployment
benefits for workers who exhaust state unemploy-
ment benefits has been a staple of recent stimulus
legislation. Following the pattern of the ELEVATE
Act, policymakers could design unemployment
rate triggers for a new national extended benefits
program as a matter of permanent law, obviating
the need for the sort of temporary extensions cre-
ated in the wake of recent recessions. For example,
the criteria for providing additional weeks of fed-
eral extended unemployment benefits during the
final phases of the temporary Emergency Unem-
ployment Compensation (EUC) program that op-
erated from 2008 through 2013 offer a guide for
how this might work.3° For individuals who ex-
hausted up to 26 weeks of state unemployment
benefits, that program then provided:

e Up to 14 additional weeks of benefits in
states with an unemployment rate below
6 percent,

e Up to 28 additional weeks of benefits in
states with unemployment rates above
6 percent,

e Up to 37 additional weeks of benefits in
states with unemployment rates above
7 percent, and

e Up to 47 additional weeks of benefits in
states with unemployment rates above
9 percent.

In addition to up to 20 weeks of benefits payable
under the permanent law Extended Benefits (EB)
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program, this meant that in the highest unemploy-
ment states, up to 93 weeks of benefits were paya-
ble (26 weeks of state benefits plus 47 weeks under
EUC and 20 weeks under EB). In states with un-
employment rates under 6 percent, up to 40 weeks
of benefits were payable (26 weeks of state benefits
plus 14 weeks under EUC).3!

Conclusion

As these examples suggest, policymakers could
make a number of stimulus policies more auto-
matic. If carefully crafted, such an approach might
improve the timeliness of responses to recessions.
However, whether benefits and other measures
would be properly targeted and temporary, and
how much they would cost, are key concerns. As
proposed in the ELEVATE Act, automatic stimulus
would mean permanently higher federal spending,
even when the economy is strong; similar changes
to other programs would increase spending even
more, in good times and bad. In contrast, the 2009
law provided for significantly lower spending for
employment subsidies, and only for two years.3

Lawmakers could address some of these con-
cerns through changes in the ELEVATE Act or
other measures designed to provide automatic
stimulus. They could target such legislation to pro-
vide federal funding only when unemployment is
high. And if lawmakers regard these programs as
necessary to better stimulate the economy, they
could designate other less-needed spending to pay
for that additional spending. For example, lawmak-
ers could reduce FMAP rates for various benefit
programs during non-recessionary times to offset
the cost of increased FMAP rates (such as those
proposed in the ELEVATE Act) when unemploy-
ment is high. Absent such changes, it seems likely
that additional automatic stimulus would increase
deficit spending.

Despite concerns that Congress may not be able
to enact stimulus legislation in the future as a re-
sult of dysfunction or the apparent ineffectiveness
of the 2009 stimulus law, lawmakers are under tre-
mendous pressure to “do something” when reces-
sions strike. Since at least the 1950s, lawmakers
have supplemented underlying automatic tax and
spending stabilizers with short-term legislation ex-
tending unemployment benefits, among other



stimulus measures.3 The existence of automatic
stimulus might not restrain that urge to “do some-
thing,” which could mean still more spending than
otherwise would occur.

The nonpartisan CBO has found that existing
automatic stabilizers provided more support than
ever following the last recession—even with the
large temporary stimulus enacted in 2009.34 Their
2013 report found that “automatic stabilizers
added significantly to the budget deficit—and
thereby helped to strengthen economic activity—
in fiscal years 2009 through 2012.”35 Further, the
CBO found that the degree to which automatic sta-
bilizers strengthened economic activity in the four
years following the onset of the recession was
matched only twice in the past 50 years. This sug-
gests that current US tax and transfer policies are
already highly responsive to economic fluctua-
tions.

About the Author

Policymakers should carefully consider the
risks of layering more automatic stimulus on top of
these automatic stabilizers, especially if the driving
factor is concern about political divisions in Con-
gress. Congress has regularly found a way to craft
stimulus legislation—often with bipartisan sup-
port—when unemployment rises. That need for bi-
partisan cooperation serves as an important brake
on either party’s more extreme policy preferences.
That the 2009 stimulus law, designed and enacted
almost entirely on a partisan basis, was not fol-
lowed by other stimulus measures (due in part to
its failure to achieve the predicted goals of its sup-
porters) is not a sufficient reason to abandon that
long-standing practice. Doing so would involve its
own significant new risks.

Matt Weidinger is a resident fellow in poverty studies at AEI, where he focuses on safety-net policies, includ-
ing cash welfare, child welfare, disability benefits, and unemployment insurance. He is a former deputy staff
director of the House Ways and Means Committee.
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