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Why This Matters During economic downturns, the federal government can use tax and spending
policies to support economic growth and limit the detrimental effects on
individuals and families. The federal budget contains mechanisms—known as
automatic stabilizers— that alter tax and spending levels in response to changes
in economic conditions without direct intervention by policymakers. For example,
in an economic downturn—when incomes and the employment level fall—tax
liabilities may decrease, and more people may become eligible for certain
government benefits, such as unemployment insurance and food assistance.
Conversely, when incomes and the employment level rise, tax liabilities may rise,
and fewer people may be eligible for government benefits.

Given the key role that automatic stabilizers can play in supporting the economy
and the well-being of individuals and families, it is important to understand how
effectively they are operating. It is also important to understand their impact on
the broader federal budget. We have previously reported that the federal
government faces an unsustainable long-term fiscal future. Debt held by the
public is projected to exceed its historical high of 106 percent of gross domestic
product (GDP) within the next 10 years. Well-designed automatic stabilizers
could help the federal government balance the short-term need to promote
growth during an economic downturn with longer term concerns about fiscal
sustainability.

You asked us to review several issues related to automatic stabilizers. This
report examines the effects of automatic stabilizers on the economy, the well-
being of individuals and families, and the federal government’s fiscal condition,
based on an extensive review of academic and government literature.

Key Takeaways e Studies we reviewed showed that automatic stabilizers reduced the

detrimental effects of recent economic downturns. They prevented the
economy from getting worse by generating additional economic activity.

e Studies showed that during economic downturns, programs with an automatic
stabilizer component had various positive effects on the well-being of
individuals and families, such as alleviating poverty and supporting positive
health outcomes including improved nutrition and healthy birth weights.
However, it is difficult to isolate the effects of automatic stabilizers, because
studies frequently did not separately analyze the automatic portions of these
programs and discretionary changes made by policymakers to address
economic downturns.

o Automatic stabilizers contributed to federal deficits in the wake of recent
economic downturns, according to Congressional Budget Office (CBO)
analysis. However, they are not the key driver of debt over the long-term.
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How do automatic
stabilizers work?

Automatic stabilizers can be taxes or spending programs that automatically
adjust based on economic conditions. Figure 1 provides examples of how tax
provisions and spending programs work as automatic stabilizers and affect the
economy.

Figure 1: Effects of Automatic Stabilizers during Economic Downturns
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Source: GAO analysis, see additional source information on graphics. | GAO-24-106056

When is an economic
downturn categorized
as a recession?

In general, the economy goes through alternating periods of upswings—or
expansions—and downturns—or contractions. This pattern is commonly referred
to as the business cycle." A recession is a specific type of economic downturn.
The National Bureau of Economic Research (NBER) defines a recession as a
significant decline in economic activity that is spread across the economy and
that lasts more than a few months.? According to NBER, while all criteria need to
be met to some degree, extreme conditions in any one criterion may offset
another. For example, in the case of the most recent recession in March and
April 2020, driven by the COVID-19 pandemic, NBER concluded that the drop in
economic activity had been so great and so widely diffused that the downturn
should be classified as a recession despite its brevity. NBER defines an
economic expansion as occurring after the economy reaches its lowest point and
economic activity begins to increase.

Since 2000, the U.S. economy has experienced three recessions. Figure 2
shows changes in GDP since 2001, as well as the dates of recessions as
determined by NBER. After a recession officially ends, it may take time for the
economy to return to its pre-recession level of activity. For example, after the
Great Recession ended in June 2009, the economy, as measured by GDP, did
not return to its pre-recession level until late 2010.
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__________________________________________________________________________________________|
Figure 2: Gross Domestic Product (GDP), Fiscal Years 2001-2022
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Source: GAO presentation of Bureau of Economic Analysis and National Bureau of Economic Research data. | GAO-24-106056

Accessible data table for Figure 2: Gross Domestic Product (GDP), Fiscal Years 2001-2022

Fiscal Real GDP in Billions | Recession
Year

2001 13219.3 0
2002 13394.9 0
2003 13619.4 0
2004 14212.3 0
2005 14767.8 0
2006 15244 1 0
2007 15479 0
2008 15702.9 1
2009 15187.5 1
2010 15456.1 0
2011 15769.9 0
2012 16180 0
2013 16441.5 0
2014 16654.2 0
2015 17280.6 0
2016 17565.5 0
2017 17889.1 0
2018 18437 .1 0
2019 18835.4 0
2020 18989.9 1
2021 19216.2 0
2022 19924 1 0

Source: GAO presentation of Bureau of Economic Analysis and National Bureau of Economic Research data. | GAO-24-106056
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The effects of a recession on unemployment and wages can also extend beyond
the official recession dates as determined by NBER. For example, the
unemployment rate continued to increase for 5 months after NBER determined
the 2001 recession had ended, as shown in figure 3.

__________________________________________________________________________________________|
Figure 3: Seasonally Adjusted Unemployment Rate, Fiscal Year 2001-2022
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Source: GAO presentation of Bureau of Labor Statistics and National Bureau of Economic Research data. | GAO-24-106056

Accessible data table for Figure 3: Seasonally Adjusted Unemployment Rate, Fiscal Year
2001-2022

Seasonally adjusted
Data element Recession unemployment rate (percent)

Jan-01 0 4.2
Feb-01 0 4.2
Mar-01 0 4.3
Apr-01 1 4.4
May-01 1 4.3
Jun-01 1 4.5
Jul-01 1 4.6
Aug-01 1 4.9
Sep-01 1 5.0
Oct-01 1 5.3
Nov-01 1 5.5
Dec-01 0 5.7
Jan-02 0 5.7
Feb-02 0 5.7
Mar-02 0 5.7
Apr-02 0 5.9
May-02 0 5.8
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Seasonally adjusted
Data element Recession unemployment rate (percent)

Jun-02 0 5.8

Jul-02 0 5.8
Aug-02 0 5.7
Sep-02 0 5.7
Oct-02 0 5.7
Nov-02 0 5.9
Dec-02 0 6.0
Jan-03 0 5.8
Feb-03 0 5.9
Mar-03 0 5.9
Apr-03 0 6.0
May-03 0 6.1
Jun-03 0 6.3

Jul-03 0 6.2
Aug-03 0 6.1
Sep-03 0 6.1
Oct-03 0 6.0
Nov-03 0 5.8
Dec-03 0 5.7
Jan-04 0 5.7
Feb-04 0 5.6
Mar-04 0 5.8
Apr-04 0 5.6
May-04 0 5.6
Jun-04 0 5.6

Jul-04 0 5.5
Aug-04 0 5.4
Sep-04 0 54
Oct-04 0 5.5
Nov-04 0 5.4
Dec-04 0 5.4
Jan-05 0 5.3
Feb-05 0 5.4
Mar-05 0 5.2
Apr-05 0 5.2
May-05 0 5.1
Jun-05 0 5.0

Jul-05 0 5.0
Aug-05 0 4.9
Sep-05 0 5.0
Oct-05 0 5.0
Nov-05 0 5.0
Dec-05 0 4.9
Jan-06 0 4.7
Feb-06 0 4.8
Mar-06 0 4.7
Apr-06 0 4.7
May-06 0 4.6
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Seasonally adjusted
Data element Recession unemployment rate (percent)

Jun-06 0 4.6
Jul-06 0 4.7
Aug-06 0 4.7
Sep-06 0 4.5
Oct-06 0 4.4
Nov-06 0 4.5
Dec-06 0 4.4
Jan-07 0 4.6
Feb-07 0 4.5
Mar-07 0 4.4
Apr-07 0 4.5
May-07 0 4.4
Jun-07 0 4.6
Jul-07 0 4.7
Aug-07 0 4.6
Sep-07 0 4.7
Oct-07 0 4.7
Nov-07 0 4.7
Dec-07 0 5.0
Jan-08 1 5.0
Feb-08 1 4.9
Mar-08 1 5.1
Apr-08 1 5.0
May-08 1 54
Jun-08 1 5.6
Jul-08 1 5.8
Aug-08 1 6.1
Sep-08 1 6.1
Oct-08 1 6.5
Nov-08 1 6.8
Dec-08 1 7.3
Jan-09 1 7.8
Feb-09 1 8.3
Mar-09 1 8.7
Apr-09 1 9.0
May-09 1 9.4
Jun-09 1 9.5
Jul-09 0 9.5
Aug-09 0 9.6
Sep-09 0 9.8
Oct-09 0 10.0
Nov-09 0 9.9
Dec-09 0 9.9
Jan-10 0 9.8
Feb-10 0 9.8
Mar-10 0 9.9
Apr-10 0 9.9
May-10 0 9.6
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Seasonally adjusted
Data element Recession unemployment rate (percent)

Jun-10 0 9.4

Jul-10 0 9.4
Aug-10 0 9.5
Sep-10 0 9.5
Oct-10 0 9.4
Nov-10 0 9.8
Dec-10 0 9.3
Jan-11 0 9.1
Feb-11 0 9.0
Mar-11 0 9.0
Apr-11 0 9.1
May-11 0 9.0
Jun-11 0 9.1

Jul-11 0 9.0
Aug-11 0 9.0
Sep-11 0 9.0
Oct-11 0 8.8
Nov-11 0 8.6
Dec-11 0 8.5
Jan-12 0 8.3
Feb-12 0 8.3
Mar-12 0 8.2
Apr-12 0 8.2
May-12 0 8.2
Jun-12 0 8.2
Jul-12 0 8.2
Aug-12 0 8.1
Sep-12 0 7.8
Oct-12 0 7.8
Nov-12 0 7.7
Dec-12 0 7.9
Jan-13 0 8.0
Feb-13 0 7.7
Mar-13 0 7.5
Apr-13 0 7.6
May-13 0 7.5
Jun-13 0 7.5
Jul-13 0 7.3
Aug-13 0 7.2
Sep-13 0 7.2
Oct-13 0 7.2
Nov-13 0 6.9
Dec-13 0 6.7
Jan-14 0 6.6
Feb-14 0 6.7
Mar-14 0 6.7
Apr-14 0 6.2
May-14 0 6.3
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Seasonally adjusted
Data element Recession unemployment rate (percent)

Jun-14 0 6.1
Jul-14 0 6.2
Aug-14 0 6.1
Sep-14 0 5.9
Oct-14 0 57
Nov-14 0 5.8
Dec-14 0 5.6
Jan-15 0 5.7
Feb-15 0 55
Mar-15 0 54
Apr-15 0 54
May-15 0 5.6
Jun-15 0 5.3
Jul-15 0 52
Aug-15 0 5.1
Sep-15 0 5.0
Oct-15 0 5.0
Nov-15 0 5.1
Dec-15 0 5.0
Jan-16 0 4.8
Feb-16 0 4.9
Mar-16 0 5.0
Apr-16 0 5.1
May-16 0 4.8
Jun-16 0 4.9
Jul-16 0 4.8
Aug-16 0 4.9
Sep-16 0 5.0
Oct-16 0 4.9
Nov-16 0 4.7
Dec-16 0 4.7
Jan-17 0 4.7
Feb-17 0 4.6
Mar-17 0 4.4
Apr-17 0 4.4
May-17 0 4.4
Jun-17 0 4.3
Jul-17 0 4.3
Aug-17 0 4.4
Sep-17 0 4.3
Oct-17 0 4.2
Nov-17 0 4.2
Dec-17 0 4.1
Jan-18 0 4.0
Feb-18 0 4.1
Mar-18 0 4.0
Apr-18 0 4.0
May-18 0 3.8
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Seasonally adjusted
Data element Recession unemployment rate (percent)

Jun-18 0 4.0

Jul-18 0 3.8
Aug-18 0 3.8
Sep-18 0 3.7
Oct-18 0 3.8
Nov-18 0 3.8
Dec-18 0 3.9
Jan-19 0 4.0
Feb-19 0 3.8
Mar-19 0 3.8
Apr-19 0 3.6
May-19 0 3.7
Jun-19 0 3.6

Jul-19 0 3.7
Aug-19 0 3.7
Sep-19 0 3.5
Oct-19 0 3.6
Nov-19 0 3.6
Dec-19 0 3.6
Jan-20 0 3.5
Feb-20 0 3.5
Mar-20 1 4.4
Apr-20 1 14.7
May-20 0 13.2
Jun-20 0 11.0

Jul-20 0 10.2
Aug-20 0 8.4
Sep-20 0 7.9
Oct-20 0 6.9
Nov-20 0 6.7
Dec-20 0 6.7
Jan-21 0 6.3
Feb-21 0 6.2
Mar-21 0 6.1
Apr-21 0 6.1
May-21 0 5.8
Jun-21 0 59

Jul-21 0 54
Aug-21 0 52
Sep-21 0 4.8
Oct-21 0 4.5
Nov-21 0 4.2
Dec-21 0 3.9
Jan-22 0 4.0
Feb-22 0 3.8
Mar-22 0 3.6
Apr-22 0 3.6
May-22 0 3.6
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Seasonally adjusted
Data element Recession unemployment rate (percent)

Jun-22 0 3.6

Jul-22 0 3.5
Aug-22 0 3.7
Sep-22 0 3.5
Oct-22 0 3.7
Nov-22 0 3.6
Dec-22 0 3.5

Source: GAO presentation of Bureau of Economic Analysis and National Bureau of Economic Research data. | GAO-24-106056

aSeasonal adjustment removes seasonal patterns to compare data across months. Monthly unemployment is
generally reported as seasonally adjusted data.

What tools does the
federal government
have to respond to
economic downturns?

The federal government has two broad sets of tools that it can use to mitigate the
effects of economic downturns and promote growth.

o Monetary policy, such as lowering interest rates, can encourage economic
activity. Monetary policy is directed by the Federal Reserve and includes
policies that affect the money supply, interest rates, and credit availability.

e Fiscal policy, such as increasing government spending, lowering tax
revenue, or some combination of both, can also encourage economic activity.
In addition to automatic stabilizers, Congress and the President can make
temporary changes to taxes or spending programs—referred to as
discretionary fiscal policy. For example, the federal government provided over
$4.6 trillion in response to COVID-19, including for programs aimed at
addressing the rapid and severe economic downturn caused by the
pandemic.

Figure 4 summarizes how these tools are used to promote growth during
economic downturns.

Figure 4: Tools to Counter Economic Downturns
Fiscal Policy

Monetary Policy
Automic Stabilizers Discretionary Fiscal Policy

H & A

The Federal Reserve Government programs
makes changes such as and taxes respond
/ interest rate adjustments automatically to

economic conditions

_T.
Congress and the President

provide targeted funding,
adjust taxes

Source: GAO analysis; iconstudio/Stock.Adobe.com. | GAO-24-106056

The relative effectiveness of automatic stabilizers in promoting economic growth
depends, in part, on prevailing interest rates in the economy. During economic
downturns, the Federal Reserve can take actions to lower the federal funds rate,
which influences other interest rates in the economy, thereby promoting lending
and economic growth. ® During the Great Recession and the onset of the COVID-
19 pandemic, the federal funds rate was consistently near zero. This limited the
Federal Reserve’s ability to use one of its key monetary policy tools to lower
interest rates to promote growth. In such cases, fiscal policy, including automatic
stabilizers, tends to have a comparatively larger impact on economic activity.
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Studies we reviewed noted that automatic stabilizers likely played an especially
important role in supporting the economy during periods where the federal funds
rate was consistently near zero, such as during the Great Recession and the
COVID-19 pandemic recession.* Once the economy begins to recover,
policymakers may choose to increase interest rates, decrease spending, or
increase tax revenue to prevent the economy from growing too quickly and
causing inflation.

What are the main tax- Automatic Tax-Related Functions in Economic Downturns
related automatic e Individual income tax: As taxpayers’ income declines, they owe
stabilizers? less in taxes. Additionally, the tax rates applied to their income
can drop due to the progressive tax rate structure, further
lowering the amount they owe.
e  Payroll tax: As employment and wages fall, workers and
employers pay less in payroll taxes.

. Corporate income tax: As profits decrease, corporations owe less
taxes.

. Production and import taxes: As consumption of goods declines, production and import taxes may
decrease.

Source: GAO analysis of Congressional Budget Office, Congressional Research Service, and Internal Revenue Service information (text); Michael
Flippo/stock.adobe.com (photo). | GAO-24-106056

Multiple taxes act as automatic stabilizers by lowering taxes when incomes fall
and raising taxes when incomes rise. According to CBO, the major types of taxes
that act as automatic stabilizers are (1) individual income tax, (2) payroll taxes
(taxes that pay for Medicare, Social Security, and unemployment insurance), (3)
corporate income tax, and (4) taxes on production and imports. CBO data shows
that these taxes account for nearly all federal revenue.

The individual income tax is the largest automatic stabilizer in the federal budget.
The U.S. has a generally progressive rate structure for its income tax, meaning
that it applies lower tax rates at lower income levels and higher tax rates at
higher income levels. Progressive income tax systems, which have higher tax
rates for higher levels of income, act as automatic stabilizers because they
moderate fluctuations in after-tax income. When a taxpayer’s income declines in
an economic downturn, the top tax rate applied to their income may be reduced.
As a result, they experience less change to after-tax income, which reduces the
effect of income loss on spending.

Social Security and Medicare payroll tax amounts are based on the taxable
earnings of workers. These taxes are paid by employers, employees, and the
self-employed and are generally a percentage of earnings. Unemployment
insurance taxes are paid by employers to states based on worker earnings.
When earnings decline in an economic downturn, the amount of tax paid on
those earnings also declines.

What are the main There are three major spending programs in the U.S. that act as automatic
spending-related stabilizers, according to CBO analysis:

automatic stabilizerS? ° Unemployment Insurance (Ul),
o Supplemental Nutrition Assistance Program (SNAP), and
e Medicaid.®
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Unemployment Insurance

Automatic Unemployment Insurance Functions in

Economic Downturns

e  Enroliment increases as more individuals lose jobs and become
eligible for UL.

e  Eligibility period lengthens when state unemployment rate meets
the trigger for Extended Benefits.

Source: GAO analysis of Congressional Research Service and Department of Labor information (text); Lane Erickson/stock.adobe.com (photo). |
GAO-24-106056

Ul is a joint federal-state program that provides temporary financial assistance to
eligible workers who have become unemployed through no fault of their own. Ul
benefits are funded primarily through taxes that states levy on employers.
According to the Department of Labor, Ul program administration is financed
through a federal tax on employers, and the benefits replace a portion of a
claimant’s previous employment earnings.® Ul use surged at the onset of the
COVID-19 pandemic, as initial Ul claims rose nearly 3,000 percent from about
200,000 per week to more than 6 million per week during late-March and early-
April 2020.7

The Ul program also includes an Extended Benefits program where states
extend unemployment insurance benefits for up to an additional 13 weeks when
their unemployment rates meet a certain threshold.® The federal government
funds 50 percent of payments under the Extended Benefits program as part of
normal Ul operation. However, federal funding for Ul claims and Extended
Benefits can vary depending on temporary changes in law enacted in response
to economic downturns.®

Supplemental Nutrition Assistance Program

Automatic Supplemental Nutrition Assistance Program
Functions in Economic Downturns

e  Enroliment increases as incomes fall and more people become liE« n

Supplemental
Nutrition
Assistance
Program

eligible and apply for SNAP.
»

. Benefits are calibrated to income, so as incomes fall, benefit I~

amounts can increase (up to maximum threshold).

Source: GAO analysis of U.S. Department of Agriculture information (text); https://www.fns.usda.gov/snap/logo-guidance (image). | GAO-24-106056

SNAP provides food benefits to low-income families to supplement income and
benefits so they can afford nutritious food. The benefit is funded by the federal
government, with administrative costs shared by states.'® Average participation
in SNAP rose by 16.6 percent during the economic downturn caused by the
COVID-19 pandemic, from 35.7 million for fiscal year 2019 to 41.6 million for
fiscal year 2021."" SNAP benefit eligibility and amounts are determined by a
household’s income and assets.

Medicaid

Automatic Medicaid Functions in Economic Downturns

—an
e  Enroliment increases as incomes fall and more people become m_

eligible.

Member Nape.
Medicaiq Member Name

e  Enrolliment may increase as people become unemployed and lose FEn D umbe
Pinary Core e 22 \
employer-provided health insurance. /Medk;;;"?& o‘g_,(,),,ns,‘m,oa/a.,/ 0
Y
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How have automatic
stabilizers affected the
economy during recent
economic downturns?

Source: GAO analysis of Congressional Research Service and Health and Human Services information(text); WDnet Studio/stock.adobe.com
(photo). | GAO-24-106056

Medicaid finances health care coverage for millions of low-income and medically
needy people.'? Medicaid is jointly funded by the federal government and states,
with the federal government matching state expenditures based on a statutory
formula that covers at least half of states’ expenditures. Enrollment for Medicaid
rose by 15.7 percent from before the economic downturn caused by the COVID-
19 pandemic, from nearly 64.1 million in February 2020 to more than 74.1 million,
in the aftermath of this economic downturn, in February 2021."

Temporary Changes to Automatic Stabilizer Programs

Discretionary fiscal policy during recent economic downturns included temporary
changes to automatic stabilizer programs.’ For example, during the Great
Recession and the COVID-19 pandemic, Congress and the president made the
following temporary changes:

o UL Increased benefit amounts, expanded benefits to new groups, and
extended the length of time a person could receive benefits.'

¢ Medicaid. Increased federal share of funding. To receive the increased
funding, states and territories were required to meet certain conditions, such
as maintaining Medicaid enroliment during the COVID-19 public health
emergency.

o SNAP. Suspended certain eligibility and state recertification requirements
and increased benefit amounts.'®

Preventing Further Economic Decline

Studies we reviewed found that, overall, automatic stabilizers limited the depth of
economic downturns.'”

e One such study found that between 1970 and 2015, automatic stabilizers
helped smooth fluctuations in economic activity.'® Specifically, annual GDP
growth would have been 0.82 percentage points lower during recessions
without automatic stabilizers.’® Conversely, during periods of economic
expansion, annual GDP growth would have been 0.13 percentage points
higher without automatic stabilizers.?°

e Another study found that over 2008-2009, U.S. GDP would have been 0.75
percent lower without automatic stabilizers.?!

o Both studies considered the total effect of automatic stabilizers at the federal,
state, and local levels of government, which exceeds the effect of federal
automatic stabilizers alone. Moreover, their findings are sensitive to
assumptions regarding the spending and saving behavior of households and
businesses affected by automatic stabilizers.

Generated Additional Economic Activity

There is some evidence that automatic stabilizers can generate a larger
economic effect than the amount initially spent—known as a multiplier effect. The
multiplier is the ratio of the resulting economic activity to the change in program
spending. For example, as program enrollees spend SNAP and Ul benefits,
additional income is generated for individuals and business involved in the
production and distribution of goods and services. This dynamic can create a
cycle of increased spending in the economy, particularly when the economy is
not operating at full capacity.
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How has
unemployment
insurance affected the
unemployment rate?

One study we reviewed estimated the one-year multiplier of SNAP spending
during economic downturns to be 1.5.22 In other words, every $1 spent on SNAP
during the year would generate $1.50 in economic activity. Another study—
focused on the Great Recession—estimated a slightly larger SNAP multiplier
early in the recession. The study pointed out that multipliers tend to be larger
when the economy is operating far below its potential.

Other studies we reviewed found Ul multipliers between 1 and 1.9. 2 Multiplier
estimates vary, in part, because the studies all relied on different economic
models and assumptions. Moreover, some of the studies made no distinction
between automatic and discretionary SNAP or Ul spending and others focused
exclusively on discretionary increases.

The effects of Ul on unemployment rates are influenced by multiple factors. For
example, Ul benefits can potentially create a disincentive for individuals to seek
employment, which could increase the unemployment rate. However, by
sustaining consumption by households that suffered job loss, Ul benefits can
also increase demand for goods and services, thus bolstering economic activity
and reducing the unemployment rate. At the same time, Ul tax penalties levied
on employers that have laid off workers in the past can help prevent additional
layoffs. We reviewed a number of studies that measured how changes to Ul
benefits affected the unemployment rate during the Great Recession, but we did
not find any focused on the more recent COVID-19 pandemic recession at the
time of our review.

Ul benefits had mixed but generally limited effects on the unemployment rate,
based on studies that we reviewed. One study used labor market data to
compare adjacent counties in neighboring states and found no evidence that
state-level Ul benefit extensions substantially affected employment during the
Great Recession.?* This study estimated that Ul benefit extensions did not
change the county-level employment to population ratio by more than 0.35
percentage points. We also reviewed studies that were more dependent on
assumptions about economic behavior to estimate these effects; the results were
mixed, ranging from reducing unemployment by 0.4 percentage points to
increasing the unemployment rate by 1.4 percentage points.?® These estimates
vary in part due to differences in the assumptions applied.

Unemployment Insurance Taxes

Employers’ state Ul tax rates can vary depending in part on their past
experience laying off workers who subsequently receive Ul benefits, commonly
called their experience rating. A higher experience rating leads to higher Ul tax
rates.

Source: GAO analysis. | GAO-24-106056

One study found that Ul taxes may also affect the unemployment rate.?® The
study showed that states where firms faced higher Ul tax penalties for dismissing
workers saw smaller employment responses to national economic shocks
between 2001 and 2019. The study estimated that, because tax increases
associated with higher experience ratings create a disincentive for firms to lay off
workers, experience ratings prevented an additional rise in unemployment during
the Great Recession.?”
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Do adjustments to
unemployment
insurance during
economic downturns
affect individuals’
unemployment
outcomes?

How have automatic
stabilizer programs
affected income,
poverty, and wealth?

Studies we reviewed found that expansions to Ul benefits during the early 2000s
recession and Great Recession, including increases to benefit amounts and
duration, had limited to modest effects on the length of unemployment spells and
could lead to better job matches. For example, studies:

o found that a 10-week extension in Ul benefits increased average periods of
unemployment for eligible workers by 1.5 weeks, with little variation between
the Great Recession and the early 2000s recession;?

e estimated that increasing the Ul maximum duration by 20 weeks lead to a
2.5-week increase in unemployment duration;?® and

o estimated that a 10 percentage point increase in the share of workers’
income replaced by Ul benefits increased unemployment duration by 0.5
weeks.*

Two studies we reviewed developed models that assessed how changes to Ul
benefit amounts and duration potentially affect unemployment duration.®'
Namely, as Ul generosity (maximum benefit and duration) increases, eligible,
unemployed workers have reduced incentives to search for jobs, which may
increase their duration of unemployment. However, these models rely on a set of
simplifying assumptions that may not completely capture all the impacts of
increased Ul generosity. For example, as Ul recipients spend benefits and
stimulate the local economy, individuals not eligible for Ul may be more likely to
find employment than if Ul had not been expanded.

Another study noted that Ul extensions that took place from 2000-2013 allowed
individuals to search longer, eventually leading to job matches of better quality.*?
This study’s estimates suggest that Ul benefit extensions increased earnings for
workers transitioning out of unemployment. This outcome was especially true for
workers with less access to credit, who saw an even higher match quality and an
increased probability of staying at their eventual job following reemployment.

These findings are consistent with our June 2022 report, which examined studies
that analyzed the relationship between expanded Ul benefits and workers’
incentives to return to work.3* We found that expanded Ul benefits had limited
disincentive effects on workers’ decisions to return to work. Specifically, the
studies we reviewed for that report either found that expanded Ul had no
disincentive effects or, if they found some effect, it was limited to a small group of
workers.

Researchers found that Ul, SNAP, and other social safety net programs helped
prevent rises in poverty and declines in income during recent economic
downturns. ** However, these studies typically did not separate discretionary
changes in program benefits from regular benefits. The studies also did not
typically account for behavioral responses from benefit recipients, such as
decisions about spending versus saving or the number of hours worked, in
evaluating what outcomes would have occurred in the absence of these
programs.®®

Social Safety Net. Programs that assist low-income individuals and families with cash
aid, food, shelter, health care, and other supports. While studies we reviewed varied in
the set of programs considered as part of the social safety net, they all included SNAP,
Ul, and the Earned Income Tax Credit (EITC).
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Source: GAO analysis of relevant literature. | GAO-24-106056

Alleviated Poverty

Studies we reviewed found that SNAP and Ul—both regular benefits and
discretionary changes—helped prevent rises in poverty and helped moderate
income fluctuations during recent recessions.

o SNAP helped the poorest households moderate income fluctuations and,
during the Great Recession, was particularly effective in reducing deep
poverty (an income at or below 50 percent of the poverty line) as well as
poverty among households with children.%®

o Ul also helped keep people out of poverty. One study looking at the poverty
rate during the COVID-19 pandemic found this rate declined by 1.5
percentage points between January and June 2020.% The study found that,
without regular and expanded Ul benefits, poverty would have instead risen
by 0.8 percentage points. Another study found that, across the 2001
recession and the Great Recession, workers who exhausted Ul benefits saw
family poverty rates rise substantially and other social safety net programs
only made up for a small fraction of lost Ul income.3®

One study we reviewed found that Ul replaced earnings during economic
downturns, but the effect varied over time.3® Specifically, a study found that in
2020, during the COVID-19 pandemic, Ul payments replaced all the earnings lost
for over half of Ul beneficiaries. In comparison, in 2009, amid the Great
Recession, Ul payments replaced all the earnings lost for 19 percent of Ul
beneficiaries.*°

Effects Varied Across Demographic Groups

Studies we reviewed found that the effects of social safety net programs varied
more broadly across demographic groups and income levels.*' For example,
studies found

¢ the reduction in household income variability after receiving benefits was the
largest among the following types of families: low-income, female-headed,
Black, and those with less education; and*?

e the social safety net reduced the extent to which income in households with
children changed as the unemployment rate changed.*?

However, the social safety net seemed to have had no mitigating effect on
poverty for children in households with immigrant heads.*

Sustained Home Values

Studies we reviewed found that more generous Ul benefits during the Great
Recession reduced mortgage delinquency and foreclosures.*® These studies
compared housing market outcomes across states with varying Ul generosity.
One study found that longer extended Ul duration reduced mortgage delinquent
balances as long as homes had not lost value.*®

Another study found that higher maximum extended Ul benefits reduced
mortgage delinquency and foreclosures among displaced workers.*’
Consequently, the expansion of Ul benefits during the Great Recession stabilized
the housing market by moderating the decline in home values in areas with rising
unemployment. Specifically, while states with the least generous Ul benefits saw
home values decline with rising county-level unemployment rates, this did not
occur in states with the most generous Ul benefits.
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How have automatic
stabilizer programs
affected food
insecurity?

How have automatic
stabilizer programs
affected people’s
health?

Automatic stabilizer programs generally limited the rise of food insecurity (lack of
access to enough food for an active, healthy life) during economic downturns but
did not fully address increased need.*® Studies we reviewed suggested that
SNAP helped protect against food insecurity during the Great Recession and
COVID-19 pandemic.*® For example, one study estimated that if SNAP were not
available, self-reported food hardship would have increased by as much as 8.4
percentage points during the Great Recession, relative to the observed increase
of 2.6 percentage points.* In addition, another study showed that, during the
COVID-19 pandemic, self-reported food insufficiency rates declined following a
discretionary 15 percent increase to SNAP benefits in January 2021.%

Medicaid expansion—as authorized by the Patient Protection and Affordable
Care Act—was also associated with a reduced risk of food insecurity during the
pandemic.®? Specifically, one study found that newly unemployed workers in
states that expanded Medicaid were less likely to experience moderate or severe
food insecurity following job loss relative to unemployed workers in states that did
not expand Medicaid.>® However, it is unclear whether Medicaid expansion
caused lower rates of food insecurity, in part because other social safety net
programs may be present in states that expanded Medicaid.

Social safety net programs did not fully address food insecurity during the
COVID-19 pandemic. For example, in October 2021, following the September
2021 expiration of more generous Ul payments, the number of households that
reported not having enough to eat began to rise steadily.>* One study found three
explanations of why social safety net programs did not fully address food
insecurity and other measures of economic hardship during the pandemic:%®

o Barriers to early financial relief, such as delays resulting from overwhelmed
state Ul systems, slow implementation of discretionary changes in programs
by the states, and application requirements.%®

e The relatively small magnitude of SNAP spending compared to Ul spending.
For example, the study identified that Ul payments had increased to an
average of $23.5 billion per week from May through July 2020. During the
same time frame, SNAP payments increased to an average of about $1
billion per week.

o Coverage gaps for some groups that were excluded from social safety net
programs, including unemployed workers who did not receive Ul.

Provided Health Insurance

Studies consistently found higher rates of health insurance coverage following
job loss in states with expanded or more generous Medicaid benefits.>’
Specifically, studies found

e during the COVID-19 pandemic, the rate of increase in the number of people
without health insurance due to job loss was lower in states that expanded
Medicaid (2.9 percent increase in uninsurance) than in states that did not
expand Medicaid (10.7 increase in uninsurance).®

e during the Great Recession, as unemployment rates increased, individuals in
states with less generous Medicaid eligibility guidelines were more likely to
become uninsured.®®
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To what extent does the
EITC act as a stabilizer
during economic
downturns?

Comparing insurance outcomes across states may partially reflect systematic
differences across states that are not directly related to Medicaid generosity,
such as state-level differences in the administration of other safety net programs.

Supported Positive Health Outcomes

Studies found more generous Medicaid, Ul, and SNAP benefits to be associated
with better health outcomes.

Medicaid. In one study, during the COVID-19 pandemic, individuals who recently
lost jobs and lived in states that expanded Medicaid were more likely to be
covered by Medicaid and less likely to suffer from severe mental distress relative
to those living in states that did not expand Medicaid.®° One study examined the
role of Medicaid in mitigating the association between unemployment and
adverse birth outcomes during the 2001 recession and Great Recession.®' This
study found that Medicaid generosity reduced the degree to which
unemployment was associated with adverse birth outcomes, and this reduction
was strongest among Black mothers.%?

UL. Another study found that higher discretionary Ul generosity was associated
with better birth outcomes, especially among less educated and unmarried
mothers.®® This study, using data from 1970-2019, estimated that a one standard
deviation increase in benefit caps was associated with a 3.4 percent increase in
average birth weight.®* A separate study found that when Ul replaces a greater
share of recipients’ former income, recipients are more likely to have health
insurance coverage and use health care.®® During economic downturns, these
effects were stronger and accompanied by improvements in self-reported health
status.

SNAP. Two studies we reviewed explored the benefits of SNAP in improving
health outcomes. In one study, individuals living in states where SNAP was more
generous and easier to access were more likely to be in better overall self-
reported health.®® Another study summarized a round table discussion of federal,
think tank, and academic researchers.®” Round table participants discussed
findings from their research that linked SNAP to improved health outcomes, such
as a reduction in childhood obesity, through better nutrition and reduced stress.

Earned Income Tax Credit (EITC)

The EITC supplements earnings for low- to moderate-income workers and working
families by providing a tax credit based on earnings from work. The amount of the
credit grows with additional earnings up to a maximum threshold, plateaus, and then
decreases with earnings beyond that threshold. The EITC is neither available for
families that did not earn any income in a given tax year, nor for high-income workers.

Source: GAO analysis of Internal Revenue Service information. | GAO-24-106056

Studies we reviewed found that the EITC has a mixed record as an automatic
stabilizer.®® Specifically, two studies found that overall, more low-income workers
became eligible for the EITC during economic downturns.®® However, these
studies also found that certain types of families and individuals, such as highly
educated individuals, were more likely to become eligible for the credit, while
others lost eligibility.

One study used tax and census data from 2005 to 2011 and found that workers
with reduced income from employment may gain eligibility for the credit or qualify
for a larger tax credit than they would have received otherwise.”® The study also
found that unmarried women with less education were less likely than those with
more education to become eligible due to a decrease in earnings. The study also
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How do automatic
stabilizers affect the
federal budget?

found that married taxpayers where one working spouse lost employment could
become eligible. On average, less educated single mothers with children were
more likely to lose employment for an entire tax year and therefore lose eligibility
for the credit.

The other study analyzed state and federal data from 1996 to 2008 and found
that, overall, more taxpayers claim the EITC during economic downturns.”" This
study found that married taxpayers who may have seen reduced earnings for one
spouse may become eligible for the EITC. The study also found that highly
skilled individual taxpayers with reduced earnings may become eligible for the
EITC during economic downturns.

As with most federal programs, automatic stabilizer programs operate throughout
the business cycle. They represent expenditures in the federal budget even when
the economy is doing well. When the economy is not operating at its full
potential, more people become eligible for Ul, SNAP, and Medicaid, and the
government spends more on these programs.

Similarly, federal tax revenues are higher when the economy is operating at its
full potential and lower when it is not. For example, revenues from individual
income taxes dropped 22 percent amid the Great Recession and its aftermath,
from $1.1 trillion in 2008 to $899 billion in 2010.72

Automatic stabilizers increased the federal budget deficit in all but 5 years
between 2001 and 2022, in amounts ranging from 0.1 to 2.2 percent of GDP (see
fig. 5.) Automatic stabilizers helped increase the budget surplus in 2001 and
reduced the deficit in 2006 and 2007 by amounts ranging from 0.1 to 0.3 percent
of GDP. In 2005 and 2008, automatic stabilizers did not significantly increase or
decrease the deficit.

CBO projects that automatic stabilizers will continue to increase federal deficits
through 2033, though their effects will be strongest in the first half of that period.
In the second half of that period, CBO projects that economic conditions will
reach their long-run historical average values, which will reduce the effects of
automatic stabilizers on the federal budget deficit.
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|
Figure 5: Contribution of Automatic Stabilizers to the Federal Budget Deficit as a Share of
Potential Gross Domestic Product (GDP), Fiscal Years 2001-2033
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Accessible data table for Figure 5: Contribution of Automatic Stabilizers to the Federal
Budget Deficit as a Share of Potential Gross Domestic Product (GDP), Fiscal Years 2001—
2033

e Vertical bars indicating the time periods that the economy was in recession:

o  April 2001-November 2001
o January 2008-June 2009
o March 2020-April 2020

e A vertical line between 2022 and 2023, indicating that data for 2001-2022 are actuals and
2023-2033 are projections

Year Federal budget deficit without | Effect of automatic
automatic stabilizers stabilizers

2001 -1.41 -0.1
2002 0.7 0.7
2003 24 0.9
2004 3.0 0.4
2005 25 *
2006 2.1 -0.2
2007 1.4 -0.3
2008 3.1 *
2009 7.5 1.8
2010 6.2 2.2
2011 6.2 1.9
2012 4.9 1.5
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2013 2.4 1.5
2014 1.4 1.3
2015 1.5 0.9
2016 2.3 0.8
2017 2.7 0.7
2018 3.5 0.3
2019 4.5 0.1
2020 12.6 1.6
2021 10.7 1.2
2022 5.2 0.3
2023 4.6 0.6
2024 4.6 1.0
2025 5.3 0.7
2026 5.2 0.5
2027 5.1 0.3
2028 5.7 0.2
2029 5.2 0.2
2030 5.8 0.2
2031 6.0 0.2
2032 6.3 0.2
2033 7.0 0.2

The full effect of automatic stabilizers on the federal budget is not known
because the studies we reviewed do not capture all ways in which the economic
changes that result from automatic stabilizers may affect federal spending and
revenues. As noted above, studies find that during economic downturns,
automatic stabilizers support income, employment, and economic output. These
effects can then lead to improved budgetary conditions as revenue increases and
the need for spending is reduced. Therefore, there may be fiscal effects of
automatic stabilizers that have not been precisely measured.”

To what extent do
automatic stabilizers
contribute to federal
debt over the long
term?

While automatic stabilizers have contributed to budget deficits in recent years,
they are not the key driver of federal debt over the long term. In May 2023, we
reported that increasingly large budget deficits were driving unsustainable debt
levels.” Large annual budget deficits occur because spending is increasing more
than revenue and the government is spending more on interest to service its
growing debt.

In fiscal year 2022, automatic stabilizers contributed $67 billion to the federal
budget deficit, according to CBO. However, the federal budget deficit was almost
$1.4 trillion that year, the fourth-largest recorded nominal federal deficit in history
behind the budget deficits in fiscal years 2021, 2020, and 2009, all periods of
economic distress.

The gap between revenue and spending is expected to increase in the coming
years, in large part because of the projected increases in Medicare, other federal
health care, and Social Security program spending, and net interest spending
compared to relatively lower projected increases in revenue.” Federal health
care and Social Security spending are rising because the population is aging and
health care is getting more expensive. As a result of these factors, debt held by
the public is expected to exceed its historical high of 106 percent of GDP within
the next 10 years. We have previously suggested that Congress develop a plan
to address the government’s fiscal outlook and promote fiscal sustainability.”®
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Agency Comments and We provided excerpts of a draft of this report to CBO for review and comment.

Third-Party Views

How GAO Did This
Study

CBO staff provided technical comments, which we incorporated as appropriate.
We also provided informational copies of a draft of this report to the Department
of the Treasury and the Office of Management and Budget.

This report examines the effects of automatic stabilizers on the economy, the
well-being of individuals and families, and the federal government’s fiscal
condition.

To describe automatic stabilizers, relevant federal programs, and economic
concepts, we reviewed our prior reports, federal agency information, and CBO
and Congressional Research Service publications.

To identify the economic and well-being effects of automatic stabilizers, we
conducted a literature review, beginning with a literature search for studies that
analyzed the relationship between automatic stabilizer programs and the
economy or well-being. We focused our search on articles that analyzed the
effects of automatic stabilizers during recent economic downturns or intervening
periods of economic growth, from 2001 to 2022.

We also used keyword searches to identify well-being outcomes associated with
key automatic stabilizer programs. Key words included wealth, poverty,
employment, health insurance, hunger, and food security. We searched multiple
databases to identify relevant articles, including Scopus, EconLit, Proquest
Sociology Collection, Proquest SciTech Premium Collection, Proquest Policy File
Index, Proquest Dialog Social SciSearch and the U.S. Department of Commerce
National Technical Reports Library. Our searches identified 319 documents from
peer reviewed journals, government-issued reports, working papers, and
publications from nongovernmental organizations.

We also identified 69 documents based on expert recommendations, searches
for related CBO, Congressional Research Service, and inspector general work;
relevant article citations; and our own prior work. Overall, our literature search
contained 388 documents. To assess the relevance of these documents, a policy
analyst and an economist or methodologist separately reviewed each article to
agree on relevance. We considered articles relevant if the articles (1) described
automatic stabilizers’ effect on the U.S. economy or the well-being of individuals
or families in the U.S., or (2) described how automatic stabilizers have affected
the federal government’s fiscal condition from 2001 through 2020.

To assess methodological quality and determine whether an article was
appropriate to include in the literature review, two economists independently
conducted in-depth reviews. These in-depth reviews entailed an assessment of
each study’s research methodology, including its data quality (when applicable),
research design, and analytic techniques, as well as a summary of each study’s
major findings and conclusions. We also assessed the extent to which each
study’s data and methods supported its findings and conclusions. We prioritized
studies based on their methodological soundness and use of empirical data
analysis. We determined that 41 articles were relevant and appropriate for our
analysis. See the bibliography for a full list of relevant articles.

Our report presents findings from the body of knowledge included in these
articles. To the extent that findings from these articles vary, we mention the
differences in our report. All studies have limitations and to varying extents make
assumptions about behaviors and how the economy works. Despite these
limitations, we determined that the studies we included provide reliable
information about the effects of automatic stabilizers.
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To describe changes in economic conditions over time and periods of economic
downturn, we reviewed data on the business cycle, GDP, and unemployment
rate. Specifically, we used data from 2001 to 2022 from the National Bureau of
Economic Research, Bureau of Economic Analysis, and Bureau of Labor
Statistics.

To describe the extent to which automatic stabilizers have affected the federal
government’s fiscal condition since 2001, we reviewed data and analysis
published by CBO, reviewed research from the Federal Reserve System, and
spoke with CBO and Federal Reserve System staff.

We assessed the reliability of all sources of data and found them to be
sufficiently reliable for the purposes of this report.

We conducted this performance audit from May 2022 to November 2023 in
accordance with generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence
obtained provides a reasonable basis for our findings and conclusions based on
our audit objectives.
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