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Comparing Fiscal Multipliers
October 6, 2020

The United States is currently facing one of its worst economic and public health
crises as a result of COVID-19. Though substantial COVID relief has been enacted,
as catalogued at COVIDMoneyTracker.org, more may be needed given high rates of
unemployment and low levels of output.

The output gap - the difference between expected economic output under current
law and possible economic output if the economy were operating at full potential —
is projected to total $1.85 trillion over the next two years according to the
Congressional Budget Office (CBO).

Fiscal policy can reduce this output gap over time. How effective a policy will be
depends on its “multiplier” — the output produced for each dollar spent. While
COVID relief should be designed to achieve a number of different goals — and there
is no “right” share or length of the output gap that must necessarily be closed —
policymakers should focus on high-multiplier spending and tax cuts where possible.

Fig. 1. Abridged Table of Fiscal Multipliers, As Estimated by CBO

Policy \ Multiplier
COVID Relief (2020)
Paycheck Protection Program 0.36x
Enhanced Unemployment Insurance 0.67x
Recovery Rebates for Individuals 0.60x
Coronavirus Relief Fund for States 0.88x
American Recovery and Reinvestment Act (2015)
Infrastructure Spending 0.4x to 2.2x
Payments to State & Local Governments 0.4x to 1.8x
Payments to Individuals 0.2x to 2.1x
Individual Income Tax Cuts 0.1x to 1.5x
Corporate Tax Cuts 0.0x to 0.4x
Effects of Policy Options (2010)
Aid to the Unemployed 0.7x to 1.9x
Payroll Tax Cuts 0.3x to 1.3x
One-Time Social Security Bonus Payment 0.3x to 0.9x
Infrastructure Spending 0.5x to 1.2x
Aid to States 0.4xto 1.1x
Tax Cuts and Refundable Tax Credits 0.1x to 0.9x

Importantly, these policies may boost economic activity in the short-term, but they
will ultimately add to the debt and thus slow long-term economic growth.
Policymakers can balance these risks by focusing on the policies that produce the
greatest amount of economic activity for a given cost and can mitigate or reverse
them by coupling short-term fiscal support with long-term deficit reduction.



http://www.covidmoneytracker.org/
https://www.crfb.org/papers/break-glass-here-responsible-plan-combat-next-recession
https://www.cbo.gov/system/files/2020-09/56537-pandemic-legislation.pdf
https://www.cbo.gov/sites/default/files/114th-congress-2015-2016/workingpaper/49925-FiscalMultiplier_1.pdf
https://www.cbo.gov/sites/default/files/111th-congress-2009-2010/reports/09-28-economicoutlook_testimony.pdf

The Size of the Output Gap and Funds Needed to Close It

Congress and the President have enacted a combined $4.7 trillion of COVID relief, which will
have a projected net deficit impact of $2.7 trillion. These funds can be tracked at
www.COVIDMoneyTracker.org. However, much of this relief is no longer being disbursed and
is being depleted by households, businesses, states, and localities.

In designing any further response package, policymakers may have a variety of goals such as
reducing COVID cases and deaths, preserving personal income, maintaining business solvency,
reducing the rate of unemployment, or restoring economic output.

One key goal will be to maximize the positive effect of the package on Gross Domestic Product
(GDP) by shrinking or even eliminating the output gap.

The output gap is the difference between expected economic output as measured by GDP under
current law and possible economic output if the economy were operating at full potential. CBO
estimates the output gap will total $650 billion over the next six months, $1.1 trillion over the next
year, $1.85 trillion over two years, and $3.65 trillion over five years.

Fig. 2: Size of the Output Gap (billions)
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Source: CRFB calculations based on CBO data. Estimates begin on October 1, 2020.

How effective a policy will be in reducing the output gap depends on its “multiplier” — the output
produced for each dollar spent. For example, a multiplier of 0.5 means that each dollar of
spending would produce 50 cents of economic output.

To close the two-year output gap with policies that have a 0.5x multiplier, policymakers would
need to allocate roughly $3.7 trillion. With a 1.5x multiplier, they would only need to allocate $1.2
trillion. The table below shows the amount of fiscal support that would be necessary to achieve a
variety of goals. (For more discussion, see How Big Should the Next COVID Package Be?)
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http://www.covidmoneytracker.org/
http://www.crfb.org/blogs/how-big-should-next-covid-package-be

Would It Take to Close the Output Gap?

Output Gap $650 billion $1.1 trillion $1.85 trillion $3.65 trillion
0.25x multiplier $2.6 trillion $4.4 trillion $7.4 trillion $14.6 trillion
0.5x multiplier $1.3 trillion $2.2 trillion $3.7 trillion $7.3 trillion

1x multiplier $650 billion $1.1 trillion $1.9 trillion $3.7 trillion
1.5x multiplier $450 billion $750 billion $1.2 trillion $2.4 trillion

2x multiplier $325 billion $550 billion $925 billion $1.8 trillion
"Income Gap" $200 billion $550 billion $1,150 billion $2,750 billion

Source: Congressional Budget Office and CRFB calculations. Estimates begin on October 1, 2020. "Income
gap" is a concept we use to describe the difference between actual personal income and potential personal
income. To approximate potential personal income, we assume income would remain the same share of
potential GDP as projected prior to the current crisis. The income gap is smaller than the output gap,
especially in the near-term, due to personal income from government transfers.

Some of the economic boost from these policies might take place beyond the period of the output
gap they are focused on addressing. It is unlikely any amount of fiscal stimulus could fully close
the output gap in real time so long as the pandemic continues to require social distancing.

What Policies Have the Highest Multipliers?

CBO recently analyzed $2.6 trillion of net spending and tax breaks enacted so far to address the
current recession. Though the agency’s estimates came with substantial uncertainty, CBO found
the relief will ultimately boost economic activity by $1.5 trillion and that it lifted GDP by about 8
percent over the past three months. This equates to an average multiplier of almost 0.6 — a figure
partially tempered by social distancing.

The analysis also demonstrated that some spending increases and tax cuts have higher multipliers
than others, meaning that some policies can boost the size of the economy more for a given dollar
spent.

In general, the following criteria result in higher multipliers:

Funding for direct government purchases;

Transfers or tax cuts for those likely to spend the money rather than save it;
Funding that can be spent quickly;

Policies that are credibly temporary;

Policies that encourage rather than discourage work and capital investment; and
Policies that target structural damage in the economy.

S U R W=

In some cases, these criteria are in conflict. For example, infrastructure spending is a direct
government purchase but is rarely spent quickly. As another example, unemployment benefits
go to those most likely to spend — lower-income households who experienced a significant drop
in income — but may also discourage work.
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Some policies may have low multipliers but achieve other important goals such as improving
public health, securing household or business balance sheets, maintaining income, reducing
poverty, or saving small businesses.

The Congressional Budget Office has produced numerous estimates over the years for specific
and broad policy multipliers. The table below compiles many of these policies. CBO’s multipliers
for recent COVID relief are lower than normal because social distancing reduces the
macroeconomic effectiveness of fiscal policy. Future COVID relief is likely to have a larger
economic impact than a similar policy enacted earlier this year when lockdowns were more
stringent, but still less impact than in previous recessions.

Fig. 4: Table of Fiscal Multipliers, As Estimated by CBO

Estimated Multiplier

COVID Relief (2020)
Paycheck Protection Program and Related Provisions 0.36x
Enhanced Unemployment Compensation 0.67x
Recovery Rebates for Individuals 0.60x
Direct Assistance for State and Local Governments 0.88x
Other Spending Provisions 0.78x
Other Revenue Provisions 0.37x

American Recovery and Reinvestment Act (2015)
Payments to State & Local Governments for Infrastructure 0.4x to 2.2X
Payments to State & Local Governments for Other Purposes 0.4x to 1.8x
Transfer Payments to Individuals 0.4x to 2.1x
One-Time Payments to Retirees 0.2x to 1.0x
Two-Year Tax Cuts for Lower- and Middle-Income People 0.3x to 1.5x
One-Year Tax Cut for Higher-Income People 0.1x to 0.6x
Extension of First-Time Homebuyer Credit 0.2x to 0.8x
Corporate Tax Provisions Primarily Affecting Cash Flow 0.0x to 0.4x

Effects of Policy Options (2010)
Increasing Aid to the Unemployed 0.7x to 1.9x
Employer Payroll Tax Cut 0.4x to 1.2x
Employer Payroll Tax Cut for Firms that Increase Payroll 0.4x to 1.3x
Employee Payroll Taxes Cut 0.3x to 0.9x
One-Time Social Security Bonus Payment 0.3x to 0.9x
Full or Partial Expensing of Investment Costs 0.2x to 1.0x
Infrastructure Spending 0.5x to 1.2x
Aid to States 0.4xto 1.1x
Refundable Tax Credits for Low- and Middle-Income Households 0.3x to 0.9x
Broad Individual Income Tax Cuts 0.1x to 0.4x

Note: Estimates refer to GDP boost over different lengths of time.

Other estimators have reached different conclusions. Gerald Carlino, an economist at the Federal
Reserve, summarized many across the academic literature. Mark Zandi of Moody’s Analytics
estimated the measures considered in 2010. These multipliers are not strictly comparable to
CBO’s, but show the relative effect of policies within each set of estimates.
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Fig. 5: Other Estimates of Fiscal Multipliers
Policy Estimated Multiplier

Summarized by Gerald Carlino, Philadelphia Fed (2017)
Short-term Government Spending 0.5x to 1.5x
Tax Cuts 0.8x to 3.3x
Income Transfers to Households 0.4x to 2.0x
Infrastructure Support to States and Localities 0.4x to 2.2X
State and Local Fiscal Relief 0.4x to 2.0x
Mark Zandi, Moody’s Analytics (2010)
Refundable Lump-Sum Rebate 1.2x
Non-Refundable Lump-Sum Rebate 1.0x
Expand EITC and Child Tax Credits 1.2x to 1.4x
Employee Payroll Tax Holiday 1.1x
Accelerated Depreciation or Loss Carryback 0.2x to 0.3x
Across-the-Board Tax Cut 1.0x
Corporate Tax Cut 0.3x
Capital Gains and Dividends Tax Cut 0.4x
Increase SNAP (Food Stamps) 1.7x
Extend Unemployment Benefits 1.6x
Federal Workshare Program 1.7x
Aid to States and Localities 1.4x
Increased Infrastructure Spending 1.6x
Increased LIHEAP 1.1x

Note: Estimates refer to GDP boost over different lengths of time.

Importantly, there is no free lunch. Deficit-financed stimulus can boost the economy in the near-
term but will likely reduce long-term output. For example, CBO projects the $2.6 trillion COVID
relief will shrink economic output by 0.4 percent in 2030.

Because the negative impact of borrowing depends only on the size of a package and the positive
impact depends heavily on the composition, policymakers should aim to maximize the “bang for
the buck” with high-multiplier spending when possible.

Perhaps more importantly, policymakers could counter any negative long-term economic effects
by coupling short-term fiscal support with policies that offset the costs over the medium term
and reduce them over the long term. A well-designed package of near-term stimulus and long-

term consolidation could increase economic output both in the near term and the long term.
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https://www.philadelphiafed.org/-/media/research-and-data/publications/economic-insights/2017/q1/eiq117_did-the-fiscal-stimulus-work.pdf?la=en
https://www.economy.com/economicview/analysis/195470
https://www.crfb.org/papers/break-glass-here-responsible-plan-combat-next-recession

