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Did the Stimulus Create Jobs?
White House Economic Report Is Unclear

Karen Campbell, Ph.D.

The White House Council of Economic Advisers
(CEA) published a report on the economic effects
of the Administration’s economic stimulus
plan.! The report claims that the stimulus legisla-
tion boosted gross domestic product (GDP) and
employment above what they otherwise would
have been. That is, the real results the economy
is experiencing (10 percent unemployment, for
example) are better than where the White House
is now predicting the economy would have been
without the fiscal stimulus.

However, the CEAs proof of the economic impact
of the fiscal stimulus policy fails basic standards of
economic analysis.

Projected v. Actual. The CEAs method, in brief,
compared a statistical forecast of the economy based
on historical patterns (no stimulus) with the actual
economic results in 2009. On this basis, it claims
that there are 2 million more jobs in the economy
than otherwise would have been the case. The CEA
then concludes that this difference between this sta-
tistical forecast and the actual results were the effect
of the stimulus.

Yet the CEAs benchmarks for unemployment
and GDP numbers were completely arbitrary. If
the Administration had used other economic fore-
casts, the results would not have been as impres-
sive—in fact, some would have shown that the
economy lost more jobs after the stimulus pack-
age was implemented.
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One way to see the inadequacy of the CEAs
method is to compare it with other economic fore-
casts made for 2009—before details of the stimulus
plan were known. These forecasts were done by
companies and agencies that have a direct interest in
making the most accurate forecast possible so that
businesses and governments can plan accordingly.

Two comparable forecasts for 2009 were made
by the non-partisan Congressional Budget Office
(CBO), whose sole purpose is providing Congress
with accurate budget forecasts, and IHS/Global
Insight (GI), a private company that has been recog-
nized as the most Con515tent1y accurate forecasting
company in the world.?

GI’s assumptions for its most probable forecast
scenario are similar to CBO%. In late 2008, GI
assumed that a decline in housing prices would
remain a central issue. It projected housing markets
continuing to struggle, causing home prices to fall
14 percent from the thlrd quarter of 2008 to the sec-
ond quarter of 2010.% Both CBO and GI predicted
that inflation would continue to decline due to
decreased demand for commodities in world mar-
kets and an overall world economic contraction.

This paper, in its entirety, can be found at:
www.heritage.org/Research/Economy/wm2799.¢fm
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GI also assumed that consumers would curb
spending and that the Federal Reserve would con-
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runs a “what if” scenario in the wrong direction.
Rather than analyzing the economic impact of the

tinue to cut interest rates to spur
lending and investment.

Although the assumptions
for 2009 were similar, CBO and
Gl used different forecasting
methodologies that led to fairly
different results although all
predicted a small expansion by
the fourth quarter of 2009. The
CEA, in constructing its statisti-
cal forecast, used yet another
methodology.

It should be noted that this
comparison exercise is not
meant to legitimize the method
of subtracting an economic fore-
cast with actual data and attribut-
ing the difference to a specific
set of policies. Rather, it is
meant to show that this method
provides inconclusive evidence
of an effect and is therefore use-
less for answering the question of
what economic impact the stimu-
lus had in 2009. The Adminis-
tration needs to do a rigorous
dynamic  economic  impact
study on the role the stimulus
played in 2009.

The economic impact of the
fiscal stimulus bill must be evalu-
ated by projecting the economy
without the stimulus bill and
then introducing the fiscal stimu-
lus to that same forecast. The
CEA's report constructs and
then analyzes a forecast of a
downward spiraling economy. It

Projections of the U.S. Economy in 2009 Without the
Stimulus

A January 2009 report by the White House Council of Economic Advisors
contained a more pessimistic projection of GDP in 2009 without stimulus.
Other organizations also made projections for the 2009 economy before
stimulus legislation, including the Congressional Budget Office that
forecasted GDP to be $13.1 trillion. Comparing forecasts with actual data
proves inconclusive as a method for estimating the economic impact of the
stimulus.

GDP Projections and Actual, in Billions of Dollars
PROJECTION

51350 g Global Insight's most probable scenario
$13,250
Actual GDP g----- CBO 2009 forecast ($13.1 trillion)
~~~~~~ Global Insight's pessimistic forecast
$13,000
.\/ ----- White House Council of Economic
Advisors
$12,750
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Sources: Congressional Budget Office,"Budget and Economic Outlook: Fiscal Years 2009 to 2019,”
at http:/lwww.cbo.gov/doc.cfm? index=99578&zzz=38405 (February 3, 2010); IHS Global Insight, U.S.
Economic Outlook, October 2008, at http://www.ihsglobalinsight.com (February 3, 2010); White
House Council of Economic Advisors,"The Economic Impact of the American Recovery and
Reinvestment Act of 2009," January 13,2010, at http://www.whitehouse.gov/ sites/default/files/
microsites/ | 00| | 3-economic-impact-arra-second-quarterly-report.pdf (February 3,2010); US.
Department of Commerce, Bureau of Economic Analysis, at http://www.bea.gov/national/xIs/
gdplev.xls (February 3,2010).
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fiscal stimulus on a benchmark forecast, the CEA
constructs a forecast and benchmarks it to what

actually occurred.

The True Impact of the Stimu-
lus. The CEA claims that the stimu-
lus bill created jobs in 2009, but this
claim is based on its newly con-
structed “it would have been worse”
forecast for 2009. When trillions of
dollars are being spent, the Ameri-
can people deserve to have a true
economic analysis done and should
not waste money on meaningless
reports.

—LKaren A. Campbell, Ph.D., is Pol-
icy Analyst in Macroeconomics in the
Center for Data Analysis at The Heritage
Foundation. Aleksey Gladyshev, an intern
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research of this paper.

Change in 2009 Employment: Projected and Actual

By Quarter, in Thousands of Jobs

Ql Q2 Q3 Q4
Actual -19100 —1,411.0 4380 —108.0
Global Insight baseline forecast —4832 4173  —1196 +1549
Global Insight pessimistic forecast 9433 9536 6376  —339.1
CEA baseline statistical forecast -5970 5130 -3790

Sources: U.S. Department of Labor, Bureau of Labor Statistics, at ftp://ftp.bls.gov/publ/suppl/
empsit.cpseeal .txt (February 3,2010); IHS Global Insight, U.S. Economic Outlook, October
2008, at http://www.ihsglobalinsight.com (February 3, 2010); White House Council of
Economic Advisors,"The Economic Impact of the American Recovery and Reinvest-

ment Act of 2009, January 13,2010, at http://www.whitehouse.gov/sites/default/files/
microsites/ | 00| | 3-economic-impact-arra-second-quarterly-report.pdf (February 3,2010).
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in the Center for Data Analysis, contributed to the
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