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Bad things happen to otherwise good 
people during recessionary periods. 
As the current downturn drags on, 

two economic indicators are tell-tales of the 
devastating human tragedy occurring on the 
dark side of the Great Recession. The first is 
the unemployment rate and the second is the 
residential bankruptcy rate.



policy to alter behavior in the real economy.
Because of rising unemployment rates in 

communities around the country and because 
of the slow nature of stimulative monetary 
policy, Congress decided to join the fray and 
use fiscal policy to stimulate the economy. 
In terms of our co-op story analogy, the 
government has decided to not only be the 
issuer of coupons, but to also become a 
member in good standing of the co-op. As a 
member, it changes the co-op in two ways: 
first, it offers new babysitting opportunities, 
which is the co-op’s version of government 
spending; and second, it mandates a decrease 
in the price of babysitting services, which is 
the co-op’s version of decreasing taxes.

Residents of the Tampa Bay area have 
been affected by both of these fiscal stimulus 
levers. First, let’s take a peek at the increases 
in federal government spending. All Tampa 
Bay city governments have received monies 
for direct fiscal relief. In addition, local non-
profits, such as the Boys & Girls Club of 
Tampa Bay ($42,500), All Children’s Hospital 
($633,749), and The University of Tampa 
($87,321), and local for-profits, such as 
TECO ($97,850) and Kinder Morgan Liquids 

Terminals ($170,142), have received funds 
for qualifying projects. Second, consider a 
few of the 2009 tax law changes. Working 
individuals each received a maximum tax 
credit of $400, first time home buyers are 
eligible for a tax credit of up to $8,000, buyers 
of certain 2009 vehicles received cash for the 
clunker that they traded-in, and buyers of 
new energy efficient products will receive a 
maximum tax credit of $1,500.

I think it is fair to say that most economists 
agree with the direct effect of government 
spending or the reduction of taxes when the 
economy has a lot of slack and is operating 
below its potential output level: it increases 
economic activity. Indeed, in an environment 
where 1) productive activities are needed, 
say a new road, 2) there’s an excess supply 
of building labor, and 3) input prices are 
relatively low, then the government might be 
able to play matchmaker. It is simply good 
economics to build a road today for a lower 
total cost than it would cost to build the road 
tomorrow, when input costs are higher.

Moreover, if the government were to 
transfer tax revenue back to individuals 
and businesses, these economic actors do 
have the incentive to engage in productive 
activities, which would generate an increase 
in aggregate demand. The positive feedback 

loop is similar: as the demand for goods and 


