
Figure 1. Expenditures on New Motor Vehicles: Actual vs. Counterfactual
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Note. Based on Sahm, Shapiro, and Slemrod calculations applied to revised data.

counterfactual path of consumption in 2008 with no rebates. Our method proceeds as

follows. We first construct a medium-scale two-good, two-agent New Keynesian (TG-

TANK) model in which some households are life-cycle permanent income households

and others are “hand-to-mouth” households who consume all their income. We cal-

ibrate the fraction of hand-to-mouth households in the economy and their dynamic

propensities to spend to match the MPC estimates from the household-level data. In

this model, aggregate consumption rises due to both the direct micro effect of the re-

bate on consumption at the household level and the induced macroeconomic effect on

income through Keynesian multipliers. We call the sum of these two effects on aggre-

gate consumption per dollar of rebate the general equilibrium marginal propensity to

consume out of the rebate, or GE-MPC for short. We then use the model to simulate the

macroeconomic effects of a path of rebates that matches the timing and size of the ac-

tual 2008 rebate, which was announced in February and distributed mostly from April

through July 2008. To create the counterfactual path of aggregate consumption in 2008

with no tax rebate, we multiply actual aggregate NIPA consumption by the ratio of the

model-simulated consumption path to the model steady state.

The counterfactual paths created from our baseline simulations with average house-

hold MPCs above 0.2 imply that the path of aggregate consumption in the U.S. econ-

omy would have been V-shaped from April 2008 through August 2008 had there been
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