State governments are more resilient to recessions and can respond better. 
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State and local expenditure and tax revenue respond less to the business cycle than do federal spending and revenue, thereby reducing the countercyclicality of total government expenditure and revenue. This paper considers forces responsible for the cyclical pattern of state expenditure and revenue. Annual fluctuations in state personal income are associated with small changes in state spending and significant changes in tax receipts; receipt of federal grants is associated with greater state spending. Tax collections, and to a lesser degree expenditure, of larger states are more closely associated with annual income fluctuations than are the tax collections and expenditure of smaller states. These state size differences may proxy for other state characteristics, such as the extent to which a state faces interstate competition for mobile businesses and individuals, and the quality of state government. The spending and tax revenue of states with less mobile populations closely track income fluctuations, as does spending in states where convictions of public officials for federal corruption crimes are more common. In small states, and in states with more mobile populations and better corruption records, government expenditure and revenue appear to rise and fall less with income, and in that respect more closely resemble the federal government. In the United States, fiscal policy is the province not only of the federal government but also of 50 state governments and their local governments. Collectively, these nonfederal governments accounted for roughly 40 percent of total government expenditure in 2007, and an even larger fraction of total government revenue. Since states and municipalities operate independently of the federal government and of each other, it follows that a significant portion of U.S. fiscal policy is uncoordinated. As a result, any deliberate countercyclical fiscal policy conducted by the federal government has the potential to be affected, possibly even undermined, by the actions of state and local governments. The federalist structure of U.S. fiscal policy would be of little macroeconomic consequence if states and localities behaved just like smaller versions of the federal government, but there is little reason to expect them to, and considerable evidence that they do not. States and localities differ from the federal government and from each other in the economic functions they serve, their average level and composition of expenditure, the extent to which they are subject to national economic shocks, and their beliefs about the role of government in managing the economy. Perhaps most important, state and local decisionmaking is driven by interests and constraints that differ from those of the federal government: states have incentives to pursue policies that benefit their own stakeholders, and they are subject to competition from other states. The aggregate evidence for the postwar period suggests that during economic downturns, state and local tax collections decline less than do federal tax collections, and state government spending expands less than does federal spending. This general pattern has been mirrored in the recent U.S. experience. For example, in 2007 the federal government collected $1.638 trillion in taxes other than social insurance contributions, a figure that declined substantially in the recent recession, to $1.142 trillion in 2009. State and local tax collections also declined, but much more gradually: from $1.314 trillion in 2007 to $1.267 trillion in 2009. Federal government spending of $3.458 trillion in 2009 was $558 billion greater than in 2007, whereas state and local spending of $2.026 trillion in 2009 exceeded 2007 spending by just $115 billion.1 Changes in federal expenditure and in state and local expenditure reflect policy changes as well as the changing incomes of the population. In addition, federal grants-in-aid to state and local governments rose by $104 billion between 2007 and 2009; removing this component leaves self-financed aggregate state expenditure only $11 billion larger in nominal terms, and smaller in real terms, during 2009 than in 2007. It is clear that state and local governments reacted to the recession that began at the end of 2007 very differently than did the federal government. 
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