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COVID-19 Recession Policy

Response

The COVID-19 pandemic resulted in the sharpest and most syn-
chronized reduction in global economic activity in history. The
U.S. economy experienced a V-shaped recovery of a type not seen
in recent recessions. The rapid recovery was due to two factors.
First, the recession itself was caused by a shock associated with
COVID-19; as that shock retreated—and people learned to bet-
ter live with the pandemic—the economy was poised to recover
quickly, just as it typically does after natural disasters. Second,
the policy response protected household incomes and kept many
businesses intact so that they were in a position to resume more
normal levels of economic activity when it was safe to do so.

Real disposable personal incomes actually rose in 2020
and 2021 as transfer payments from the government vastly ex-
ceeded lost incomes from other sources. As a result, poverty,
after accounting for taxes and transfers, fell in 2020 to the low-
est level since the data series began in 1967. Initially, observers
and policymakers worried that a cascade of bankruptcies and
defaults could precipitate a financial crisis. But improvements
to make the financial system more resilient in the wake of the
global financial crisis and the policy response to the COVID-19
crisis quickly addressed potential issues.

The economy experienced major side effects from the pan-
demic and associated policy response, most notably the highest
inflation rate in 40 years, far outpacing the increase in wages
and leading to the largest real wage declines in decades. Ulti-
mately, the economic policy response to the COVID-19 reces-
sion should be judged not just by its consequences in the spring
0f 2020, not what happened over the next two years, but also by
the longer-term effects, and whether the response will prove to
have contributed to a stronger and more sustainable economy
going forward.

Evidence on the COVID-19
Economic Policy Response

o The initial fiscal response in the U.S. was large. It waned in
mid-2020 and then surged again in late 2020 and early 2021.
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o Economic Impact Payments, Unemployment Insurance,
forbearance programs on mortgages and student loans, and
an enhanced CTC played the largest roles in lifting house-
hold finances, while businesses received support largely
through grants and subsidized loans.

o Even after the initial substantial fiscal assistance, observers
generally expected a much slower economic recovery from
the second-quarter 2020 trough than actually came to pass.

o The U.S. government incurred substantial debt. Moreover,
inflationary pressures and the efforts to moderate those
pressures might bring an end to the expansion.

o The U.S. fiscal response appears to have been larger than
any other country.

Percent Change in Total Employment
from Business Cycle Peaks, 1990-2022

:\

2007-9

o & A N O

Percent change from business cycle peak

0 2 4 6 8 10 12 14 16 18 20 22 24

Months since business cycle peak

THE
Source: Bureau of Labor Statistics 2022b; National
Bureau of Economic Research n.d.; authors’ HAMIII,‘EI‘QN
calculations. H Hutchins Center
Note: Figure shows the percent change in total at BROOKINGS
nonfarm employment from the peak of each
business cycle.

THE

HAMILTON

PROJECT

Hutchins Center

H

at BROOKINGS



RECESSION REMEDIES

Lessons Learned from the
Breadth of Economic Policies
during the Pandemic

Policymakers should take the lesson from the past two years that
vigorous fiscal and monetary policy can boost income for most
households and disproportionately for lower-income house-
holds and can speed economic recoveries. However, doing too
much can have serious downsides that might be difficult to mit-
igate. Macroeconomic support for an economy deep in reces-
sion with many underused resources can increase output and
employment with little effect on inflation. But as the economy
gets closer to its capacity, additional macroeconomic support
will feed increasingly into inflation instead of improvements in
output and employment. Going forward, the magnitude and
timing of the response should be improved through more au-
tomatic stabilizers, and the targeting of the response should be
as well. The good news is such responses can be implemented
efficiently if policies are developed in advance of a crisis.

It is important to draw lessons not just from what happened,
but also from what did not happen during the COVID-19 reces-
sion: for example, there was no financial crisis in the United States
or worldwide. The initial, robust response by monetary policy-
makers was critical to keeping the financial sector on an even keel.
Better preparation in the form of more robust and stress-tested
balance sheets for banks prior to the recession also helped.

The preexisting social safety net is inadequate in the face
of recessions: it is not generous enough and has too many gaps,
which is why it needed to be supplemented by policy action
both in the Great Recession and to a much greater degree in
the COVID-19 recession. Additional automatic stabilizers are
likely part of the answer but are unlikely to be sufficient to avoid
the need for well-timed and wise discretionary fiscal responses
in the future.

It is still not clear what policies would work better in the Unit-
ed States to lessen the impact of a GDP decline on employment
and preserve worker attachment to their employers. Job retention
schemes were heavily utilized in European countries compared
to state-based work sharing programs in the U.S.—these pro-
grams should be explored in greater detail for future downturns.
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Overview

The COVID-19 pandemic posed an extraordinary threat to
lives and livelihoods, triggering a sharp economic down-
turn in the United States. Yet, the recovery was faster and
stronger than nearly any forecaster anticipated due in part
to the swift, aggressive, sustained, and creative response
of U.S. fiscal and monetary policy.

Recession Remedies evaluates the breadth of the
economic policy response. Chapters address Unemploy-
ment Insurance, Economic Impact Payments, loans and
grants to businesses, help for renters and mortgage hold-
ers, aid to state and local governments, policies that tar-
geted children, Federal Reserve policy, and the use of non-
traditional data to monitor the economy and guide policy.

The Hamilton Project and the Hutchins Center on Fis-
cal & Monetary Policy at the Brookings Institution gathered
scholars with deep expertise to describe specific eco-
nomic policy responses to the pandemic, summarize the
available evidence about the outcomes of those policies,
and analyze the lessons learned for future recessions
by separating policies that were pandemic-specific from
those that were not. Because when the next recession
arrives, it most likely won't be triggered by a pandemic.
Overall, we leared that:

e A strong, broad, and inclusive social insurance sys-
tem provides effective relief to households as well as
macroeconomic stimulus.

e The sizable fiscal and monetary policy response
helped stabilize the economy. However, its size,
particularly in the spring of 2021, was a factor behind
the unwelcome surge in inflation.

e  Generous Unemployment Insurance may have smaller
disincentive effects than previously thought.

e Support for the business sector should be more
targeted.

e Support for households should better reflect the state
of the economy and the needs of the households.

e [ederal and state governments should improve their
administrative capacity now so they can respond
quickly to changing economic conditions.

e Policymakers need more reliable, representative, and
timely data.
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