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Outline for Today’s Talk

• Explain the impact of COVID-19 on spending and employment 
• Highlight the Monetary and Fiscal Response by the US.
• Discuss how the Monetary and Fiscal response aided the recovery in 

2020:Q2 & 2020:Q3
• Discuss reasons for the slowdown in the recovery in 2020:Q4
• Discuss the December Economic Relief Package.
• Discuss President Biden’s Proposed Economic Relief Package.
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Conclusion

The economic recovery in 2021 depends crucially on
- The efficacy and the distribution of the vaccines
- The willingness of the population to “continue” follow safety guidelines.
- The ability of the fiscal response to provide some income support for 

households and support small businesses.
- The ability of businesses and households to (continue to) adapt 
- Resolution of political uncertainty
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The recovery in the Q2 and Q3 of 2020 was supported by 
an “improvement” in the health situation and fiscal and monetary support. .
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Real GDP:  Normalized 2019:Q4 to 100
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Compared to 2019:Q4
GDP had fallen by more than 10% by
2020:Q2.  By 2020:Q3 we were still 3.5% below 
2019:Q4 and about 5% below where we would be 
if were continued along the trend

News headline: GDP Growth falls by 31% in 2020:Q2
News headline:  GDP Growth Rebounds in 2020:Q3 – 33% growth 

100
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Composition of GDP – Inflation Adjusted
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Why does spending matter? 

7
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Spending
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Spending by Income Group
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Spending

Source: Opportunity Insights
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In many spending categories, including health care,
spending was down 40% to 80%. Mostly acutely in services with
with personal interactions
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Spending 

Source: Opportunity Insights
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Hours Worked
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Employment in many industries was down 
40% to 80%. 
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Weekly New Unemployment Claims

14

665k

Since 3/21 40+ million new claims, which 
would increase the unemployment rate 
significantly to 20-22%
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Weekly New Unemployment Claims
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665k

Since 3/21 40+ million new claims, which 
would increase the unemployment rate 
significantly to 20-22%
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March and April Job Loss
(in 1,000)
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Government Response: Fiscal Response

• Respond to the impacted sector(s) – health crisis, 
• Provide income support for the lower income and most vulnerable,
• Provide support to maintain employer - employee matches, and
• Provide support for the sectors that are most exposed to the shock.

17
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Fiscal Policy Timeline

Phase I: H.R. 6074
3/6

R&D
Public Health

Medical Supplies
Other

Phase II: Family First 
3/14

Paid Sick Leave
Family Medical Leave

Covid-19 Testing
Unemployment Expansion

Phase III: CARES 
3/18

HHLD Payments
Support for Small Firms

Support for Medium Sized Firms
Unemployment Insurance 

Aid to States

Phase III b
4/24

(More) Support for Small Firms
COVID-19 Testing 

Hospitals

18
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Fiscal Response (Phase III a-b): CARES Act

• Direct payment to households $1,200 for every adult and $500 for every 
child.

• Small business loans (Paycheck Protection Program)-- $350 billion
– <500 employees and designed to cover six (6) weeks of payroll.

• Economic Stabilization Fund (Main Street Lending Program) – $500bn 
– for medium sized firms, 
– state and local municipalities, and
– passenger and cargo air carriers, and firms maintaining national security.

• Expand unemployment benefits (additional $600/week)

19
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Fiscal Response (Phase III a-b): CARES Act
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Federal Reserve Timeline

March 
3

March 23 April 9

Federal Funds 
Rate

March 
15

Federal Funds Rate
Discount Window 

Lending
Quantitative Easing
Forward Guidance

March 
17/18

Primary Dealer Credit Facility 
(PDCF)

Commercial Paper Funding 
Funding Facility (CPFF)

Money Market Mutual Fund 
Facility (MMLF)

Primary Market Corporate Credit 
Facility 

(PMCCF)
Secondary Market Corporate Credit 

Facility 
(CMCCF)

Term Asset-Backed Securities Loan 
Facility
(TALF)

Paycheck Protection Program Liquidity 
Facility (PPPLF)

Main Street Business Lending Program
Municipal Liquidity Facility

21

PPP Loans
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PPP Loans

23

Total Spending
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Spending
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Spending and Newly Reported Cases
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Spending Comparison

Red (April) / Blue (Early January)

Source: Opportunity Insights
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Hours Worked

-100.00%

-80.00%

-60.00%

-40.00%

-20.00%

0.00%

20.00%

3/1
/20

3/8
/20

3/1
5/20

3/2
2/20

3/2
9/20

4/5
/20

4/1
2/20

4/1
9/20

4/2
6/20

5/3
/20

5/1
0/20

5/1
7/20

5/2
4/20

5/3
1/20

6/7
/20

6/1
4/20

6/2
1/20

6/2
8/20

7/5
/20

7/1
2/20

7/1
9/20

7/2
6/20

8/2
/20

8/9
/20

8/1
6/20

8/2
3/20

8/3
0/20

9/6
/20

9/1
3/20

9/2
0/20

Personal C are

Leisure

Food an d Drink

Health C are

Retai l

Home

Profession al

Transp ortation

28



1/25/21

15

Hours Worked
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March and April Job Loss
(in 1,000)
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Job Loss and Job Gains (in 1,000)

Source: BLS
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Employment is still about 9 million below where it was in February
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Unemployment Rate
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December Fiscal Package $900B: What is in it? 

• $600 checks to individuals (and qualifying children 16 and under).
• $300 additional unemployment benefits (through March)
• $284 billion for paycheck protection program – loan forgiveness for 

keeping employment at existing levels.
• $82 billion for schools and universities
• $68 billion for vaccine distribution
• $25 billion for rental assistance and extension of eviction ban
• $15 billion for shuttered venues ($12B for low income areas)
• $78 billion in other support

33

33

Biden Recovery Package Package $1.9T: What is in it? 

• $1,400 checks to individuals (and $600 for eligible dependents).
• $400 additional unemployment benefits (through the crisis)
• $400 billion for vaccine program
• Expand child tax credit (lower income families)
• Increase the minimum wage to $15/ hour
• $30 billion in rental assistance & extend the eviction ban through 

September
• Provide funds to reopen schools
• Renew paid leave provisions
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Outlook

• Additional Fiscal response is 
needed
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Of Course: The Economy in 2021 Depends
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Looking Forward: Federal Budget Implications

37

Deficit may be nearly 20% of GDP Debt will likely equal GDP this year

37

Looking Forward

• Most GDP projections indicate that GDP growth will likely be positive in 2021 and likely well 
above 3.0 percent.

• According to NABE nearly 70% of their panelists expect GDP to expand by more than 3 percent.
• The Fed Reserve’s range for growth is wide – I think this represents the Fed’s uncertainty about 

the health implications. 

• While unemployment is expected to decline, the Fed expects unemployment to  be above the 
longer run rate of 4.1 percent.

• The Fed thinks the economy is still structurally sound; otherwise, they would have increased 
the longer run rate of unemployment above 4.1 percent.
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GDP Growth Projections for 2020
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Time Outside of the Home

Opportunity: Insights

41

Investment Expenditures 

• Investment expenditures are composed of residential and non-
residential spending.

• Residential spending refers to purchases of new homes.

• Non-residential spending refers to capital purchases and new 
inventory accumulation.

- Tools, machinery, new factories, commercial real estate.
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Conclusion

• The economic recovery in 2021 depends crucially on
- The efficacy and the distribution of the vaccines
- The willingness of the population to “continue” follow safety guidelines.
- The ability of the fiscal response to provide some income support for 

households and support small businesses.
- The ability of businesses and households to adapt 
- Resolution of political uncertainty

43

43

2020 -- This Time is Different

• Great Depression 
- A Financial Crisis which and (initial) flawed policy response
- -- resulted in persistent high unemployment

• Great Recession 
- A Financial Crisis that spilled over into the real economy

• Oil Crisis of 1975 : Supply Shock due to a sharp rise in the price of oil 
• Prior to the pandemic none of the above:

- Financial markets were not in trouble.
- Real GDP growth was strong buoyed by strong consumer spending.
- Unemployment and inflation were both low.
- Oil prices were falling.

• COVID-19 – “Health Shock”
- Supply Shocks:  Disrupted supply chains 
- Demand Shocks: Limit market transaction in order to reduce the spread
- Sudden Demand Stop

• Spanish Flu (1918)
- Structure of production and consumption is notably different 

44

44



1/25/21

23

Manufacturing Employment
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Manufacturing Employment and Output
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Imports and Manufacturing Employment 
appear to be moving in opposite directions.
Correlation is. -0.83 (negatively related)

Manufacturing Output (Index)
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Contributions to GDP: Private Investment

47

47

Investment Expenditures 

• Investment expenditures are composed of residential and non-
residential spending.

• Residential spending refers to purchases of new homes.

• Non-residential spending refers to capital purchases and new 
inventory accumulation.

- Tools, machinery, new factories, commercial real estate.
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Contributions to GDP: Private Investment

49
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Dow Jones and S&P 500

Largest DJIA fall in
two years on fears of  COVID-19
and a weak retail sales report 
(2/24)

Day after NBA, MLB
and NCAA postpone 
games  (3/12) 

Passage of the CARES 
Act (3/18) 
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