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COVID-19: Economic Implications and
Policy Response
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Brian Dombeck
Assistant Professor of Economics
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@o Are We? .:.:..
* Honorary Board: 47 members ...o
- 2 Fed Chairs: Janet Yellen, Ben Bernanke .‘

- 6 Chairs Council of Economic Advisers

o Furman (D), Rosen (R), Bernanke (R), Yellen (D), Tyson (D), Goolsbee (D)
- 3 Nobel Prize Winners

o Akerlof, Smith, Maskin

* Delegates: 500+ members
- At all levels of academia and some in government service
- All have a Ph.D. in economics

Crowdsource slide decks

Give presentations

e Global Partners: 45 Ph.D. Economists
- Aid in slide deck development
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* US Economy *d
* Immigration Economics
* Climate Change
* Housing Policy
* Economic Inequality
* Federal Budgets
* Economic Mobility
* Federal Debt
* US Social Policy
* 2017 Tax Law
 Trade and Globalization
* Autonomous Vehicles
e Trade Wars
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* This slide deck was authored by:
- Scott L. Baier, Clemson University
- Jon D. Haveman, NEED
- Geoffrey Woglom, Amherst College (emeritus)
- Brian Dombeck, Lewis & Clark College
* Disclaimer

- NEED presentations are designed to be nonpartisan.
- Itis, however, inevitable that the presenter will be asked for and will provide their own views.

- Such views are those of the presenter and not necessarily those of the National Economic Education
Delegation (NEED).
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* What is the current state of “the economy”?
* What have been the effects of policy?
* What are the risks to recovery?
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Percent Change in All Consumer Spending* [ ]
In the United States, as of September 13 2020, total spending by all consumers [ |
decreased by 3.8% compared to January 2020.
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Percent Change in All Consumer Spending*

In Florida, as of September 13 2020, total spending by all consumers increased by

5.7% compared to January 2020.
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Percent Change in All Consumer Spending*

In the United States, as of September 13 2020, total spending by all consumers

decreased by 3.8% compared to January 2020.
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Percent Change in All Consumer Spending* ([ ]
In Florida, as of September 13 2020, total spending by all consumers increased by [ |
5.7% compared to January 2020.
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@y Did Spending Collapse? ®

Short term:

Percent Change in Time Spent Outside Home*

. In Florida, as of September 11 2020, total time spent away from home decreased
¢ Consumer behavior e e

10%

* Government Policy 100
(NPIs) oo
Longer term:
* Loss of income
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Quarterly: 1947 through Q2-20
Source: U.S. Bureau of Economic Analysis

Produced by: National Economic D ion (www.NEED: ion.org)
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Billions of Chained 2012 Dollars
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FRED 4/ — Real Gross Domestic Product FRED -~/ — unemployment Rate

— Real Potential Gross Domestic Product ~— Total Unemployed, Plus All Persons Marginally Attached to the Labor Force, Plus Total
Employed Part Time for Economic Reasons, s a Percent of the Civilian Labor Force Plus All
Persons Marginally Attached to the Labor Force (U-6)

Percent.

2010 2012 2014 2016 2018 2020 2010 2012 2014 2016 2018

Sources: BEA, CBO myf.red/g/vrii Source: U.S. Bureau of Labor Statistics myf.red/g/vrhy
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Initial Claims are newly filed Ul claims

Continuing Claims are Ul filers who have
previously filed and continue to be unemployed

Update 9/24
US: IC at 870k (+4k); CC at 12.58M (-167k)
FL: IC at 35.8k (-1.4k); CC at 314k (-100k)
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Current Unemployment Claims per 100 People* b o

In Florida, as of 2020, there were 0. ! 2
unemployment benefits per 100 people in the labor force.
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o) @

0.39

Current Unemployment Claims per 100 People*

in Florida, as of September 05 2020, there were 3.97 continued claims for regular
unemployment benefits per 100 people in the labor force.
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2002 200 2006 2008 2010 2012 2014 2016 2018 2020
Shading indicates U.S. recessions; the most

recent one is ongoing. Source: U.S. Bureau of Labor Statistics fred stiouisfed org

FRED, -/ — A1 Emvloyees, Total Nonfarm, Feb 2020-100
- ~— All Employees: Total Nonfarm in Florida, Feb 2020=100
— All Employees: Total Nonfarm in Orlando-Kissimmee-Sanford, FL (MSA), Feb 2020=100

Index

2002 2004 2006 2008 2010 2012 2014 2016 2018 2020
Shading indicates U.S. recessions; the most
recent one is ongoing. Source: U.S. Bureau of Labor Statistics fred stiouisfed.org
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Index: Jan 1, 2020
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and S&P 500

Top 10 S&P Stocks vs. Bottom 490, Year-to-Date Performance

S

Top 10 S&P Stocks:

1. Apple

2. Microsoft

3. Amazon

4. Facebook

5. Alphabet Class A shares
6. Alphabet Class C shares
7. Berkshire Hathaway

8. Johnson & Johnson

9. Visa

10. Procter & Gamble

Percent Change

e

v
Jan Apr Jul
2020
Source: TrendPlaybook.com, Bloomberg
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w Remaining 490 Stocks
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* There were no short-run macro problems at the start of the crisis

* The only obstacle to a quick recovery is damage that is being done
while the pandemic continues (and the pandemic itself)

* Main concern: economic disruptions due to prolonged job losses
and business failures

NATIONAL ECONOMIC
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FRED +/ — Mecian Weeks Unemployed
»

2006 2009 2010 201 212 2013 2014 2015 2016 2017 2018 2010 2020
Shading indicates U.S. recessions; the most
recent one is ongoing Source: U.S. Bureau of Labor Statistics fred stiouisfed.org
FRED ++/ — unempioyment Level - Job Losers on Layofflunemployment Level*100
— Unemployment Level - Permanent Job Losers/Unemployment Level*100
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EDUCATION DELEGATION Shading indicates U.S. recessions; the most
recent one is ongoing. Source: U.S. Bureau of Labor Statistics fred.stiouisfed.org
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[
Percent Change in Number of Small Busi Open* [ )
In Florida, as of September 13 2020, the number of small businesses open |
decreased by 22.5% compared to January 2020.
-22.5%
v E -23.6%
20% i
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* The Federal Reserve acted quickly and effectively to prevent a

financial market meltdown and keep credit flowing. But the Fed
lends and does not spend.

* Fiscal policy acted quickly, but has not acted since April
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* Two primary objectives |
- Stabilize the economy
- Maintain liquidity of the system
* Actions in four forms:
- Traditional interest rate stimulus
- Inject cash into the system
- Shore up existing debt and structures
- Forward guidance
p NATIONAL ECONOMIC n
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A4 A4 A4
March 15 March 17/18 March 23 April 9
March 3 Primary Dealer Credit Facility Primary Market Corporate Credit Facility Paycheck Protection Program Liquidity Facility
Federal Funds Rate Federal Funds Rate (PDCF) (PMCCF) (PPPLF)
Discount Window Lending Commercial Paper Funding Funding Secondary Market Corporate Credit Facility Main Street Business Lending Program
Quantltatlve‘ Easing Facility (CPFF) (CMCCF) Municipal Liquidity Facility
Forward Guidance Money Market Mutual Fund Facility Term Asset-Backed Securities Loan Facility
NATIONAL ECONOMIC
EDUCATION DELEGATION
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* Fed Funds Rate at ZLB - newly issued debt very cheap 0.°
- Good for borrowers: mortgages, corporate paper, Treasuries q
- Not so good for savers: must accept more risk to get similar rewards as before
* Fed Forward Guidance: Keep FFR at ZLB until PCE inflation “at least 2%"”
- High inflation + low nominal rates = negative real returns
- Difficult period for fixed-income households
* Fed Balance Sheet grew from $4T to $7T to counter pandemic recession
- Large volume of liquidity + few quality savings vehicles = asset price bubbles
AT NOTLONA SSoNome 3
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@al Policy Timeline — Social Insurance ° el
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Phase: ';/Ré 6074 Phase Ilzsl;alrzily First Phase gl/?SCARES Phaijli: b
$8 Billion 4100 Billion $2.2 Trillion $484 Billion
R&D Paid Sick Leave HHLD Payments (More) Support for Small Firms
Public Health Family Medical Leave Support for Small Firms COVID-19 Testing
Medical Supplies Covid-19 Testing Support for Medium Sized Firms Hospitals
Other Unemployment Expansion Unemployment Insurance
Aid to States
AT SoTeaNaL ESoNome
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Sources of Disposable Income during the Pandemic 0’.
(at Annual Rates) o
20000.0
15000.0
10000.0
103.2%, 83.2%, 89.0%, 91.8%,
50000
00 I
Feb. March April May Juner July p
-5000.0
MW Before Tax Income M Net Taxes and Transfers
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APPLICATIONS PER VACANCY  Highest replacement I 2nd highest replacement . ..
BY QUARTILES OF Ul REPLACEMENT RATE rate increase rate increase .
INCREASES DUE TO THE CARES ACT m 3rd highest replacement g Lowest replacement rate .
rate increase increase .
30%
20%
10%
0%
-10%
Mar 9 Mar 23 Apr6 Apr 20 Ma'y 4 Ma;l 18 Jun 1 Jun 15 Jun 29
NATIONASource: Glassdoor (2020), and author’s calculations EconoFact econofact.org %
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Uses of Disposable Income during the Pandemic L
(at Annual Rates)
20000.0
18000.0
100 8.3% 12.9% 33.7% 24.6%
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12000.0
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80000
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Impact of Paycheck Protection Program on Employment '.:
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Py | PPP Program [ ®
g | Begins ]
c — q
S 0% = [
|
3 \ |
£ |
n |
= [
& -20%- \
€ I
5 ' PPP Employment=> Cost Per Job Saved
g' : Impact: +3% = $340,000
I |
= -40% I
° |
o |
§ : 125-475 Employees (Eligible for PPP)
| 525-875 Employees (Ineligible for PPP
O _50%- | ployees (Inelig )
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é PETERSON The distribution of PPP loans has not matched levels of °®
il Founoation  unemployment [ |
SHARE OF JOBS LOST AND LOANS DISBURSED (% OF TOTAL)
35%  Share of Total Jobs Lost in April
30% m Share of Total PPP Loans Disbursed
25%
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1. Resurgence of the virus (remember 1918?)
2. Lack of additional fiscal support to prevent debt default, evictions,
and business failures (remember 19297?)
3. Damage to State and Local Budgets leading to cuts in job and
discretionary spending (remember 2009?)
4. “K-shaped recovery”
NATIONAL ECONOMIC 30
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COVID-19 State Budget Shortfalls Could Be L
Largest on Record
Total state budget shartlallin each fiscal year, in billions of 2020 dollars
2001 Recession Great Recession COvVID-19"
02 03 ‘04 ‘05 09 90 M 12 '3 20 N 22
%60 %60
$105.¢10
§230
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CHANGE IN MONTHLY REVENUE VS. PREVIOUS YEAR (3-MONTH AVERAGE) .. .
‘ [
[ |
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\0/ Florida: -26%
" U.S.: -29%
«
60
Jul ) Jct, 2019 Jan. 2020 April 2020
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* Major Economic releases between now and November 3 [ )
- Weekly, Unemployment Insurance Weekly Claims, Thursdays (DOL) ¢

- Monthly

o Personal Income and Outlays for August, Thursday, 10/1 (BEA)
o The Employment Situation for September, Friday, 10/2 (BLS)
o First Estimate of GDP for 2020, third quarter, 10/29 (BEA)

o Personal Income and Outlays for September, Thursday, 10/30 (BEA)
- Economic Calendars at

o Marketwatch (marketwatch.com/economy-politics/calendar)
o FRBNY (newyorkfed.org/research/calendars/nationalecon_cal)

* Real Time Data:
- Track the Recovery: (tracktherecovery.org)
- Federal Reserve Economic Database (FRED): (fred.stlouisfed.org)
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Any Questions? .

www.NEEDelegation.or
Brian Dombeck
bdombeck@Iclark.edu

Contact NEED: info@needelegation.org

Submit a testimonial: www.NEEDelegation.org/testimonials.php

Become a Friend of NEED: www.NEEDelegation.org/friend.php
ﬁ NATIONAL ECONOMIC
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