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How Should Governments Respond
to the COVID-19 Economic Crisis!?

Explorer Café, VWednesday, September 30

Adam Pellillo, Economics Department (pellillo@]Iasalle.edu)
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) Today’s Explorer Café

Background on the economic impact of the COVID-19 pandemic and
policy responses to date

Lots of charts! (It’s the economist’s way...)

But also, hopefully, lots of discussion (via Zoom, and via the Zoom
chat box, which | will monitor closely); please feel free to ask
questions at any time

In about |5 minutes: small-group discussions on how governments
could support households, workers, businesses, and nonprofits during
the COVID-19 recession and promote a rapid and inclusive post-
COVID economic recovery



) The COVID-19 pandemic—and the public health measures taken to contain its spread—Ied

to a sharp decline in economic activity...
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) ...and a substantial rise in the unemployment rate.
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) In April, more than 23 million people were unemployed; that figure has fallen below 4 million
as of August.
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) However, the aggregate unemployment rate masks variation in unemployment by race...

FRED ~£% — Unemployment Rate
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...gender...

FRED ~£% — Unemployment Rate
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...age...

FRED ~£% — Unemployment Rate

— Unemployment Rate - 16-19 Yrs.
— Unemployment Rate - 20-24 Yrs.
— Unemployment Rate - 25-54 Yrs.
— Unemployment Rate - 55 Yrs. & Over
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...and educational attainment.

FRED ~£% — Unemployment Rate

— Unemployment Rate - Less Than a High School Diploma, 25 Yrs. & Over
— Unemployment Rate - High School Graduates, No College, 25 Yrs, & Over
— Unemployment Rate - Some College or Associate Degree, 25 Yrs. & Over
— Unemployment Rate - Bachelor's Degree and Higher, 25 Yrs. & Over
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NSIGHTS ECONOMIC TRACKER

Percent Change in Employment*

In Pennsylvania, as of July 29 2020, employment rates decreased by 5.9%
compared to January 2020 (not seasonally adjusted).
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PPSPORT UNITY

NSIGHTS ECONOMIC TRACKER

Percent Change in All Consumer Spending*

In Pennsylvania, as of August 30 2020, total spending by all consumers increased
by 2.7% compared to January 2020.

. Aug 30,2020
b
+10% i +15.2%
L Low Income
0% ’ 0
‘ 1 +2 . 7 /O
1 .
I Total Spending
-10% \ '
|
I : +1. 80/0
-20% i i ! Middle Income
| |
l I :
-30% l ‘ i i !
I | | | 1
I ( I l I |
I | I I I
Jan 15 Mar 1 I Apr1 I May 11 Jun 1 Julnt Aug 1 Sep 20
I I | | |
I I I l I
I | I I I
Jan 20 Mar 16 | I | May 08 I Jul03
First U.S. COVID-19 Case PA:Pu bli‘p School:% Close ! Select Bus. Reopen (PA) ! Select Bus. Re-close
I 1 I (regional) (PA) (regional)
I I I
| Mar23 I Jun 05
L an Non—EssehtialBus. PA Stay at Home Order
Close (PA) 1 Ends/Select Bus.
: Apr 01: Reopen (statewide)  ju1 10
PA Stay} at Home Order Select Bus. Reopen (PA)
I (regional)
|
| Apr15
" Stimulus Payments
Start
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from Affinity Solutions.
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PPSPORTUNITY

NSIGHTS ECONOMIC TRACKER

Percent Change in Small Business Revenue*

In Pennsylvania, as of August 09 2020, total small business revenue decreased by

24% compared to January 2020.
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How have the Federal Reserve (the U.S. central bank) and the federal government responded
to the COVID-19 recession thus far?

Monetary policy responses (i.e., actions undertaken that affect the
supply of money and the availability of credit)

Fiscal policy responses (i.e., changes in government spending and
taxes)

Refers to actions central banks take to pursue objectives
such as price stability and maximum employment

Refers to the government’s revenue collectionand
spending decisions (Congress and the administration)

FEDERAL RESERVE BANK of ST. LOUIS I


https://www.stlouisfed.org/open-vault/2018/october/difference-between-fiscal-monetary-policy

How have the Federal Reserve (the U.S. central bank) and the federal government responded
to the COVID-19 recession thus far?

According to figures from the Committee for a Responsible Federal
Budget, year to date:

$2.3 trillion has been committed/disbursed by the Federal
Reserve (mostly through purchases of long-term government
bonds and bundles of mortgages, but also through other
programs)

Another $2.3 trillion has been committed/disbursed through
legislative actions (e.g., loan programs, income support measures,

etc., principally via the Coronavirus Aid, Relief, and Economic
Security [CARES] Act)

An additional $437 billion has been committed/disbursed through
administrative actions (e.g., changes in tax policy and health

spending).
LASALLE
UNIVERSITY


https://www.covidmoneytracker.org/explore-data/interactive-table

A Visualization of the CARES Act

Source Total Cost: Recipient

$2.3 Trillion

I Grants: $230 billion States & Municipalities: $175 billion I

I Other Spending: $325 billion

T This includes 5170 billion of tax cuts for businesses other than corporations, some of which are large companies.
* This includes 5454 billion to set up a 54.5 trillion Fed facility, which could help support large businesses but also small :

businesses and state and local governments. CR'FB' or g | /1]
Source: Legislative offices, ICT, bill text, CRFB estimates.


https://www.crfb.org/blogs/visualization-cares-act

) The Federal Reserve’s target interest rate (the federal funds rate) is currently at 0.1 %.

FRED ~s% — Effective Federal Funds Rate
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The Federal Reserve has also been buying U.S. government bonds and bundles of mortgages
in order to keep borrowing costs low and support the financial system.

FREDM& @ Assets: Securities Held Outright: U.S. Treasury Securities: All: Wednesday Level
@ Assets: Securities Held Outright: Mortgage-Backed Securities: Wednesday Level

7,000,000
6,000,000
5,000,000
4,000,000

3,000,000

Millions of U.5. Dollars

2,000,000

1,000,000

-1,000.,000
2004 2006 2008 2010 2012 2014 2016 2018 2020

Source: Board of Governors of the Federal Reserve System (US) myf.red/g/wg0a


http://fred.stlouisfed.org/graph/?g=wg0a

Borrowing costs for the federal government are indeed quite low—the annual interest rate
for a |10-year government bond is now less than |%.

FRED q;;ﬁ — 10-Year Treasury Constant Maturity Rate
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) Mortgage rates are also at historic lows.

FRED »£4 — 30-Year Fixed Rate Mortgage Average in the United States
— 15-Year Fixed Rate Mortgage Average in the United States
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Consumer price inflation is also relatively low—prices for consumer goods and services
overall are up by only 1.3% since this time last year.

FRED ~/% — Consumer Price Index for All Urban Consumers: All Items in U.5. City Average
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) Is the bigger risk deflation (i.e., falling prices)? Or is this time different (e.g., because of supply
chain disruptions and unprecedented monetary stimulus)?

FRED ~/% — Consumer Price Index for All Urban Consumers: All Items in U.5. City Average
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) Grocery prices are certainly up!

FRED ~/% — Consumer Price Index for All Urban Consumers: Food at Home in U.5. City Average
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) Small-Group Discussions Regarding Further Policy Responses

Going forward, what should governments do to support households,

workers, businesses, and nonprofits during the COVID-19 recession?

How can governments support a rapid and inclusive post-COVID

economic recovery!

When we return to the full session, feel free to share your responses
or the issues that your group discussed via Zoom or via the Zoom

group chat.




Discussion



) Since interest rates and inflation rates are low—and will likely remain low—why not...

Allow the Federal Reserve to send out checks (“helicopter
money”) during recessions and economic crises

Improve our system of automatic stabilizers (e.g., enhanced
unemployment benefits or stimulus payments during recessions and
economic crises)

Find ways to achieve universal health care and universal access
to higher education (as policies aimed at supporting an inclusive
post-COVID economic recovery)

Expand technology budgets for schools

Invest in infrastructure (broadly considered), and our public health
infrastructure most importantly


https://www.brookings.edu/blog/ben-bernanke/2016/04/11/what-tools-does-the-fed-have-left-part-3-helicopter-money/
https://www.hamiltonproject.org/papers/direct_stimulus_payments_to_individuals

Thanks for participating!
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