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Introduction 
 
The economic crisis caused by the COVID-19 pandemic idled about one-sixth of the U.S. 
economy and displaced one in four American workers. Although the 2.5 million rise in total non-
farm employment from April to May was welcome news, the economy still had 20 million fewer 
jobs in May relative to February 2020. As business activity resumes, we expect to see continued 
rapid improvements in employment and output growth over the next few months. However, 
given the magnitude of economic losses that have taken place, it is unlikely the economy will 
reach pre-pandemic levels anytime soon as substantial portions of the economy will likely 
experience significant reallocation with some businesses going bankrupt and others using this as 
an opportunity to downsize employment.  
 
The path to economic recovery requires containing the spread of the virus and developing better 
treatments, and ultimately a vaccine. Economic policies, however, can play an important role in 
protecting people from the suffering associated with the reduction in aggregate demand, limiting 
“second round” damages that spillover into sectors that were not directly affected by the virus, 
and putting the economy in a better position to recover more rapidly as the virus-related limits on 
economic activity lessen and, hopefully, go away entirely.  
 
The federal government’s monetary and fiscal responses have been more ambitious than in any 
previous economic crisis. The Federal Reserve cut interest rates to zero in two emergency 
meetings, expanded its balance sheet by about $3 trillion, relaunched programs from the 
financial crisis aimed at stabilizing credit markets, and launched several new programs, including 
programs to purchase exchange-traded corporate debt funds and to directly lend to Main Street 
businesses. Congress passed the CARES Act in late March 2020, along with three other pieces of 
emergency legislation, with outlays totaling $2.2 trillion in FY 2020. That amounts to 10 percent 
of potential GDP for the year—three times larger than the largest discretionary fiscal stimulus 
prior to this crisis—and about 30 percent of GDP in fiscal stimulus in its peak months. Although 
the monetary and fiscal efforts have had missteps and limits, overall, they have succeeded in 
protecting the disposable personal income of most households and made funds available to get 
many businesses through the current period. 
 
More is needed moving forward. Many of the fiscal measures to date expire over the next two 
months. The next wave of fiscal policy should focus on extending, transitioning, or adapting 
these efforts so that the balance of policy shifts toward safely encouraging and rewarding a 
return to work and supporting a market-based reallocation of business and jobs. 
 
The highest priority remains the effective handling of the reopening and legislators should 
provide whatever funding is needed for the health response, including funding for testing, 
personal protective equipment and other medical supplies, and support for the development, 
manufacturing, and distribution of treatments and vaccines. Such spending has potentially 
enormous returns in lives saved and in accelerating the return of economic activity to normal 
levels. Many other experts and groups are working on these issues, so we do not make any 
specific proposals on these topics in this report. 
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This report instead focuses on fiscal policies aimed at bolstering the economic security and 
productivity of workers, small and mid-sized businesses, and state and local governments 
through a prolonged recovery from the worst ravages of COVID-19. We consider a timeframe of 
12 to 36 months after the onset of the pandemic, when we expect business activity to resume, 
albeit at less than full capacity, and aggregate employment outcomes to be on an improved 
trajectory. We premise our recommendations on the expectation that macroeconomic conditions 
will be weak for some time and that economic life will take place amid sizable uncertainty about 
the future path of the virus causing COVID-19 and the fact that its economic consequences could 
outlast the worst of the virus itself. 
 
Specifically, we propose major efforts in four areas: 

 
1. Income support for the unemployed, underemployed, and most vulnerable: (a) 

Continue increased federal Unemployment Insurance (UI) benefits with a phasedown 
over time based on economic circumstances; (b) Employ automatic triggers for UI 
extended benefits; (c) Bolster short-time compensation (STC) benefits to preserve viable 
employment relationships; and (d) Increase automatically benefits provided through the 
Supplemental Nutrition Assistance Program (SNAP) and suspend SNAP work 
requirements during periods of high unemployment. 

 
2. Reward and facilitate work: Temporary, targeted employment subsidies for workers to 

reward and incentivize employment and compensate workers who have continued to 
work during the pandemic in the form of a pandemic Earned Income Tax Credit. 

 
3. Lending support for small and mid-size businesses: Monitor the Main Street Lending 

Program and its effect on small and mid-sized businesses; adjust the program if necessary 
to increase lender and borrower participation.  
 

4. Federal support to state and local governments: (a) Provide a block grant for states 
and localities that cannot be used for tax cuts or pension increases; (b) Implement 
expansions in federal matching for state Medicaid and Children’s Health Insurance 
Program (CHIP) that are adjusted automatically based on economic conditions; (c) 
Provide block grants to state governments for K-12 education spending; and (d) Extend 
federal block grants to public universities, four-year colleges, and community colleges.  
 

The cost of this effort will be considerable, with the exact amount depending on the highly 
uncertain trajectory of the economy. Since the output gap is impossible to predict at this stage, 
we do not scale the size of these fiscal measures to equal a specific percentage of GDP. In 
addition, we do not believe that there should be any arbitrary cap on the size of the fiscal effort 
given that real interest rates are currently negative and the United States appears to have 
substantial fiscal space. Instead we recommend adopting a more “bottom up” approach to the 
fiscal response with a two-part consideration. First, any expenditure or tax cut of $1 that adds at 
least $1 to GDP should be pursued because it would generally not raise the ratio of debt to GDP 
in the short run and depending on the size of the multiplier and the persistence of the effects 
might improve fiscal sustainability over the longer run. Second, any expenditure or tax cut of $1 
that adds less than $1 to GDP may also be necessary and desirable, but should be evaluated 
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against the broader goals it serves, for example if it meaningfully contributes to public goods or 
social goals like advancing educational attainment or reducing hunger or poverty, which are 
considered valuable in their own right. Applying these tests requires substantial judgment calls, 
which we describe throughout this report. 
 
Many of our proposals are contingent on economic circumstances and as a result their cost 
depends on how the economy unfolds. If there is a rapid, V-shaped recovery with output and 
employment returning to trend by the second quarter of 2021, then these proposals would cost 
nearly $1 trillion. If instead we had a long, slow recovery—despite vigorous fiscal policy—with 
an unemployment rate of 12 percent at the end of 2020 that fell by 1 percentage point per year 
thereafter, the total cost would be $2 trillion. The Congressional Budget Office (CBO) would 
formally “score” these proposals by looking across the probability distribution of all outcomes 
for this recession as well as future recessions and likely come up with an overall cost estimate 
around the top of this range. The proposals and their cost are summarized in Appendix Table 1. 
 
Overall, as described in the last section, our proposals would increase GDP and jobs and reduce 
the unemployment rate. The precise amount depends both on economic circumstances and the 
size of the policies. Our illustrative analysis, based on a methodology that is broadly consistent 
with the approach of the Congressional Budget Office (CBO), the Council of Economic Advisers 
(CEA) and the Federal Reserve, is that the policies would add about 4 percent to the level of 
GDP over the next six quarters, have a peak impact on employment of just over 4.5 million jobs, 
and lower the average unemployment rate in 2021 by about 2 percentage points. 
 
In addition, individually or as a group we would support additional measures beyond those 
included here, especially in further phases of the effort beyond the next period when 
policymakers will need to vigorously address the many obstacles to economic growth and broad 
participation in this growth that pre-dated this crisis and have been exacerbated by it. Additional 
investments, like in infrastructure and education and training, will be desirable and it will also be 
necessary to put the United States on a sustainable fiscal course. Such additional measures are 
beyond the scope of this report but will remain a focus for the Economic Strategy Group, 
building on the proposals we have released to date in these areas.  
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1. Income Support for the Unemployed, Underemployed, and Most 

Vulnerable  
The pandemic-induced recession and its aftermath could last a long time. The Congressional 
Budget Office (2020) projects that unemployment will average 9.3 percent in 2021, and remain 
at a very high 8.6 percent at the end of the year (a forecast that assumes no additional fiscal 
actions by Congress). Although a more rapid, V-shaped recovery is possible, so too is an even 
more prolonged and painful recovery in which the economy remains well below full employment 
for many years. In any of these scenarios, additional, expanded support for unemployed and 
underemployed workers through extended and expanded Unemployment Insurance benefits, 
Short-Time Compensation (STC) benefits, and nutrition assistance will be essential. 
 
As we move into the next phase of the recession and subsequent recovery, policy should aim to 
continue providing out-of-work workers with enhanced levels of income and consumption 
support, while also encouraging a return to work as it becomes safer. In the immediate aftermath 
of the public health emergency, the policy focus was appropriately on protecting workers from a 
precipitous drop in income and consumption as businesses were forced to close and workers who 
were able to stay home were encouraged to do so. The goal of consumption maintenance should 
be maintained, while shifting to a policy focus on reentry to the workforce. The shock to the 
economy will likely take on a “stop-start” form in which some businesses temporarily cease 
activity and then restart. There will also be a substantial “reallocation shock” as some businesses 
face persistently less demand, weak businesses go bankrupt, and other businesses downsize and 
offshore (Barrero, Bloom, and Davis 2020).  
 
For these reasons, as the economy reopens, we favor providing benefits directly to individuals or 
households through unemployment insurance, rather than ongoing support to firms to pay 
payroll. Unemployment insurance provides economic flexibility, accommodating both temporary 
interruptions in employment (furloughs) and permanent job losses. The UI system serves two 
major purposes during a recession. It buffers workers—especially low-wage workers—from the 
economic shock (Mukoyama and Şahin 2005) and it serves as a macroeconomic stabilizer during 
economic downturns by providing fiscal stimulus (Chodorow-Reich and Coglianese 2019; Nunn 
and Ratner 2019).  
 
The U.S. Unemployment Insurance system is made up of two programs. First, UI benefits, also 
referred to as Unemployment Compensation, pays benefits for up to 26 weeks in most states and 
is available to eligible workers who are laid off from their jobs through no fault of their own, are 
actively seeking employment, and are able and available to work. States administer and pay these 
benefits to workers, which are financed by payroll taxes, while the federal government pays for 
administrative costs. A second program, UI Extended Benefits, is triggered when a state is 
experiencing high levels of unemployment. Under the regular Extended Benefits program, 
individual workers receive an additional 13 to 20 weeks of unemployment benefits after the 
worker exhausts their state’s regular UI benefits. The program is jointly funded by the federal 
and state governments, with each covering half the cost.  
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The CARES Act extended and enhanced the UI program through three temporary programs. 
First, Pandemic Emergency Unemployment Compensation (PEUC) provides an additional 13 
weeks of unemployment compensation through December 26, 2020 for workers who exhaust 
state-provided unemployment compensation benefits. Second, Pandemic Unemployment 
Assistance (PUA) provides up to 39 weeks of unemployment benefits to individuals who are not 
eligible for regular unemployment compensation or extended benefits, including the self-
employed, independent contractors, workers for certain religious entities, those seeking part-time 
employment, and individuals lacking sufficient work history, among others. The PUA program 
expires December 31, 2020. Third, Federal Pandemic Unemployment Compensation (FPUC), set 
to expire by July 31, 2020, provides an eligible individual with $600 per week on top of the 
weekly benefit amount he or she receives through regular or pandemic unemployment insurance 
or short-time compensation. 
 
We also favor increased utilization of “work-sharing” programs, in which employment 
reductions are spread across workers in the form of hours reductions for all workers rather than 
full lay-offs for some. Traditional UI incentivizes the latter approach. At a minimum, short-time 
compensation is designed to level the playing field between employment reductions and hours 
reductions. STC also helps to preserve employment relationships in firms or sectors where a 
reallocation shock is less likely. 
 
In addition, we propose expanding nutritional assistance for low-income households through 
Supplemental Nutritional Assistance Program (SNAP). It is critical to offer nutritional support to 
the millions of people who may not be eligible for unemployment insurance or who might fall 
through the cracks of other systems. SNAP is a critical source of safety net support.  
UI benefits, STC benefits, and SNAP benefits all help participating individuals and households 
smooth their consumption through a period of income loss, preventing what would otherwise be 
abrupt reductions in spending. As a result, they are likely to have a high macroeconomic 
multiplier in a depressed economy. Estimates suggest that each dollar spent on extending UI 
benefits generates as much as $1.90 in additional economic activity (CBO 2012), while each 
additional dollar spent on SNAP benefits generates up to $1.79 in additional economic activity 
(Hanson 2010).  
 
We make four specific recommendations: 
 
a. Continue expanded federal Unemployment Insurance benefits with a phasedown over time based 

on economic circumstances  
 
The termination of the Federal Pandemic Unemployment Compensation program after July 31 
would result in hardship for tens of millions of households, along with a large reduction in 
aggregate spending, given that the unemployment rate will likely remain at the highest level 
since the Great Depression and the economy will still be operating well below its potential. At 
the same time, the $600 federal weekly benefit provided through the program currently replaces 
more than 100 percent of lost wages for about two-thirds of workers (Ganong, Noel, and Vavra 
2020). This would be a problematic system going forward, especially as the unemployment rate 
starts to fall. 
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Optimal unemployment insurance requires balancing the desire to help households smooth their 
consumption against the moral hazard of unemployment insurance discouraging work. The 
higher the unemployment rate, the more generous the optimal benefits because the constraint on 
employment is weighted toward the availability of jobs versus the intensity of job searching 
(Baily 1978; Chetty 2006). 
 
Recognizing this tradeoff, we recommend replacing the Federal Pandemic Unemployment 
Compensation after July 31 with a new system that provides a federal unemployment benefit, in 
addition to state benefits, of up to 40 percent of covered wages with a maximum federal UI 
benefit of $400. For workers making up to the median wage this would replace about 80 to 90 
percent of their wages when combined with regular state replacement rates. The replacement rate 
would then decline for workers whose lost wages are above the median. 
 
Defining the federal bonus as a replacement rate rather than a flat dollar amount avoids the 
scenario in which a worker receives more money from unemployment insurance than what they 
were making on the job. Moreover, defining the benefit as an additive percent, rather than a 
specified target, of say a 90 percent replacement rate, avoids perversely rewarding states with 
less generous UI replace rates, or encouraging states to lower their generosity.  
 
Some states will be unable to implement a bonus replacement rate system by August, in which 
case we propose that they could continue using the flat bonus formula through the end of the 
year, with the bonus set at half of the maximum federal benefit—equal to a maximum of $200 
per week. Note, the sooner an extension is passed, the more time states will have to update their 
systems for the new benefit formula, a problem when the flat $600 benefit was passed in March 
with essentially no advance preparation time. 
 
We propose making the parameters of the federal UI benefit program a function of state 
unemployment rates. We would propose setting triggers based on each state’s historic 
unemployment rates such that the maximum federal benefit would be available when the 
unemployment rate was above about 15 percent and it would be phased out entirely when the 
unemployment rate reaches about 7 percent.2 These triggers for a federal UI benefit should be a 
permanent feature of the UI program since adjusting replacement rates to match the optimal 
balance of consumption smoothing and work incentives is not unique to the current period. Not 
that as a result of this proposed formula, starting in August many states would have their bonus 
replacement rates set below the maximum 40 percent capped at $400 because their 
unemployment rates are below the 15 percent threshold for the maximum benefits. 
 
b. Federal financing and automatic triggers for the UI Extended Benefit program  
 
For all the reasons we favor making federal UI benefit enhancements a function of state 
unemployment rates, we support making UI extended benefit duration an automatic function of 
economic conditions. An additional reason why a well-functioning Extended Benefits program is 
so important is to keep jobless workers on unemployment insurance during a period of high 
unemployment rates rather than having them drop out of the labor force entirely and enroll in the 

 
2 For example, similar to Fiedler, Furman, and Powell (2019), the benefit could be triggered when a state’s 
unemployment rate surpasses its 25th percentile since 1980 plus 2 percentage points.  
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federal disability insurance program, which tends to keep people out of the labor force 
permanently (Mueller, Rothstein, and von Wachter 2016).  
 
The regular UI Extended Benefit program is intended to increase UI benefit duration during 
times of high unemployment, but because of its current design, it does not function well. 
Extended Benefit eligibility is based on the insured unemployment rate, which has fallen relative 
to the overall unemployment rate over time because of declining recipiency rates. Furthermore, 
because states are required to pay half of the cost of Extended Benefits, many states have been 
reluctant to participate, since economic downturns are precisely the time when their own budgets 
are very strained. As a result, Congress has passed ad-hoc extensions of UI benefits during this 
and prior recessions. These extensions, however, have sometimes started too late, ended too 
early, and created uncertainty. 
 
We recommend that UI Extended Benefits be entirely federally funded to increase state 
participation, alleviate constrained state government finances during economic downturns, and 
enhance regional insurance. In addition, we propose basing them on a state’s total unemployment 
rate relative to its historic values. We also favor eliminating the “look-back provisions” that 
eliminated eligibility for extended benefits in states with persistently elevated unemployment 
rates during the Great Recession, as has been recommended by Chodorow-Reich and Coglianese 
(2019) and O’Leary and Wandner (2018).  
 
We estimate the cost of federally funding Extended Benefits would be about $20 billion in a 
rapid recovery and as high as $230 billion under a prolonged recovery.  Our back-of-the-
envelope calculation of the cost of federal unemployment benefits contingent upon state 
unemployment rates would be $60 billion in the rapid recovery scenario and $300 billion under 
the prolonged recovery scenario.  
 
 
c. Short-Time Compensation programs should be promoted; STC approval processes should be 

streamlined; and federal funds for STC programs should be tied to macroeconomic conditions 
 
Short-time compensation programs—also known as part-time compensation agreements or 
work-sharing arrangements—are effectively equivalent to “pro-rated” unemployment insurance 
for workers who experience involuntary reductions in hours instead of being laid off. As noted 
by the U.S. Department of Labor, “STC cushions the adverse effect of the reduction in business 
activity on workers by averting layoffs and ensures that these workers will be available to 
resume prior employment levels when business demand increases.” Currently 26 states, which 
contain two-thirds of the U.S. workforce have short-time compensation programs in operation, 
most of them established after the financial crisis (U.S. Department of Labor). 
 
Typically, STC benefits are financed through employer payroll taxes administered by states. 
Under the CARES Act (Section 2108) the federal government reimburses states with STC 
programs for the entire cost of STC benefits (up to the equivalent of 26 weeks of total 
unemployment benefits per worker) through the end of 2020. In addition, the act provides federal 
funding to cover up to half of the cost of new programs that are implemented by states by 
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December 2020 and provides additional grants for implementing new programs. States are able 
to make individuals receiving STC eligible for the additional $600 FPUC benefit.  
 
Like the payroll protection and employee retention programs mentioned above, STC programs 
offer income support to workers who experience a reduction in hours but remain employed. This 
encourages businesses to keep more workers on reduced payroll, rather than fewer workers on 
full-time payroll. In this sense, STC accomplishes a key goal of the Paycheck Protection 
Program and Employee Retention Credit. Businesses benefit by avoiding costly recruitment and 
training when the economy recovers, while workers can retain most of their income and access to 
health insurance (Abraham and Houseman 2020). 
 
STC payments are paid directly to workers through the UI system, as opposed to being paid 
directly to firms who continue to pay their workers. Employees whose hours are reduced receive 
unemployment benefits proportional to their lost work hours. 
 
We recommend policies to mitigate existing barriers to STC take-up by employers: 
 
First, we propose additional federal funding for state STC outreach programs to employers and 
workers. Survey data reveals that lack of awareness among employers is an issue (Balducchi et 
al. 2020), however, von Wachter (2020) suggests information about STC programs could be 
shared through small business lending programs to raise awareness among employers.  
 
Second, states should be encouraged to streamline administrative processes. Specific guidance 
from the Department of Labor would lead to greater STC utilization. Currently, the 
administration of the program is unduly complex. Employers must file a work-sharing plan that 
is then reviewed by state agencies, often by hand, and employers have to submit information on 
the hours that each employee works every week. In addition, employers with establishments in 
different states have to contend with state-level differences in STC guidelines and requirements. 
One option would be for the Department of Labor to require that states maintain a certain set of 
STC program requirements as a condition for participating in the federal-state UI system.  
 
Third, we recommend federal funding for STC benefits to be triggered under the same formula 
outlined above for the Extended Benefits program. This would make funding available to states 
that continue to experience elevated rates of unemployment. The replacement rates under STC 
should match the state’s UI replacement rate (plus any additional federal benefits), so that at the 
extreme case of a 100% reduction in hours, the two policies are equivalent.  
 
The costs associated with STC expansions will depend on take-up of the program. To the extent 
that STC participation diverts workers from state unemployment compensation, the estimated 
cost of UI expansions noted above will be offset.  
 
d. Expanded federal safety net support through increased nutrition assistance 
 
Millions of households face large income losses, even with the expanded Unemployment 
Insurance. It is critical that support be available for individuals and families to maintain spending 
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on food. Food insecurity is a perennial problem in the United States, and the current economic 
situation is likely to make this worse for economically vulnerable households.   
 
SNAP provides qualifying families electronic benefit transfers (EBT) that can be used to make 
allowable food purchases at participating grocery stores. It is a critical source of income support 
to low-income families in the United States; seven million individuals (11 percent of the 
population) received program benefits in February 2020.  
 
In addition to being an important anti-poverty program during “regular” times, SNAP is an 
important source of income insurance and an automatic stabilizer during economic downturns. 
SNAP provides consumption insurance during recessions by helping families maintain food 
purchases during periods of income loss. Because beneficiaries immediately spend their SNAP 
benefits, it provides a rapid fiscal stimulus to the local economy. And because the number of 
eligible families expands when joblessness rates rise, program caseloads automatically respond 
to macroeconomic conditions, increasing during downturns and declining when the economy 
improves.   
 
Efforts to link SNAP eligibility to work or hours requirements deliberately undercuts both the 
safety net and automatic stabilizer components of the program. The Families First Coronavirus 
Response Act enacted March 18 temporarily suspends the program’s three-month time limit on 
benefits for adults under age 50 without children in their home and gives states significant 
flexibility to administer the program. However, neither the Families First Coronavirus Response 
Act nor the CARES Act increased the SNAP benefit amount, despite the fact that food insecurity 
rates have doubled since the onset of COVID-19 and as many as 38 percent of households with 
children are currently experiencing food insecurity (Schanzenbach and Pitts 2020).  
 
We recommend that during recessions, SNAP work requirements be automatically suspended 
and the maximum benefit amount be automatically increased by 15 percent, as proposed by  
Hoynes and Schazenbach (2019). Making these adjustments automatic would remove 
uncertainty and improve the use of SNAP as both insurance to individuals and as an automatic 
stabilizer. 
 
Rosenbaum, Dean, and Neuberger (2020) estimate that increasing maximum SNAP benefit 
levels by 15 percent would increase average benefits per person by about 20 percent. If this 
temporary increase were enacted beginning in June 2020, a rapid recovery that saw 
unemployment return to 3.5 percent by the second quarter of 2021 would mean 10 months of 
increased benefits at a total cost of about $20 billion. A slower recovery that had unemployment 
rates of 12 percent through the end of 2020 followed by a decline in the unemployment rate of 
one percentage point per year would mean about $130 billion in increased benefits.  
 
2. Support and Facilitate Work 
 
Economic transfers have played a major role in supporting household incomes and consumption 
in the first months of the COVID-19 crisis. If unemployment rates remain very high, then 
transfers will continue to play an important role in the recovery. Nevertheless, the balance should 
and will likely shift toward work. Facilitating that shift will require preventing unnecessary 



Promoting Economic Recovery After COVID-19  
 
 

  

11 

further job losses (most notably by state and local governments), speeding up the rehiring 
process by maintaining overall aggregate demand and purchasing power of households, and 
helping workers match to new jobs. Worker reattachment is the hardest part, requiring that 
employers offer more jobs and an adequate labor supply for these jobs. There is no quick and 
easy way for this to happen, but we believe that additional incentives could help speed the 
process—and at worst would still raise the incomes of workers who need it.  
 
a. Subsidies for work 
 
Right now, people who have lost lower-paying jobs are better compensated by unemployment 
insurance than their peers who kept their jobs. Our proposal to extend unemployment insurance 
would reduce this distortion but would still keep the replacement rate for unemployment 
insurance relatively high, at a level that together with the additional leisure could still make 
unemployment more attractive than working for some people. As federal weekly benefit amounts 
are reduced, payroll subsidies would provide further incentives for workers to seek 
reemployment and would rectify perceived inequities for workers who maintained their 
employment despite generous unemployment benefits.  
 
Two approaches could be considered to help rectify this imbalance and better reward work. The 
first is broadly supporting workers in lower-paid jobs through an approach similar to the Earned 
Income Tax Credit. The second is targeted “hiring bonuses” for unemployed workers who get 
jobs. The broader approach would be more expensive and more equitable because it would mean 
that similar people were paid in a comparable manner. The “hiring bonus” approach could result 
in two people working in identical jobs receiving different amounts based on whether they had 
been unemployed. The “hiring bonus” approach, however, can be tailored in a cost-effective way 
to neutralize any disincentives associated with unemployment insurance and thus merits 
consideration. 
 
On equity grounds, a wage subsidy to low-wage workers is also warranted. Many low-wage, less 
educated workers have taken up the task of conducting essential business without the ability to 
work from home (Kearney and Pardue 2020). That puts them on the front lines of jobs that 
involve contact with other people and potential exposure to the virus. In typical times, workers 
whose jobs involve injury or mortality risk are paid a premium and the market takes care of this 
wage setting. But this wage setting process does not work as it should during a pandemic and a 
painful recession. Most workers in these essential jobs do not have the luxury of searching for an 
alternative job with equal or lower pay and safer conditions. They also are not eligible for UI 
benefits if they quit. As Anderson and Levine (2020) note, “Working in a grocery store wasn’t a 
high-risk occupation up until a few weeks ago. It is now, though, implying that wage subsidies 
should at least eliminate the gap between working and collecting UI to at least somewhat 
compensate for that risk.”   
 
For these reasons, we propose a Pandemic Earned Income Tax Credit (PEITC) that doubles a 
family’s refundable EITC tax credit, as based on earnings in the 2020 tax year. Basing the 
pandemic employment subsidy on the existing EITC has the key advantages of achieving income 
and family structure targeting and being relatively straightforward to administer. It has the 
disadvantage of being distributed to families as an annual, lump-sum amount. If it were 
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administratively feasible, it would be preferable to supplement the earnings of workers on a 
higher-frequency basis, based on monthly or quarterly earnings.3 Expanding incentives for work 
should also be seriously considered for individuals without dependent children, since they face 
the same imbalance between incentives to work versus remaining unemployed. Thus, the 
pandemic underscores the longstanding need to augment the direct work incentives of the 
existing EITC, as several of us have argued before (Furman and Swagel 2018, Hubbard 2014). 
 
The downside of the PEITC approach is that workers would not receive payments until the 
following year, so its impact as stimulus would be muted. The benefit would still achieve the 
goal of rebalancing the financial benefits of work versus receiving unemployment insurance.  
 
We do not propose to condition the payroll subsidy on whether a job is deemed essential. As a 
practical matter, those designations are shifting and are prone to be gamed. As an economic 
principle, we do not want to distort worker and firm decisions during a period of market 
reallocation of jobs.  
 
We estimate the costs associated with a pandemic EITC would be about $70 billion per year. To 
the extent that fewer people will claim the EITC given high rates of nonemployment, the costs 
could be lower. If instead, the employment subsidy took the form of a hiring bonus, the cost 
would also be somewhat lower.  
 

3. Lending Support for Small and Mid-Size Businesses 
 
The economic toll of the COVID-19 pandemic has been especially acute for small and mid-sized 
businesses. These firms lack the capital to sustain or restart their businesses. Firms need to 
replace lost inventories, reorganize office space and production processes to comply with social 
distancing guidelines, and navigate the process of (re)hiring employees. After months of lost 
revenue, firms are in an especially weak position to make such investments. Moreover, while 
Chapter 11 bankruptcy can allow large businesses to operate while restructuring, this process 
works much less well for small businesses and so costly liquidations would be more likely in 
many cases. 
 
Widespread permanent closure of small businesses will deepen and lengthen the downturn and 
impede a healthy recovery. Macroeconomic weakness will continue to suppress consumer 
spending and constrain small business lending. These forces together have the potential to create 
an unprecedented wave of avoidable small and mid-sized business failures, which would come at 
a tremendous economic and political cost. This wave of small and mid-sized business failures 
would destroy livelihoods and undermine the strength of communities across the country. The 

 
3 This change would require that employers provide payroll data on individual employees to the IRS on a quarterly 
basis. This could be done revising Form 941—which employers use each quarter to report income taxes, social 
security tax, and Medicare tax withheld from employees’ paychecks—to include individual-level data. The IRS 
would then issue payroll subsidies directly to employees based on the information submitted. These changes are 
likely impractical for administering a one-time credit.  
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government should provide support in the pandemic’s wake to small and mid-sized businesses 
that do not otherwise have access to sufficient capital. 
 
The goal of government lending programs during the post-pandemic recovery should be to 
support firms that could be solvent in the post-pandemic economy, but that need new capital to 
sustain or reopen operations. In any given time period, there is substantial churn in the economy 
and many small and mid-sized firms go out of business. The pandemic has also led to a 
substantial reallocation of economic activity, much of which might be lasting. As a result, it is 
not economically desirable to try to freeze in place the economy of February 2020 or to give 
unlimited and indefinite grants to businesses.  
 
Government intervention is needed to bolster capital access for small and mid-sized businesses 
in the wake of this public health pandemic, grounded in the large negative externalities posed by 
business failures at a moment like this and the possibility of multiple equilibria, with a good 
outcome in which the success of businesses is mutually reinforcing. Fears about the future 
trajectory of the pandemic, the speed of the economic recovery, and the balance sheets of 
potential borrowers mean that even a well-capitalized banking sector is unlikely to provide the 
necessary capital to help small and mid-sized firms. Although inexpensive liquidity is available 
to commercial banks through the Federal Reserve facilities that have been set up to backstop the 
financial sector, this liquidity will not flow to firms if banks believe they are too risky.  
  
Support for small and mid-sized businesses should be provided to businesses that would have 
been successful had they not experienced the negative shock associated with the public health 
crisis, and that can be successful when economic conditions improve. In addition, they should be 
loans that could be repaid if the business succeeds, rather than grants. Doing this will not require 
Congress to appropriate any additional funds at this time, but rather require the Treasury and 
Federal Reserve to make much more aggressive use of the $454 billion that Congress has already 
passed for this purpose.  
 
We do not propose further extensions to the Paycheck Protection Program or the Employee 
Retention Credit, which were part of the CARES Act passed in March.  As discussed above, 
these programs helped to preserve employment relationships during the sudden shutdown of 
economic activity. However, extending these programs into the recovery period would create 
undesirable distortions during a period of economic reallocation. Therefore, we emphasize 
policies that support out-of-work individuals during this period and encourage continued lending 
support for small and mid-sized businesses that will continue to be viable going forward.  
 
Many small and mid-size businesses have faced large income declines and financial fragility 
during the pandemic shutdown, even in the presence of policy initiatives like the Paycheck 
Protection Program.  For this reason, the CARES Act granted the Treasury Department $454 
billion in capital to back Federal Reserve lending facilities that pose a risk of loss. One of those 
facilities, the Main Street Lending Facility, launched yesterday, is an especially good place for 
this money to be spent. The program received an allocation of $75 billion in capital to back $600 
billion in loans to small and mid-size firms, which protects the Federal Reserve up to a loss rate 
of 13 percent. We think that this initial design suggested by the Treasury Department is too 
conservative, raising questions about its effectiveness in restarting lending as firms reopen and 



Promoting Economic Recovery After COVID-19  
 
 

  

14 

adjust to changing conditions in the post-pandemic-shutdown period. This restricts access to the 
facility to businesses with a fairly low failure risk. Treasury could commit additional funding to 
the facility with funds that have already been authorized under the CARES Act. Doubling or 
even tripling the loss rate would make credit available to riskier businesses at more generous 
terms.  
 
Should the program fail to garner meaningful bank participation or borrower demand relative to 
the $600 billion objectives, the program could be modified to make the terms more attractive to 
borrowers or to improve the incentives for banks to participate. 4  
 
If it turns out to be the case that the Main Street Lending Program does not generate a large 
amount of lending, there are a number of potential changes that could be made. To attract more 
lenders, the program could further reduce the portion of the loan that is retained by the bank, 
increase the fees paid to banks or allow banks to collect interest and fees on the full face value of 
the loans they hold, and/or provide liability protection to banks in the event that lenders default. 
If the current program fails to generate widespread participation among borrowers, lending terms 
could be made more generous. This could be accomplished by further increasing loan maturity or 
reducing expected borrowing costs through a fixed interest rate, for example.  

 
It is also an open question as to whether even more favorable loan terms will entice sufficient 
entry into the program. If the risk of future shutdowns proves to be a substantial barrier for firms 
to seek out financing to restart operations, policymakers could offer loan forgiveness in the event 
of a shutdown. Policymakers could also consider a general business continuation insurance 
(BCI) product, such as that proposed by Hanson, Stein, Sunderam, and Zwick (2020), in which 
the government would provide payment assistance to enable impacted businesses to meet their 
recurring fixed obligations during a resurgence in the health emergency. Under their proposed 
program, there would be an expectation that firms would gradually repay most of the benefits over 
time, and the BCI program would be terminated once the peak health emergency is over.  

4. Federal Support to State and Local Governments  
Despite the $110 billion allocated to states for COVID-related emergency expenses in the 
CARES Act, state and local governments face severe revenue shortfalls. The Center for Budget 
and Policy Priorities (2020) estimates that state revenues will decline by 10 percent in fiscal year 
2020 alone, which ends June 30 in most states, and by as much as 25 percent in fiscal year 2021. 
They estimate the total shortfall for states alone—not counting local governments—of $650 
billion over fiscal years 2020, 2021, and 2022, an estimate consistent with CBO’s projections for 
unemployment given the historic relationship between unemployment and state revenue 
reductions (Fiedler, Furman and Powell 2019). This is higher than a mid-April Moody’s 
Analytics (2020) analysis estimating state governments will need at least $300 billion to get 
through fiscal year 2022 without cutting budgets or increasing revenues. Together with 
anticipated local government shortfalls, this number increases to at least $500 billion (Zandi 
2020) and assumes that states and localities use their entire rainy day funds. Neither analysis 
appears to account for ways in which this recession could result in additional revenue reductions 

 
4 These observations are based on the April 30 term sheets available on the Federal Reserve website and subsequent 
updates made on May 27, 2020 and June 8, 2020. 
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(e.g., shifting from restaurant meals, which are generally subject to sales taxes, to food at home, 
which is generally not) and spending increases associated with the emergency itself, which go 
beyond health costs to include the large costs associated with incorporating social distancing into 
workplaces. 
  
States face significant financing challenges during recessions due to the combination of 
procyclical tax revenues, countercyclical spending demand, and balanced budget requirements. 
This particular downturn has been especially severe because of an extremely high number of 
unemployment claims, a dramatic shortfall in state tax revenues stemming from business 
shutdowns, and increased outlays in response to the public health emergency. The Federal 
Reserve has responded by creating the Municipal Liquidity Facility, which purchases short-term 
notes from state and local governments to help them manage their cash flow needs, which in turn 
has helped to stabilize municipal lending markets. Lending, however, does not relieve the 
constraints of the balanced budget requirements that states operate under. 
 
State fiscal contractions can offset federal fiscal stimulus and result in slower growth, both 
directly by reducing employment in the state and local sector and indirectly through a multiplier 
that propagates throughout the economy. Furman (2020) estimates that the average annual 
growth rate was 0.6 percentage point lower in the five years from the trough of the Great 
Recession because of the shortfall of state and local spending relative to its historic average. 
Conversely, state fiscal relief is an effective form of fiscal stimulus. About a half-dozen studies 
have examined state fiscal relief programs in the American Recovery and Reinvestment Act 
exploiting quasi-random variations in the amounts that were allocated to states. Chodorow-Reich 
(2019) reviews these and numerous other papers finding they consistently show a national 
multiplier of 1.7 or above assuming no offsetting changes in monetary policy, which is a realistic 
assumption in the current circumstances. 
 
In addition to these large and well-documented macroeconomic benefits, additional federal 
support to states would have the advantage of reducing the magnitude of budget cuts that states 
and localities would otherwise need to make to health, education, and other services, while also 
enabling them to undertake the expenses associated with the response to COVID-19. Without 
federal support, we can expect to see states cutting spending, raising tax rates, or both, as they 
have done in past recessions (Gordon 2012), leading to both direct job losses and further 
propagating economic losses throughout the economy through a multiplier. 
 
We propose increased federal funding in four forms: (a) A block grant for states and localities 
that cannot be used for tax cuts or pension increases; (b) Increased matching for state Medicaid 
and CHIP programs; (c)  Increased funding to offset shortfalls in state K-12 education funding as 
a result of the pandemic; (d) Increased funding for public postsecondary education institutions to 
offset lost revenues and support worker retraining. Together these four approaches should be 
calibrated to fill the entire budget hole for fiscal years 2020, 2021, and 2022 and a substantial 
share of the future recessionary shortfalls. 
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a. A block grant to support state and local government shortfalls 
 
States and localities went into the current crisis with balanced budgets, relatively low debt as a 
share of the economy, and in an era of very low interest rates. Although state and local 
governments have varying degrees of preparedness for their future pensions, these differences 
did not play any role in the large shortfalls that have opened up as revenue has fallen 
dramatically and spending needs have grown due to the economic downturn and the emergency 
expenses associated with COVID-19. 
 
A block grant of around $500 billion to be split between states and localities and spread out over 
two years would, together with our other proposals, fill much of their remaining budget holes, 
enabling them to avoid draconian spending cuts. Effectively, the federal government would be 
borrowing instead of state and local governments—something it can do more cheaply than states 
and local governments and without the constraint of a balanced budget. The funding would be 
allocated through a formula based on a combination of state shares of the population and state 
shares of the unemployed workers. 
 
Some constraints would need to be applied to the block grant. We propose that it could not be 
used to fund new tax cuts if states are also cutting spending or new pension increases. 
 
b. An automatically triggered increase in the Federal Share of Expenditures on Medicaid and CHIP 

that will automatically phase out as the economy improves  
 
In addition, we recommend an automatic trigger for increased federal funding for Medicaid and 
CHIP in times of high unemployment. This will have an immediate impact during the current 
recession and will better prepare governments for future downturns.  
 
Federal and state governments jointly fund Medicaid and CHIP, while states administer both 
programs. Because states lack financing flexibility during downturns, Congress has acted to 
increase the federal share of funding for Medicaid in the last two recessions. Automatically 
increasing federal expenditures based on state unemployment rates would have many benefits, 
relative to relying on congressional legislation: First, funding is better targeted to states with the 
greatest need. Second, funding better corresponds to the timing and magnitude of the need, 
making federal expenditures more effective as stimulus when it’s most needed. Third, 
automatically triggering federal support based on economic conditions will avoid having critical 
support withheld due to a partisan impasse. 
 
Although the share of Medicaid paid by the federal government already varies automatically 
based on economic conditions, it is currently based on a state’s income relative to the average 
state and thus the overall match does not change over the business cycle. 
 
We endorse the Hamilton Project proposal by Fiedler, Furman, and Powell (2019) to increase 
automatically the federal share of expenditures on Medicaid and CHIP during recessions. 
Specifically, Federal Medical Assistance Percentage (FMAP) in both programs would increase 
by 4.8 percentage points for every point increase in the state’s unemployment rate above a 
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certain threshold, with a cap at a 90 percent reimbursement rate.5 Although FMAPs vary across 
states, the average rate for Medicaid in fiscal year 2020 (before the passage of the Families First 
Coronavirus Response Act) was roughly 60 percent, while for CHIP it was around 80 percent.  
 
The Families First Coronavirus Response Act implemented a temporary increase in the federal 
match rate by 6.2 percentage points, which will remain in effect until the end of the quarter in 
which the public health emergency ends. We propose that the automatic formula for federal 
spending increases be enacted immediately and that states receive the greater of the 6.2 
percentage point increase or the amount allocated under the formula in Fiedler et al.6 At the 
conclusion of the public health emergency, state FMAP formulas would then adjust according to 
the formula outlined in Fiedler et al. and thus would automatically phase out as unemployment 
declines.  
 
We estimate this proposal will cost about $80 billion in a V-shaped recovery scenario and up to 
$670 billion in the prolonged recovery scenario.  
 
c. A K-12 block grant to states 
 
Without federal intervention, funding for elementary and secondary education will undoubtedly 
be a casualty of state revenue shortfalls from COVID-19. The average school district receives 
roughly half of its funding from states, which in turn are funded from various state revenue 
sources, including state sales taxes. Severe cuts in K-12 funding also highlights equity concerns, 
as districts that rely more heavily on state funding often have less revenue from local property 
taxes.  
 
As part of the CARES Act, Congress appropriated $13.2 billion through the Elementary and 
Secondary School Emergency Relief (ESSER) Fund, which is allocated based on each state’s 
share of Title I funding. CARES also appropriated $3 billion for the Governor’s Emergency 
Education Relief (GEER) Fund, which was allocated to states based on their population’s age 
and poverty characteristics. As Gordon and Reber (2020) note, these amounts fall far short of 
what was allocated during the Great Recession ($56 billion) and many advocates are calling for 
10 times the amount appropriated through the CARES Act. We support additional one-time 
federal funding for K-12 of about $65 billion, which would aim to offset roughly half of the lost 
revenue that would be applied to K-12 education among states.  
 
Of equal importance is the formula that is used to allocate funds to states and then in turn to 
school districts. The American Recovery and Reinvestment Act’s State Fiscal Stabilization Fund 
distributed federal funds to states based on population without regard to poverty or Title I 
allocations. States then distributed funds through their own state-specific financing formulas. 
The same approach makes sense here, given the goal is to offset state revenue shortfalls.  

 
5 The 4.8 percentage point increase aims to offset two-thirds of the spending cuts that take place during states’ fiscal 
adjustments to economic downturns. If the match increase exceeds the 90 percent cap, the excess could be applied to 
expenditures in earlier fiscal years. 
6 The threshold established in Fiedler, Furman, and Powell (2019) is set at the 25th percentile of the state’s 
unemployment rate over the past 15 years, plus 1 percentage point. The state’s FMAP formula would then increase 
by 4.8 percentage points for every point increase in the unemployment rate above this threshold.  
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d. Federal support to institutions of higher education  

 
In the wake of the COVID-19 crisis, state budget shortfalls are going to mean substantially 
reduced state support to public colleges and universities, including both four-year institutions 
and community colleges. At a time when higher education and career and technical education are 
critically important, these institutions will be hard-pressed to serve students with quality 
programs. In the aftermath of the Great Recession, states decreased funding for public higher 
education institutions in order to close budget gaps. On average, states cut spending on a per-
pupil basis by 16 percent between 2008 and 2017 (Mitchell, Leachman, and Masterson 2017). 
The consequence of weakened institutional support is worsened student outcomes (see Deming 
and Walters 2017; Deming 2017; Bound and Turner 2007).  
 
Access to high quality, affordable institutions of higher education will be critical to a sustained 
economic recovery. The need for a more educated and skilled workforce that was obvious before 
this crisis has been heightened by the current situation. Furthermore, the impact of COVID-19 on 
the labor market will result in a significant reallocation of workers across sectors and 
occupations in the economy. As one of us has argued previously (see Goolsbee, Hubbard, and 
Ganz 2019), support to community colleges to improve and expand their course offerings and 
student support services is a productive way to increase rates of college attainment and bolster 
access to high-quality career and technical training.  
 
The CARES Act established an Educational Stabilization Fund that includes a total of roughly 
$30 billion in relief across three separate functions: funds to K-12 schools, funds to higher 
education, and funds to governors. Colleges and universities are eligible for funding under the 
latter two pools. Roughly 46 percent of the Education Stabilization Fund is allocated to the 
higher education pool for a total of about $14 billion, almost all of which will be disbursed by 
the Department of Education. The act requires that at least 50 percent of those funds be used to 
provide direct emergency aid to students affected by the current pandemic.  
  
First, we propose that the federal government build on the CARES Act Education Stabilization 
Fund’s higher education fund with an additional $10 billion annually for each of the next three 
years. We recommend allocating funds directly to institutions by the Department of Education.  
 
Second, recognizing the need for many workers to build new skills in response to significant 
changes in the economy, we will need to make critical new investments in the nation’s system of 
community colleges. These institutions are well situated for providing high quality training with 
demonstrated labor market outcomes, including career and technical education, flexible online or 
blended learning formats, and apprenticeship programs with local employers. We recommend an 
additional $20 billion annual fund for each of the next three years for creating a Community 
College lifelong learning fund.  
 
Together, these policies would cost $90 billion over three years.  
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5. Simulated Macroeconomic Effects 
Our proposals are designed both to advance specific goals—like providing relief for individuals 
who need it most and supporting education—and have a broader macroeconomic impact that 
speeds the economy recovery by increasing GDP, creating jobs, and reducing unemployment. 
The magnitude of the macroeconomic effects is uncertain because of the novel combination of 
supply and demand shocks that are concurrently hitting the economy. Nevertheless, analysis 
based on past experience provides a reasonable guide to the likely cost impact of the measures 
we propose, especially going forward as we move from the deliberate shutdown that has 
dramatically reduced economic activity in recent months to a more normal economic recovery.  
 
We quantify the effects of our proposals using a methodology similar to that used in the past by 
the CBO (2014) and the Council of Economic Advisers (2009, 2014), which assumes multipliers 
for different components of the plan:  0.8 for tax cuts for individuals, 1.1 for state and local fiscal 
relief, and 1.5 for aid to directly affected individuals, which are roughly the mid-point of the 
CBO estimates. The multipliers follow a distributed lag that is generally in line with the results 
in the Federal Reserve Board’s FRB-US model. The estimated changes in the level of GDP are 
translated into changes in employment following the methodology in CEA (2009), which in turn 
are translated into changes in the unemployment rate. The change in the unemployment rate is 
solved simultaneously with the change in the labor force participation rate to account for the 
increase in participation associated with lower unemployment. The economic baseline assumed 
in these projections is from CBO (2020) and we simulate the average of our two policy 
scenarios, which is broadly consistent with CBO’s economic outlook. 
 
The results of the policies are shown in Figures 1, 2 and 3. At its peak the policy would add 5.7 
percent to GDP growth in the fourth quarter of 2020. The policies would also increase the level 
of GDP by an average of 3.6 percent in 2021 and 1.7 percent in 2022. At its peak, these policies 
would add 4.7 million jobs to the economy, a number that would come down gradually to 4 
million at the end of 2021 and 1.6 million at the end of 2022. Over the two-and-a-half years 
through the end of 2022 it would add a cumulative total of 7.7 million job years. Finally, at its 
peak the demand-side effects of the policies would reduce the unemployment rate by nearly 2.5 
percentage points with that effect tapering over the course of 2021 and 2022. 
 
These exact effects would depend on how much assistance was needed. If the economy recovers 
more quickly, along the lines of our V-shaped scenario, then the initial boosts to GDP and jobs in 
the second half of 2020 would be similar but the additions would taper down faster in 2021 and 
2022. Conversely, in the more prolonged recovery scenario the fiscal policies would scale up and 
their macroeconomic effects would scale up along with them. 
 
Finally, these estimates may be conservative. We used multipliers that were developed a decade 
ago based on the best information at the time. Numerous studies of multipliers have been done 
since then. For example, Chodorow-Reich (2019) summarizes the literature on state and local 
fiscal relief and finds a multiplier of at least 1.7, which is well above the multiplier of 1.1 we 
used for this analysis. Moreover, our macroeconomic estimates only consider new expenditures 
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and do not reflect any changes to the Federal Reserve’s Main Street Lending Program that would 
use new resources. On the other hand, to the degree that fiscal policy was pushing against supply 
constraints associated with COVID or capacity more generally then multipliers would be 
smaller. We believe this is unlikely to the be the case given the scale and timing of our proposals. 
 

Figure 1 

 
 

Figure 2 
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Figure 3 

 
 

Conclusion 
The economic crisis caused by the novel coronavirus pandemic highlights and exacerbates many 
of the policy challenges that existed before its onset. The fiscal policy agenda laid out above 
focuses on the immediate aftermath of the economic shock caused by the COVID-19 pandemic. 
We have highlighted four policy priorities in this report: (1) income support to unemployed and 
underemployed individuals; (2) a means-tested pandemic earnings tax credit; (3) expanded loan 
support for small and mid-sized businesses; (4) federal support to state and local governments. 
These policies would help move the economy out of a recession and into a period of sustained 
recovery, bolstering individuals and viable small and mid-sized businesses. 
 
The steps we propose would cost roughly between $900 billion to $2 trillion, depending on the 
severity of the recession and the speed of the recovery. Any figure in this range is clearly a large 
sum of money. This funding, however, is designed to last for many years if necessary. Rather 
than misleading or pretending the recovery will be cheaper, for example by covering only a few 
months of unemployment insurance or only a fraction of the ultimate cost of the Paycheck 
Protection Plan, we believe it is better to be upfront about what the total costs will ultimately be 
and legislate them today in a contingent fashion that depends on economic circumstances. 
Overall these costs are still smaller than the $7.9 trillion in lost GDP projected by the 
Congressional Budget Office. 
 
This effort, however, is focused on the recovery from the pandemic itself. Our nation will also 
need to make critical infrastructure investments that have long been needed to enhance our 
nation’s economic capacity and productivity. Strengthening the nation’s safety net and 
addressing the widespread level of income inequality and economic insecurity should also be a 
priority. Most importantly, our country will need to undertake a bold investment in pandemic 
preparedness so that we avoid a similar future catastrophe. 
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At the same time, once the economy recovers, reforms will be needed to put the country on a 
more sustainable fiscal path. The federal government will need to reduce ineffective entitlement 
and other spending while raising additional revenue in as efficient a manner as possible. The 
magnitude of this adjustment will depend on the ultimate desired level of debt relative to the 
economy and the difference between interest rates and growth rates. Such an adjustment, 
however, is likely manageable by following the broad template of the fiscal deals in the 1990s. 
 
For now, however, the most urgent task for the country is to protect the economy from further 
damage and speed up the healing from the worst economic crisis since the Great Depression. 
These ideas are intended to help accomplish that goal. 
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Appendix 
 

Table 1. Estimated Costs of Task Force Recommendations  

Proposal 

Rapid Recovery 
($ Billions, over 

ten years) 

Prolonged 
Recovery 

($ Billions, over 
ten years) 

      
Income Support for the Unemployed, Underemployed and Most Vulnerable 

Expanded Unemployment Benefits 60 300 
Extended Unemployment Benefits 20 230 
Short-time Compensation ~ ~ 
Increase SNAP Benefits 20 130 

      
Reward and Facilitate Work      

Pandemic Earned Income Tax Credit 70 70 
      
Support for Small and Mid-Size Business Lending   

Reform implementation of CARES Act 
Funding ~ ~ 
      
Federal Support to State and Local Governments   

Block grant 500 500 
Increase Medicaid matching 80 670 
Support K-12 Education 70 70 
Public Universities and Community Colleges 90 90 

      
      
Total  $                   910   $               2,060  
      
Note: The Rapid Recovery Scenario assumes the unemployment rate falls continuously to 3.5 
percent in the second quarter of 2021, consistent with a V-shaped recovery. The Prolonged 
Recovery Scenario assumes the unemployment rate falls to 12 percent by the end of 2020 
and then falls by 1 percentage point per year thereafter until the economy is fully recovered. 
In both cases, these scenarios are post-policy so the underlying baseline scenario is 
somewhat worse. The cost estimates do not reflect the probabilistic scoring that CBO would 
use to assess the cost across a full range of scenarios over the next decade. 
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