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In response to the unprecedented economic suspension and rocketing
unemployment caused by the COVID-19 pandemic, the federal government

POLICY TAKEAWAYS
•

Of highest priority is the

launched the CARES Act—the largest fiscal stimulus in modern history—in

design and building of a com-

April 2020. The CARES Act

prehensive and robust viral

focuses on three primary

testing and tracing program.

policy goals: increasing
consumer spending through
direct cash payments to
households; providing
liquidity to small- and medium-sized firms and keeping
workers on payroll through

Three months after the CARES Act
was signed into law, the number
of COVID-19 cases is once again
soaring across the country, and the
pandemic continues to rage through
the economy.

Without such a program,
consumer confidence will not
return and local businesses
will falter.
•

Direct assistance needs to be
more targeted at those most
affected: small businesses

the Paycheck Protection

in certain industries and

Program (PPP); and provid-

with proprietors in particu-

ing an extended safety net to millions of Americans by temporarily expand-

larly hard-hit demographic

ing the unemployment insurance system.

groups, and low-income
households in higher-income
ZIP codes.

At $2 trillion, the program fell short of need, forcing Congress to add more
stimulus dollars at the end of April. Three months after the CARES Act was

•

A financial safety net for

signed into law, the number of COVID-19 cases is once again soaring across

workers in high-risk profes-

the country, and the pandemic continues to rage through the economy.

sions that includes coverage
of healthcare expenses relat-

As policymakers now consider a next round of economic stimulus policies,
it is important to assess the effectiveness of the CARES Act in achieving its
policy goals to date. Our review of the recent data shows the limitations of
traditional policies, such as stimulating demand and providing liquidity, in response to a recession driven primarily by pandemic-related health concerns.
The next round of policies will need to take into account the fact that a full
recovery of the economy will be hard to achieve until the COVID-19 threat to
public health passes.

ed to COVID-19 is critical.
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Economic Vulnerability

Tracking economic activity with high-frequency data from a vari-

this front, the analysis shows that stimulus payments were not

ety of sources, such as credit card processors, payroll firms and

able to keep small businesses from being the most vulnera-

financial services, reveals the devastating nature of COVID-19’s

ble to COVID’s most devastating impact. Indeed, sectors and

impact on millions of small businesses and low-wage workers.

businesses that were the hardest hit by the pandemic—leisure,

The data show that the sharp reduction in consumer spend-

hospitality, and general services—were not the recipients of

ing—especially among high-income households and on goods

extra stimulus dollars; in fact, a large fraction of the increase in

and services (food and accommodation services and retail

consumer spending appears to have gone to durable goods.

trade) that require in-person contact—fell disproportionately on
employees and small local businesses in affluent areas. As en-

A look at who spent their stimulus dollars where throws the

tire industries were brought to an almost instant standstill, the

pandemic’s disproportional effects further into relief. The early

economy lost tens of millions of jobs, especially among hourly

data show that small local businesses in low-rent neighbor-

workers. It is, therefore, important to evaluate the effectiveness

hoods experienced a sharp increase in revenues around the

of the CARES Act in increasing employment among low-income

time of the check payments; this is in stark contrast to those

workers. Indeed, the disproportional nature of the economic

located in high-rent areas, where there was no increase in

impact on this segment of the economy and its workforce is

revenues. To the extent rent is considered a proxy for affluence

likely why traditional policy responses are falling short in mitigat-

and density, this suggests that the stimulus dollars have not

ing the act’s impact.1

reversed high-income households’ reluctance to come into
contact with the virus by spending at local businesses. Ultimate-

How successful were the stimulus checks sent by the feder-

ly, neither group of businesses showed any significant improve-

al government to nearly 160 million Americans in spurring

ment in employment among low-income workers. This is not

consumer spending and restoring employment? The data show

good news for restoring employment among those hardest

that stimulus payments did sharply increase total consumer

hit by the COVID shock. Stimulating demand without assuring

spending, in particular for low-income families. However, that

health safety is not a durable strategy in a pandemic-ridden

may be hardly surprising. Plenty of studies show that lower-in-

economy.

come households, which often are more liquidity constrained,
have higher marginal propensities to consume. Moreover,

The second piece of the CARES Act intended to throw a lifeline

low-income households are not likely to have as high a (pre-

to small- and medium-sized businesses was in the form of a

COVID) base level of spending as high-income households.

Paycheck Protection Program (PPP). Initially set at $349 billion,

Thus, the increase in total consumer spending is not sufficient

PPP aimed at keeping workers employed by providing small

to call the stimulus payments successful in hitting their mark.

businesses with government-guaranteed, forgivable loans. The
program, administered by the U.S. Small Business Adminis-

What is more noteworthy, perhaps, is the composition of

tration, quickly ran out of funds days after it launched, moving

goods on which households spent their stimulus checks. On

Congress to approve an additional $310 billion, making the PPP
one of the largest economic stimulus programs in U.S. history.2

Chetty, R., J. N. Friedman, N. Hendren, M. Stepner, June 2020, The Opportunity Insights Team, “How did COVID-19 and stabilization policies affect spending
and employment? A new real-time economic tracker based on private sector
data”, NBER Working paper 27431 http://www.nber.org/papers/w27431
1

However, a lifeline even as big as this one is only as good as the
2
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On July 4th, the PPP was extended until August 8th.
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extent to which it reaches its target. So it is natural to wonder

delays for recipients. For some, an additional $600 per week

whether PPP loans hit their intended target and if flows were to

also means that their unemployment benefit would be higher

the areas and businesses that were hardest hit by COVID-19.

than their pre-COVID wages. This potential for the creation
of distorted economic incentives is not lost on the program’s

Preliminary analyses of how the first round of loans was distrib-

critics. The extra unemployment benefits are set to expire by

uted suggest help did not consistently reach where it was most

the end of July.

needed. It does not appear that PPP loans flowed to areas with
the worst local economic impact, whether measured by the

As the federal government considers what is needed in

COVID-19 case count, unemployment claims or the number of

the next round of economic stimulus, it should consider

shutdowns.3 On the contrary, the data suggest that a greater

the following issues and alternatives:

fraction of businesses received PPP loans in areas with better
employment outcomes and fewer COVID-19 infections and

•

There is no durable economic recovery without

deaths. In addition, in light of the wide-spread anecdotal evi-

consumers feeling safe undertaking non-essential

dence about credit misallocation, it is hard to conclude that PPP

activities away from home. Consequently, the highest

successfully hit its target. Because businesses with pre-existing

priority should be on designing and building a

bank relationships were also the ones that secured PPP loans,

comprehensive and robust viral testing and tracing

the program as a policy tool appears to have had limited bear-

program. This includes everything from centrally

ing on assisting the most vulnerable small businesses. If firms

coordinated production of testing supplies to a

with smaller reductions in their business, which were therefore

comprehensive and mandatory tracing program. While

more likely to maintain their payroll, were more likely to be PPP

fraught with political peril, it is time for our leaders to

recipients, it is difficult to expect that PPP has had significant

face the empirical evidence (and common sense), and

success in stopping or even decreasing unemployment.

demonstrate true leadership. As the current explosion

4

in new cases demonstrates, the current plan of
PPP may have proved less efficient than its European coun-

distributed production and operations is not sufficient

terparts, where governments have pledged to pay 80 to 90

to contain the pandemic. Any failure will have both

percent of wages of furloughed workers as a form of social in-

devastating economic and health effects.

surance. Contrast an unemployment rate of nearly 15 percent
in the U.S. with, for example, Germany’s rate, which inched up

•

to 6.3 percent in May from 5.8 percent in April.

Direct assistance needs to be more targeted at those
most affected. The research suggests that more
precise policies aimed at certain small businesses

All of this might mean that more funding will almost certainly be

are necessary. Likewise, low-income households are

necessary in the future. In its next version, PPP will need to be

differentially affected based on the geography of their

more targeted.

income. While it is counterintuitive to some that lowincome households in higher-income ZIP codes have

The last piece of the CARES Act temporarily extended the

been harder hit, this is precisely what the data say. One

unemployment insurance system by adding $600 a week to the

specific option currently under consideration (which

insurance benefit, as well as expanding eligibility and the length

we strongly support) is facilitating “patient capital” that

of time of the benefit period. The extra amount offered is signif-

provides more breathing room for small businesses

icant, given that the average unemployment payout was $370

trying to make it through the pandemic and, ultimately,

in 2019 and the maximum unemployment benefit is much less

a robust recovery. Two complementary ideas are loans

than that in many states. While the increased benefit provided

with a five-year hiatus on repayment and minority

much-needed relief to millions of laid-off employees, especially

equity stakes though a government “small business

low-wage workers, it is difficult as yet to assess its overall effect.

investment fund.” Furthermore, these investments

Problems with state-level unemployment insurance systems

can be prioritized by type and size of business as well

and the administration of benefits have caused significant

as ownership status (e.g., minority, women, veteran,
location). A new program could also provide an on-

Haoyang Liu and Desi Volker, “Where Have the Paycheck Protection Loans
Gone So Far?,” Federal Reserve Bank of New York Liberty Street Economics, May
6, 2020, https://libertystreeteconomics.newyorkfed.org/2020/05/where-havethe-paycheck-protection-loans-gone-so-far.html.
4
Granja,J., C. Makridis, C. Yannelis, E. Zwick, “Did the Paycheck Protection Program Hit the Target?”, April 2020, Chicago Booth Working Paper.
3

ramp for entry-level SBICs that do not meet current
criteria, but which provide diversity to the general
partner management pool (which is currently largely
male and white).
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•

During this pandemic, we are asking more of some

professional workers who are less likely to be exposed

workers than others. In particular, many workers who

(e.g., due to working remotely). Consequently, adding

are in high-risk professions are taking on additional

a financial safety net for these workers seems both

financial risks, as well as health risks. For example,

important and fair. This safety net should include

hourly workers who may become sick from COVID-19

covering healthcare expenses related to COVID-19.

are less likely to have a financial safety net than
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