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At the start of the pandemic the hope was that we could simply pause what we were doing and then
resume exactly as before when the pandemic ended. However, what was unanticipated was how long
the pandemic would last, the ways in which consumer demand (and hence labor demand) would change
in response to the pandemic, and the ways in which the amenities and disamenities of various jobs
would be permanently altered.

The United States implemented two approaches to assist workers and businesses in the early days of
the covid pandemic. Most workers relied on unemployment insurance, which was supplemented and
expanded to cover a much wider share of workers than is typically covered. The second set of policies
sought to preserve the relationship between employers and employees by subsiding employers to retain
workers. There were three primary policies in this category: the Paycheck Protection Act, the Employee
Retention Tax Credit, and the Paid Family and Medical Leave credit.

Lesson learned: Implementation matters
US Tax incentives were ineffective.

Most businesses were unaware of the tax incentives and failed to use them despite being eligible. Initial
evidence suggested that take-up was quite low, especially because there were limits early on in
combining the tax credits with the loan program. Ultimately, most employers who did successfully
operate and may have indeed been eligible for the assistance did not realize it at the time. This has
resulted in a new industry of professionals seeking out businesses to help them retroactively apply for
these tax credits. Free money combined with relatively free business entry means that most of those tax
credits will ultimately be given out through amended business tax returns, but perhaps with a quite low
causal impact on the retention of workers.

US income support was effective.

The United States has a weak system of income support for those who experience job loss. In a typical
recession, roughly one-third of the unemployed have access to benefits. During the pandemic, the goal
was to give all of the unemployed access to benefits. Moreover, the amount of benefits available is
typically quite small. The result was a rapid need to provide larger benefits to a wider group of people.

Despite many challenges, benefits were widely dispersed. Unemployment insurance clearly helped keep
workers afloat in 2020. While there was some concern that benefits were keeping people out of the
labor force or in unemployment, both the unemployment rate steadily declined and the labor force
participation rose in the recovery years.

Which is better? Ultimately that might depend on how your existing institutions and ability to
implement a temporary change.

Argument to allow layoffs:

e Shift away from services toward goods has required a reallocation of workers



Industry changing behavior has been large
Health problems and personal preferences have been impacted by the pandemic and have

driven job changing
Workers currently “missing” from the labor market were not the most likely to have lost their

jobs


















