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Support to Business
The United States responded to the recession caused by the 
COVID-19 pandemic with massive and unprecedented support 
for businesses. New federal business subsidies over the period 
2020Q2–2021Q1, including the Paycheck Protection Program 
(PPP), Economic Injury Disaster Loan (EIDL) advances, and 
targeted aid for sectors such as airlines and restaurants, totaled 
$600 billion, or about 2.7 percent of potential GDP, while ex-
panded EIDL added an additional $200 billion of support. The 
Federal Reserve authorized purchases of up to $750 billion in 
corporate bonds through the newly created Corporate Credit 
Facilities (CCFs) and up to $600 billion in long-term, low in-
terest rate loans to midsize corporations through the new Main 
Street Lending Program (MSLP). 

It is important to try to isolate the role for and effectiveness 
of direct government support for businesses from the COVID-19 
recession circumstances. Both the overall macroeconomy and 
business survival fared much better during the pandemic than 
initially feared or historical experience would have predicted. 
Videoconferencing technologies, testing protocols, and the quick 
development of vaccines meant that many businesses were able 
to partially or fully reopen sooner than anticipated. These fac-
tors, in addition to the policy response, created a quick economic 
rebound which allowed businesses to face short-term cash flow 
shortfalls rather than fundamental insolvency. 

Evidence on Support to Business
• The business sector overall fared much better during the 

COVID-19 recession and recovery than previous downturns. 
Business bankruptcy filings declined during a recession year 
for the first time since 1980 and remained below their pre-pan-
demic level into 2021. Sales recovered much faster during the 
pandemic than during the 2007–09 downturn.

• There is no credible evidence that the largest PPP loans 
had a substantial positive employment effect in the short or 
medium run. The evidence for the efficacy of loans to the 
smallest firms is more mixed.

• While both the Employee Retention Credit and grants to 
air carriers had features designed to link disbursements to 
payroll, the fungibility of funds raises the possibility that 
they may instead have benefited shareholders.

• The EIDL program made 3.6 million loans totaling 
$194  billion through November 2020 and an additional 
$124 billion over the following year. Relative to PPP, these 
loans have the benefit of providing immediate liquidity but 
at much lower cost to taxpayers. In addition, EIDL were 
potentially better targeted, as only businesses with an ex-
pectation of long-term viability could apply.

• Federal Reserve interventions into the corporate bond mar-
ket clearly can play a stabilizing role. Although the CCFs 
used only approximately $15 billion of their $750  billion 
capacity, evidence suggests that they significantly lowered 
bond yields in the spring of 2020.

• The Fed’s direct support for bank lending had little direct 
impact since banks remained in relatively good health. Had 
banks been balance-sheet constrained as they were during the 
2007–09 recession, such a policy could have proven useful.

• Large firms initially reacted by raising substantial external 
financing from private markets. These firms raised debt by 
drawing down existing credit lines and increasing bond 
issuance and conserved equity largely by pausing share 
repurchase programs. This increase in financing allowed 
these firms to withstand the initial decline in net income. 
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Business Bankruptcies and 
Unemployment, 1980Q2–2021Q2
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Overview
The COVID-19 pandemic posed an extraordinary threat to 
lives and livelihoods, triggering a sharp economic down-
turn in the United States. Yet, the recovery was faster and 
stronger than nearly any forecaster anticipated due in part 
to the swift, aggressive, sustained, and creative response 
of U.S. fiscal and monetary policy. 

Recession Remedies evaluates the breadth of the 
economic policy response. Chapters address Unemploy-
ment Insurance, Economic Impact Payments, loans and 
grants to businesses, help for renters and mortgage hold-
ers, aid to state and local governments, policies that tar-
geted children, Federal Reserve policy, and the use of non-
traditional data to monitor the economy and guide policy.

The Hamilton Project and the Hutchins Center on Fis-
cal & Monetary Policy at the Brookings Institution gathered 
scholars with deep expertise to describe specific eco-
nomic policy responses to the pandemic, summarize the 
available evidence about the outcomes of those policies, 
and analyze the lessons learned for future recessions 
by separating policies that were pandemic-specific from 
those that were not. Because when the next recession 
arrives, it most likely won’t be triggered by a pandemic. 
Overall, we learned that:

• A strong, broad, and inclusive social insurance sys-
tem provides effective relief to households as well as 
macro economic stimulus.

• The sizable fiscal and monetary policy response 
helped stabilize the economy. However, its size, 
particularly in the spring of 2021, was a factor behind 
the unwelcome surge in inflation. 

• Generous Unemployment Insurance may have smaller 
disincentive effects than previously thought.

• Support for the business sector should be more 
targeted.

• Support for households should better reflect the state 
of the economy and the needs of the households.

• Federal and state governments should improve their 
administrative capacity now so they can respond 
quickly to changing economic conditions.

• Policymakers need more reliable, representative, and 
timely data.

Lessons Learned from Support 
to Business during COVID-19
The variety of policy supports enacted during the COVID-19 
recession as well as the unusual course of a lockdown-driven 
recession pose serious confounders to concluding a causal link 
between the business aid programs and the economic trajecto-
ry. The speed at which support programs were deployed during 
the COVID-19 pandemic was admirable. However, given the 
rapid rollout, it is not surprising that some of the programs 
were not well-designed to achieve maximum impact. Policy-
makers should not automatically interpret the rapid recovery 
from the pandemic as evidence that business aid programs have 
strong economic benefits; policymakers should not blindly re-
deploy the 2020 tool kit.

Many careful studies found that the programs meant to 
support business and employment had relatively small effects, 
suggesting that other factors including the nature of recovery 
from a temporary lockdown and general support for house-
holds likely played a more important role. There may be cir-
cumstances in which small-business lending programs like the 
EIDL or bond market stabilization programs like the CCFs 
could prove useful—for instance, in cases in which other sup-
port for households is less generous—but they should be judi-
ciously deployed. 

Support for small businesses, like the PPP, could have been 
restricted to significantly smaller firms. For instance, the em-
ployment cap for program eligibility could have been set at 50 
or 100 employees, instead of 500, without adversely affecting 
the program’s overall impact. Support for large firms, such as 
publicly traded airlines, should be treated skeptically because 
these firms have access to many forms of financing and can 
be efficiently processed by the bankruptcy system. While the 
Federal Reserve clearly can support banks and corporate credit 
markets, whether it should do so involves careful consideration 
of the reason for the disruption in credit markets.
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