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Consumer Spending Shortfall During a Pandemic:
Opportunities for Fiscal Stimulus

The spread of COVID-19 has negatively impacted consumer spending and the outlook for
the U.S. economy, but additional fiscal stimulus could play an important role in strengthening
the economic recovery.
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Executive Summary

Consumer spending is the engine of the U.S. economy, representing over two-thirds of total U.S. GDP. The level of U.S.
consumer spending is determined by disposable personal income, or how much money households make after taxes, and
personal savings, or how much income households choose to save versus spend.

Wages from employment, the main driver of disposable personal income for most households, declined significantly in
March and April 2020 as over 22 million Americans lost their jobs in the wake of COVID-19-related shutdowns. Without
support from the federal government, U.S. consumers would have lost an estimated $1 trillion in annualized disposable
personal income over those two months.

In response, Congress passed the CARES Act in March 2020, which included extensions to state unemployment benefits,
direct payments to individuals, and support for businesses. The Act provided a historic boost to U.S. disposable personal
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income. However, consumer spending has remained depressed due to low consumer confidence, limitations on where
consumers can spend their money, and fears surrounding potential long-term damage to the U.S. labor market. As a
consequence, forecasts for consumer spending and economic output over the next two years remain well below pre-
pandemic expectations.

Given the longer-term risks to the U.S. economy, additional fiscal stimulus from federal government may be appropriate.
We consider three potential scenarios for the direction of U.S. personal savings and estimate the amount of net effective
stimulus, or stimulus that reaches U.S. disposable personal income, needed to return consumer spending to pre-COVID-19
levels by mid-2021.

The results of the analysis suggest that net stimulus to disposable personal income of between $333 billion and $534 billion
through June 2021 may be sufficient to return U.S. consumer spending to pre-COVID-19 levels. These amounts represent
42% to 68% of the existing net effective stimulus provided by the CARES Act.

Further, the primary forms of personal income stimulus being discussed by Congress, payments to individuals and
expanded unemployment benefits, could serve to support the existing spending of lower-income U.S. households while
encouraging greater spending from higher-income households.

Overall, additional stimulus from the federal government in line with the policies and amounts discussed in this paper could
provide U.S. consumer spending with a much-needed boost and should help strengthen the U.S. economic recovery.

Consumer Spending Drives the U.S. Economy

As the United States imposed lockdowns and public restrictions to slow the spread of COVID-19 in early 2020, economists
began estimating both the short ferm and longer-lasting impacts to the U.S. economy. While the shuttering of businesses
and declines in manufacturing output have a measurable impact, the largest component of U.S. economic output, as

measured by Gross Domestic Product (GDP), is consumer spending.

Consumer spending,

officially referred to as Figure 1: Consumer spending represents more than two-thirds of total U.S.
personal consumption economic activity and has grown more important in recent decades.
expenditures by the U.S. $20,000 83% N
Bureau of Economic Total U.S. GDP 8
Analysis (BEA), includes E $16,000 78% 8
individual spending on 3 Consumer Spending q'g
everything from food to ; $12,000 73% ®
rent to automobiles. As N g’
of the second quarter "86 $8.000 68% g
of 2020, consumer 0 i‘f
spending constituted over é $4,000 : 63% GE’
67% of total U.S. GDP, a - g?r-}ﬁr;eégge(?gﬁ? sigfa;)e 2
share which has risen $0 2 58% 8
significantly since the 11959 11969 1979 1989 11999 2009 12019
1960s (Figure 1). Consumer spending is total personal consumption expenditures. Consumer spending and GDP are shown in real

(inflation-adjusted) terms. Source: AMG National Trust, BEA.
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COVID-19’s Impact on the U.S. Economic Outlook

U.S. consumer spending is determined by disposable personal income, or how much money households make after taxes,

and personal savings, or how much income households choose to save rather than spend.

For most households, the primary driver of disposable personal income are wages from employment. Between February
and April 2020, over 22 million Americans lost their jobs as pandemic-related lockdowns closed businesses and restricted
consumer activity! Without support from the federal government, U.S. consumers would have lost an estimated $1 trillion in

annualized disposable personal income over that two month period?
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Figure 2: Stimulus from the CARES Act boosted disposable personal income, U.S. economy from the

but consumer spending only partially recovered while savings increased. unprecedented impact

~ $20,000 $16,000 of COVID-19, Congress

Impact of f
CARES Act |\ $14.000

passed the Coronavirus

$18,000

Aid, Relief, and Economic

$16,000 / $12,000; Security (CARES) Act in
$14,000 = -~ $10,000 March 2020. The CARES
’ Disposable ' . -
Personal Income Act provided $2.2 trillion

Personal Savings ($ billions)

Disposable Income & Spending ($ billion

12 — $8,000 . . .
IR e in funding for extensions
e i to stat | t
Al Consumer Personal Savings BE © state unemploymen
Spending (right scale) benefits, direct payments to
$8,000 $4,000 TN .
individuals, funding for state
$6,000 $2,000 and local governments,
- OOO.-..M*—- hat - - and loans, grants, and tax
’ ® O O N 5 O O o A B O 0 breaks for U.S. busi
' X N N AN RN N NN reaks for U.S. businesses,
B SES S SSSSAS

among other programs?
Seasonally adjusted annual rates, monthly nominal dollar values through Aug. 2020. Source: AMG National Trust, BEA.

The Act provided a historic

boost to the disposable
personal income of U.S. households. Consumer spending has been restrained, however, as consumers pulled back on
purchases and have been less able to spend in places like hotels, restaurants, and retail stores. As a result, household

savings grew during the shutdown (Figure 2).

U.S. households have been padding their savings for a variety of reasons. As of September 2020, U.S. consumer
confidence remained at its lowest level since 2013} causing households to set aside funds for spending in an uncertain
future. Further, nearly half of workers who lost their jobs since the pandemic began no longer expect to return to their
original jobs®This is in line with a study on U.S. small businesses that concluded 42% of COVID-19-related job losses may

become permanent®

In addition, when the portion of the CARES Act that provided companies loans to keep workers on payroll (Paycheck
Protection Program) ended in early August, an estimated 22% of small businesses participating in the program were forced
to lay off employees? Large employers such as airlines have also laid off tens of thousands of employees as federal support

for the airline industry expired and have warned that, absent additional fiscal support, further layoffs are likely?
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Left unaddressed, such structural changes could cause long-term scarring to the productivity of the U.S. labor force and
consumer financial health, which could be a drag on economic activity over decades to come. AMG's forecasts for U.S.

consumer spending and GDP over the next two years, for example, remain well below pre-pandemic expectations (Figure 3).

Figure 3: The effects of COVID-19 could weigh on the U.S. economy for a considerable time.
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Quarterly real (inflation-adjusted) dollar values through Q4 2022. Source: AMG National Trust.

Estimating the Amount of Net Effective Stimulus Needed to Return
Consumer Spending to Pre-Covid-19 Levels

Given the longer-term risks to the U.S. economy due to COVID-19, additional fiscal stimulus, or spending by the federal

government to increase economic activity, may be appropriate?®

Using assumptions about the direction of disposable personal income excluding fiscal support,” this analysis estimates the
amount of net stimulus, or stimulus that reaches disposable personal income, that will likely be required if U.S. consumer

spending is to return to pre-COVID-19 (January 2020) levels by June 2021.

Although total U.S. personal
Figure 4: We consider three potential savings scenarios, with personal savings
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AMG’s estimates consider
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three savings scenarios, with personal savings returning fo January 2020 levels by either June 2021, September 2021, or
December 2021 (Figure 4).

Under the June 2021
recovery, or “Low Figure 5: The amount of net stimulus needed to return consumer spending
to pre-pandemic levels by the middle of next year will be influenced by how
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required.

In all three scenarios, the necessary monthly stimulus amount would decrease as savings rates decline and consumers

spend a larger portion of their disposable personal incomes (Figure 5).

In total, the amount of stimulus that would need to reach U.S. disposable personal income through the middle of next year
under the Low, Medium, and High Savings scenarios is $333 billion, $457 billion, and $534 billion, respectively. These amounts

of net stimulus would likely help return aggregate U.S. consumer spending to near-January 2020 levels by June 2021.

Compared to the
Figure 6: Additional stimulus well below the amount the CARES Act provided could

. . . X X existing stimulus from
be sufficient for a full recovery in consumer spending by mid-2021.

the CARES Act, the

Avg. Monthly Total Stimulus % of CARES additional net stimulus

Stimulus Needed e s Act Stimulus to required for a rebound
through Jun. . Personal Income
2021 ($ bil.) Jun. 2021 (S bil.) (Mar. - Aug. ‘20) in U.S. consumer
Low Savings Scenario $33.3 $333.1 42.2% spending would likely
Medium Savings Scenario $45.7 $456.7 57.8% be relatively modest.
High Savings Scenario $53.4 $533.9 67.6% The CARES Act

Stimulus amounts are net stimulus boosts to disposable personal income. Forecast dates Sep. 2020 through Jun. prowded an estimated

2021. Source: AMG National Trust, BEA. S$790 billion to U.S

disposable personal
income between March and August 2020/? so the necessary stimulus to disposable income going forward represents just

42% to 68% of the amounts already provided (Figure 6).
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How Public Policy Could Help Support the Recovery

Any aggregate fiscal stimulus package will likely be much larger than the amounts discussed here, as funding will
probably also include support for small businesses, hard-hit industries, and state and local governments, among others?
In terms of provisions that directly boost disposable personal income, however, the two policies Congress has focused on

are expanded unemployment benefits and direct payments fo individuals.

These types of stimulus measures affect Americans differently depending on their household incomes. After CARES

stimulus payments began in mid-April 2020, for example, spending for lower-income households quickly recovered
to pre-COVID-19 levels. Part of the reason is that lower-income households typically spend most of their budgets on
necessary items like food and shelter, rather than nonessential items they can elect not to purchase. Additionally, the
expanded unemployment benefits and individual payments provided by the CARES Act represented a much larger

relative income boost for lower-income households than they did for higher-income households.

Job losses for lower-income households in the wake of COVID-19 were also much larger than they were for higher-income
households. This was due to pandemic shutdowns disproportionately impacting low-wage jobs in the leisure, hospitality,
retail, and food service industries!* With employment in these heavily impacted industries remaining depressed, additional
income from expanded unemployment policies and individual payments provides an important source of support for the

spending of lower-income families.

Households with higher incomes experienced far fewer job losses after the pandemic shutdowns began, but experienced
an even greater decrease in total spending. This again is due to the fact that higher-income households spend a

much greater share of their tfotal income on nonessential items and services, the supply of which has been constrained
by social distancing and capacity limitations. Nonessential spending also depends more heavily on healthy levels of

consumer confidence.

Ultimately, while expanded unemployment benefits and individual stimulus payments from the CARES Act appeared to
contribute to a rebound in spending amongst higher-income families, more may be needed to return total spending to

pre-pandemic levels (Figure 7).

Figure 7: An extended increase in unemployment benefits and additional individual stimulus checks could
help support the spending of U.S. households.
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Bringing it All Together

AMG's findings suggest that additional stimulus policies similar to those Congress has previously enacted could help U.S.

consumer spending and total economic output recover to pre-COVID-19 levels more quickly.

The amount of additional stimulus to disposable personal income needed to return U.S. consumer spending to pre-

pandemic levels by the mid-2021is likely much lower than what was already provided by the CARES Act.

Overall, any additional stimulus from the federal government in line with the policies and amounts discussed in this paper
could provide U.S. consumer spending and the broader economy with a much-needed boost and should help strengthen

the U.S. economic recovery.

For more insight on AMG’s economic, public policy,
and investment research, please visit
www.amgnational.com/subscribe
or contact an AMG adyvisor.
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