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Abstract

n response to the large projected revenue losses and concerns about

increased demands on state and local budgets, Congress increased aid to

state and local governments by about $1 trillion, far more than the roughly
$275 billion provided during the Great Recession. In mid-March, congress
increased the share of Medicaid spending financed by the federal government
by 6.2 percentage points, retroactive to the start of 2020 and effective until the
end of the public health emergency. Congress also created the Coronavirus
Relief Fund, a $150 billion fund allocated to state and local governments for
the express purpose of addressing unanticipated expenses related to the
pandemic. In addition, the Coronavirus Aid, Relief, and Economic Security
Act (CARES Act) included provisions to help cover higher Unemployment
Insurance administrative expenses and provided targeted aid to public
educational institutions, health providers, and transit agencies. Additional
targeted aid was enacted in the Consolidated Appropriations Act in
December 2020 as well as in the American Rescue Plan (ARP) in March 2021
($350billion in directaid to states).
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Background to the Study
Evidence on Support to the State and Local Sector

1.

State and local revenues did not decline nearly as much as initially feared, in part
because the relationship between economic conditions and state and local
revenues during the pandemic differed significantly from historical experience.
Federal aid was more than sufficient to offset revenue losses in every state.

State and local government employment declined sharply, and the decline has
been quite persistent. Much of the decline in state and local employment reflected
the unique nature of the pandemic, rather than a reflection of tight budgetary
conditions or state experiences over the Great Recession.

The share of K-12 spending financed by state governments, statewide hiring
freezes and vaccination rates are correlated with the cross-state variation in
employment declines.

State spending in 2021 was quite robust, even though employment remained
weak. The savings that states realized from shutting down schools, offices, and
parks likely allowed for increased spending elsewhere.

While the take-up of the Fed's Municipal Liquidity Facility (MLF) loans was very
low, the MLF is widely viewed as a successful intervention because it stabilized
yields in the municipal bond market.

Lessons Learned from Support for the State and Local Sector During COVID-19

The COVID-19 pandemic was different from most recessions. The fact that revenue losses
were modest and short-lived, and employment declined despite healthy budgets, does
not suggest that aid to state and local governments is ineffective or unnecessary in
economic downturns. The lesson of the Great Recession that inadequate aid to state and
local governments can hamper an economic recovery should not be discarded because of
the recent experience; the pandemic created unusual economic conditions that are not
likely to recur in future recessions. Policies that provide fiscal support to households and
businesses indirectly support state and local revenues. When contemplating the amount
of direct aid that might be necessary, these policies should be taken into account.
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Employment Trends during the Great
Recession vs. the COVID-19 Pandemic

A. State Government B. Local Government
Employment Employment

Education
(Great Recession)

8

Excluding

education

(CovVID-19

Recession)  Excluding

education
(Great

Recession)

Percent change in employment

92 Education
(COVID-19

% Recession)

15 913172125293337414549 15 9 13172125293337414549
Months Since Peak Months Since Peak
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Note: Seasonally adjusted monthly employment PROJECT
relative to December 2007 for Great Recession H Hutchins Center
and January 2020 for the COVID-19 pandemic 2 BROOKINGS
recession.

To prevent layoffs and ensure adequate public service provision, aid to state and local
governments should be automatic or should be provided early in a recession. While most
of the employment declines in the state and local sector over the past two years are likely
related to pandemic-specific factors, there is evidence that some of the employment losses
reflected fear of tight budget conditions. At a minimum, the states that imposed hiring
freezes would likely not have taken that step had they anticipated the substantial federal
aid that would be forthcoming. While not definitive, the experience during the pandemic
suggests that preventing initial layoffs is important. Although money is fungible, the way
aid is distributed does matter: federal aid should go directly to states and localities
instead of only to state governments, where possible, and should have few conditions
placed on it. The fact that states were explicitly prohibited from using Cares Act funding
to cover revenue losses and the targeting of aid to states and only very large sub state
governments may have made it less effective at preventing layoffs. The ARP was much
better on this front because it provided aid directly to local governments by bypassing the
process by which states redistribute aid and allowed a much broader array of purposes.

State and local governments are reticent about using one-time federal aid to finance
ongoing expenditures, which may preclude aid from being used for the most effective
purposes. The ability of state and local governments to borrow from the Fed can serve as
an important backstop that can help stabilize municipal bond markets in times of crisis.
More timely data on state and local governments are needed. The lack of timely official
data made it difficult to assess the fiscal conditions of state and local governments and to
know whether the enacted policies were successful.
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Conclusion

The United States and China jointly account for more than 40 percent of global
greenhouse gas emissions, putting these two nations at the center of efforts to address the
climate crisis. Yet cooperation on climate policy between Washington and Beijing has
stalled in recent years, reflecting a broader deterioration in the U.S.-China relationship.
After decades of increasing dependence on imports from China, the pandemic
highlighted the external shocks and strengthened calls for national self-sufficiency both
in China and the United States. The stakes and opportunities of such a move are nowhere
higher than in clean energy sectors, where roughly two-thirds of the world's solar panels,
nearly half of global wind turbines, and three quarters of lithium-ion batteries needed for
electric vehicles and on-grid energy storage. To date, the U.S. federal government has not
done enough to improve the competitive position of domestic clean energy sectors, which
could provide an alternative to the current reliance on China. In the absence of policies to
support these industries domestically, tariffs, the main U.S. government response to
China's rise have made clean energy technologies more expensive but have not
drastically improved the competitive position of American firms. Other economies have
taken a different approach. Partly in response to China's dominance in clean technology
industries, European policymaking now treats climate change as an economic
imperative, as governments seek to expand shares for domestic firms in growing global
clean energy technologies markets and hope to meet a growing share of domestic
demand with home-grown technologies. From offshore wind turbines to hydrogen and
battery technologies, Europe has combined economic and climate objectives in strategic
initiatives to support the growth of domestic clean energy industries. For instance, the EU
established the European Battery Alliance to reduce dependence on China for the highest
value components in electric vehicle manufacturing. Its goal is to position domestic firms
along the entire battery supply chain for economic and security reasons, with the alliance
taking on a coordinating function to bring the required industrial actors together. The
EU's push to self-sufficiency in the use of clean energy technologies has taken on new
urgency since Russia's invasion of Ukraine, as the continent seeks to reduce its
dependence onimports of Russian fossil fuels.
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