
MOODY’S ANALYTICS The Biden Fiscal Rescue Package: Light on the Horizon	 1

ANALYSIS
15 JANUARY, 2021

Prepared by

Mark Zandi
Mark.Zandi@moodys.com
Chief Economist

Bernard Yaros Jr.
Bernard.YarosJr@moodys.com
Assistant Director

Contact Us

Email
help@economy.com

U.S./Canada
+1.866.275.3266

EMEA
+44.20.7772.5454 (London)
+420.224.222.929 (Prague)

Asia/Pacific 
+852.3551.3077

All Others
+1.610.235.5299

Web
www.economy.com
www.moodysanalytics.com

The Biden Fiscal Rescue Package:  
Light on the Horizon
INTRODUCTION

President-elect Joe Biden’s proposed $1.9 trillion fiscal rescue package, the American Rescue 
Plan, would provide a large boost to the economy if passed into law. With this additional 
economic support, real GDP growth would be robust at nearly 8% this year and almost 4% 
next, bringing the economy back almost to full employment by fall 2022. Given the complicated 
politics of what Biden is proposing, it would likely have to be passed under budget reconciliation 
rules requiring only a majority vote in the Senate. Even then, we expect the legislation that 
ultimately gets through Congress to be no more than half the size proposed, setting the stage 
for another fiscal policy proposal later this year along the lines of Biden’s “Build Back Better” 
campaign agenda. One way or another, through this step or over several steps, we ultimately 
expect fiscal support to the economy under the new Biden administration that totals close to 
what was proposed Thursday. It is thus the impact of this level of support that we assess here.
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The Biden Fiscal Rescue Package:  
Light on the Horizon
BY MARK ZANDI AND BERNARD YAROS

President-elect Joe Biden’s proposed $1.9 trillion fiscal rescue package, the American Rescue Plan, would 
provide a large boost to the economy if passed into law. With this additional economic support, real GDP 
growth would be robust at nearly 8% this year and almost 4% next, bringing the economy back almost to 

full employment by fall 2022. Given the complicated politics of what Biden is proposing, it would likely have to 
be passed under budget reconciliation rules requiring only a majority vote in the Senate. Even then, we expect the 
legislation that ultimately gets through Congress to be no more than half the size proposed, setting the stage for 
another fiscal policy proposal later this year along the lines of Biden’s “Build Back Better” campaign agenda. One 
way or another, through this step or over several steps, we ultimately expect fiscal support to the economy under 
the new Biden administration that totals close to what was proposed Thursday. It is thus the impact of this level of 
support that we assess here.

Going big
Biden’s proposed fiscal rescue package 

is large. If passed into law in its entirety, it 
would bring total fiscal support—deficit-fi-
nanced discretionary fiscal policy—to $5.2 
trillion since the pandemic hit. This is equal to 
an astounding nearly 25% of 2019 GDP—ap-
proximately three times that provided during 
the financial crisis, and substantially more 
than provided by any other country in the 
world (see Chart 1). This is a key reason the 
pandemic has done substantially less harm to 
the U.S. economy than most others despite 
the more severe health crisis here due to 
botched efforts to contain the virus.

If passed into law by March, which may 
be pushing things given the arcane budget 
reconciliation process, this round of federal 
support would kick in as funds from the $900 
billion relief package passed in December are 
spent down. And more fiscal support will cer-
tainly be needed by then. While vaccinations 
are expected to pick up substantially soon, 
the pandemic will continue to rage through 

much of the spring. Infections, hospitaliza-
tions and deaths continue to mount, and the 
full brunt of the new, more contagious strain 
of the virus has yet to hit fully. Judging by 
December job losses, particularly in leisure 
and hospitality, the pandemic continues to 
do serious economic damage. A double-dip 
recession is unlikely thanks to what lawmak-
ers have done so far, 
but the economy will 
continue to struggle 
until at least a ma-
jority of Americans 
are vaccinated, which 
we do not anticipate 
until midyear.

What’s in it
The composition 

of the proposed $1.9 
trillion relief package 
is familiar, including 
many of the same 
measures that have 

made up previous packages (see Table 1). 
Financially stressed households will receive 
more unemployment insurance, food assis-
tance, and aid for back rent, healthcare and 
paid leave. There is also a substantial increase 
in the child tax credit. Most costly is a plus-up 
to $2,000 per person on the $600 Economic 
Impact Payments, or stimulus checks, recent-
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Chart 1: Biden Pumps Up Fiscal Policy

Source: Moody’s Analytics
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ly sent to lower- and middle-income house-
holds. Though there is considerable political 
momentum for this, it is not the most effec-
tive type of support. Much of the money goes 
to households that do not need the funds and 
will save a lot of it, at least initially. The mul-
tipliers—the increase in GDP in response to a 
change in policy—from the stimulus checks 
are smaller than for other types of govern-
ment spending (see Table 2). Compared with 
previous relief packages, the Biden proposal 
is light on additional help to small businesses 
but provides substantial funds for testing, 
tracing and vaccine distribution and aid to 
state and local governments.

That said, Biden’s expansive fiscal policy 
proposal is good economic policy. The econ-
omy is far from full employment, inflation 
remains well below the Federal Reserve’s 2% 
target, and the Fed has effectively promised to 
keep short-term rates at the zero lower bound 
until the economy is at full employment and 
inflation has been consistently above 2%. 
Long-term interest rates are also near historic 
lows. Ten-year Treasury yields rose sharply in 

the wake of the Georgia Senate races and the 
shift in investor expectations that the Dem-
ocratic-controlled federal government will 
pump up fiscal policy and economic growth, 
but yields are still only just over 1%. 

The pandemic also continues to ravage 
the finances of lower-income households and 
minorities. These groups were only beginning 
to recover from the financial crisis when the 
pandemic struck. Without substantial target-
ed government support like that proposed by 
Biden, their prospects are poor. To be sure, 
Biden’s proposal will add significantly to the 
nation’s fiscal challenges, but those should be 
addressed through government spending re-
straint and tax increases only after the econ-
omy has returned to full employment.

Economic impact
Assuming that Biden’s $1.9 trillion plan 

is enacted in full by March, the economy 
would receive a quick boost. Real GDP would 
jump to more than 7% annualized in the first 
quarter of this year, despite the intensifying 
pandemic, and to almost 8% for all of 2021. 

This is almost double the growth that would 
be expected without any additional fiscal 
support. Real GDP should post an addition-
al almost 4% gain in 2022. At this pace of 
growth, the economy would create 7.5 mil-
lion jobs in 2021 (December to December) 
and 2.5 million in 2022 to fully recover the 
jobs lost since the pre-pandemic peak. By 
then, the economy will have returned to full 
employment—an unemployment rate of 4% 
to 4.5% and a labor force participation rate 
of more than 62.5%. This is about a year 
sooner than would be the case if there is no 
additional fiscal support (see Chart 2).

The Biden proposal is mostly about sup-
porting the demand side of the economy, but 
it incorporates a handful of policies aimed at 
increasing the supply of labor. In particular, it 
would provide funds for childcare, paid leave 
and health insurance to facilitate the return 
to the workforce of several million people, 
mostly women, who have left the workforce 
during the pandemic to take care of sick fam-
ily members and friends and children who are 
unable to go in-person to school.

Table 1: Biden Fiscal Rescue Package
$ bil

Provisions 2021 2022 2023 Total Explanation:

Direct COVID Pandemic Response 112.2 43.0 4.9 160.0 Provide the supplies, emergency response, testing, and public health 
workforce necessary to end the pandemic.

Economic Impact Payments 425.0 0.0 0.0 425.0 Provide an additional $1,400/person (for $2,000 total) and expands 
eligibility to children 

Unemployment Insurance 290.0 0.0 0.0 290.0 Extend current benefits and eligibility, provide $400 supplement 
until the end of Q3

Rental Assistance 35.0 0.0 0.0 35.0 Provide an additional $35 bil in rental, homelessness and utility 
assistance

Nutrition 10.9 1.1 0.0 12.0 Extend SNAP benefit
Paid Leave 84.0 0.0 0.0 84.0 14 wks of paid family, medical leave through end of yr
Schools K-12 & Higher Ed 113.9 45.6 10.5 170.0 Additional money to safely reopen and operate schools 

Childcare 19.9 14.7 3.8 38.4 Additional funding for hard-hit providers through the Child Care 
Stabilization Fund 

Small Business 50.0 0.0 0.0 50.0 Provide additional grants and fund the Small Business Opportunity 
Fund

First Responders/Other Public Servants 350.0 0.0 0.0 350.0 Flexible money for state, local and territorial governments
Transportation 16.1 3.0 0.9 20.0 Provide relief for hardest-hit public transit agencies 

Tribal Governments 20.0 0.0 0.0 20.0 Provide resources needed to obtain sufficient personal protective 
equipment

Cybersecurity 1.1 2.8 2.9 6.8 Modernize federal information technology infrastructure 
Relief to Families 149.0 0.0 0.0 149.0 Make the child tax credit fully refundable 
COBRA and ACA Subsidies 48.5 8.6 0.0 57.0 100% tax credit for COBRA coverage premiums
Mental Health 0.9 2.3 0.6 3.7 $3.5 bil for Substance Abuse and Mental Health Services
Veterans Health 20.0 0.0 0.0 20.0 Funds to make sure that Veterans’ health care needs are through this crisis

Total 1,746.4 120.9 23.6 1,895.5

Sources: Biden Transition Team, Moody’s Analytics
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In response to the stronger economy, the 
Fed is expected to begin normalizing monetary 
policy by fall 2023. By then, inflation should 
be firmly above the Fed’s 2% target and infla-
tion expectations even higher. Normalization 
will proceed slowly, taking approximately to 
mid-decade for the Fed to increase the federal 
funds rate target to its 2.5% long-run equilibri-
um rate (r-star). Long-term rates have already 
begun to rise, and they will rise more sharply 
as bond investors begin to anticipate a full-em-
ployment economy with higher inflation. Ten-
year Treasury yields are projected to be near 
1.75% at the end of this year, 2.5% by year-end 
2022, and close to 3% when the Fed starts nor-
malizing short-term rates in fall 2023.

Tricky politics
Biden’s proposal is just the start of what 

will be a difficult negotiation, and while the 
end result will likely be another fiscal relief 
package, it is also likely to be much smaller 
than proposed. Because of the proposal’s 
size and inclusion of politically contentious 
policies such as substantial aid to state and 

local governments, Democratic lawmakers 
will almost surely need to use the budget 
reconciliation process to get the bill across 
the finish line. Rather than requiring the 60 
votes needed to avoid a filibuster, reconcil-
iation allows the Senate to pass legislation 
with a simple majority vote, which the Dem-
ocrats can likely muster given the outcome 
of the recent Georgia Senate races. However, 
there are meaningful 
constraints on the 
reconciliation process, 
the most important 
of which is that what-
ever spending and tax 
policy is legislated 
must be budget neu-
tral after the budget 
horizon—typically 
10 years. 

Given the deep 
political divisions 
in the country, the 
complicated politics 
created by the Dem-

ocrats’ razor-thin majority in the Senate, and 
the arcane reconciliation budget rules, we ex-
pect the package that is ultimately signed into 
law to be no more than half the size currently 
proposed. Moreover, the politics of the split 
Senate, which favor centrist Democrats and 
Republicans who will hold the critical swing 
vote to get to a majority, will also impact 
what parts of the package become law. The 
increase in the stimulus checks to $2,000 and 
substantial aid to state and local governments 
look especially vulnerable, since together they 
account for about half the total cost of the 
package and have already received some pub-
lic pushback from key lawmakers.

With a smaller package, the economy 
will still need help to get back to full em-
ployment in a timely way. Therefore, we 
expect President Biden will propose more 
fiscal support later this year with govern-
ment spending and tax increases in the spirit 
of the “Build Back Better” policy agenda 
proposed during his campaign. We expect 
this support to include a substantive in-
frastructure plan, increased spending on 
various social programs, and a potpourri of 
tax law changes, including tax increases on 
corporations and well-to-do households. 
The size and composition of this package is a 
discussion for another day.

The next few months will be difficult, but 
the next few years look increasingly bright. 
The raging pandemic will fade by mid-2021 
once a majority of Americans are vaccinated, 
and the economy will quickly get back on 
track thanks in significant part to robust fiscal 
and monetary policy support. President-elect 
Biden’s proposed $1.9 trillion fiscal relief 
package is a big step in that direction.

Table 2: Federal Fiscal Multipliers
$ change in GDP in 2021Q4 for a once-and-for-all $1 change in federal spending or revenue in 2021Q1

Federal Spending
Supplemental Nutrition Assistance Program (SNAP) 1.61
Supplemental Unemployment Insurance 1.49
Work-Share Unemployment Insurance 1.37
Aid to State and Local Governments 1.34
Low Income Home Energy Assistance Program (LIHEAP) 1.31
Transportation Infrastructure Spending 1.29
Defense Spending 1.24
Childcare (Universal Child Care Act) 1.19
Universal Pre-K  (3- and 4-yr-olds) 1.17
Elder Care 1.15

Federal Revenues
Earned Income Tax Credit 1.27
Child Tax Credit 1.25
Economic Impact Checks 1.09
Payroll Tax Holiday for Employees 1.07
Payroll Tax Holiday for Employers 0.95
Nonrefundable Lump-Sum Tax Rebate 0.93
Personal Income Tax Rate 0.88
Housing Tax Credit 0.80
Student Loan Debt Forgiveness 0.65
Dividend and Capital Gains Tax Rate 0.38
Corporate Tax Rate 0.32
Accelerated Depreciation 0.27
Net Operating Losses 0.24

Source: Moody’s Analytics
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Chart 2: Back To Full-Employment By Fall 2022

Sources: BLS, Moody’s Analytics
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