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In her pitch to encourage Congress to pass
a $1.9 trillion stimulus package, Treasury
Secretary Janet Yellen spoke of preventing
“long-term scarring of the economy,” due
to the COVID-19 pandemic.1 Grim memories
of the 2008-2009 financial crisis and its
prolonged recovery prompted policymakers
to implement extreme economic measures
in March 2020 to avoid a similar outcome. In
doing so, the U.S. economy may have avoided
a worst-case scenario, as the Congressional
Budget Office projects a stabilization of nearterm economic growth even without the
additional fiscal package.2 As the economy
tends back toward its full productive capacity,
the data will likely confirm this improvement
in the coming months. Optimism surrounding
the near-term recovery could, however,
obfuscate the pandemic’s deep and lasting
economic impact.
Macroeconomists think about economic
trends over time in two different ways:
short-term cycles and long-term trends.
In discussions of the economy, these
short-term fluctuations are generally
called business cycles, and they are usually
characterized by sudden changes in the
unemployment rate and gross domestic
output (GDP). These fluctuations can be
caused by disruptions in the economy—such
as oil price swings, terrorist attacks, and
pandemics—or they can even be caused by
changes in business sentiment or consumer
confidence. Although Secretary Yellen
likely described the economic scars of the
pandemic in reference to the possibility of a
prolonged business cycle recovery, the early
evidence points to much deeper disruptions
in the fabric of the U.S. economy.

Long-term trends in the economy are
driven by factors like population growth,
educational attainment, and tax policy.
Since the baby boom following World War
II, persistently declining fertility rates have
created demographic headwinds in the U.S.
economy. In the years leading up to the
pandemic, robust immigration flows and
sustained growth in educational attainment
dampened the macroeconomic declines
corresponding to demographics changes.
Setbacks in each of these, as well as the
surge in government debt, however, indicate
that Americans will feel the economic
impact of the pandemic long after the
recession ends.

FERTILITY RATES AND IMMIGRATION
Before the pandemic, the U.S. demographic
outlook was at a critical turning point.
Steadily declining fertility rates over the last
several decades coupled with increasing
life expectancy had resulted in a persistent
decline in population growth and an aging
of the population. A corresponding decline
in labor force growth has contributed—and
will continue contributing—to slowing U.S.
economic growth. These demographic
trends are extremely slow to unfold
and may only become apparent after
decades of lag time. Understanding how
these demographic variables changed
in the aftermath of the pandemic is key
to projecting the pandemic’s long-term
economic consequences.

Setbacks in each of
these, as well as the
surge in government
debt, however, indicate
that Americans will feel
the economic impact of
the pandemic long after
the recession ends.
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FIGURE 1 — ANNUAL U.S. REAL GDP GROWTH, 1950-2019

SOURCE U.S. Bureau of Economic Analysis, via Federal Reserve Bank of St. Louis, and the author’s
calculations.

2

Evidence suggests that certain events, such
as low-category hurricanes, can lead to
a transitory rise in fertility rates.3 At the
onset of the pandemic, some researchers
projected a similar kind of spike in birth
rates. Acting as an opposing force, however,
the pandemic also triggered a recession,
which is generally associated with a decline
in fertility rates.4 Researchers measured
the net effect of these opposing forces and
estimated that there will be nearly 300,000
fewer births in 2021 resulting from the
pandemic—a so-called baby bust.5 While
some of the decline involves a shift in the
timing of childbearing, a share of it reflects
a permanent reduction in the number of
children born.6
Historically, immigration has ameliorated
tepid population growth, but it was no
panacea. The U.S. Census Bureau periodically
generates domestic population projections,
and the most recent one in 2017 highlights
the precarious demographic outlook. The
results show an extensive dependence on
immigration; without it, the U.S. population
will decline in the coming decades.
In the aftermath of the pandemic,
the demographic situation took a big step
toward the worst-case scenario. Travel
restrictions, reduced mobility, and the
disruption of immigration services impacted
the natural flow of immigration, as well as

the process for admitting immigrants. The
number of lawful permanent resident (LPR)
applications submitted fell by about 5%,
indicating an overall decline in immigration.7
Although the share of employmentbased LPR applications processed rose by
about 13%, overall applications processed
actually fell by roughly 23%. The number of
naturalization applications submitted rose
in fiscal year (FY) 2020, possibly reflecting
a proposed fee increase, but pandemicrelated disruptions in the administrative
process caused processed applications to fall
by about 24%.
Some of the near-term issues with
immigration flows can be alleviated by
program funding, but the decline in LPR
application submissions may also signal an
unsettling possibility. The shift to remote
work will continue changing workplace
dynamics in a way that allows intellectual
resources to spread all over the world.
As companies and technologies adapt to
this new business environment, fewer
employees will need to migrate to the
United States to seek domestic employment
opportunities.8 While the productive
efforts of remote foreign workers will still
contribute to U.S. productive capabilities,
the indirect economic impact of outsourced
labor could eventually contribute to slowing
economic growth.

EDUCATIONAL ATTAINMENT
At the onset of the pandemic in early
2020, social distancing standards caused
widespread school closures. Nearly all forms
of instruction—from early elementary school
to postsecondary education—transitioned
to remote learning. While some institutions
quickly returned to in-person classes,
several remained online well into 2021. The
decline in access to education caused by
these disruptions set students back in their
schooling, which will translate into reduced
future productivity and earnings potential.
Research suggests that the K-12 school
closures reduce affected students’ lifetime
earnings by as much as 3% on average.9
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Although people often question
whether a college degree is still worthwhile,
academic research shows significant gains
from postsecondary education.10 Despite
the benefits of higher education, overall fall
2020 undergraduate enrollment declined
4.4% across all types of institutions
(public, private, 2-year, and 4-year), with
community colleges seeing the largest drop
at -9.5%, relative to the previous year.11
Some portion of these students will simply
delay enrollment, while others will forgo
higher education altogether. Either case
reflects setbacks in individuals’ educational
attainment, which will eventually dampen
macroeconomic progress.12
The pandemic disrupted the American
education system at every level of
instruction. This transitory shift to remote
learning will eventually manifest into
aggregate economic consequences.
Estimates suggest that countries that
reopened schools in the fall of 2020 could
experience as much as 1.5% lower annual
GDP for the remainder of this century,
resulting from the shock to educational
attainment.13 At a time when many
economists look to improvements in
educational attainment as a mechanism for
resurgent economic growth and declining
economic inequality, the outlook dampened
with the disruption to the education system.

FIGURE 2 — PROJECTED POPULATION GROWTH (RELATIVE TO 2017)
BY IMMIGRATION SCENARIO, 2017-2060

SOURCE U.S. Census Bureau, Population Division.

FIGURE 3 — PERCENT CHANGE IN UNDERGRADUATE ENROLLMENT
(YEAR-OVER-YEAR), FALL 2019 AND FALL 2020

FEDERAL DEBT
The economic fallout of the pandemic
prompted a significant fiscal response by
the federal government. A combination of
business support, enhanced unemployment
insurance, means-tested stimulus payments,
and other aid increased a large and growing
federal debt stock. Before the pandemic,
federal debt as a share of the economy
was projected to eclipse its historic peak of
106% in 2033. A Congressional Budget Office
update at the end of 2020 projected that
pandemic-related spending would cause
federal debt to reach its historic peak a full
decade sooner. Although growing debt may
not cause near-term harm to the economy,
the risk of adverse macroeconomic outcomes
will increase over time.14

SOURCE National Student Clearinghouse Research Center.
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The Congressional Budget Office
attributes the growing federal debt projection
to several factors, including costs related to
the aging of the population, rising health care
costs, and net interest payments on federal
debt.15 Even before the pandemic, financing
Social Security was seen as one of the biggest
fiscal challenges facing the United States in
the coming decades. Although the pandemic
disproportionately affected mortality in the
elderly population, leading to a reduction
in its outlays, the impact of the pandemic
could cause even greater detriment to the
program’s projected receipts.
Social Security is financed through a
so-called pay-as-you-go system, where
current beneficiaries are financed by current
taxpayers. An aging of the population
increases the program’s outlays, relative to
its receipts, placing a strain on the system
and causing policymakers to choose between
levying higher taxes or reducing benefits.
Increases in immigration and fertility
rates can tip the balance in favor of the
program’s receipts, but as described above,
the pandemic pushed each in the wrong
direction. Accounting for the demographic
and economic impact of the pandemic,
Social Security’s retirement trust fund is now
projected to deplete its resources between
one and five years sooner, while the disability
trust fund will exhaust its resources at least
10 years sooner.16
As the U.S. fiscal outlook continues
deteriorating, the timeline to fiscal austerity
shortens. Whether policymakers eventually
stabilize the federal budget with tax
increases or reductions in outlays, each
outcome will have a set of associated
costs. Either case results in long-term
macroeconomic headwinds that only grow
nearer in the aftermath of the pandemic.

CONCLUSION
As the U.S. economy recovers from the deep
pandemic-induced recession, policymakers
may feel like the economy is back on track.
In reality, many of the pandemic’s adverse
macroeconomic consequences may lag the
business cycle recovery by several years.
Policymakers can prepare for the impending
4

macroeconomic shortfalls by maintaining
a commitment to improving education,
prioritizing immigration, and resolving fiscal
imbalances, particularly regarding Social
Security financing.
Although the pandemic dampened
the macroeconomic outlook, it also
introduced some reasons to remain
hopeful about the future. Social distancing
standards accelerated a transition to
remote work, which could ultimately
lead to improvements in productivity and
employment opportunities.17 Remote work
also reduced the reliance on residency
in densely populated areas, resulting in
migration to suburban and rural areas.
The decline in the cost of living in more
sparsely populated areas improves the
financial and logistical feasibility of having
larger families, which could improve
demographic imbalances. While these
could be large enough to offset the
macroeconomic losses corresponding to the
pandemic, policymakers should not count
on them to resolve the existing fiscal and
macroeconomic issues.
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