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Labor Market Weaker Than Headline
Numbers Suggest

Further Relief Measures Needed for Rapid and Equitable Recovery
By Chad Stone and Matt Saenz

Today’s labor market is much weaker than the headline numbers suggest. Private and government
employers have 10 million fewer jobs on their payrolls than they did in February 2020 — a jobs
deficit larger in percentage terms than in the worst of the Great Recession. Estimates of a realistic
unemployment rate — one that includes people who are not looking for work for pandemic-related
health or caregiving reasons — range from 8.3 percent to nearly 10 percent, far above the official 6.3
percent figure. As Federal Reserve Chair Jerome Powell testified recently: “The economic recovery
remains uneven and far from complete, and the path ahead is highly uncertain. . . . There is a long
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way to go.

Growth in gross domestic product and national income after the economy hit bottom in the
second quarter of last year, dominated by high earners and a booming stock market, may create the
misimpression that the economy is well on the way to a full recovery. While the economy and the
labor market have improved since the plunge in economic activity and employment last spring, a
close look at current labor market conditions and the particularly severe burdens the pandemic has
imposed on certain groups supports Powell’s sober assessment. Job creation stalled in the second
half of the year and job losses remain particularly large in industries that pay low wages. Workers of
color, those without a bachelor’s degree, and immigrants have experienced disproportionate job
losses. Women have fared worse than men, and mothers of school-age children have been more
likely than fathers to drop out of the labor force to meet caregiving responsibilities.

The relief package enacted at the end of the year provides important but temporary help to
unemployed workers and others struggling to make ends meet. It should help strengthen the
recovery, according to the Congressional Budget Office (CBO) and other forecasters. But robust
additional measures, such as those in the economic relief bill now working its way through Congress,

!Jeanna Smialek, “Powell Focuses on Economic Need at Key Moment in Markets and Politics,” New York Times,
February 23, 2021, https://www.nytimes.com/2021/02/23 /business/economy/powell-focuses-on-economic-need-at-
key-moment-in-markets-and-politics.html.
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are critical for relieving the widespread hardship among families”* and achieving a full, equitable
recovery as quickly as possible.

The following analysis highlights several dimensions of the labor market’s performance in the
pandemic and the experiences of different population subgroups.

Overview

The COVID-19 pandemic profoundly affected the U.S. economy, causing a steep decline in
economic activity and employment between February and April 2020. The economy began to
recover following the March enactment of substantial relief and stimulus measures and an easing of
some pandemic-related restrictions,” with large increases in output and employment in May and
June. But the recovery gradually lost momentum over the second half of the year as the large federal
supplement to unemployment insurance benefits expired at the end of July, the impact of the
economic stimulus payments began to fade, and the virus surged in the fall and winter. No further
relief was enacted until late December. The result at year-end was a stalled jobs recovery, a large
remaining jobs deficit, and an unemployment rate that significantly understates the number of
people not working because of COVID-19 and the scarcity of jobs.

The economic burdens of the pandemic have not been borne equally across the population.
People who work in low-wage industries, are Black or Hispanic/Tatino," lack a bachelot’s degtee, or
are foreign-born have been far more likely to lose their job than their counterparts who work in
higher-wage industries, are white, have a college degree, or are native born. And women’s job losses
were significantly higher (measured as a share of their February 2020 employment level) than men’s
in the pandemic’s early months — in contrast to the Great Recession, when men experienced
significantly higher job losses — although the gap had narrowed by the end of 2020. Mothers of
school-age children, however, were more likely than fathers to be not working or looking for work
because they had caregiving responsibilities.

The December coronavirus relief package provided a new round of stimulus payments, increased
food assistance benefits through the SNAP program through June, provided new rental assistance
for those behind on their rent, and extended expiring unemployment benefits for a few months,
among other provisions. Under CBO’s latest economic projections, the labor market will improve
this year but payroll employment will still be 5.5 million jobs below its February 2020 level in the
second quarter and 3.1 million below in the fourth. CBO projects that the official unemployment
rate will be 5.3 percent by the end of the year but the labor force and total nonfarm employment will
still be smaller than in the first quarter of 2020. CBO acknowledges that its projections are “subject

2 Claite Zippel and Arloc Sherman, “Bolstering Family Income Is Essential to Helping Children Emerge Successfully
From the Current Crisis,” CBPP, updated February 25, 2021, https://www.cbpp.org/research/poverty-and-
inequality/bolstering-family-income-is-essential-to-helping-children-emerge.

3 Policymakers enacted the Families First Coronavirus Response Act in mid-March to address the immediate effects of
the health emergency and followed up later in the month with the much larger Coronavirus Aid, Relief, and Economic
Security (CARES) Act to mitigate the economic damage and human hardship the pandemic caused.

#This report uses the term “Hispanic” to refer to people who identify as Hispanic or Latino. Note that people who
identify as Hispanic or Latino may be of any race.


https://www.cbpp.org/research/poverty-and-inequality/bolstering-family-income-is-essential-to-helping-children-emerge
https://www.cbpp.org/research/poverty-and-inequality/bolstering-family-income-is-essential-to-helping-children-emerge

to an unusually high degree of uncertainty,” including uncertainty about the course of the pandemic
itself.’

Measures in the economic relief bill to fund COVID-19-control measures, extend unemployment
and SNAP benefits, and provide other assistance to struggling families and state and local
governments would relieve hardship among those struggling today and substantially increase the
likelihood of a robust and speedy recovery, subject to the pace at which COVID-19-control
measures allow the easing of pandemic restrictions. Historical experience indicates that the groups
experiencing the largest losses in a recession also experience the slowest recovery after the economy
turns around, making it all the more important to return to a high-employment economy as rapidly
as possible.

Labor Market Improvement Stalled Well Short of Full Recovery

Faltering job growth. After a partial bounce-back from a steep plunge in March and April, the
jobs recovery slowed and eventually stalled in December and January, leaving almost 10 million
fewer jobs on private and government payrolls than in February 2020.° (See Figure 1.) In percentage
terms, the January jobs hole — 6.5 percent fewer jobs than the previous February — exceeded the
worst month of the Great Recession period (6.3 percent).

Jobs Recovery Stalled 10 Million Jobs Below
Pre-Pandemic Level
Change in nonfarm payroll employment since February 2020, in millions
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5 Congressional Budget Office, An Overview of the Economic Outlook: 2021 to 2031, February 1, 2021, p. 4.

¢ The Bureau of Labor Statistics reports employment data from two distinct surveys in its monthly jobs report. The
payroll employment data discussed here come from a survey of business establishments and governments asking
employers how many workers they have on their payrolls. The employment and unemployment data in later sections of
this report, in contrast, come from a survey of households asking how many members of a household are working
(employed) or actively looking for work (unemployed). The household survey includes self-employed workers and others
not included in the establishment survey. A multiple job holder would be counted multiple times in the employer survey
but only once in the household survey.



Weaker job market than unemployment rate suggests. At 6.3 percent, the unemployment rate
in January 2021 was substantially lower than its 14.8 percent peak in April but still 2.8 percentage
points higher than in February 2020. Moreover, the 6.3 percent figure substantially understates the
true extent of joblessness, for several reasons.

First, the Bureau of Labor Statistics (BLS) estimates that in January as many as 848,000 people
who were not at work were misclassified as “employed” in the survey data from which the
unemployment rate is estimated.” Reclassifying all of them as “unemployed” would raise the January
unemployment rate to 6.9 percent.”

Second, many people who would be in the labor force — that is, working or looking for work —
in a normal labor market free from the health risks from COVID-19 are not working, either because
of COVID-related health or family caregiving reasons (including remote schooling) or because they
are discouraged from looking since jobs are scarce. The labor force participation rate, which
measures the share of the population that is either working or actively looking for work and counted
as unemployed, fell from 63.3 percent in February 2020 to a low of 60.2 percent in April and was a
still-depressed 61.4 percent in January 2021; the labor force contracted by 4.3 million workers
between February 2020 and January 2021.

Treating all these workers who left the labor force as unemployed and combining them with the
848,000 potentially misclassified workers discussed above “would boost the unemployment rate to
close to 10 percent in January,” Federal Reserve Chair Jerome Powell stated recently.” (See Figure 2.)
Combining a more conservative estimate of the effect of declining labor force participation with the
same reclassification estimate, Jason Furman, Chair of the Council of Economic Advisers under
President Obama, finds that the “realistic” unemployment rate for January 2021 would be 8.3
percent.'’

7 Since March 2020, survey interviewers have been instructed to classify employed persons absent from work due to
temporary, pandemic-related business closures or cutbacks as unemployed on temporary layoff. Nevertheless, some of
these workers were instead misclassified as employed but not at work, BLS analysis indicates.

8 BLS generally reports its data on a seasonally adjusted basis to smooth out fluctuations due to normal seasonal
fluctuations. The misclassification data, however, are not seasonally adjusted. The 6.9 percent figure is derived from the
seasonally adjusted official rate of 6.3 percent plus the non-seasonally adjusted estimate of 848,000 potentially
misclassified workers. BLS reports that the adjusted unemployment rate would be 7.3 percent if the misclassified
workers were combined with the non-seasonally adjusted unemployment rate of 6.8 percent.

9 Jerome Powell, “Getting Back to a Strong Labor Market,” February 10, 2021,
https://www.federalreserve.gov/newsevents/speech/powell20210210a.htm.

10 Jason Furman, “Unemployment continues to fall but workers still not returning to the labor force,” Peterson Institute
for International Economics, February 5, 2021, https:/ /www.piie.com/blogs/realtime-economic-issues-

watch /unemployvment-continues-fall-workers-still-not-returning-labor.
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Official Unemployment Rate Understates
Pandemic Job Loss
Adding other jobless workers shows more realistic rate

Official Misclassification of Labor force exits
unemployment some jobless workers in pandemic
rate as employed
24.7%
9.5%
14.8%
0,
359 6.3%
February 2020 April 2020 January 2021

Note: Official unemployment rate is seasonally adjusted; misclassification is BLS estimate of
number of workers not working but mistakenly classified as employed; labor force exit for a
given month is the difference between the February 2020 labor force and that month’s labor
force.

Source: CBPP calculations of Bureau of Labor Statistics data

The share of the population with a job, which reflects both the increased unemployment and
reduced labor force participation since February and is therefore a more comprehensive measure of
job loss than the unemployment rate, has partially recovered from its sharp 9.8 percentage-point
drop from February to April 2020. But it has been essentially flat for several months and is still 3.6
percentage points lower than when the recession started. (See Figure 3.)

Finally, almost 6 million people were classified as working part-time for economic reasons in
January 2021, meaning they were involuntarily working fewer hours than they would have liked.
That is down from a peak of 10.9 million in April but 1.6 million higher than in February 2020.
These people are included in a measure of unemployment and underemployment known as U-0,
which is the sum of the number of people who are unemployed, marginally attached to the labor
force (meaning they want a job but have not looked recently enough to be classified as unemployed),
or working part-time for economic reasons, measured as a share of the labor force plus those
marginally attached to the labor force. U-6, which does not correct for misclassification, was 11.1
percent in January 2021, up from 7.0 percent in February 2020.



Share of Population With Job Still Well Below
Pre-Pandemic Level

Employment-to-population ratio, workers ages 16 and over
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Long-term unemployment rising. The number of long-term unemployed, with spells of 27
weeks or more, nearly quadrupled between February 2020 and January 2021, from 1.1 million to 4.0
million — or almost 2 in 5 unemployed workers. The average duration of existing unemployment
spells was 26 weeks in January and the median duration was 15.3 weeks.

Early in the pandemic, job losses were very high but the average unemployment spell was low
because so many workers were newly unemployed. Similarly, long-term unemployment fell as a
share of total unemployment as the ranks of the newly unemployed swelled. More recently, slightly
more people have returned to the labor force to look for work than have become newly
unemployed, but the share of the unemployed who are long-term has increased. The additional
weeks of unemployment assistance available since March 2020 have provided vital support to the
long-term unemployed as they try to make ends meet until more jobs open up in a recovering labor
market.

40 Million People in Families With Worker Sidelined in Pandemic Economy

The Census Bureau’s basic monthly Current Population Survey (CPS), which provides the
household survey data used in the monthly BLS jobs report, collects basic demographic information
on all members of interviewed households. CBPP analysis of those data finds that nearly 28 million
people either met the official definition of unemployed or lived with an unemployed family member
in January, including nearly 7 million children."" These figures are down from April (when 54 million
people were in families with an unemployed person) but still significantly above pre-pandemic levels
(17.7 million in January 2020). The number of people living with a long-term unemployed family

11 CBPP analysis of basic monthly CPS public use microdata files. Figures are not seasonally adjusted.



member in January (10.5 million) was also significantly above pre-pandemic levels (3.5 million in
January 2020). (See Table 1.)

Number of People in Families With a Worker Sidelined in the Pandemic

Economy
Figures in thousands, not seasonally adjusted

Jan. Feb. Apr. Dec. Jan.
2020 2020 2020 2020 2021

People age 16 and over

Unemployed 6,504 6,218 22,504 10,404 10,851
Long-term unemployed (27 weeks 1217 1177 928 3882 4.075
or more) ' ' ' ’

Sidelined in the pandemic economy 15,732 16,359

People in families
With unemployed family member 17,693 17,341 54,009 26,732 27,926

With long-term unemployed family
member

With family member sidelined in the

pandemic economy

Children in families

With unemployed family member 4560 4,379 12,769 6,520 6,719
With long-term unemployed family 920 730 558 5039 2208
member ’ ’

With family member sidelined in the

pandemic economy

Sidelined in the pandemic economy = officially unemployed, absent from work without pay and lost pay due to the
pandemic, or not in the labor force and not looking for work due to the pandemic.

3,465 3,297 2,606 9,726 10,486

38,948 40,031

9,635 9,759

Source: CBPP analysis of basic monthly CPS public use microdata files and COVID-19 supplemental data files.

Moreover, as we've already discussed, official unemployment statistics badly understate the
number of workers deprived of pay amid the pandemic. They only count people who actively looked
for work in the last four weeks or reported being on temporary layoff. This omits some 4.7 million
workers in January who were not in the labor force and did not look for work in the last four weeks
“because of the coronavirus pandemic,” according to supplemental COVID-related questions from
the Labor Department.'? It also omits another 800,000 workers who reported that they had a job
but that they were absent from work without pay and lost pay in the last four weeks “because their
employer closed or lost business due to the coronavirus pandemic,” we calculate.”

12 Bureau of Labor Statistics, Supplemental data measuring the effects of the coronavirus (COVID-19) pandemic on the
labor market, Table 9, https://www.bls.gov/cps/effects-of-the-coronavirus-covid-19-pandemic.htm.

13 CBPP analysis of basic monthly CPS public use microdata files and COVID-19 supplemental data files at

www.census.gov/data/datasets/time-series/demo/cps/cps-supp cps-repwgt/cps-covid.html.
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When family members are considered, as many as 40 million people in January, including nearly
10 million children, lived in a family where at least one adult did not have paid work in the last week
because of unemployment or the pandemic, we estimate.

Large Job Losses in State, Local Government and Low-Wage Industries

State and local job losses concentrated in education. State and local policymakers began
slashing their workforces to help balance their budgets almost immediately after the pandemic
began, when tax revenues plummeted as businesses shuttered and people lost their jobs. The worst
job losses occurred in April, but as of January 2021 there were still 1.3 million fewer state and local
jobs than in February 2020. Almost a million of the lost jobs were in K-12 schools (including
teachers and support workers such as bus drivers) or higher education (including college and
university faculty and administrators). While social distancing temporarily reduced the need for some
of these jobs, such as bus drivers and janitors, these and other jobs that have been lost will need to
be restored as students return to schools and campuses. (See Figure 4.)

FIGURE 4

States and Localities Have Cut 1.3 Millon Jobs
Since February, Mostly in Education
Change in number of jobs, February 2020 to January 2021

State and local State and
government, local government, Total
excluding education education
-372,000
-957.000
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Source: CBPP calculations of Bureau of Labor Statistics data

CENTER ON BUDGET AND POLICY PRIORITIES | CBPP.ORG

Private-sector job losses concentrated in low-wage industries. The majority of jobs lost
during the crisis have come in industries that pay low average wages, with the lowest-paying
industries accounting for 31 percent of all jobs but 57 percent of the job losses from February 2020
to January 2021, according to CBPP analysis.'* Jobs in low-paying industries were down more than

14 This analysis ranked industries by pre-crisis average wages in February 2020 and divided that ranking into high-,
middle-, and low-wage groups with roughly the same number of employees in each, using employer survey data from
BLS. We used these rankings to categorize the job loss data by industry in the January 2021 establishment survey. Then,
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twice as much in this period (11.3 percent) as jobs in medium-wage industries (5.2 percent) and
nearly four times as much as in high-wage industries (2.9 percent). (See Figure 5.) More than half of
the jobs lost in low-wage industries were in the industry category “food services and drinking
places.”

Job Losses Largest in Low-Wage Industries
Percent change in number of jobs, February 2020 to January 2021

Low-wage Medium-wage High-wage All industries

-3%

- OO
5% 6%

-11%

Note: Industries were ranked by average wages in February and divided into three groups
containing roughly the same number of jobs.

Source: CBPP calculations of Bureau of Labor Statistics data

Job Losses Greater for People of Color, People with Less Education,
Immigrants

On average, workers of color experienced larger job losses in the spring of 2020 and a slower
recovery thereafter than white workers; workers without a college degree have been hit harder than
those with a bachelor’s degree or higher; and foreign-born workers have been hit harder than native-
born workers. Within almost all of these groups, the impact has been more severe for women than
for men.

Federal Reserve researchers have found that the lack of in-person education for their children has
hindered parents’, and especially mothers’, labor force participation and may explain some of these
differences across groups.” In patticular, the Fed researchers found the following:

e Among mothers aged 25 to 54 with children aged 6 to 17, the share who said caregiving was
the reason they were not working or looking for work was 2.5 percentage points higher in the
three months ending January 2021 than over the year-earlier period, compared with a 0.5
percentage-point increase for fathers.

using the Census Bureau’s American Community Survey for 2018, we analyzed the characteristics of those who work in
the industries with the steepest job losses since February.

15 Boatrd of Governors of the Federal Reserve System, “Monetary Policy Report: February 2021,” Disparities in Job Loss
during the Pandemic (box), https://www.federalreserve.gov/monetarypolicy/2021-02-mpr-part].htm.
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e Relative to white mothers, the increase was about twice as large for Hispanic mothers and
more than twice as large for Black mothers.

¢ The increase was more than twice as large for mothers without any college as for mothers
with at least some college.

Race, ethnicity, and gender. Black, Hispanic, and Asian workers age 20 or older experienced
larger percentage job losses than white workers between February 2020 and January 2021. Within
each group, women experienced larger losses than men. (See Figure 6.)

FIGURE 6

Workers of Color, Especially Women, Likelier to
Lose Jobs in Current Recession
Employment losses by race/ethnicity and sex, Feb. 2020-Jan. 2021
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Source: CBPP analysis of Bureau of Labor Statistics data

CENTER ON BUDGET AND POLICY PRIORITIES | CBPP.ORG

The disparity between Black and white workers reflects patterns that have endured in recessions
and recoveries alike, with Black unemployment rising more in recessions and falling more slowly in
recoveries.'® These patterns are rooted in the nation’s history of structural racism, which curtails job
opportunities for Black people through policies and practices such as unequal school funding, mass
incarceration, and hiring discrimination. As a result, Black workers tend to be “the last hired and
first fired.” High unemployment rates for Hispanic workers, which also consistently exceed the

16 Chad Stone, “Robust Unemployment Insurance, Other Relief Needed to Mitigate Racial and Ethnic Unemployment
Disparities,” CBPP, August 5, 2020, https://www.cbpp.org/research/economy/robust-unemployment-insurance-other-
relief-needed-to-mitigate-racial-and-ethnic.
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white rate, reflect many of the same barriers to opportunity. In January, the Black and Hispanic
unemployment rates were 9.2 and 8.6 percent, respectively, compared with a white rate of 5.7
percent.

Asian workers (in data going back to 2003) experienced lower unemployment rates than white
workers until the COVID-19 recession, when their higher job losses pushed their unemployment
rate above that of white workers, to 6.6 percent in January 2021.

As discussed above, the unemployment rate is an incomplete measure of joblessness because it
only includes people who are actively looking for work (or have been laid off but are subject to recall
to their former jobs). It does not include people who want a job but have not been looking due to a
lack of opportunities or because school and child care closures make working difficult or impossible.
The prime-age employment-to-population ratio — the share of the population aged 25-54 with a job
— doesn’t have that shortcoming, and it tells a similar story of large, continuing racial disparities: it
was lower for Black and Hispanic workers than for white workers when the recession started and
has fallen more for them since. (See Figure 7.)

Crisis Widened Racial and Ethnic Disparities in
Share of Prime-Age Population with a Job

February 2020 January 2021

81.5%

78.0% 9
75,99 17.4%

70.9% .2%

Black Hispanic White

Note: Note: Figures represent share of civilian non-institutional population (e.g., not
incarcerated or in long-term care facility) ages 25-54 that is employed. Not seasonally
adjusted.

Source: Bureau of Labor Statistics

Education. Underscoring the impact of unequal educational opportunities, the number of
employed workers age 25 or over with a bachelor’s degree or higher fell by just 1.4 percent between
February 2020 and January 2021 but employment fell by 8.5 percent among those who only
completed high school. (See Figure 8.) The former had a January unemployment rate of 4.0 percent,
compared with 7.1 percent for the latter.
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FIGURE 8

Workers Without Bachelor’s Degree Have
Experienced Largest Job Losses
Employment losses by educational attainment, Feb. 2020-Jan. 2021
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Source: CBPP analysis of Bureau of Labor Statistics Data

CENTER ON BUDGET AND POLICY PRIORITIES | CBPP.ORG

Place of birth. Workers born abroad, especially women, are more likely to work in the industries
hit hardest by the pandemic and have suffered disproportionate job losses. In the depths of the
recession in April, employment levels for foreign-born and U.S.-born workers were 21 percent and
15 percent below February levels, respectively. These numbers have since improved but a significant
gap persists: in January 2021, the number of foreign-born workers with a job was still 8.6 percent
below its February level, compared with 5.6 percent for native-born workers. (See Figure 9.) For
both groups, employment losses since February have been larger for women than for men.
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FIGURE 9

Foreign-Born Workers Have Experienced
Larger Job Losses
Employment losses by place of birth, Feb. 2020-Jan. 2021

Native-born Foreign-born
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Source: CBPP analysis of Bureau of Labor Statistics data
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In January 2021, workers born abroad had a higher unemployment rate (8.1 percent) than workers
born here (6.5 percent).”” Men had similar unemployment rates (7.1 percent and 7.2 percent for the
two groups, respectively), but women born abroad had a far higher unemployment rate (9.3 percent)
than women born in the United States (6.0 percent).

This pattern is markedly different from 2019, when workers born abroad had a lower
unemployment rate (3.1 percent) than workers born here (3.8 percent). Men born abroad had a
lower unemployment rate in 2019 (2.7 percent) than men born here (4.0 percent), while
unemployment rates for women were similar (3.7 percent and 3.6 percent, respectively).

Conclusion

In the spring of 2020, policymakers provided a swift and substantial response to rising hardship
and the threat to the economy from COVID-19, although it was clear even then that more needed
to be done in many areas." The economy began to recover in the months that followed, but the
recovery was incomplete and uneven and, with no further action, lost momentum later in the year.
Groups that experienced especially large losses in the downturn have recovered more slowly than
their more advantaged counterparts, and joblessness and hardship remain extremely high.
Notwithstanding temporary measures enacted in December 2020, the measures in the emerging
relief package are necessary to achieve a strong and more equitable recovery.

17 BLS does not report seasonally adjusted nativity data, so the data in this section are not seasonally adjusted.

18 Sharon Parrott ez al, “CARES Act Includes Essential Measures to Respond to Public Health, Economic Crises, But
More Will Be Needed,” CBPP, March 27, 2020, https://www.cbpp.org/research/economy/cares-act-includes-essential-
measures-to-respond-to-public-health-economic-crises.
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