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At a Glance

At the beginning of the COVID-19 pandemic, during which air travel fell sharply, lawmakers enacted
the Coronavirus Aid, Relief, and Economic Security (CARES) Act. That law included provisions that
authorized the Treasury to provide broad-based assistance to the airline industry through grants to
maintain employment and a loan program to support air carriers, related businesses, and businesses
critical to national security. The assistance was intended to help stabilize employment in the airline
industry while avoiding further economic contraction.

In this report, the Congressional Budget Office examines the terms and conditions of that assistance
and the resulting economic and budgetary effects. Most of the assistance was provided through the
Payroll Support Program and the Section 4003 Loan Program.

Payroll Support Program. Lawmakers provided $63 billion for the Payroll Support Program
through the CARES Act and two subsequent laws; the first round of assistance offered grants to cover
six months of payroll expenses, and later rounds provided less funding. A total of $59 billion was
distributed, and most of the unused portion was eventually rescinded by Congress. To compensate
the federal government, the Treasury required businesses that received the most assistance to issue
$15 billion of notes. In addition, publicly traded companies were required to issue warrants (initially
valued at $1.5 billion) to the government.

CBO originally estimated a credit subsidy cost (which is recorded on an accrual basis, or when the
costs are incurred) of $24 billion for the Payroll Support Program established through the CARES
Act: $23 billion for the grants and $1 billion for the notes. For additional funds authorized in subse-
quent laws, CBO estimated the cost of the program on a cash basis (meaning that costs are reported
when they are paid) to match how the Administration reported those costs in the budget; on such a
basis, CBO estimated the cost of the program to be $28 billion. More than half of the notes remained
outstanding as of April 2026.

Section 4003 Loan Program. The CARES Act authorized up to $46 billion of loans to air carriers
and national security businesses; less than $3 billion of that amount was distributed.

For those loans, CBO estimated a credit subsidy cost of $2.3 billion and returns on the warrants of
about $1 billion (measured on a cash basis). When it made that estimate, CBO had few details about
the programs from the Treasury and no basis to estimate which air carriers and businesses would

seek loans. CBO overestimated the program’s cost, mostly because of the low participation. The
Administration’s 2027 budget reported a revised estimate of less than $10 million for the subsidy cost
of the loans and warrants.

www.cbo.gov/publication/62264


http://www.cbo.gov/publication/62264

Notes About This Report

Unless this report indicates otherwise, all years referred to are federal fiscal years, which run from
October 1 to September 30 and are designated by the calendar year in which they end.

Numbers in the text and tables may not add up to totals because of rounding.
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The Treasury’s Assistance to the Airline
Industry and National Security Businesses
During the COVID-19 Pandemic

Summary

During the COVID-19 pandemic, which began in early
2020 in the United States, lawmakers enacted legislation
to stabilize the airline industry in response to a sharp and
widespread decline in air travel. That legislation, known
as the Coronavirus Aid, Relief, and Economic Security
(CARES) Act, authorized the Treasury to provide
broad-based assistance through two programs: grants to
support payrolls (the Payroll Support Program) and a
credit program to support air carriers, related businesses,
and businesses critical to national security (the Section
4003 Loan Program). (The CARES Act also provided
other assistance to various entities unrelated to the
airlines or national security businesses.) The Treasury was
given discretion in setting compensation for the govern-
ment, which was subsidizing those grants and loans. In
this report, the Congressional Budget Office examines
the assistance provided to the airlines and other busi-
nesses through those programs.

Payroll Support Program

In March 2020, the CARES Act provided $32 billion to
passenger and cargo air carriers and related contractors
to cover six months of payroll expenses. That assis-
tance was extended through two subsequent laws—the
Consolidated Appropriations Act, 2021 (CAA), and the
American Rescue Plan Act of 2021 (ARPA)—which
added $31 billion for air carriers and contractors. About
95 percent of the funding was distributed; Congress
rescinded most of the remaining amount. In return for
the funding, recipients were temporarily required to
maintain employment levels, restrict executive compen-
sation, and stop dividend payments and stock repur-
chases. The program helped stabilize employment across
the airline industry.

Airlines that received grants in excess of $100 million
(and federal contractors that received grants in excess of
$37.5 million) were required to compensate the federal

government financially. In return for the government’s
assistance, those businesses issued to the Treasury more
than $15 billion of notes at low interest rates; those rates
reset to higher rates after five years if the notes had not
been paid off. (Those notes are a form of debt, serving
the same function as loans.) Publicly traded companies
also issued warrants, which had an estimated initial valu-
ation of $1.5 billion, or 10 percent of the amount of the
notes. Those warrants gave the Treasury the right, but not
the obligation, to purchase stock in the companies at a
fixed price. The warrants further allowed the Treasury to
share in any increase in the stock prices of the air carriers.

Section 4003 Loan Program

The CARES Act authorized various loans for air carriers,
related businesses, and national security businesses. Those
loans were authorized under section 4003 of the law.

Loans for Air Carriers and Related Businesses. The
CARES Act authorized the Treasury to provide up to
$29 billion in loans to air carriers and related businesses.
Demand for the loans was limited because of their strict
terms and the availability of assistance through the
Payroll Support Program. As a result, less than $2 billion
was lent to 24 businesses. (Before granting a loan, the
Treasury required borrowers to demonstrate that credit
was not otherwise available to them. In addition, the
Treasury attempted to set interest rates to reflect the risk-
iness of each loan and to at least equal the rates on loans
available in the market before the pandemic.) To com-
pensate the federal government for risk taking—in this
case, lending when no private lenders would—the pub-
licly traded companies were required to issue warrants to
the Treasury that were initially valued at 10 percent of
the amount of the loans. In return for the Treasury’s sup-
port, the borrowers faced similar terms and conditions as
those imposed by the Payroll Support Program.



THE TREASURY’S ASSISTANCE TO THE AIRLINE INDUSTRY AND NATIONAL SECURITY BUSINESSES DURING THE COVID-19 PANDEMIC

JUNE 2026

Loans for National Security Businesses. In addition to
the funding targeted to the airline industry, the CARES
Act authorized up to $17 billion in loans for businesses
deemed critical to maintaining national security. Again,
the terms and conditions—which were similar to those
imposed in the loan program for air carriers—con-
strained demand for the loans. The Treasury made more
than $700 million of loans to 11 businesses; about

95 percent of that amount went to Yellow Corporation,
one of the largest freight carriers in the United States.
Although the Treasury’s 30 percent equity stake in Yellow
Corp. became worthless when the business entered bank-
ruptcy, Yellow repaid its loan after selling its assets.

Budgetary Costs of the Programs

CBO estimates the cost of most federal programs on a
cash basis—that is, costs are reported when they are paid,
and receipts are recorded when they are received. Under
the Federal Credit Reform Act of 1990 (FCRA), the
costs of credit programs are reported on an accrual basis,
meaning when they are incurred, and lifetime costs are
reported on a net-present-value basis. (A present value

is a single number that expresses the flows of current

and projected future income or payments in terms of an
equivalent lump sum received or paid at a specified time.)

When analyzing the budgetary effects of the Payroll
Support Program in the CARES Act, CBO originally
treated the program as if it provided credit assistance and
estimated a net cost of about $24 billion over the 2020-
2030 period. The $24 billion cost comprised $23 billion
of grants (effectively, credit assistance that did not need
to be repaid and had an estimated 100 percent subsidy
rate), $1 billion of subsidy costs for the assistance subject
to repayment through notes (measured using FCRA
procedures), and receipts from warrants totaling less than
$500 million (measured on a cash basis). In addition,
CBO estimated net outlays of $16 billion over 10 years
for the Payroll Support Program in the CAA and $12 bil-
lion for the ARPA—Dboth on a cash basis. CBO had

little information from the Treasury about the program’s
implementation when it made its initial estimates.

In subsequent baselines, CBO aligned its budgetary
treatment of assistance provided through the CARES
Act to match that used by the Office of Management
and Budget (OMB), which estimated all of the program’s
costs on a cash basis. CBO used that same treatment for
its estimates of assistance provided through the CAA
and ARPA. In June 2024, a Treasury auction netted
$483 million in receipts for the warrants issued under

the Payroll Support Program. As of April 2026, more
than half of the notes were still outstanding.

For the Section 4003 Loan Program for air carriers

and businesses critical to national security, CBO esti-
mated a credit subsidy cost of about $2 billion for the
2020-2030 period. In the absence of sufhcient infor-
mation from the industry about which airlines and
businesses would request loans, CBO estimated that the
subsidy rate would be 10 percent and that $23 billion
(or 50 percent of the authorized amounts) would be
lent. CBO further estimated returns of about $1 bil-
lion for the warrants (measured on a cash basis). In the
Administration’s 2027 budget, OMB reestimated those
amounts using data about the loans’ performance. OMB
calculated a subsidy rate of 0.4 percent on disbursements
of $2.7 billion for a subsidy cost of less than $10 million
for the loan programs; unlike CBO’s initial estimate,
that subsidy amount included proceeds of more than
$70 million from the warrants.

Economic Effects of the Assistance

The assistance provided to the airline industry helped
stabilize employment and lessened the likelihood of
bankruptcies while preventing further economic con-
traction. Even though air travel was down by more than
50 percent at the end of 2020 (after falling by more than
90 percent early in the pandemic), employment fell by
17 percent through 2020 before starting to recover in
2021. Job losses varied among airlines.

Some of the major airlines that used the Payroll Support
Program and Section 4003 Loan Program might have
pursued other options for financing rather than rely-

ing on federal grants and loans, especially after the first
round of assistance provided by the CARES Act. For
example, the airlines might have been able to borrow
from banks or issue debt in the capital markets. (Several
airlines pursued those options, raising over $50 billion in
private markets through secured loans and debt issu-
ances.) The large airlines also might have renegotiated
with their creditors in Chapter 11 bankruptcy (as many
had done in the past), although not all at once. By aiding
the airlines, the federal government might have cre-

ated expectations of government intervention in future
adverse scenarios, thus lessening airlines’ incentives to
mitigate risk and prepare for adverse shocks.
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Federal Financial Assistance and
Public-Private Risk Sharing

When businesses are experiencing extreme financial
stress, the government has sometimes provided tempo-
rary assistance. That assistance can take various forms
and is often provided in conjunction with measures
taken by the Federal Reserve, which may, in “unusual
and exigent circumstances,” lend to individuals and busi-
nesses who meet certain conditions.'

During the financial and housing crisis of 2007 to 2009
and the COVID-19 pandemic in 2020, the government
implemented emergency credit and liquidity programs.
In October 2008, the Emergency Economic Stabilization
Act established the Troubled Asset Relief Program
(TARP), which enabled the Treasury to promote stability
in financial markets through the purchase and guarantee
of “troubled assets.” And in response to the pandemic,
lawmakers authorized a range of programs to assist sev-
eral sectors of the economy. The goals of that assistance
were to reduce financial frictions (obstacles that make it
harder or costlier for borrowers to access capital), save
jobs, and avoid overwhelming the bankruptcy courts.
(Most of that assistance, including tax relief, was broadly
extended to businesses rather than directed specifically at
the airline industry.)*

The assistance programs may have helped lessen distress
in multiple sectors of the economy, including the airline
industry, and limited spillovers to the financial sector.
In general, the U.S. economy had a faster and stron-
ger recovery from the pandemic than other developed

1. Seesec. 13(3) of the Federal Reserve Act.

2. Congressional Budget Office, Risk Sharing in the Federal Reserves
Emergency Lending Facilities During the COVID-19 Pandemic
(June 2026), www.cbo.gov/publication/61376.

3. Congressional Budget Office, Report on the Troubled Asset
Relief Program—~May 2022 (May 2022), www.cbo.gov/
publication/58029.

4. In addition to the direct assistance programs covered in this
report, the airline industry benefited from pandemic-era tax
relief provisions, including net operating loss carrybacks that
effectively refunded prior tax payments, employee retention
tax credits, and payroll tax deferrals. See Congressional Budget
Office, The Budgerary Effects of Major Laws Enacted in Response to
the 2020-2021 Coronavirus Pandemic, December 2020 and March
2021 (September 2021), www.cbo.gov/publication/57343; and
The Budgetary Effects of Laws Enacted in Response to the 2020
Coronavirus Pandemic, March and April 2020 (June 2020),
www.cbo.gov/publication/56403.

economies, though many factors affected the recovery
besides government assistance.” (For the economic effects
of the U.S. government’s response to the pandemic, see
Box 1.)

By creating the expectation among investors that the
federal government will step in to support businesses

in future crises, emergency assistance programs might
encourage market participants to think they will be
protected from losses and thus to engage in risky
behavior—a phenomenon referred to as moral hazard.
That expectation could lead borrowers to take more
risks, investors to lower risk premiums (the additional
compensation beyond the rate of return on a risk-free
asset that investors require for bearing market risk) and
reduce their monitoring of the risk associated with their
investments, and lenders to distort credit allocations by
lending to riskier borrowers than they would otherwise.

Three examples show how the assistance provided by the
federal government in previous situations set a precedent
for how the government takes equity stakes in compa-
nies through the use of warrants. (The warrants gave the
Treasury the right, but not the obligation, to purchase
stock in the company at the exercise price.)” In the first
two examples, the federal government provided that type
of assistance to Chrysler in 1980 and to America West
Airlines in 2002. (Both companies were experiencing
worse financial problems than their competitors.) In the
third example, the government provided such assistance
through the TARP (which injected capital into financial
firms and the automobile companies) in 2008.*

5. Robin Brooks and Ben Harris, 7he U.S. Recovery From COVID-
19 in International Comparison (Brookings Institution, October
17, 2024), hteps://tinyurl.com/mwv32568; and Vadim Elenev,
Tim Landvoigt, and Stijn Van Nieuwerburgh, “Can the Covid
Bailouts Save the Economy?” Economic Policy, vol. 37, no. 110
(April 2022), pp. 277-330, https://doi.org/10.1093/epolic/
eiac009.

6. Veronique de Rugy and Gary D. Leff, 7he 2020 Bailouts Left
Airlines, the Economy, and the Federal Budget in Worse Shape Than
Before (Mercatus Center, George Mason University, September
2022), heeps://tinyurl.com/y84j4pdp.

7. 'The exercise price is the price at which the warrant holder (in
this case, the Treasury) can purchase the stock from the issuing
company.

8. Congressional Budget Office, Estimating the Value of Subsidies
for Federal Loans and Loan Guarantees (August 2004),
www.cbo.gov/publication/15923, and Report on the Troubled
Asset Relief Program—/July 2021 (July 2021), www.cbo.gov/
publication/57256.
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Box 1.

Economic Effects of the Federal Response to the Pandemic in the United States

The COVID-19 pandemic reached the United States in early
2020. To reduce the spread of the disease and avoid over-
whelming hospitals, both the federal government and state
and local governments encouraged people to stay at home,
imposed travel restrictions, and temporarily locked down
nonessential businesses.

Those actions created significant cash flow problems for many
businesses that saw their revenues decline or even stop. Few
of those businesses had insurance policies that covered those
losses.! Insurers had been excluding revenue losses caused
by pandemics from their coverage since the Severe Acute
Respiratory Syndrome (SARS) pandemic of 2003. In addition,
credit market frictions reduced the likelihood that small- and
medium-sized businesses would be able to borrow from
private lenders during the pandemic without federal support.
The relationship between businesses’ cash flows during the
pandemic and their long-term viability was weaker than in
past recessions, which was expected to restrict credit flows.?

1. Lloyd Dixon and Jamie Morikawa, Improving the Availability and
Affordability of Pandemic Risk Insurance: Projected Performance of
Proposed Programs (RAND Corporation, June 2021), www.rand.org/pubs/
research_reports/RRA1223-1.html.

2. Samuel G. Hanson and others, “Business Credit Programs in the Pandemic
Era,” Brookings Papers on Economic Activity, vol. 2020, no. 3 (Fall 2020),
pp. 3-60, https://tinyurl.com/ycyvf5bn.

Warrants give the Treasury some share of any apprecia-
tion in the market value of a business without increasing
its debt and thus are a form of risk sharing. Warrants also
impose a cost on existing shareholders by diluting the
value of their stock, thereby increasing the effective cost
of obtaining federal assistance. As a result, businesses and
investors may be less likely to expect that financial assis-
tance will be available on favorable terms during periods
of financial stress. In that way, warrants can reduce moral
hazard by discouraging excessive risk taking and limiting
expectations of government support in future periods of
distress.

Although warrants can protect taxpayers and mitigate
moral hazard, requiring them in all circumstances could
increase the cost of federal assistance and reduce par-
ticipation in emergency programs. Historically, war-
rants have generally been associated with extraordinary
assistance provided to companies facing severe financial
distress. In those situations, the government’s exposure to

Other developed nations faced similar stresses in their credit
markets, and they responded with a range of programs.3

The effects of pandemic-related legislation differ. In the short
run, the laws enacted in response to the COVID-19 pandemic
increased the level of real gross domestic product (that is, GDP
adjusted to remove the effects of inflation) by 4.7 percent in
2020 and by 3.1 percent in 2021, the Congressional Budget
Office estimates. In the long run, by increasing debt as a per-
centage of GDP, the legislation is expected to raise borrowing
costs, lower economic output, and reduce national income.
As a result, the level of real GDP is projected to be about

0.4 percent lower in 2030 than it would have been without
the legislation. Those estimates are subject to considerable
uncertainty, especially because of the factors associated with
the pandemic.*

3. Gee Hee Hong and Deborah Lucas, “COVID-19 Credit Policies Around
the World: Size, Scope, Costs. and Consequences,” Brookings Papers on
Economic Activity, vol. 2023, no. 1(Spring 2023), pp. 289-345, https://
dx.doi.org/10.1353/eca.2023.a919361.

4. Congressional Budget Office, The Effects of Pandemic-Related Legislation
on Output (September 2020), www.cho.gov/publication/56537; and
John Seliski and others, Key Methods That CBO Used to Estimate the
Effects of Pandemic-Related Legislation on Output, Working Paper
2020-07 (Congressional Budget Office, October 2020), www.cbo.gov/
publication/56612.

risk and the potential for gains accruing to shareholders
provided a rationale for allowing taxpayers to share in
any recovery.

When policymakers implemented the assistance pro-
grams in response to the pandemic, they had limited
information and were confronting the heightened
uncertainty surrounding the severity and duration of the
pandemic. The emergency credit programs were designed
to deliver assistance quickly, which led to some inadver-
tent consequences, including fraud and the extension of
credit to unintended recipients in some cases.’

9. The Government Accountability Office reported that the extent
of fraud in the Small Business Administration’s COVID-19
Economic Injury Disaster Loan program and the Paycheck
Protection Program is unknown but significant. Hundreds
of individuals or entities have either pleaded guilty or been
convicted at trial of federal fraud-related charges. See the
testimony of Gene L. Dodaro, Comptroller General of the
United States, before the House Committee on Oversight and
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Table 1.

Programs Implemented by the Treasury to Support the Airline Industry
During the COVID-19 Pandemic

Program?® Eligible recipients Form of assistance Purpose Risk-sharing mechanism®
Payroll Passenger air carriers, cargo Grants provided by the Maintain employment in the Notes, warrants, or payments
Support air carriers, and certain Treasury. air transportation sector. in kind.
Program contractors. (Cargo air

carriers were not eligible for

the second and third rounds

of assistance.)
Section 4003 Passenger air carriers, Direct loans made by the Provide liquidity and maintain ~ Warrants, equity interests, or

Loan Program  cargo air carriers, other senior debt instruments.
aviation-related businesses,
and businesses critical to

maintaining national security.

Treasury. national security.

Data source: Congressional Budget Office.

a. The Coronavirus Aid, Relief, and Economic Security Act appropriated funds for the Payroll Support Program and the Section 4003 Loan Program in March
2020. The Payroll Support Program received additional appropriations in 2021 from the Consolidated Appropriations Act and the American Rescue Plan Act.

b. The form of financial compensation depended on whether the borrower was a public company. Nonpublic companies generally provided payments in kind in
the form of a higher interest rate.

First, that law established the Payroll Support
Program, through which the Treasury provided

$32 billion to passenger airlines, cargo air carriers,
and certain contractors to be used for wages, salaries,
and benefits for hundreds of thousands of workers
(see Table 1)." The assistance was mostly in the form
of grants, but the recipients of larger loans issued
financial instruments and notes as a condition of
receiving the grants.

8  Second, the CARES Act established the Section
4003 Loan Program (named after the section of the
law that authorized the credit and also run by the
Treasury) to provide up to $46 billion for passenger
air carriers, cargo air carriers, and businesses critical to
national security."?

Assistance Provided to the -
Airline Industry

The COVID-19 pandemic and subsequent travel restric-

tions reduced airline travel.'” The number of passengers

on U.S. airlines declined sharply in early 2020, leaving

many airlines in financial trouble. In response, lawmak-

ers established two assistance programs for airlines as part

of the Coronavirus Aid, Relief, and Economic Security

Act, which was enacted in March 2020:

Accountability, Emergency Relief Funds: Significant Improvements
Are Needed ro Address Fraud and Improper Payments, GAO-
23-106556 (February 1, 2023), p. 7, www.gao.gov/products/
ga0-23-106556.

10. In April 2020, the number of passengers on U.S. airlines was
96 percent lower than the number 12 months earlier. See
Government Accountability Office, Commercial Aviation: Key
Lessons From COVID-19 Preparedness and Emergency Financial
Assistance to the Industry, GAO-24-106754 (March 2024),
pp- 1 and 5, www.gao.gov/products/gao-24-106754; Rachel Y. 11
Tang, CARES Act Payroll Support to Air Carriers and Contractors,
Insight 11482, version 4 (Congressional Research Service,
October 22, 2020), www.congress.gov/crs-product/IN11482;
Bart Elias, Addressing COVID-19 Pandemic Impacts on Civil 12.

. The data are current as of August 2023. See Department of the
Treasury, “Payroll Support Program (PSP1) Payments” (accessed
June 8, 2026), https://tinyurl.com/av9vemve.

Department of the Treasury, “Procedures and Minimum

Aviation Operations, Report R46483, version 2 (Congressional
Research Service, August 17, 2020), www.congress.gov/crs-
product/R46483; and Bureau of Transportation Statistics, “U.S.
Passenger-Kilometers” (accessed June 8, 2026), www.bts.gov/
content/us-passenger-kilometers.

Requirements for Loans to Air Carriers and Eligible Businesses
and National Security Businesses Under Division A, Title IV,
Subtitle A of the Coronavirus Aid, Relief, and Economic Security
Act” (March 30, 2020), https://tinyurl.com/438assxa, and “4003
Loan Program” (May 5, 2025), https://tinyurl.com/ycxx9vfr.


http://www.gao.gov/products/gao-23-106556
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Table 2.

Sources of Funding for the Treasury’s
Payroll Support Program for Air Carriers

Billions of dollars

Appropriations Rescissions Distributions

CARES Act 320 33 28.7

Consolidated

Appropriations Act, 2021 16.0 0.3 15.7

American Rescue Plan Act 15.0 0.4 14.6
Total 63.0 4.0 59.0

Data source: Congressional Budget Office. See www.cbo.gov/
publication/62264#data.

CARES = Coronavirus Aid, Relief, and Economic Security.

Appropriations include administrative expenses. Funding was authorized in
2020 and 2021, but rescissions continued to occur through 2023 because
the legislation applied to unobligated balances.

(Additional tax benefits were also provided to the indus-
try, although that discussion is beyond the scope of this
report.)"?

Each program had its own terms and conditions for
assistance, which affected the cost of the programs.'
Some were specified in law, and others were determined
by the Treasury, which provided the assistance directly
(without intermediaries). The programs also had separate
risk-sharing mechanisms. For example, some recipients
of grants were required to provide compensation to the
federal government in the form of notes, warrants, senior
debt, or other financial instruments."”” And some recipi-
ents had to make payments in kind that took the form of
a higher interest rate on the notes.

The authority to provide direct loans and loan guarantees
expired on December 31, 2020.

13. For example, the CARES Act suspended certain aviation excise
taxes (which are levied on passengers, shippers, and air carriers)
for the remainder of calendar year 2020. To reduce the impact of
that action on the balance of the Airport and Airway Trust Fund,
the Continuing Appropriations Act, 2021, and Other Extensions
Act (Public Law 116-159) transferred $14 billion from the
general fund of the Treasury to the trust fund.

14. Government Accountability Office, Commercial Aviation: Key
Lessons From COVID-19 Preparedness and Emergency Financial
Assistance to the Industry, GAO-24-106754 (March 2024),
pp- 7-8, www.gao.gov/products/gao-24-106754.

15. Senior debt is safer and is repaid ahead of junior (or
subordinated) debt in a bankruptcy.

Payroll Support Program

To lessen layoffs and keep paying aviation workers during
the pandemic, the CARES Act included $32 billion in
payroll support: $25 billion for passenger air carriers,

$4 billion for cargo air carriers, and $3 billion for related
contractors.'® (The larger air carriers were not eligible

for grants through the Small Business Administration’s
Payroll Protection Program, which generally went to
businesses with 500 or fewer employees.)'” The law
required the Treasury to create a mechanism to compen-
sate the federal government for that assistance but gave
the Treasury discretion in how to set compensation for
the grants. Lawmakers provided additional payroll assis-
tance under the Consolidated Appropriations Act, 2021,
and the American Rescue Plan Act of 2021 to bring the
total amount provided to $63 billion (see Table 2).'
Passenger airlines were allocated up to $54 billion of that
total, and the rest went to cargo airlines and aviation
contractors. In subsequent legislation, nearly $4 billion
was rescinded after the air carriers started to recover
financially.”

Terms. The amount of assistance provided to air carriers
was based on six months of payroll expenses. The four
largest recipients (American Airlines, Delta Air Lines,
United Airlines, and Southwest Airlines) received a total
of $42.8 billion in payroll support under the CARES
Act, the CAA, and the ARPA. In exchange, the Treasury
received notes for $12.5 billion (see Table 3).

Passenger airlines that received more than $100 million
were required to issue 10-year notes for 30 percent of
the assistance above that amount.?’ (Notes are like loans

16. Of the $32 billion provided by the CARES Act for the Payroll
Support Program, up to $100 million was originally made
available for associated administrative costs.

17. David Autor and others, “The $800 Billion Paycheck Protection
Program: Where Did the Money Go and Why Did It Go There,”
Journal of Economic Perspectives, vol. 26, no. 2 (Spring 2022),
pp- 55-80, https://doi.org/10.1257/jep.36.2.55.

18. Department of the Treasury, “Airline and National
Security Relief Programs” (accessed March 4, 2022),
hteps://tinyurl.com/3pbzpzzd.

19. Department of the Treasury, Agency Financial Report: Fiscal
Year 2023 (November 2023), pp. 108-112 and 119-120,
https://home.treasury.gov/system/files/266/ Treasury-FY-2023-
AFR-111523.pdf.

20. The rate on the notes is 1 percent for the first five years. For
the last five years, the rate is equal to the Secured Overnight
Financing Rate (SOFR) plus 2 percent, with no penalties for
early repayment. (SOFR is a benchmark interest rate. It reflects
the cost of borrowing cash overnight using U.S. Treasury
securities as collateral.)


http://www.gao.gov/products/gao-24-106754
https://doi.org/10.1257/jep.36.2.55
https://tinyurl.com/3pbzpzzd
https://home.treasury.gov/system/files/266/Treasury-FY-2023-AFR-111523.pdf
https://home.treasury.gov/system/files/266/Treasury-FY-2023-AFR-111523.pdf
http://www.cbo.gov/publication/62264#data
http://www.cbo.gov/publication/62264#data
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Table 3.

Grants Provided Through the Treasury’s Payroll Support Program to the Four Largest
Airlines and Compensation Received in Return

Billions of dollars

Grants provided

Compensation received from the airline

Notes Warrants

by the Treasury (principal amount) (initial valuation)
American Airlines
CARES Act 6.0 1.8 0.2
Consolidated Appropriations Act, 2021 35 1.0 0.1
American Rescue Plan Act 3.3 1.0 0.1
Total 128 3.7 0.4
Delta Air Lines
CARES Act 5.6 1.6 0.2
Consolidated Appropriations Act, 2021 33 1.0 0.1
American Rescue Plan Act 3.1 0.9 0.1
Total 12.0 35 0.3
United Airlines
CARES Act 5.1 1.5 0.2
Consolidated Appropriations Act, 2021 3.0 0.9 0.1
American Rescue Plan Act 2.8 0.8 0.1
Total 10.9 3.2 0.3
Southwest Airlines
CARES Act 34 1.0 0.1
Consolidated Appropriations Act, 2021 2.0 0.6 0.1
American Rescue Plan Act 1.9 0.5 0.1
Total 7.2 2.1 0.2

Data sources: Congressional Budget Office; Department of the Treasury, “Payroll Support Program (PSP1) Payments” (accessed September 17, 2025),
https://tinyurl.com/32szcab7, “Payroll Support Program Extension (PSP2) Payments” (accessed September 17, 2025), https://tinyurl.com/46vzvts9, and “Payroll
Support Program Extension (PSP3) Payments” (accessed September 17, 2025), https://tinyurl.com/4f42wjd8. See www.cbho.gov/publication/62264#data.

CARES = Coronavirus Aid, Relief, and Economic Security.

in that they create obligations for businesses to repay

the government, but the budgetary treatment of the

two forms of assistance can differ.) Eligible contractors
receiving more than $37.5 million and cargo air carriers
receiving more than $50 million were also required to
provide financial compensation for assistance above those
amounts.

In return for the assistance, the airlines agreed not to lay
off workers, furlough them (place workers on unpaid
leave), or reduce their wages through specified dates.
(The airlines were not prohibited from offering voluntary
separation packages.) The CAA required that furloughed
employees be recalled. Also, the airlines agreed to main-
tain certain air transportation services that the govern-
ment deemed necessary (which included considering the
transportation needs of small and remote communities).
The agreements included other conditions as well, such

as temporary limits on executive compensation and pro-
hibitions on dividend payments and stock buybacks.

Risk Sharing. As compensation for aiding the airline
industry, the government received warrants initially
valued at 10 percent of the principal amount of the
notes; those warrants could be exercised over five years
(see Figure 1).”! If the stock price of the airlines rose
above the exercise price after the receipt of the assistance,
the Treasury would benefit. To protect the Treasury, the
exercise price for the warrants issued under the CARES
Act was selected from the exceptionally low prices that
occurred during the pandemic-related market collapse.

21. Because they could not issue warrants, cargo air carriers and
certain contractors that were not publicly traded were required
to make payments in kind on the notes. They were charged an
interest rate of 3 percent for the first five years; for the last five
years, the rate rises by 1 percentage point per year.


https://tinyurl.com/32szcab7
https://tinyurl.com/46vzvts9
https://tinyurl.com/4f42wjd8
http://www.cbo.gov/publication/62264#data
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Figure 1.

How Risk Was Shared in the Treasury’s Payroll Support Program for Passenger Airlines

For amounts
up to $100 million

The Treasury provided a grant equal
to the amount of support.

Y

No risk sharing
with the airlines

Treasury Airlines

For amounts
greater than $100 million

The Treasury provided a grant equal
to or greater than $100 million.

The airlines issued notes equal to
30% of the amount of the support
exceeding $100 million.?

Treasury

Airlines

The airlines issued warrants equal to
10% of the amount of the notes.”

In exchange for the support, the airlines agreed to conditions affecting employee retention, executive compensation, dividends, and stock
repurchases. The Treasury required risk sharing for support greater than $100 million for passenger airlines, $50 million for cargo air

carriers, and $37.5 million for eligible contractors.

Data source: Congressional Budget Office.

a. The interest rate on the Treasury notes was 1 percent for the first five years and then equal to the Secured Overnight Financing Rate (which is the cost of

borrowing cash overnight using Treasury securities as collateral) plus 2 percent.

b. Nonpublic companies generally provided payments in kind in the form of a higher interest rate. Warrants give the holder the right, but not the obligation, to

purchase stock in the company at a fixed price.

For the warrants issued under the CAA and the ARPA,
the exercise price was generally determined by the closing
price on December 24, 2020, and March 10, 2021,
respectively. In June 2024, the Treasury auctioned nearly
all of its warrants on 11 publicly traded airlines.”” As

a result, it received proceeds from the Payroll Support
Program totaling $483 million.

Tax Treatment. The businesses receiving support pay-
ments were required to include either some or all of the
payments in their gross income for tax purposes. Payroll
support in excess of the market value of the warrants
and notes received as compensation by the Treasury was
taxable. The recipients could deduct from their income
any payroll support used to pay wages, salaries, or bene-
fits to their employees as business expenses, regardless of
whether the business issued warrants or notes.”

Activity. Most of the money available under the pro-
gram was awarded quickly. Over 600 participants

22. The Treasury never auctioned its warrants from Mesa Airlines and

Republic Airways.

23. Internal Revenue Service, “Payroll Support for Air Carriers and
Contractors Under the CARES Act, Frequently Asked Questions”
(updated October 15, 2025), https://tinyurl.com/yfk6ew5s.

received more than $28.6 billion in payroll support
under the CARES Act.** In the first extension of the
program (through the CAA), $15.7 billion in payroll
support went to about 500 participants (although about
90 percent of that amount went to just 12 recipients).”
In the second extension of the program (through the
ARPA), $14.7 billion was awarded to 303 airlines and
180 contractors.” By April 2022, almost 95 percent of
the originally appropriated amounts under the three laws

24. The passenger airlines and certain contractors used nearly all their
allotments, but the cargo air carriers did not. See Department
of the Treasury, Updated Report on Pandemic Relief for Aviation
Workers Pursuant to Section 4118 of the Coronavirus Aid, Relief,
and Economic Security Act (March 29, 2021), hetps://tinyurl.com/
mtsSmzcm.

25. 'The share was slightly smaller for the first round of assistance
provided through the Payroll Support Program and similar for
the third round. See Department of the Treasury, Report on
Pandemic Relief for Aviation Workers Pursuant to Section 409 of
the Consolidated Appropriations Act, 2021 (December 28, 2021),
hreps://tinyurl.com/5n9x786n.

26. To be eligible, businesses must have participated in the
Payroll Support Program Extension under the Consolidated
Appropriations Act, 2021. See Department of the Treasury,
“Payroll Support Program Extension (PSP3) Payments”
(July 27, 2022), https://tinyurl.com/yb43u86x.


https://tinyurl.com/yfk6ew5s
https://tinyurl.com/mts5mzcm
https://tinyurl.com/mts5mzcm
https://tinyurl.com/5n9x786n
https://tinyurl.com/yb43u86x
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had been awarded. In total, the airline industry issued
$15.2 billion of notes as compensation.

Improper Payments. In part because of the emphasis

on quickly assisting the airlines, some improper pay-
ments were made under the program. In March 2023,
the Treasury’s Inspector General attributed the improper
payments for ineligible expenses in part to a lack of clar-
ity about the definition of executive compensation and,
for the smaller carriers and contractors, unclear guidance
about the treatment of the employers™ payroll taxes. The
Treasury also relied on the recipients’ self-certifications of
the amounts and did not independently review the infor-
mation.” As of September 30, 2024, the Treasury had
reclaimed nearly $150 million in improper payments.*

Section 4003 Loan Program for Air Carriers and
Related Businesses

Section 4003 of the CARES Act authorized up to

$29 billion of credit. Most of that amount ($25 billion)
went to passenger airlines and related businesses—airline
maintenance, repair, and overhaul (MRO) and ticketing
agents. The rest ($4 billion) went to cargo air carriers.”’
Because this was a direct loan program, there were no

grants (see Table 4).

Terms. Section 4003 loans were offered to companies
that could not obtain credit otherwise. In general, the
loans had maximum terms to maturity of five years. The
Treasury attempted to set rates to reflect the riskiness of
each loan and to at least equal the rates on loans avail-
able in the market before the pandemic. In addition,
the loans were subject to many of the same conditions
imposed on assistance through the Payroll Support
Program—in particular, companies had to maintain
employment through September 30, 2020, at at least
90 percent of their March 24, 2020, level to the extent
practicable.

27. Testimony of Richard K. Delmar, Acting Inspector General,
Department of the Treasury, before the Subcommittee on
Government Operations and the Federal Workforce of the House
Oversight and Accountability Committee, Concerning Fraud
and Improper Payments in COVID Relief Programs (March 9,
2023), https://oversight.house.gov/wp-content/uploads/2023/03/
Treasury-OIG-statement-Delmar.pdf.

28. Department of the Treasury, Agency Financial Report: Fiscal Year
2024 (November 2024), pp. 200 and 236, https://home.treasury.
gov/system/files/266/ Treasury-FY-2024-AFR-111524.pdf.

29. Of the $500 billion provided by the CARES Act for loans,
guarantees, and investments, $25 million was made available for
the Special Inspector General for Pandemic Recovery, and up
to $100 million was made available for administrative expenses
associated with the direct loan and Federal Reserve programs.

Table 4.

Assistance Provided Through the
Treasury’s Section 4003 Loan Program,
2020 and 2021

Billions of dollars

Maximum
amount of Loan Loan
loans offers disbursements
Air carriers and related
businesses 29.0 21.2 1.9
National security
businesses 17.0 0.7 0.7
Total 46.0 21.9 2.7

Data source: Congressional Budget Office. See www.cbo.gov/
publication/62264#data.

Congress rescinded $44.3 billion of the appropriated amounts.

The maximum amount of loans is less than the rescinded amount plus
disbursements. The Treasury used the appropriation to finance the subsidy
cost but used its borrowing authority to fund the disbursements.

Risk Sharing. As partial compensation, the Treasury
received warrants from the large airlines to purchase
stock initially valued at 10 percent of the total amount
of the loan; those warrants could be exercised over five
years (see Figure 2). In June 2024, the Treasury auc-
tioned nearly all of those warrants and received proceeds
totaling $74 million.*

Activity. Of the nearly 200 applications submitted for
assistance, 24 businesses received loans, most of which
were made six months after enactment of the CARES
Act.?! Several factors limited participation in the pro-
gram, including the terms of the loans and the availabil-
ity of assistance under the Payroll Support Program. In
addition, many applicants failed to meet the eligibility
standards, and about a third of applicants were referred
to other federal programs, including the Federal Reserve’s
Main Street Loan Program, which served medium-sized
businesses (those with between 500 and 15,000 employ-
ees and with revenues of $5 billion or less in 2019).

Of the $21.2 billion in loan principal that the Treasury
authorized to air carriers under the agreements, just

30. The Treasury never auctioned its warrants from Mesa Airlines.

31. The Government Accountability Office concluded that the
program met the needs of large borrowers but not small ones.
See Government Accountability Office, Financial Assistance:
Lessons Learned From CARES Act Loan Program for Aviation

and Other Eligible Businesses, GAO-21-198 (December 2020),
www.gao.gov/products/gao-21-198.


https://oversight.house.gov/wp-content/uploads/2023/03/Treasury-OIG-statement-Delmar.pdf
https://oversight.house.gov/wp-content/uploads/2023/03/Treasury-OIG-statement-Delmar.pdf
https://home.treasury.gov/system/files/266/Treasury-FY-2024-AFR-111524.pdf
https://home.treasury.gov/system/files/266/Treasury-FY-2024-AFR-111524.pdf
https://www.gao.gov/products/gao-21-198
https://www.cbo.gov/publication/62264#data
https://www.cbo.gov/publication/62264#data
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Figure 2.

How Risk Was Shared in the Treasury’s Section 4003 Loan Program for Air Carriers and

Related Businesses

Direct loan

Y

Treasury

Publicly traded airlines issued warrants
equal to 10% of the amount of the loan.?

Data source: Congressional Budget Office.

Repayment of interest and principal.

Air carriers
and eligible
businesses

Loans went to passenger and cargo air carriers, repair station operators, and ticket agents.

a. Warrants give the holder the right, but not the obligation, to purchase stock in the company at a fixed price.

$1.9 billion was disbursed. For example, the Treasury
agreed to lend up to $7.5 billion to United Airlines

at the London Interbank Offered Rate (LIBOR) plus

3 percent; the company drew down (or accessed) only
$520 million of that amount (in September 2020)

and repaid it along with $9.5 million in interest (in
April 2021).%* (LIBOR was a benchmark interest rate
at which banks would lend to each other for short-term
unsecured loans. In most contracts, LIBOR has been
replaced by the Secured Overnight Financing Rate.)
Delta Air Lines, Southwest Airlines, and Spirit Airlines
did not take out loans under the Section 4003 program
but did participate in the Payroll Support Program. As
of September 2025, about $100 million in loans was
outstanding.

Section 4003 Loan Program for

National Security Businesses

Businesses considered critical to national security made
litcle use of the $17 billion available under the CARES
Act (see Table 4 on page 9).% The businesses accept-

32. The initial loan amount was about $5.2 billion (as of September
28, 2020), and the airline drew down about 10 percent upon
agreement. The authorized amount of the loan was increased in
November 2020. See Department of the Treasury, Report Under
Section 4026(b)(1)(C) of the CARES Act on Loans to Air Carriers,
Eligible Businesses, and National Security Businesses (June 1, 2025),
hteps://tinyurl.com/38w844uh.

33. The total authorized amount of 4003 loans is less than the
sum of rescissions and disbursements. That is because the
Treasury used appropriations from the CARES Act to finance
the subsidy cost but used its borrowing authority to fund the

ing the loans were subject to the same conditions—
regarding employment levels, employee compensation,
and stock dividends—as the passenger airlines were for
their loans. Almost all of the amount disbursed went to
Yellow Corporation (formerly YRC Worldwide), a large
trucking company that provided supply transportation
and delivery services to the Department of Defense.

Terms. The Treasury made two secured loans to Yellow
Corporation that were collateralized by property

and equipment. Both loans were at rates that were
lower than the company paid for its debt financing in
September 2019, when the company carried a nonin-
vestment grade credit rating of CCC+.** The first loan,
for $300 million, carried an interest rate of LIBOR plus
3.5 percent. The additional interest consisted of 1.5 per-
cent cash and 2.0 percent payment in kind. The payment
in kind was in the form of additional debt or equity
rather than cash, allowing Yellow Corp. to preserve its
cash flow. The application was made on April 29, 2020,
and agreed to on July 8, 2020. The second loan, for
$400 million, was disbursed by July 2021. It carried an

disbursements as needed. See Department of the Treasury, Agency
Financial Report: Fiscal Year 2021 (November 2021), p. 105,
https://home.treasury.gov/system/files/266/ Treasury-FY-2021-
AFR pdf.

34. The Congressional Oversight Commission noted that Yellow
Corporation carried a credit rating of “Distressed 2” and had a
one-year default probability of about 20 percent in June 2023.
See Congressional Oversight Commission, A Special Report
of the Congressional Oversight Commission (June 27, 2023),

p. 13, heeps://tinyurl.com/5n6nacsf.


https://tinyurl.com/38w844uh
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interest rate of LIBOR plus 3.5 percent, with no pay-
ment in kind. Both loans matured on September 30,
2024.%

Risk Sharing. As compensation for the loan, the
Treasury received 15.9 million shares of common stock
in Yellow Corp. Those shares, which represented almost
30 percent of the company’s value, were worth more
than $200 million in December 2021.% When the com-
pany filed for bankruptcy in August 2023, the govern-
ment’s shares lost all their value.

Activity. When the loan program was developed, poli-
cymakers thought that other airline-related businesses,
including Boeing and General Electric, might need
assistance, which proved not to be the case.” Few busi-
nesses participated in the program: In total, the Treasury
made $736 million of loans to 11 businesses; 95 percent
of that amount (or $700 million) was made to Yellow
Corp. (The Congressional Oversight Commission
questioned whether that company met the definition

of a “business critical to maintaining national security”
and whether its use of the loans was consistent with the
purpose of the program.)*

Determining the Cost of the
Treasury’s Assistance Programs

For the Payroll Support Program and Section 4003 Loan
Program, the amount of assistance provided to the air-
lines and related businesses was greater than the cost of
the programs because some of that assistance was repaid.
Determining the cost of the programs is complicated
because of the way expenses are measured. The expected
cost of credit provided in the form of direct loans or loan
guarantees is measured on a net-present-value basis and
can differ from the final cost. By contrast, the cost of
grants is measured on a cash basis.

35. Department of the Treasury, Report Under Section 4026(b)
(D(C) of the CARES Act on Loans to Air Carriers, Eligible
Businesses, and National Security Businesses (August 1, 2022),
hteps://tinyurl.com/yc38pfnv.

36. Congressional Oversight Commission, A Special Report of the
Congressional Oversight Commission (June 27, 2023), p. 15,
hetps://tinyurl.com/5n6nacsf.

37. Ibid., p. 16.
38. Ibid., pp. 6 and 17.

Budgetary Accounting for Federal Credit
Programs

CBO measures the cost of most federal credit programs
using the accounting procedures prescribed by the
Federal Credit Reform Act of 1990.%° That law spec-
ifies an accrual-based budgetary treatment for federal
loans and loan guarantees. Under the accrual system of
accounting, the estimated value of expenses and related
receipts is recorded up front (in other words, when the
legal obligation for those expenses and receipts is first
made) rather than when later cash transactions occur.
Accrual accounting is used for a limited set of programs

in the federal budget.

The lifetime costs of federal credit programs are recorded
using accrual accounting, which measures the estimated
long-term cost of credit on a net-present-value basis.
(The administrative costs of the credit programs are
reported on a cash basis.) That budgetary treatment
applies both to direct loans (for which most of the cash
outflows occur up front, when loans are disbursed) and
to loan guarantees (for which cash flows both to and
from the government occur gradually over the life of the
commitments). That treatment was largely intended to
more accurately measure the cost of federal credit pro-
grams so they could be readily compared with the cost of
other activities and to improve the allocation of budget-
ary resources.®

Under FCRA, budget outlays reflect the anticipated net
cost (or savings) of loans or loan guarantees—known as
the subsidy cost—calculated on an accrual basis when
the loan is disbursed or guarantee is made.*' Subsidy
costs represent the estimated net present value of the
cash flows to and from the government that stem from a
credit commitment it makes. To calculate the net present
value, the cash flows that are expected to occur over the
life of the commitment are discounted (in other words,
measured in today’s dollars) back to the date of disburse-
ment. Agencies take into account whatever information
is available when the commitment is made to inform
judgments about the risk of default and the likelihood of

recoveries if a borrower defaults.

39. Sec. 501 of the Federal Credit Reform Act of 1990, PL. 101-508
(codified at 2 U.S.C. § 661 (2018)).

40. Congressional Budget Office, Cash and Accrual Measures
in Federal Budgeting (January 2018), www.cbo.gov/
publication/53461.

41. Budget obligations are based on the total loan commitment. That
amount is generally estimated before the loan is disbursed.

1
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Subsidy rates—equal to the subsidy cost divided by the
amount disbursed—can be positive or negative. Positive
subsidy rates indicate that a credit program has a net cost
to the government; generally, funding must be avail-

able to cover that cost.** Negative subsidy rates indicate
budgetary savings and occur when the present value of
income from interest, recoveries, and fees is expected to
exceed the present value of the government’s outlays.®

An alternative approach to using the accounting proce-
dures specified by FCRA is fair-value accounting, which
is also an accrual method. The main difference between
the two approaches is that fair-value estimates include
the cost of market risk. (Market risk is the component of
financial risk associated with the overall performance of
the economy rather than with the performance of a spe-
cific investment. It arises from shifts in macroeconomic
conditions, such as productivity and employment, and
from changes in expectations about future macroeco-
nomic conditions. For taking on market risk, investors
demand greater compensation than they would expect
to receive from investment in Treasury securities, which
are regarded as risk-free.) The Emergency Economic
Stabilization Act of 2008 required that the cost of asset
purchases made under the TARP be estimated on a
present-value basis and adjusted for the market risk of
the transactions.

Both approaches to measuring the cost of government
activities have advantages in certain contexts. Because

it incorporates the cost of market risk, the fair-value
approach is more useful than using FCRA procedures
when comparing various forms of assistance that expose
the government to different risks. The approach that uses
procedures specified in FCRA, by contrast, measures the
projected average budgetary effect of those activities and
is thus more useful for understanding the likely effect of
a policy on federal debe.*

42. For discretionary credit programs, Congress typically appropriates
the amount of the subsidy cost (if positive). Some programs
authorize the borrower to pay the subsidy cost instead.

43. If a subsidy rate is negative, the financing account makes a
payment to an on-budget receipt account. (Financing accounts
are below-the-line accounts used to track cash flows stemming
from credit commitments.)

44. Congressional Budget Office, Measuring the Cost of Government
Activities That Involve Financial Risk (March 2021),
www.cbo.gov/publication/56778.

Cost of the Treasury’s Assistance Programs
Both CBO and OMB calculated the cost of the airline
assistance programs. Their initial estimates differ because
of the underlying assumptions used by the agencies.

CBO’s Cost Estimates. The assistance offered to the
airlines and related businesses was authorized by title IV
of the CARES Act. That legislation provided funding
(through direct appropriations) to the Secretary of the
Treasury, subject to certain terms and conditions, for
direct loans, loan guarantees, grants, and other support,
as follows:

® $32 billion for payroll support; and

®  $500 billion for loans to passenger airlines, cargo air
carriers, and businesses that are critical to national
security (as well as for loans and loan guarantees to
support emergency lending facilities established by
the Federal Reserve).*

CBO’s cost estimates for provisions of the CARES Act
and the other legislation authorizing additional rounds
of assistance did not account for budgetary feedback—
that is, the changes in spending and revenues caused by
the changes in the nation’s output that would result from
enacting the legislation. (By long-standing convention,
CBO’s cost estimates exclude interest costs and, for
most spending programs, including the financial assis-
tance to airlines, any effect on tax revenues.) CBO uses
a dynamic approach for some analyses but not for most
cost estimates.

Payroll Support Program. Of the $32 billion in assistance
provided by the CARES Act for the Payroll Support
Program, CBO estimated that the subsidy cost would

45. The law authorized the Treasury to provide up to $454 billion of
that amount—plus any amounts that were not used to support
other sectors—to support the emergency lending facilities
established by the Federal Reserve.

46. For an example of a dynamic analysis, see Congressional Budget
Office, dynamic estimate for H.R. 1, the One Big Beautiful Bill
Act, as passed by the House of Representatives on May 22, 2025
(revised June 18, 2025), www.cbo.gov/publication/61486; and
Theresa Gullo, “Dynamic Analysis at the U.S. Congressional
Budget Office,” presentation to the Organisation for Economic
Co-operation and Development’s Committee of Senior
Budget Officials (Congressional Budget Office, May 5, 2022),
www.cbo.gov/publication/58027.
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total $24 billion over the 2020-2030 period.”” That cost
is composed of these elements:

® $23 billion in grants, and

® Approximately $9 billion in loans.*®

The grants were assessed at their full cost and had a
subsidy rate of 100 percent. For the loans, CBO cal-
culated an average subsidy rate of about 7 percent,
thereby leading to an estimated cost of about $1 billion.
That estimate was based on historical data from major
credit-rating agencies about the probability of default
and recoveries and reflects the assumption that interest
rates would remain at about 1 percent. (The Treasury’s
receipt of warrants as compensation for its payroll sup-
port is discussed below.)

Costs were smaller for assistance provided through the
CAA and ARPA. For notes issued as part of the CAA,
costs totaled $15 billion over the 2021-2030 period,

in CBO’s estimation. The agency estimated the cost of
the repayable portion of those notes on a cash basis to
match OMB’s treatment.® That is because, under the
CAA, most of the repayments were outside the standard
10-year budget period. For the ARPA, CBO estimated
outlays of $12 billion over the 2021-2031 period (and
accounted for repayments of the notes on a cash basis).”

47. OMB accounted for the value of the notes and grants on a
cash basis; CBO's subsequent 10-year baselines reflected that
treatment. In its estimates for the cost of the second and third
rounds of assistance from the Payroll Support Program, CBO
accordingly changed its budgetary treatment to align with that
used by OMB.

48. Congressional Budget Office, letter to the Honorable Mike Enzi
providing a preliminary estimate of the effects of H.R. 748,
the CARES Act, Public Law 116-136 (revised April 27, 2020),
www.cbo.gov/publication/56334.

49. Congressional Budget Office, cost estimate for division N—
Additional Coronavirus Response and Relief, H.R. 133,
Consolidated Appropriations Act, 2021, Public Law 116-260
(January 14, 2021), www.cbo.gov/publication/56961.

50. Congressional Budget Office, estimated budgetary effects of
H.R. 1319, the American Rescue Plan Act of 2021 as passed by
the Senate on March 6, 2021 (March 10, 2021), www.cbo.gov/
publication/57056. (See section 7301 in title 7 of the detailed
tables in the data and supplemental information posted along
with the estimate.)

CBO estimated that all of the authorized amount of
$63 billion (the sum of the assistance provided through
the three laws) would be spent. In total, $59 billion was
distributed, and $4 billion of the unobligated balances

was rescinded by subsequent legislation.

Section 4003 Loan Program for Air Carriers and Businesses
That Are Critical to National Security. When estimat-

ing the cost of the CARES Act, CBO had no basis to
determine which businesses and major airlines would
seek loans from the Treasury or how much they would
borrow.’! In the absence of sufficient information from
those industries, CBO estimated that $23 billion (or half
of the authorized loan volume) would be used, recog-
nizing that the actual demand for loans could be higher
or lower. Not all the money was spent, and subsequent
legislation rescinded about $44 billion of the authority.

Given the eligibility criteria for the Treasury loans, CBO
estimated that the credit risk would be similar to that of
high-yield debt with a credit rating of at least B minus.
Using historical data from major credit-rating agencies
about the probability of default and recoveries, CBO
estimated that the subsidy rate for the loan program
would average about 10 percent. Thus, on balance, the
program’s subsidy cost over the 2020-2030 period was
estimated to be about $2 billion.

Warrants. As compensation for providing payroll assis-
tance, the Treasury received warrants with an initial
value equal to 10 percent of the loan volume. On the
basis of the assumption that the warrants would expire
in five years, CBO estimated that the returns on the
equity (which would be recorded in the budget on a cash
basis as offsetting receipts and would thus reduce direct
spending) would total less than $500 million over the
2020-2030 period. (The actual value of the warrants
would depend on the stock price of the companies when
the warrants were sold.)

CBO separately estimated the value of the warrants on a
cash basis for the loan program. The form and size of the
warrants that the Treasury would receive were uncertain
when CBO prepared its cost estimate. On the basis of a

51. Congressional Budget Office, letter to the Honorable Mike Enzi
providing a preliminary estimate of the effects of H.R. 748,
the CARES Act, Public Law 116-136 (revised April 27, 2020),
pp- 21-23, www.cbo.gov/publication/56334.
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similar proposal for the airlines’ payroll support program,
CBO assumed that the Treasury would receive warrants
with an initial value equal to 10 percent of the loan vol-
ume. Using that information and assuming that the war-
rants would expire in five years and be exercised—that is,
the Treasury would act on its legal right to purchase the
stock at the set price—near their date of maturity, CBO
estimated that the returns on equity would total about
$1 billion over the 10-year period, lowering the net cost
of the program to $1.3 billion.

In 2024, the Treasury received $557 million from auc-
tioning the warrants on 11 publicly traded airlines (see
Table 5).52 The warrants for each airline were bundled
together and carried a lot reserve price—a price below
which they would not be sold. (Warrants for Mesa
Airlines were valueless when they expired. The Treasury
received $6 million when it exercised the warrants for
Republic Airways between May 2025 and February
2026.) The $483 million proceeds from the sale of the
warrants for the Payroll Support Program were reported
as receipts in 2024. By contrast, $74 million in proceeds
from the sale of warrants associated with the Section
4003 Loan Program were deposited in the financing
accounts of the credit program in 2024. Those deposits
were not recorded as offsetting receipts and had no direct
effects on the deficit.

OMB’s Estimates and Subsidy Reestimates. OMB
recorded the budgetary effects of the Payroll Support
Program on a cash basis, and it recorded the loan pro-
grams for air carriers and national security businesses

on a FCRA basis. Periodically, OMB updates, or reesti-
mates, the subsidy cost of all credit programs using infor-
mation about actual outcomes. (CBO does not produce
reestimates.)

Reestimates are important for reporting the final effects
of a program’s cost on the budget deficit. Negative rees-
timates reduce the estimated cost of a program, whereas
positive reestimates increase a program’s cost. The final
cost of a program is determined by all of its cash flows—
including principal and interest repayments of the loan
and recoveries of any defaulted amounts—and any pro-
ceeds realized by the government’s sale of warrants.

52. Department of the Treasury, “Treasury Releases Airline Warrant
Auction Detailed Results” (press release, July 31, 2024), heeps://
home.treasury.gov/news/press-releases/jy2516. In general,
detailed information about remaining warrants is not publicly
available.

Table 5.

Proceeds Received by the Treasury From
Auctioning Warrants on Airlines, 2024

Millions of dollars

Proceeds

Delta Air Lines 233.0
United Airlines 222.5
SkyWest 36.2
American Airlines 326
Alaska Air 17.3
Southwest Airlines 5.7
Frontier Group 35
Hawaiian 35
JetBlue Airways 2.3
Spirit Airlines 0.2
Allegiant Travel 0.1

Total '556.9

Data source: Congressional Budget Office; Department of the Treasury,
“Treasury Releases Airline Warrant Auction Detailed Results” (press release,
July 31, 2024), https://home.treasury.gov/news/press-releases/jy2516. See
www.cbo.gov/publication/62264#data.

Warrants give the holder the right, but not the obligation, to purchase stock
in a company at a fixed price.

Payroll Support Program. OMB reported outlays of about
$59 billion, on a cash basis, for the Payroll Support
Program when the grants were disbursed. Also reported
on a cash basis were the repayment of principal and
interest on the notes and any proceeds from the war-
rants; as of September 30, 2025, about $3.5 billion

of notes had been repaid. That amount includes large
repayments from Southwest Airlines and Delta Air Lines.
Those repayments occurred just before the interest rate
was scheduled to increase. (The interest rate on the notes
reset to a floating rate after five years.) At the end of
fiscal year 2025, the Treasury reported an allowance for
expected future losses of $893 million on outstanding
promissory notes totaling $10.8 billion.>

Section 4003 Loan Program for Air Carriers. On a
FCRA basis, OMB estimated an initial subsidy cost
of 9.4 percent for loans to large passenger airlines and
1.1 percent for loans to small passenger airlines (see
Table 6). The expected value of the warrants associated
with the loan program was included in the subsidy
estimates. When OMB reestimated those costs as part

53. Department of the Treasury, Agency Financial Report: Fiscal Year
2025 (January 2026), p. 96, https://home.treasury.gov/system/
files/266/ Treasury-FY-2025-AFR.pdf.
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Table 6.

OMB’s Subsidy Estimates for the Treasury’s Section 4003 Loan Program,
by Type of Recipient and Year of Loan Origination

Lifetime change in

Original Latest estimated subsidy  Total amount
subsidy rate subsidy rate cost (millions of disbursed
(percent) (percent) dollars) (millions of dollars)
Businesses critical to national security
2020 45.6 0 -319 700
2021 4.7 0 -1 36
Passenger carriers, large
2020 9.4 0 0 1,575
Passenger carriers, small
2021 1.1 0 0 325
MRO and ticketing agencies
2021 8.6 20.3 5 40
Cargo air carriers
2021 7.8 80.6 2 2

Data source: Office of Management and Budget, Budget of the U.S. Government, Fiscal Year 2027: Credit Supplement (April 2026),
www.govinfo.gov/app/details/BUDGET-2027-FCS. See www.cbo.gov/publication/62264#data.

The subsidy rate is the estimated lifetime cost of the program—including principal and interest payments, defaults, recoveries, and fees—divided by the amount
disbursed. The lifetime change in the estimated subsidy cost reflects net upward or downward adjustments to the original estimate.

MRO = maintenance, repair, and overhaul; OMB = Office of Management and Budget.

of the Administration’s 2027 budget, the subsidy rates
for both large and small airlines had dropped to essen-
tially zero.”* All the major airlines that received loans
have repaid them. Three airlines (Delta, Southwest, and
Spirit) did not take out loans but did participate in the
Payroll Support Program. As of October 1, 2025, about
$80 million in loans to four borrowers was outstanding;
Mesa Airlines owed the most. Two of the airlines were in
default on their loans after missing payments.>

Section 4003 Loan Program for Businesses Critical to
National Security. In 2020, roughly $700 million of
loans were made to businesses critical to national secu-
rity. OMB originally estimated a credit subsidy rate of
45.6 percent for those loans. In 2021, $36 million of
loans were disbursed with an estimated subsidy rate of
4.7 percent. In the 2027 budget, OMB’s reestimated
subsidy rate for those loans was zero (a reduction in the

54. Office of Management and Budget, Budger of the U.S.
Government, Fiscal Year 2027: Credit Supplement (April 2026),
p. 57, www.govinfo.gov/app/details/BUDGET-2027-FCS.

55. Department of the Treasury, Report Under Section 4026(b)
(D(C) of the CARES Act on Loans to Air Carriers, Eligible
Businesses, and National Security Businesses (October 1, 2025),
heeps://tinyurl.com/bde6uhw4.

estimated subsidy costs of nearly $320 million).>® The
largest recipient of assistance, Yellow Corp., filed for
bankruptcy in 2023 and liquidated its assets, enabling
the company to repay the remaining principal and
interest on its loan in 2024. As of October 1, 2025, over
$40 million in loans (including unpaid interest) to four
businesses remained outstanding; all four businesses were
in default after missing payments.”’

Accuracy of CBO’s Estimates of the

Section 4003 Loans

CBO overestimated the cost of the Section 4003 loans
(see Table 7). For both types of loans (those to airlines
and related businesses as well as those to businesses

that are critical to national security), CBO estimated a
subsidy cost of $2.3 billion, excluding any compensation
from the warrants. Had CBO accounted for the warrants
as part of the subsidy cost on a FCRA basis, its estimate

56. Office of Management and Budget, Budger of the U.S.
Government, Fiscal Year 2027: Credit Supplement (April 2026),
p. 57, www.govinfo.gov/app/details/BUDGET-2027-FCS.

57. Department of the Treasury, Report Under Section 4026(b)
(1(C) of the CARES Act on Loans to Air Carriers, Eligible
Businesses, and National Security Businesses (October 1, 2025),
https://tinyurl.com/bde6uhw4.
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Table 7.
Comparison of CBO’s and OMB’s Estimates of the Costs of the Treasury’s
Section 4003 Loan Program
CBO'’s cost estimate OMB’s estimate at origination OMB'’s reestimate, 2026

Disbursements (billions of dollars) 23.0 2.7 2.7
Subsidy rate (percent)

Excluding warrants 10.0 n.a. n.a.

Including warrants 57 17.8 0.4
Subsidy cost (billions of dollars)

Excluding warrants 23 n.a. n.a.

Including warrants 1.3 0.5 *

Data sources: Congressional Budget Office, letter to the Honorable Mike Enzi providing a preliminary estimate of the effects of H.R. 748, the CARES Act, Public
Law 116-136 (revised April 27, 2020), www.cbo.gov/publication/56334; Office of Management and Budget, Budget of the U.S. Government, Fiscal Year 2027:
Credit Supplement (April 2026), www.govinfo.gov/app/details/BUDGET-2027-FCS. See www.cbo.gov/publication/62264#data.

The subsidy cost at origination is the estimated lifetime cost, which reflects principal and interest payments, defaults, recoveries, and fees. The subsidy rate
is the subsidy cost divided by the amount disbursed. The reestimated subsidy cost is the subsidy cost estimated at origination plus any subsequent upward
or downward adjustments made to reflect the program’s performance. CBO’s estimates of the subsidy rate and subsidy cost did not include the value of the
warrants. The values shown in the table including warrants are an illustrative calculation to aid comparison with OMB’s estimates.

OMB = Office of Management and Budget; n.a. = not applicable * = between zero and $50 million.

would have been about $1.3 billion. In the 2027 bud-
get, OMB reestimated the cost of those loans at about
$10 million. (OMB’s original estimate, which was
prepared later than CBO’s estimate, was for slightly less
than half a billion dollars.) Most of the loans have been
repaid and most of the warrants have been auctioned, so
those reestimates will be close to the final cost.

Two factors explain the difference between CBO’s
estimates and actual outcomes.’® The first factor was the
significant uncertainty about participation in the pro-
gram and the length and severity of the pandemic. CBO
projected that $23 billion (or half) of the $46 billion
maximum loan amount would be disbursed, yet dis-
bursements totaled less than $3 billion. (CBO typically
uses 50 percent probabilities in its estimates when there
is significant uncertainty.)”> CBO’s estimate of the value

58. The reestimated subsidy cost is the subsidy cost estimated
at origination plus any subsequent upward or downward
adjustments made to reflect the program’s performance.
Differences between program costs calculated using reported
subsidy rates and the subsidy costs reported elsewhere in the
budget are explained by budgetary accounting procedures and

timing effects for subsidy outlays, modifications, and reestimates.

The “actual” outcome (that is, the subsidy cost) is therefore best
calculated by multiplying the latest subsidy rate reestimates by
disbursements.

59. For examples of how CBO applies the 50 percent rule, see
Congressional Budget Office, CBO Explains How It Incorporates
Administrative and Judicial Actions When Updating Its Baseline

of the warrants was directly related to its projection of
loan volume. On a cash basis, CBO estimated about

$1 billion of equity returns over the 2020-2030 period;
actual returns were $74 million.

The second factor was the impact of defaults and interest
rates, both of which were lower than CBO expected.
CBO initially estimated a weighted average subsidy

rate (excluding the value of the warrants) of 10.0 per-
cent, measured on a FCRA basis. Had CBO’s estimate
included the value of the warrants, the agency would
have estimated a subsidy rate of 5.7 percent. OMB’s
initial subsidy rate estimate, which included the value of
the warrants (measured on a FCRA basis) was 17.8 per-
cent. In the 2027 budget, OMB reported a reestimated
subsidy rate (a weighted average across all Section

4003 loans) of just 0.4 percent.®’

Economic Effects of the Assistance
The Treasury’s assistance to air carriers helped stabi-
lize employment in the airline industry, but the effects

Projections and Preparing Cost Estimates (December 2024),
www.cbo.gov/publication/60846.

60. Office of Management and Budget, Budget of the U.S.
Government, Fiscal Year 2027: Credit Supplement (April 2026),
p. 57, www.govinfo.gov/app/details/BUDGET-2027-FCS.
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Figure 3.

Number of Full-Time-Equivalent Employees at Passenger Airlines, 2019 to 2022
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Federal assistance may
have helped stabilize
employment in the airline
industry. During the COVID-
19 pandemic, employment
declined by 17 percent
through 2020 before
starting to recover in 2021
and reaching prepandemic
levels in June 2022.

All other
passenger airlines

United

Delta

American
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Data source: Congressional Budget Office, using data from Bureau of Transportation Statistics, “Search Airline Employment Data by Month” (accessed November
26, 2025), www.transtats.bts.gov/employment. See www.cbo.gov/publication/62264#data.

Full-time-equivalent measures count two part-time employees as one full-time employee.

PSP = Payroll Support Program.

varied among carriers.®' Overall, the total number of
full-time-equivalent airline employees dropped by about
11 percent between January 2020 and June 2020 (from
456,000 employees to 408,000) and by 17 percent in
total between January 2020 and December 2020 (to
377,000 employees).*> About 50,000 employees took
early retirement or voluntary separation in 2020, and
100,000 took an unpaid leave of absence.® Employment
started to recover in 2021 and reached prepandemic
levels in June 2022 (see Figure 3).

For American Airlines, the largest employer, employ-
ment declined by 17 percent between January 2020

61. Pandemic Response Accountability Committee, “$63 Billion
to Keep Aviation Workers Employed. Here Are the Numbers.”
(March 17, 2022), https://tinyurl.com/bdzd2pyz.

62. All employment estimates in this section are for full-time-
equivalent employees. (That measure counts two part-
time employees as one full-time employee.) See Bureau of
Transportation Statistics, “Search Airline Employment Data by
Month” (accessed November 26, 2025), www.transtats.bts.gov/
employment/.

63. Government Accountability Office, Commercial Aviation: Key
Lessons From COVID-19 Preparedness and Emergency Financial
Assistance to the Industry, GAO-24-106754 (March 2024),
pp- 27-28, www.gao.gov/products/ GAO-24-106754.

and November 2020 and then mostly recovered the
following month, ending the year with a net reduction
of 7 percent. Employment at Delta Air Lines dropped
by 42 percent from January 2020 to May 2020 before
partially recovering, ending the year with a net decline of
30 percent. By January 2022, employment at Delta had
nearly returned to its prepandemic level. Employment

at United Airlines also dropped by a large margin in fall
2020 before starting to recover in 2021 and returning to
just under prepandemic levels by the end of 2022. For
the smaller carriers (including JetBlue Airways and Spirit
Airlines), the pattern was the same.

In retrospect, some of the financial assistance given to
the largest passenger airlines may not have been used for
its intended purposes.® Money is fungible, so the grants
and loans could have been used for purposes other than
salaries and benefits for employees. In some cases, the

64. Gabriel Chodorow-Reich, Ben Iverson, and Adi Sunderam,
“Lessons Learned From Support to Business During COVID-
19,” in Wendy Edelberg, Louise Sheiner, and David Wessel, eds.,
Recession Remedies: Lessons Learned From the U.S. Economic Policy
Response to COVID-19 (Brookings Institution, 2022), pp. 124~
125, 145, and 157, www.brookings.edu/essay/recession-remedies.
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ultimate beneficiaries of the government’s assistance may
have been the airlines’ shareholders and debtholders.

Other Financial Options Available to

U.S. Airlines

Although government support helped the airline indus-
try maintain employment and viability at the beginning
of the pandemic, other options were also available. The
major airlines had access to the capital markets, may
have had alternative sources of liquidity, could have
turned to private credit markets or, if necessary, entered

Chapter 11 bankruptcy.®

The airlines also could have sought other options after
the first round of assistance. Once the major airlines had
received grants through the CARES Act, they had easier
access to the capital markets. For example, Delta raised
$9 billion at a blended interest rate of 4.75 percent in
September 2020, and United raised nearly $7 billion

at a similar rate. Both secured the credit by using their
frequent flyer programs and other assets as collateral.
Between March 2020 and September 2020, several
airlines issued more than $50 billion of secured debt and
bank loans.

Even if private credit was more constrained during the
pandemic, Chapter 11 bankruptcy may have been an
option for the airlines. That filing could have allowed
them to restructure their businesses while continuing
to operate, as both United and Delta did in 2002 and
2005, respectively. Bankruptcy would have had negative
consequences (wiping out any value to shareholders,
imposing losses on creditors, potentially modifying
employees” pensions, causing furloughs or terminations
for employees, and causing disruptions for passengers),
but it might have allowed the airlines to operate more
efficiently on a smaller scale during the pandemic and
lowered the financial costs to the federal government.

65. Veronique de Rugy and Gary D. Leff, The 2020 Bailouts Left
Airlines, the Economy, and the Federal Budget in Worse Shape Than
Before (Mercatus Center, George Mason University, September
2022), https://tinyurl.com/y84j4pdp, “The Economic Case
Against a Second Airline Payroll Bailout” (Mercatus Center,
George Mason University, October 2020), https://tinyurl.
com/y3jv3u82, and “The Case Against Bailing Out the Airline
Industry” (Mercatus Center, George Mason University, March
2020), https://tinyurl.com/msbdxdd;.

66. Suzanne Trepp, “U.S. Airline Industry to Recover From Covid
Nosedive” (blog entry, Western Asset, September 23, 2020),
heeps://tinyurl.com/29vf3wxr.

Options Used in Europe

Policymakers in European countries used an assortment
of tools, including direct and guaranteed loans, grants,
tax credits, and recapitalizations, to address the shock
to air traffic during the pandemic. Aid from member
nations of the European Union to the airlines exceeded
€30 billion as of April 2021. (One euro equaled

$1.15 on March 17, 2026.)

Member nations generally provided financial assistance
without placing conditions on the airlines, though
France required Air France to achieve certain envi-
ronmental goals.”” In a few cases, nations took equity
stakes in the airlines. For example, Germany took a

20 percent stake in Lufthansa and provided €5.7 bil-
lion of nonvoting capital, which can be converted into
equity.®® Germany completed its final sale of its shares
in September 2022; in all, those sales yielded a profit of
€760 million.”

In terms of curtailing job-related losses during the
pandemic, European nations took a somewhat different
approach than the United States did to assisting their air-
lines and other industries. Those nations provided direct
subsidies for reductions in hours worked and temporary
layoffs by offering short-time work and work-sharing
agreements (see Appendix A). Those actions limited the
increase in unemployment recipients. Although many
factors affected the recovery besides the role of govern-
ment, employment in Europe was slower to recover than
employment in the United States. Even though about
half of U.S. states offer work-sharing arrangements or
short-term work programs, they are rarely used, typically
because they are either administratively burdensome or
poorly understood by employers. Instead, lawmakers in
the United States increased unemployment benefits and
coverage during the pandemic.”

67. Tania Pantazi, “State Aid to Airlines in the Context of Covid-
19: Damages, Disturbances, and Equal Treatment,” Journal of
European Competition Law & Practice, vol. 13, no. 4 (June 2022),
pp- 268-277, https://doi.org/10.1093/jeclap/lpab071.

68. BBC, “Coronavirus: Lufthansa Agrees €9 Billion Rescue
Deal With Germany” (May 25, 2020), www.bbc.com/news/
business-52801131.

69. Reuters, “German Government Sells Remaining Lufthansa
Shares” (September 13, 2022), https://tinyurl.com/35bf7pfr.

70. Giulia Giupponi, Camille Landais, and Alice Lapeyre, “Should
We Insure Workers or Jobs During Recessions?” Journal of
Economic Perspectives, vol. 36, no. 2 (Spring 2022), pp. 29-54,
www.jstor.org/stable/27123973.
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Appendix A. Job Retention in European
Countries During the COVID-19 Pandemic

Most developed countries assisted their airlines and
affected workers during the COVID-19 pandemic, but
the approaches they adopted differed. Among those
approaches were the provision of direct loans and loan
guarantees, equity injections, and subsidies for flights.!
Governments also provided wage subsidies to broad cate-
gories of workers, including those in the airline industry,
mainly through short-time work programs.

Short-Time Work Programs

To preserve labor markets and prevent layoffs in 2020,
most European governments temporarily subsidized
short-time work programs and work-sharing arrange-
ments. Under that approach, the government directly
subsidized the hours not worked, which in some cases
extended to short-time furloughs at businesses experienc-
ing temporary declines in either demand or production.
Short-time work allowed those businesses to reduce
employees’ hours rather than lay employees off, in which
case they would have relied on unemployment insurance.
(In European countries, unemployment insurance is
generally designed to cover longer-term shocks to labor
markets, and the duration of the pandemic was uncer-
tain when the policies were implemented.) In all the
job-retention programs, contracts remained in force even
if the employees were not working.

During the pandemic, European countries that did not
have short-time work programs started them, and those
countries that had such programs expanded them. For
example, Germany, France, and Italy expanded their
existing programs, whereas the United Kingdom estab-
lished new ones. The European Union provided up to

1. Jae Woon Lee, “Government Bailouts of Airlines in the
COVID-19 Cirisis: Improving Transparency in International Air
Transport,” Journal of International Economic Law, vol. 24, no. 4
(December 2021), pp. 703-723, https://doi.org/10.1093/jiel/
jgab035.

€100 billion in financial assistance to set up or expand
the programs.*

The short-time work programs required employ-

ers to demonstrate a need for a reduction in labor.
(Governments also could make assistance conditional
on prohibiting dismissals.) The application and approval
processes were automated, so delays were minimal. In
most countries, employers could apply online for the
subsidies and receive approval within two days (or, in
some cases, up to two weeks). Although short-time work
programs are in place in many U.S. states, they are not
widely used and generally require a reduction in hours
worked of 10 to 60 percent. By contrast, many members
of the European Union allowed the number of hours
worked to temporarily fall to zero.

Risk-Sharing Arrangements

Many job-retention programs in high-income countries
involved some risk sharing. During the early stages of
the pandemic, most governments bore the cost for hours
not worked. In addition, most governments required
businesses to contribute to the cost of reductions in
hours worked once economic activity resumed and
government-imposed pandemic restrictions eased.

On average, governments bore just over 60 percent
of the cost of hours not worked; workers bore nearly
30 percent, and employers bore less than 10 percent.?
In the four largest European economies, the share of
subsidized jobs peaked at 20 percent (or 60 million
jobs) in April 2020 before declining to 7 percent in

2. Giulia Giupponi, Camille Landais, and Alice Lapeyre, “Should
We Insure Workers or Jobs During Recessions?” Journal of
Economic Perspectives, vol. 36, no. 2 (Spring 2022), p. 34,
www.jstor.org/stable/27123973.

3. OECD, “Job Retention Schemes During the COVID-19
Crisis: Promoting Job Retention While Supporting Job
Creation,” OECD Employment Outlook 2021: Navigating
the COVID-19 Crisis and Recovery (July 2021), pp. 98-152,
hteps://doi.org/10.1787/5a700c4b-en.
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September 2020. The share remained above 6 percent
until the first months of 2021. (In the United States,

the share of workers receiving short-time benefits at any
point in 2020 and 2021 was very small—less than 1 per-
cent.) Participation in European countries was greatest
among young workers and workers in the hospitality and
in-person service industries (including retail, restaurants,
entertainment, and leisure).

France had different risk-sharing rules depending

on the sector. Businesses in sectors that did not face
major restrictions contributed to the cost of hours

not worked—initially 10 percent and increasing to

24 percent after July 1, 2021. Businesses in sectors that
were shut down because of health restrictions made no
contributions. France also encouraged the coupling of
short-time work with training, and 20 percent of affected
workers participated in that arrangement.

Effects on Employment
The short-time work programs implemented by
European countries and other developed countries saved

jobs. Without those job-retention programs, employ-
ment might have fallen by more than 6 percent instead
of by 4 percent, according to one estimate.* The experi-
ence varied among countries. The estimates of employ-
ment effects have a high degree of uncertainty, in part
because many other government programs were also
supporting the economy.

The programs had disadvantages, which tended to
increase the longer the assistance remained in place. Job-
retention programs can hinder the efficient reallocation
of labor and end up supporting jobs that are not viable,
either because of structural changes in the economy or
because the businesses are no longer viable. In such cases,
preserving job matches—the productive relationships
between workers and businesses—offers fewer benefits
and potentially higher costs. Also, governments found
that monitoring the reduction in hours worked was com-
plicated, so some businesses might have been overcom-
pensated at the government’s expense.

4. Ibid., pp. 115-116.
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