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GENERAL DISCUSSION    Robert Hall noted that the COVID-19 reces-
sion was different from recessions in the past. The rise in unemployment 
during the pandemic has been driven by those on temporary layoff, and 
the economy has since returned to a normal unemployment rate of about 
5 percent.1 While there has been a huge social loss from people being out 
of work, Hall argued that households did not suffer as much dislocation as 
they have during past recessions since job losses have not been permanent. 
According to data in the Current Population Survey, those laid off had a 
reasonable expectation of returning to their jobs.2 Indeed, Hall observed 
that data showed workers did return, which coincided with the implementa-
tion of the debt forbearance policy.3 As such, Hall recommended exercising 
caution in interpreting the unemployment rate.

Caroline Hoxby considered the effect of forbearance on student loans.  
In the COVID-19 situation, students who would have gone into default were, 
instead, automatically put into forbearance or another delayed repayment 
scheme, she observed.4 Noting that students do not expect to repay their 
loans with a high probability in many countries—repayment rates in Brazil 
and Chile are less than 50 percent, for example—Hoxby wondered whether 
the intervention in the United States may have created an expectation that 
student loans will not have to be repaid. The issue is that student loans do 
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not have any collateral apart from human capital, which is extremely dif-
ficult to seize from its possessors.

Hoxby then noted that expectations during the Great Recession were 
very different from those in the pandemic; during the former many workers 
who were laid off did not expect to find reemployment at their old jobs.5 
During the pandemic workers underestimated how long they would suffer 
income losses and how much they would save from reduced consumption 
or benefit from federal grants, Hoxby suggested.

Addressing Hall and Hoxby, Gregor Matvos remarked that forbearance 
is not an ideal program in the event of a permanent shock. He wondered, 
however, whether the pandemic shock was temporary due to the quick 
government intervention. Debt forbearance during the pandemic may have 
ensured that the COVID-19 shock, unlike the Great Recession, did not 
spill into household debt, aggregate demand, or housing prices. According 
to the paper, the shock was temporary for most people, who saw the for-
bearance as a credit line. However, 20 percent of the population—those 
in areas worst hit by COVID-19, those with the worst credit scores, and 
so on—still hung onto the forbearance, as highlighted by the results in 
the paper. For such individuals the shock may have been more permanent, 
Matvos argued. While forbearance would not be effective against a perma-
nent shock in the future, the policy could help prevent temporary setbacks 
from becoming permanent, he concluded.

Tomasz Piskorski added to Matvos’s response, highlighting that a for-
bearance policy acts as a temporary loan and provides less incentive for 
individuals to exploit the system, especially when shocks are expected to 
be transitory. The results in the paper showing that less than 10 percent of 
eligible mortgage borrowers applied for assistance suggest that the self-
selection of the program worked, Piskorski argued. Echoing Pascal Noel’s 
and Susan Wachter’s comments, Piskorski agreed that a similar policy may 
not be effective when the shock is more permanent, though quick imple-
mentation of debt forbearance by limiting household debt distress channel 
may prevent some adverse shocks from having more persistent effects on 
the economy.

Frederic Mishkin concurred with Piskorski that moral hazard is a 
significant issue with forbearance programs. The Great Recession and 
the COVID-19 pandemic were very different crises, Mishkin noted. He 
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observed that during the COVID-19 crisis, the issues people faced repaying 
their loans did not stem from overborrowing but were a result of the pan-
demic, which explained the nature of the policies implemented by the Fed-
eral Reserve and Congress.6 Mishkin asked the authors to comment on the 
lessons learned from the pandemic since it involved very low moral hazard 
costs. He suggested that a future crisis resulting from overborrowing, for 
example, might have different policies that would be appropriate.

Donald Kohn reflected on the shadow banking system and nonbank 
services and their role in a future shock that may be of a less temporary 
nature than the COVID-19 crisis and would be unlikely to be accompanied 
by the type of fiscal policy that has provided extraordinary income sup-
port during the current recession. Kohn highlighted the need to make the 
shadow banking system and nonbank services more resilient against future 
shocks. He then asked the authors to reflect on the importance of differen-
tiating between rent forbearance and mortgage forbearance, mainly due to 
differences in the nature of the people taking the loans.

Robert Tetlow commented that foreclosure decisions are influenced not 
just by the duration of the shock but also by its breadth. For instance, 
given that the COVID-19 shock affected everyone, mortgage lenders had 
to consider whether there were any alternative borrowers who would be 
in a better position to pay, leaving less scope to opportunistically cap-
ture some of the equity of homeowners. This was particularly relevant for 
rent forbearance decisions, he noted, because landlords had to consider 
whether new tenants would be in any better position to pay the rent than 
their existing tenants.

Steven Davis remarked that, while the temporary layoff share of the 
unemployed surged during the COVID-19 crisis, the labor force also 
shrank by roughly 8 million people.7 The labor force was still below pre-
pandemic levels in August 2021, Davis observed, which implied that many 
people had not returned to their prepandemic jobs.8 At the same time, many 
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workers had moved out of the travel and hospitality sector and pursued 
other employment options, demonstrating that there was a surge in perma-
nent job loss triggered by the pandemic, he concluded.9

Piskorski agreed with Mishkin that the nature of the shock is important, 
suggesting that concern about moral hazard may have been one of the rea-
sons it took almost two years for Congress to implement debt relief during 
the Great Recession. COVID-19, in contrast, was a canonical example of 
an exogenous shock, Piskorski observed, which affected a large part of 
the population and made such concerns less warranted. He argued that there 
are still important lessons to be learned about the implementation, the speed, 
the simplicity, and the intermediary frictions related to the COVID-19 for-
bearance policy as they can inform policy responses to future crises.

Matvos reported that, according to the data collected in the paper, shadow 
bank services required high amounts of liquidity to pay for forbearance 
before government-sponsored enterprises stepped in, noting that Kohn’s 
concerns were fair and interesting.
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