
 
 

How governments and central banks are 

working to stabilize the economy 

 

The past few weeks have brought their share of tumultuous events. The shock of COVID-19, extreme 
public shutdown measures and the resulting economic slowdown have been a big adjustment for all of 
us. Governments and central banks across the globe are stepping in to do their part in providing help 
for the economy, its citizens, and our financial systems. Indeed, countries are now taking big steps to 
support the global economy, and the situation continues to evolve quickly.  

Help from central banks 

Managing today’s complex global economy is no easy feat. In the midst of the COVID-19 pandemic, central banks can use 
various tools, referred to as monetary stimulus, to control the country’s money supply and support the global economy. The 
sheer amount of stimulus now being pushed into the system is extraordinary. This is true both in terms of magnitude and 
breadth. This arguably makes up for the fact that central banks have less room to cut their policy rates due to the low starting 
point. 

Actions to date: 

 Many central banks have now cut policy rates to zero, and in some cases even below zero. Policy rates are the interest 
rates that apply when banks loan their excess reserves of cash to each other. Given the historically low levels of these 
rates right now, there’s not a lot of room for additional cuts.  

 Central banks have also increased quantitative easing (QE) efforts – as detailed below. QE in the U.S. now adds up to 
more than US$1.5 trillion a month -- eleven times more than during the 2008/09 global financial crisis on a yearly basis.  
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In terms of timing, it took central banks more than a year into the global financial crisis before implementing QE, so they 
deserve full marks for the nimble response this time around. From a size perspective, the Fed printed US$3.7 trillion of 
money (and bought an equivalent amount of bonds) in response to the global financial crisis. That is still significantly beyond 
the current plan on a week-to-week basis. But it won’t take long to catch up if the COVID-19 effort is sustained at the 
announced pace. 

The aggressive measures of the U.S. Fed have evoked some inflation fears. While possible, the risk of inflation is arguably 
no higher than before. Even if the Fed’s balance sheet doubles over the next year to $9 trillion – not an unreasonable 
expectation – that only puts the U.S. in line with the Eurozone, where inflation remains hard to see. 

In addition, central banks have also learned another important lesson from the financial crisis: the importance of a wide 
range of measures designed to make sure banks have enough cash for lending and other operations. These efforts already 
add up to trillions of dollars, though they are only temporary. This means that these measures are less likely to have long-
lasting effects on inflation or asset valuations than more enduring measures like QE. 

Help from governments  

The relief spending from governments – called fiscal stimulus – is also huge. The U.S. has now put together a package 
worth more than US$2 trillion. That’s equal to 11% of Gross Domestic Product (GDP – a measure of the size of the 
economy). This response is similar to the size of the fiscal effort during the global financial crisis.  

The U.S. is hardly alone in delivering large-scale stimulus. The effort by country can be seen in the table below.  

 

Note: As of 03/27/2020. No specific end date designated for Bank of Canada asset purchase program. New relief package that is still in the works included in estimates for 
Japan. Government outlay in column 3 only includes spending and tax cuts by the government. Does not include relief measures such as tax and fee deferral, loans and loan 
guarantees, and equity investment, etc. These are added together in the final column, Relief packages. Source: National central banks, national government websites, ING, 
UBS, RBC GAM. 

A key theme emerging across governments is the multi-phase approach to delivering relief: 

 Phase 1: Targeted spending on emergency programs, health spending and drug research.  

 Phase 2: Targeted at getting thousands of dollars per month to sidelined workers and shuttered businesses. This helps 
to prevent foreclosures and bankruptcies from stacking up, which could turn a short-term shock into a lengthy crisis. 

 Phase 3: Governments are encouraging companies to keep their workers on the payroll as opposed to laying them off. 

They are providing support through large wage subsidies and loans that don’t need to be repaid if certain conditions 

are met. If successful, this will help limit the economic damage.  
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By virtue of the speed and reasonably good aim of announced government measures, it is likely that the money being spent 
will benefit the economy by more than the actual amount being spent. Of course, it won’t be possible to directly observe the 
effect because it is difficult to say how many businesses and households would have gone bankrupt without the assistance. 

Bottom line: During the global financial crisis, relief spending came in multiple waves spanning more than a year. As such, 
there is a strong chance that even more spending is coming to provide relief in the COVID-19 crisis. This would result in a 
total response that’s even larger than that delivered during the financial crisis. But for a global economy reeling from the 
COVID-19 pandemic, and financial markets struggling to come to terms with the implications, the measures already 
announced have been welcomed by investors, businesses and consumers alike. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Publication date: April 15, 2020.  

This document may contain forward-looking statements about a fund or general economic factors which are not guarantees of future performance. Forward-looking 
statements involve inherent risk and uncertainties, so it is possible that predictions, forecasts, projections and other forward-looking statements will not be achieved. We 
caution you not to place undue reliance on these statements as a number of important factors could cause actual events or results to differ materially from those 
expressed or implied in any forward-looking statement. All opinions in forward-looking statements are subject to change without notice and are provided in good faith but 
without legal responsibility.  

This has been provided by RBC Global Asset Management Inc. (RBC GAM) and is for informational purposes only, as of the date noted only. It is not intended to provide 
legal, accounting, tax, investment, financial or other advice and such information should not be relied upon for providing such advice. RBC GAM takes reasonable steps to 
provide up-to-date, accurate and reliable information, and believes the information to be so when provided. Past performance is no guarantee of future results. Interest 
rates, market conditions, tax rulings and other investment factors are subject to rapid change which may materially impact analysis that is included in this document. You 
should consult with your advisor before taking any action based upon the information contained in this document. Information obtained from third parties is believed to be 
reliable but RBC GAM and its affiliates assume no responsibility for any errors or omissions or for any loss or damage suffered. RBC GAM reserves the right at any time 
and without notice to change, amend or cease publication of the information.  

 

 


