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Introduction

The world economy has endured nine
recessions over the last century and the
Covid-19 downturn is expected to be the
second most severe across this period. Only
the recession following World War Il is
expected to outstrip the magnitude of the
current economic contraction, and it is
forecast that in 2020 more economies than
ever before will simultaneously experience
negative GDP growth'.

In response, governments have developed a
range of fiscal policies to support their
economies whilst necessary social distancing
and business shutdown guidelines remain in
effect. Monetary authorities followed suit;
slashing rates and targeting historic lows on
far horizons whilst also creating immense
levels of money supply to reign in yields on
longer term issuance. In Australia, these
measures have acted as a life raft for many,
shielding employees and employers alike
from the brunt of
impact. As progress against the pandemic
continues, it is important to understand the
present state of the economy so that a path
forward can be uncovered.
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The Australian Response

The first Australian case of Covid-19 was
confirmed on the 25" of January. Within 50
days Australia had over 200 cases. The
government 6s first
announced in March, and came in the form of
$750 Ilump sum payments to eligible
individuals who were typically already
recipients of some form of government
support®. These policies were purely financial
and were designed to provide households
with additional income as quickly as possible.
The combined cost of this program was
$8.8bn, but it was quickly dwarfed by the
JobKeeper program which was announced
on the 30™ of March®.

JobKeeper has formed the basis of the
Australian gover nmen
pandemic. Initially, businesses were eligible if
they had under $1bn in turnover and
experienced a 30% decline in activity, or if
they had over $lbn in turnover and

Experidneed ia c50% dediree am axtivity.c The

government paid a flat rate $1,500 fortnightly
sum to each employee who had consistently
worked for an eligible employer over the 12
month period prior to the 1% of March?®.
Employees who were stood down received
this payment effectively as a stimulus
cheque, whereas employees who were still
employed had a portion of their income
supported by the government.
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In response to fears regarding the fiscal cliff
expected in September when the JobKeeper
program was initially set to end, the
government remodelled and extended the
program to last until the end of March 2021.
The payments will then begin to vary with
hours worked after the initially quoted end
date, meaning that lower payments will be
distributed to individuals who worked less
than 20 hours per week in the relevant
reference period”.

Collectively, the initial program to September
is expected to cost $70bn, and with the
extension to March this figure could reach as
high as $100bn. The aim of this megalithic
support is in part to provide direct stimulus to
individuals across Australia, but it is also to
preserve relationships between employers
and employees.

Policy Rationale

One of the key justifications for the
introduction of JobKeeper program was that it
incentivised businesses to preserve their
relationships with their employees. These
relationships represent human capital; the
intangible value associated with a worker®
accumulated knowledge and skill generated
from consistent employment. Programs like
JobKeeper are introduced as a means to
protect this experiential expertise with a view
to enabling faster business recovery post-
pandemic®. Businesses also benefit from a
reduction in costs associated with the firing
and hiring of employees.

The more direct impact of the JobKeeper
policy is the effect on unemployment.
Recessionary layoffs are more damaging to
an economy than when economic activity is
higher and frictional downtimes between
employment is lower. Hijzen and Venn
estimated that programs similar to JobKeeper
introduced across Germany and Japan during
the 08/09 recession saved 0.8% and 0.9% of
jobs respectively®.

Beyond the macro impacts, the individualised
effects of recessionary layoffs are similarly
damaging. A worker who is dismissed within
an expanding economy will typically lose 1.59
times their previous annual salary over their
lifetime in present value terms; a worker
dismissed in a recession will lose 2.50 times’.
Employees who are able to remain employed
due to the JobKeeper program are shielded
from this magnified reduction in earnings.

The above impacts underscore the Australian
government 6s deci si igen
fiscal stimulus. Human capital losses, major
increases in unemployment and exacerbated
life time earnings reductions provide strong
rationale for such intervention.

International C omparisons

The Australian response has not been
unique; job retention schemes have been
widely implemented across the OECD
nations. They have primarily taken two forms
I wage subsidies (WS), like the JobKeeper
program that support hours worked and can
increase income levels beyond the level
reflective of hours worked, and short-time
work (STW) schemes that subsidise hours
not worked by employees on reduced hours.
Collectively, the job retention schemes have
contributed to the funding of 50 million jobs,
10 times higher than the level seen during the
global financial crisis®.

Short-time work schemes have largely been
preferred across the OECD nations. This
reflects the existing welfare support present
in the OECD; 23 of 37 countries already had
a STW system in place prior to the crisis, and
8 countries followed suit to implement a
temporary STW system following the onset of
the Covid-19 pandemic®.
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OECD Job Retention Scheme Implementation*

Wage subsidies were typically implemented
in countries that di
schemes, owing to the comparative ease and
speed of implementation of a flat subsidy as
opposed to a more complicated partial STW
scheme which requires accurate reporting of
hours not worked. Canada, New Zealand,
Ireland, The Netherlands, Estonia and Poland
all opted for wage subsidies similar to the
Australian model.

Importantly, wage subsidies are typically
more generous fiscal instruments than short-
time work schemes as STW programs
primarily support employees by contributing
to hours not worked, whereas WS initiatives
distribute flat rate payments to employers
who top up employee pay for those earning
above the subsidy threshold. A common
criticism of both however, is that they are
intrinsically linked to payrolls and accordingly
business owners cannot allocate the funds
towards investment or other areas of their
business. Others claim that STW and WS
schemes may lead to Ilonger term
inefficiencies in job markets as employers in
some cases are able to support a workforce
that may not be optimal after the pandemic®.
An example of this potential inefficiency is the
situation in  which poorly performing
employees are not dismissed or replaced by
more  highly  skilled individuals as
management has less incentive to assess the
quality of their employees because they are
not paying wages. Further to this, in some
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cases jobs that will not be necessary after the
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schemes, delaying an inevitable and
necessary  upskiling  process. These
scenarios can lead to added difficulty for
people who are attempting to enter the
workforce and must now compete in a market
where there are potentially more people
employed than is optimal, and accordingly
there is less demand for additional labour.

In  emerging markets and developing
economies, fiscal policy is hampered by the
high level of informal work present. Informal
work describes a relationship in which
individuals do not have a structured contract
or agreement with their employer. As a result,
these individuals do not receive the health
benefits associated with a formalised
position, and it is more difficult for fiscal
stimulus to be directed towards them.
Additionally, countries with a high degree of
labour informality tend to have lower levels of
access to sanitation and hygiene facilities'.
These issues are leading to a reversal of the
progress seen over the last decade in
uplifting people from extreme poverty. It is
expected that as a result of Covid-19, an
additional 71 million people will be living in
extreme poverty. This will represent the first
time since 1998 that global poverty levels
have risen'’.



