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A World in Lockdown

Introduction

The Australian Response

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 II 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 growth1.

The first Australian case of Covid-19 was
confirmed on the 25th of January. Within 50
days Australia had over 200 cases. The
government’s first response package was
announced in March, and came in the form of
$750 lump sum payments to eligible
individuals who were typically already
recipients of some form of government
support2. 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 30th of March5.

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 the pandemic’s economic
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.

JobKeeper has formed the basis of the
Australian government’s response to the
pandemic. Initially, businesses were eligible if
they had under $1bn in turnover and
experienced a 30% decline in activity, or if
they had over $1bn in turnover and
experienced a 50% decline in activity. 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 1st of March3.
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 period4.
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’s
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 postpandemic5. 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 respectively6.
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 times7.
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’s decision to support aggressive
fiscal stimulus. Human capital losses, major
increases in unemployment and exacerbated
life time earnings reductions provide strong
rationale for such intervention.

International Comparisons
The Australian response has not been
unique; job retention schemes have been
widely implemented across the OECD
nations. They have primarily taken two forms
– 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 crisis8.
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 pandemic8.
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OECD Job Retention Scheme Implementation*

Wage subsidies were typically implemented
in countries that didn’t have existing STW
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.

cases jobs that will not be necessary after the
crisis may be preserved by job retention
schemes, delaying an inevitable and
necessary
upskilling
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.

Importantly, wage subsidies are typically
more generous fiscal instruments than shorttime 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 longer term
inefficiencies in job markets as employers in
some cases are able to support a workforce
that may not be optimal after the pandemic9.
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

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 facilities10.
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 risen11.
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Debt Levels
The job retention schemes deployed by many
countries will not be cheap. The wage
subsidy and short-time work programs
temporarily shifted large portions of employer
payroll costs onto governments and in many
cases these programs have been extended
past the initially quoted end dates.

60.0

G7 spending so far throughout the Covid-19
pandemic has outstripped the cumulative
spending of the entire G20 group seen in
2009. Global debt levels are estimated to
increase by 13% to 96.4% of world GDP by
the end of 2020 and when this is combined
with a broad range of tax deferral schemes
seen throughout advanced economies it is
expected that fiscal positions will deteriorate
markedly as revenues wane and debt
balances balloon12.
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the rate of debt and the expansion is being
efficiently funded by debt. In the case of
Australia, this relationship has held limited
value until recently, reflecting Australia’s
relatively low debt to GDP ratio when
compared
with
the other
advanced
economies around the world15. The 𝑟 − 𝑔
dynamic is now becoming more relevant, but
fortunately interest rates are currently at alltime lows; the RBA is targeting a cash rate
level of 0.25% and has extended this
guidance to include the 3-year government
bond yield as well16.
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rate of economic growth (𝑔) and the size of
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economy’s debt balance is growing at a faster
rate than the economy. If the opposite is true,
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In Australia, the fiscal programs are expected
to create deficits of $85.8bn and $184.5bn in
2019/2020 and 2020/2021 respectively13. As
a result, gross debt to GDP is forecast to
increase from 27.8% to 45% by 2021. The
underlying increase in net debt will be
exacerbated by the contraction in GDP
expected across the same period – the
Treasury estimates real GDP will fall by
3.75% by the end of 2020.
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This has led to economic growth exceeding
Australia’s cost of debt in recent years,
reflecting the low interest rate environment
that has coloured the Australian economic
landscape of late and the moderate uptick in
economic growth seen throughout 2018/19.
The current contraction will undoubtedly
derail this relationship throughout 2021, but
with interest rates effectively locked at alltime lows for the foreseeable future it appears
reasonable to expect the eventual economic
recovery to provide sufficient growth to
overcome the cost of debt.
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Policy After a Crisis
Much like an intrepid explorer nearing the end
of their journey, many economists around the
world are now contemplating the moment
when the vines can be pulled back and the
clearing of economic recovery is revealed.
Premature easing of restrictions have led to a
number of false starts around the world and
delayed progress, but it is now expected that
infections are being appropriately monitored
to minimise the risk of another series of
outbreaks. This is particularly true in Australia
where the developments in Melbourne have
shown a bleak existence following a second
wave, cautioning the other states to hold fast
for longer than was initially expected. Even
so, the question of policy after the pandemic
is of growing relevance. Turning towards the
last great economic calamity, the GFC,
provides some guidance for the problem
currently at hand. The fiscal measures
enacted by the Rudd Government throughout
2008 and 2009 comprised 2 packages. The
Economic
Security
Strategy
(ESS),
announced in October of 2008 predominantly
consisted of lump sum transfers and was
valued at $10.4bn, 0.85% of 2008 GDP. The
National Building and Jobs Plan (NBJP) of
February 2009 (3.36% of 2008 GDP),
included further direct transfers, investments
in social housing, funding for school
infrastructure projects and energy efficient
incentives19.
Li and Spencer (2015) found that the fiscal
stimulus measures implemented following the
GFC were effective in offsetting the
contractions in demand, albeit the scale of
transfers
was
potentially
excessive20.
However, there is a large amount of debate
about the true effectiveness of the programs,
and more broadly regarding the merit of any
type of fiscal stimulus. Furthermore, whilst the
Australian economy narrowly avoided a
recession following the crisis this cannot be
solely attributed to the fiscal measures
enacted. The RBA pursued aggressive
monetary policy, opting to cut the cash rate
by 4.75% across 08/09, exchange rates
depreciated significantly favouring Australian
exporters and demand for these exports
expanded following China’s mammoth

infrastructure investment programs21. These
factors muddy the water surrounding the
Australian government’s fiscal response,
making it difficult to ascertain the true value of
these initiatives.
Irrespective of their merit, the various fiscal
programs introduced by the government were
implemented rapidly, and accordingly there
were several regulatory failures. Four young
men died in separate instances when
installing insulation as a part of the Home
Insulation Program (HIP) within the Energy
Efficient Homes Package22. The program
incentivised businesses to rapidly train and
deploy workers so that they could benefit
from the large demand generated by the HIP
program subsidies. As described in the Royal
Commission into the Home Insulation
Program delivered by Ian Hanger AM QC23,
“The Government had two priorities which
conflicted. The first was to stimulate the
economy by getting money out into the
community through the lowest paid workers,
who were the people most likely to be
adversely affected at the beginning of an
economic downturn. The second was to
make a significant contribution to reducing
carbon emissions by insulating every home in
the country. The first required speed. The
second required detailed planning on an
almost
unprecedented
scale.
Careful
planning was sacrificed to the perceived need
for speed.”
It is critical that any programs deployed
following the current crisis are implemented
with thorough inspection of their processes so
that losses like those seen as a result of the
HIP program can be avoided.
Another key consideration surrounding the
possibility of fiscal stimulus following the
pandemic is the amount already invested.
Current spending in Australia and many other
countries around the world already dwarfs the
investment seen following the GFC on a
relative basis, and the nature of the current
crisis is different. The GFC shocked demand,
and incentives were used to coax consumers
back to markets. Today, demand is
predominantly
constricted
by
artificial
restrictions, rather than a genuine lack of
8

desire or inability to spend. Accordingly, it is
possible that a return to normalcy with
restrictions lifted could be enough to spur
demand after the conclusion of the
JobKeeper programs. However, this appears
hopeful at best, and it remains likely that
further investment will be introduced by
governments post pandemic regardless of the
academic debate raging behind these
decisions. The direction of these funds is
critical, and investment post pandemic can be
used to shape development for years to
come. The IMF advocates investment
towards the Sustainable Development Goals,
including green infrastructure in advanced
economies and expansion of access to basic
necessities like water and sanitation in
developing economies24. The UN has labelled
this perspective as “building back better”,
advocating environmentally and social
conscious investment decisions post Covid25.

In Australia, this would potentially look like a
reallocation of investment away from fossil
fuels and towards renewable technologies
and sustainable infrastructure projects.
Analysis from the IMF indicates that Australia
contributes $47bn in post-tax subsidies to
fossil fuels26. This figure is generated by
analysing the indirect costs associated with
fossil fuels that would be borne by consumers
if the financial impacts of global warming and
air pollution were incorporated into fuel
prices. The IMF has completed this analysis
for many advanced economies and
advocates the inclusion of these downstream
costs into government tax bases. This would
have two key impacts; large sums of
government revenue would be unlocked
which could be allocated towards green
investment – an exchange referred to as a
subsidy swap, and it would also increase
fossil fuels prices to efficient levels, removing
market
distortions
and
mitigating
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disincentives to switch to renewable energy
sources27. This could potentially have
immense benefits for the economy, society
and the climate, however so far this type of
policy has seen limited implementation
globally with only India, Indonesia, Zambia
and Morocco pursuing subsidy-swaps to
date28. This reflects a critical hurdle that
reforms targeting fossil fuel pricing must
overcome – politics. Voters are often shortsighted; the impact of a fuel price increase is
direct, whereas the long term environmental
detriments associated with a continued
reliance on fossil fuels is more difficult to
conceptualise and appropriately consider.
Beyond this, fossil fuel companies are
powerful and are able to allocate deep pools
of resources towards lobbying in an effort to
stay the course of investment in support of
the status quo. Nevertheless, environmental
reform remains a critical issue that must
feature in post pandemic policy, and subsidyswaps are one avenue for achieving this goal.
Another area that could be very beneficial to
Australia’s economic recovery and that is
often overlooked by private investment is
social housing. A recent report from public
policy think tank, the Australia Institute,
selected key criteria for economic recovery
policy. It recommended policy that, among
other criteria, targets low-income individuals,
requires intense levels of employment and
provides genuine long term benefits past the
crisis29. Low-income individuals are targeted

as they have a higher propensity to consume,
and accordingly they are more likely to spend
the money they receive from policy than if the
funds were allocated to wealthier individuals.
Social housing meets all of these criteria; it is
almost always allocated to impoverished
individuals who are either living without a
home or are experiencing some form of
housing stress, its construction is labour
intensive and it has immense long term social
benefit by directly reducing the rate of
homelessness30.

Concluding Remarks
The response to the Covid-19 pandemic has
been multi-faceted, combining government
directives, monetary policy and fiscal
investment to combat the social and
economic impacts of the crisis. Australia has
responded efficiently with a range of
initiatives similar to those seen throughout
many developed economies. Collectively,
these programs will burden these nations with
a significant amount of new debt, but interest
rates appear sufficiently accommodative to
support this weight. Australia, like many
countries, has much to mourn, and as the
world begins to heal from the pandemic there
will undoubtedly be a number of scars left
behind. But from this there is an opportunity
for socially positive investment to take root,
and this is a silver lining that will hopefully
shape the future of many countries moving
forward.
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