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Abstract

The Australian JobKeeper wage subsidy is an unprecedented public policy response
to a once in a century health and economic crisis induced by the COVID-19 pandemic.
The focus of this paper is on the efficacy of the Australian JobKeeper program design,
including how well it meets its overall objective of retaining employer-employee
matches; how well it is targeted relative to the needs of both businesses and workers;
and the adequacy of JobKeeper as a wage replacement scheme. We consider both the
original JobKeeper design, JobKeeper 2.0 and a series of alternative wage subsidy
designs that we believe would more effectively target both employers and workers,
incentivise a reallocation of labour and support a faster economic recovery.
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1. Introduction

The COVID-19 pandemic not only represents a serious health crisis, it also induced
an economic crisis the scale of which has not been seen since the Great Depression.
Australia’s response was reasonably swift with state leaders playing a pivotal role.
Travel bans were the initial focus of early efforts to reduce infections, with quarantine
requirements for foreign nationals coming from mainland China, and subsequently
Iran, initiated in February and March (Australian Department of Home Affairs,
2020; Australian Department of Health, 2020a). At the end of February, a national
emergency health response plan was activated by the Federal government.

The World Health Organization declared COVID-19 a pandemic on 11
March 2020 (World Health Organization, 2020), prompting several state and territory
governments to declare a state of emergency, and for further travel restrictions and
quarantine rules, along with restrictions on gatherings of over 500 people to be put
in place. In just a weeks’ time, a ban on non-residents entering Australia (20 March
2020) and non-essential services (21 March 2020) was put in place across the nation
(Morrison 2020a; Morrison 2020b).

By this time, Australia’s major airline — Qantas had announced that it
would stand down two-thirds of their 30,000 employees.' Several major Australian
companies quickly followed suit, with daily announcements in the final week of
March of thousands of workers being stood down.? Within just a week, the Australian
economy had shed tens of thousands of workers, with estimates of job losses of over
600,000 workers in the immediate fallout, and the unemployment rate rising to 13.1
per cent by August 2020 (Cassells et al. 2020).

The speed of the economic contraction has never been seen before, even in
the bleakest of downturns. The significant early 1980s and 1990s recessions saw the
unemployment rates double, peaking at 10.1 per cent and 11.0 per cent respectively.
However, it took two to three years in each downturn for unemployment to reach these
heights (Cassells and Duncan 2020a). Even in the Great Depression, the nearest economic
shock of any comparable scale to the current COVID-19 pandemic, the unemployment level
in Australia took three years from 1929 and 1931 to double from 10 to 20 per cent (Gruen
and Clark 2009). This illustrates just how unique and urgent a problem policymakers were
facing, particularly as the current downturn was unrelated to any typical business cycle
effects but instead induced by the regulatory response to COVID-19.

Inresponse to the economic fallout policy supports were put in place to support
households, businesses and workers, all designed and announced in a very short time
period. At a federal level, this commenced on the 12 March, with a GFC-style $750
stimulus payment for low income households who were at that time in receipt of
specific government payments including Age Pensioners. The merits of the timing of

1  On the 19th March, Qantas announced that it would stand down two-thirds of its 30,000
employees.  https://www.abc.net.au/news/2020-03-19/qantas-to-stand-down-two-thirds-of-
employees-due-to-coronavirus/12069876

2 This included Star Entertainment Group standing down 9,000 workers; Viva Leisure over
1,000; Myer 10,000; Mosaic Brands 7,000; Flight Centre Travel Group 3,800; Premier
Investments 6,000; Accent Group 6,000; Michael Hill 1300; and Virgin Australia 10,000
workers among others.


https://www.abc.net.au/news/2020-03-19/qantas-to-stand-down-two-thirds-of-employees-due-to-coronavirus/12069876
https://www.abc.net.au/news/2020-03-19/qantas-to-stand-down-two-thirds-of-employees-due-to-coronavirus/12069876
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these payments as a first response directed at welfare recipients whose circumstances
were largely unchanged - they were not at this time facing any additional cost of living
pressures than they were prior to the lockdown — are something to be reflected on,
especially at a time when economic activity was trying to be suppressed. At the same
time, small business grants of $25,000 and a 50 per cent wage subsidy for apprentices
and trainees were announced (Morrison and Frydenberg 2020).

Ten days later on the 22 March more economic support was announced by
the Federal government, including early access to superannuation, up to an amount of
$10,000, and a doubling of unemployment benefits (JobSeeker), from $550 to $1,100
per fortnight at an estimated cost of $66bn (Morrison and Frydenberg 2020b).

Just over a week later on March 30, the Australian Treasurer announced one
of the largest single policy responses in Australia’s history: JobKeeper (Morrison and
Frydenberg 2020). At an estimated cost of $130bn, and an expectation that this would
support almost half the workforce for the next six months, the JobKeeper program was
a huge commitment by the Australian government to support businesses and workers.
Within a two week window the government had committed to invest over $320 billion
or 16.4 per cent of GDP to try and deal with the economic fallout of the COVID-19
crisis (Morrison and Frydenberg 2020).

As the crisis extended over the following months and it was clear that
businesses and workers would need ongoing support, an announcement to extend
JobKeeper was made on the 21st July for a further six months until March 20201 at an
estimated cost of $16.6bn (Morrison et al. 2020).

The focus of this paper is on the efficacy of the Australian JobKeeper program
design, including how well it meets its overall objective of retaining employer-
employee matches; how well it is targeted relative to the needs of both businesses and
workers; and the adequacy of JobKeeper as a wage replacement scheme. We consider
both the original JobKeeper design, JobKeeper 2.0 and a series of alternative wage
subsidy designs that we believe would more effectively target both employers and
workers, incentivise a reallocation of labour and support a faster economic recovery.
This includes the removal of the cliff that businesses and workers face when turnover
loss reduces below 30 per cent, retaining the employer-employee match through
minimising eligibility exclusions and targeting more effectively through providing a
wage replacement commensurate with current wages.

2. The JobKeeper Subsidy - a short-time wage subsidy
The JobKeeper scheme is unlike most traditional wage subsidies, which generally seek
to address a labour market failure where workers face significant barriers that prevent
them from gaining employment. Wage subsidies of this nature can be categorised as
a hiring subsidy, and are one of the most common forms of Active Labour Market
Policy. These programs gained significant traction in the 1970s and 1980s as a policy
response to slower growth and rising unemployment in many countries (Organisation
for Economic Cooperation and Development (OECD) 1996).

Borland (2016) provides a review of wage subsidies from an Australian
perspective and defines these as a direct or indirect monetary transfer to an employer
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which is linked with the hiring of a new worker. The Department of Education
Skills and Employment (2020) provide a similar definition, but focus primarily on
direct monetary transfers. An alternative characterisation is to divide demand-side
employment policies into ‘hiring subsidies’ and ‘wage subsidies’. The European
Commission (2012); (2014) argue that wage subsidies refer to direct payments
to employers to either retain or hire more workers, and that hiring subsidies
encompass both direct and indirect payments with a focus on reactivating the long-
term unemployed. Brown and Koetti (2015) also separate such programs into wage
subsidies and hiring subsidies, referring to wage subsidies as payments designed to
maintain existing employment, and hiring subsidies as payments designed to hire job
seekers.

The JobKeeper scheme does not fit squarely into either of these standard
definitions, having the overall aim of retaining people in employment who are not
necessarily suffering from any type of human capital deficiency or standard employment
barrier. Instead, JobKeeper serves the purpose of providing temporary financial
support to ameliorate what is expected to be a temporary shock to the labour market
and reduction in labour demand. These types of ‘short-time work’ or ‘temporary wage
subsidy’ were used during the Global Financial Crisis and have multiple objectives
including retaining employer-employee matches, preventing mass job losses and
supporting economic recovery (International Labor Organization (ILO) 2020).

At the time of writing, more than fifty countries had implemented some
form of short-time wage subsidy scheme in response to the COVID-19 pandemic.
These countries span Europe, the Asia-Pacific and North and South America. For
Australia, the JobKeeper package was the first time a short-time wage subsidy like
those used during the global financial crisis in other countries had been introduced.
This meant that the original JobKeeper subsidy was designed and implemented rapidly
- announced only 10 days after travel bans on non-residents were introduced.

The Australian JobKeeper legislation passed on April 9th, 2020 under the
Coronavirus Economic Response Package (Payments and Benefits) Act 2020 (Cth)
and was subsequently updated to its current version on May 1st, 2020. Under the
original JobKeeper scheme, eligible employers receive $1,500 per fortnight for each
eligible employee for the 6 months between 30 March 2020 and 27 September 2020.
The first JobKeeper payments were delivered in the first week of May with payments
backdated to the 30th March (Australian Taxation Office (ATO)) 2020 #80). Like
almost all country wage subsidy schemes implemented at the time, JobKeeper was
designed as a direct grant paid to the employer with various eligibility and regulatory
criteria placed around the design.?

Employer eligibility

Eligibility is primarily based around turnover loss, where businesses with an aggregate
turnover of less than $1 billion are deemed to be eligible for JobKeeper payments
if they have, or expect to have, a fall of at least 30 per cent in GST turnover. For

3 A number of other subsidies pay the subsidy directly to the employee, including Thailand,
Argentina, Chile and Uruguay (See (International Labor Organization (ILO), 2020 #41)).
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businesses with an aggregate turnover of more than $1 billion, the threshold loss in
turnover is at least 50 per cent (Australian Department of the Treasury 2020a).

A number of other eligibility exclusions and exceptions were applied. Large
banks subject to the Major Bank Levy, along with government departments are
ineligible for the subsidy. Charities and not-for-profits on the other hand only required
an estimated fall of 15 per cent in GST turnover to be eligible for the subsidy, however
universities and non-government schools despite their not-for-profit status were
excluded from this lower threshold.

Employer eligibility criteria is similarly applied across most temporary wage
subsidies that were launched around the world at the same time. In most countries
(including Australia), all enterprises are eligible for their respective subsidy as long
as they are registered within the country, but government agencies are often excluded
or limited. Enterprises are generally required to show that they are facing economic
difficulties as a result of COVID-19 at a particular point in time.*

Most countries that have implemented a temporary wage subsidy also
determine if a business is facing economic difficulties by setting a level of revenue
decline that must be met. This level is typically set between 20 and 50 per cent, often
varying depending on the business size (ILO 2020). Another common method is to
base enterprise eligibility on decreases in working hours or in the number of people
employed, as is the case in Germany (German Federal Ministry of Labour and Social
Affairs 2020) and France (Service Public France 2020).

Employee eligibility

Employee eligibility for JobKeeper requires employees to be employed by their
employer as of the 1 March 2020, and to have been with this employer for at least 12
months prior. Employees are also required to be an Australian or New Zealand citizen,
permanent resident, or hold a special category visa’® at March 1,2020 (Whiteford 2020b).
Employees who hold multiple jobs are only able to receive one JobKeeper payment,
and employees who are currently receiving Parental Leave Pay are also not entitled to
receive the JobKeeper payment (Australian Department of the Treasury 2020).

Many other countries also exclude short-term casuals, with employees
generally having to be employed for a specific amount of time, or at a specific point
in time to be deemed eligible. In Sweden for example, those employed for less than
three months are ineligible. It is also common for countries to exclude unregistered
workers, non-citizens or non-permanent residents from short-time work subsidies. For
example in New Zealand and Singapore, only permanent residents, citizens, or those
on specific visas are eligible for the subsidies (Morrison and Frydenberg 2020; New

4 Employers are required to estimate their actual or expected decrease in turnover relative
to a comparable period, generally compared to the same period (either month or quarter) a
year ago. If they meet eligibility requirements JobKeeper is paid in respect of the period that
turnover is expected to fall. The Australian Taxation Office offers a Basic and Alternative test
to satisfy decrease in turnover, with modifications for labour hire firms and Universities.

5  Special Category Subclass 444 visas apply exclusively to citizens of New Zealand. The visa is
issued on arrival to Australia, and only requires a New Zealand citizen to present a valid New
Zealand passport (Services Australia, 2020).
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Zealand Ministry of Social Development 2020). Although the majority of subsidies
are paid to keep employees in work, some countries only pay the subsidy if workers
are temporarily stood down or laid off, such as in the UK and Korea.

Employee retention conditions

The majority of temporary wage subsidy schemes also have employee retention
conditions, which fall into two main categories. First are schemes which only require
employers to keep employees on the payroll over the period of the subsidy, such as
in New Zealand, Australia, Germany, Ireland and the USA. Second are schemes
that require employers to keep employees on the payroll for a period longer than the
subsidy. For example, in France and Brazil, employees must retain their job for twice
the period of the scheme. Some countries have also introduced temporary prohibition
of dismissals. For example, in Argentina, employees cannot be dismissed or laid off
for a 60-day period from 31 March 2020. Italy and Spain have also introduced similar
measures. Within Australia an employer can dismiss an employee receiving JobKeeper,
by applying the standard rules of ending employment (FairWork Ombudsman 2020).

Most schemes also have conditions regarding the minimum amount an
employer must pay an employee, normally set at a percentage of an employee’s normal
wage. For example, in the USA salaries cannot fall by more than 25 per cent for an
employee who had a wage lower than $100,000 in 2019. In Sweden, employees must
receive between 88-96 per cent of their normal wages. In France employees must
be paid at least 70 per cent of their normal gross salary. Many other countries have
implemented similar measures, generally requiring employers to pay between 50 and
96 per cent of an employee’s normal wage. In addition to this, there is often a minimum
payment floor, which is generally set at or around the minimum wage. In Australia,
employees are required to receive at least the subsidy as payment, however, employers
are not required to pay anything beyond that.

Across most countries, subsidy amounts are typically set to a proportion of
a worker’s regular wage, with most countries choosing a level between 60-80 per
cent. In the UK, up to 80 per cent of a furloughed employees monthly wage can be
subsidised. In Germany, subsidies range from 60 to 87 per cent depending on whether
employees have children and how many months the scheme has been operating. In
France, employers will receive a subsidy equal to 70 per cent of an eligible employee’s
wage. Similarly, eligible employees in Belgium will receive 70 per cent of their average
earnings up to a cap. In Sweden, employers can effectively receive a subsidy ranging
from 88 to 96 per cent depending on their circumstances.

Very few countries have opted to pay the wage subsidy as a flat rate rather
than as a proportion of a worker’s wage. Australia is one exception, with an initial
JobKeeper rate set to $1,500 per fortnight. New Zealand also sets a flat rate but
differentiates payments for full and part-time workers — those working under 20 hours
per week and those working 20 hours per week or more.

Duration and Administration

The JobKeeper scheme was initially expected to subsidise the salary of more than
6 million workers for a six month period, dating from the 30 March 2020 to the 27
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September 2020 (Australian Department of the Treasury 2020a). The value of this
package represents almost half of the entire wage bill ($286bn) of Australian workers
over a six month period, and almost 7 per cent of annual GDP (Cassells and Duncan
2020a).

The duration of the subsidy varies between countries but generally ranges
between 3-12 months, with many countries putting in place an extension. However,
some countries such as Greece provide wage subsidies as a one-off payment.

The schemes are usually funded through general taxation and government
spending, but administration of the schemes vary widely. The central revenue collection
agency is a common administrator of these schemes, as seen in Australia, Canada,
Ireland and the UK. Other common administrators include Federal employment
agencies as is the case in Germany, and social security agencies.

JobKeeper 2.0

Following a review of the JobKeeper wage subsidy in June, the Australian government
announced a JobKeeper extension to March 2021, in a modified form that introduces
a two-tiered weekly payment of $600 per week for eligible workers employed for 20
hours per week or more, and $375 for employees working less than 20 hours per week,
up to December 2020. These two subsidy rates will further reduce to $500 and $325
respectively from 1 January 2021. JobKeeper eligibility for businesses for both periods
will require businesses to meet the turnover test relative to a comparable period, which
is typically defined as the corresponding quarter in 2019. We note that by the time
the JobKeeper extension is set to end, which is March 2021, a comparable period of
revenue decline will extend past a twelve month period. Comparing revenue in the
June quarter 2021 with the June 2020 quarter would not be practical.

However, the turnover loss criteria for JobKeeper 2.0 eligibility remain the
same as for the original JobKeeper scheme, with most businesses having to show a
real or expected turnover loss of 30 per cent or more compared to the same month or
quarter in the previous year.

3. A critique of the JobKeeper design

Designing large-scale policies in a rapid time frame will inevitably lead to a number
of design flaws. JobKeeper is no exception. In this section we highlight what we see as
the most significant flaws of JobKeeper with respect to principles of adequacy, equity,
efficiency and simplicity. We note that some of these features have been addressed to
an extent with JobKeeper 2.0; but a number remain and require attention for future
iterations and refinements. We begin by examining the current level of JobKeeper
support across industries relative to their impact and how well this has been targeted.

Targeting Relative to Need

As of the 10 June 2020, more than 3.3 million workers across 896,000 businesses were
in receipt of JobKeeper — just over half the original estimated coverage (Senate Select
Committee on COVID-19 2020). The majority of these workers were employed in
the Professional, Scientific and Technical Services sector, followed by the two largest
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sectors — Health Care and Social Assistance sector and Construction. Together, these
sectors comprise almost one-third of JobKeeper recipients with between 22 and 36 per
cent of their respective workforces receiving a wage subsidy.

The effectiveness of JobKeeper in targeting sectors and supporting businesses
and workers that have been most impacted by COVID-19 can be assessed to a
degree through examining targeting relative to need. Treasury have stated in their
recent review that JobKeeper has been well targeted with businesses in receipt of
JobKeeper experiencing an average decline in turnover of 37 per cent compared to
other businesses (Australian Department of the Treasury 2020c). However averages
can mask underlying industry distributions and Treasury estimates do not include
businesses and sectors that are automatically excluded from JobKeeper eligibility, yet
facing substantial revenue loss such as the Higher Education sector.

We assess targeting relative to need by comparing JobKeeper receipt to
businesses which reported decrease in revenue sourced from the ABS Business
Indicators survey, noting that these data also have limitations (Figure 1). If JobKeeper
is well targeted, we could expect industries with the largest proportion of business
experiencing a fall in revenue to also have the largest share of workers in receipt of
JobKeeper. To some extent this is the case. The Arts and Recreation sector has a high
level of worker coverage relative to decreases in business revenue.

At the other end of the distribution, businesses operating in Mining and the
Finance and Insurance sector report very low levels of revenue loss and similarly low
levels of JobKeeper uptake. However, there are a number of noticeable outliers. More
than 50 per cent of businesses in the Education and Training sector have recorded
substantial revenue loss — half greater than 25 per cent compared to a year ago —
yet only 12 per cent of workers in the sector are covered. Information Media and
Technology and Accommodation and Food services also have a high proportion of
businesses with revenue losses of more than 25 per cent, but relatively low coverage
of workers in receipt of JobKeeper. Lower employee coverage in the Accommodation
and Food services sector is likely to be related to the larger share of ineligible workers
(short-term casuals).

We note the limitation of this analysis and that average business size within
each sector will play a substantial role. Notwithstanding this limitation, the analysis
offers some type of evidence of JobKeeper being reasonably well targeted, but that
there are significant coverage gaps that are concentrated in particular sectors and sub-
sectors. The childcare sector is one such example, where disruption and revenue losses
are likely substantial, yet JobKeeper was withdrawn earlier.
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Figure 1: JobKeeper recipients and business reports of revenue declines
by industry
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Source: Bankwest Curtin Economics Centre | Authors’ calculations from ABS Business Impacts survey and Senate Select
Committee on COVID-19.

Preserving the employer-employee maitch

One of the key objectives of the JobKeeper program is to preserve the employer-
employee relationship, enabling businesses to reopen quickly and reducing hiring and
training costs that may accrue to both agents. Specifically, the Australian Government
announced that JobKeeper will: ‘support employers to maintain their connection to
their employees. These connections will enable business to reactivate their operations
quickly — without having to rehire. (Australian Department of the Treasury 2020b).
However, by its own design JobKeeper distorts and breaks pre-existing employer-
employee matches. It does this in two ways. First, by explicitly excluding employee
and employer groups from eligibility, including multiple job holders, short-term
casuals and temporary visa workers. Second, through its original flat rate design,
which induces responses to change pre-existing arrangements, including increasing
weekly hours of work to match higher wages.

Exclusion of employer and employee groups

The exclusion of certain employer and employee groups challenges the overall efficacy of
the JobKeeper design and its primary objective of retaining existing employer-employee
matches. Short-term casual workers — workers who have been employed for less than
twelve months with their current employer — are excluded from JobKeeper eligibility.
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These workers number around 1 million and make up 40 per cent of Australia’s total
casual workforce, signifying the importance of this group of workers in supplying
flexible labour to the Australian labour market. Short-term casuals are concentrated
in the hospitality, retail, health care and construction sectors, which together account
for almost half of all short-term casual workers (Cassells and Duncan 2020b). These
sectors have also been among the most adversely impacted by the pandemic and
associated regulatory responses, particularly retail and hospitality (Figure 1).

Arguments for excluding short-term casuals include the greater likelihood of
unemployment benefits (JobSeeker) providing adequate income replacement for lost
earnings at $550 per week. However, similar proportions of short and long-term casual
workers earn under this amount and 45 per cent of short-term casuals are earning
above $550 per week (Cassells and Duncan 2020b). A further argument for exclusion
is to preference workers with longer attachment to their employer and greater firm-
specific knowledge that has been accumulated over a longer period. However, the
nature of short-term casual workers being more likely to concentrate in heavily
impacted sectors means that both workers and employers are penalised in their ability
to access a wage subsidy that was ostensibly intended for them.

The majority of temporary visa holders are also excluded, with a similar effect.
This group of workers number almost 1.1 million people® and are also concentrated
in sectors that have been heavily impacted. While most countries also exclude non-
citizens from their respective short-time wage subsidy programs, the exclusion of
this group from JobKeeper eligibility again limits the number of employer-employee
matches that can be retained.

Limiting JobKeeper eligibility to a single job also compromises employer-
employee matches. There were more than 2.1 million workers in Australia who held
more than a single job in 2016-17, and of these 410,00 held three jobs (Australian
Bureau of Statistics 2019). Like short-term causal workers and temporary visa holders,
multiple job holders are concentrated within and across industries that have been
severely impacted. Many of these workers have had to choose which job to keep their
attachment to in order to receive JobKeeper, again restricting the employer-employee
match. This restriction also penalises employers who are more likely to employ
multiple job holders. As a result, the number of multiple job holders has decreased
by 39 per cent between the 14th March and 30th May 2020 (Australian Bureau of
Statistics 2020b).

Ultimately the exclusion or limiting of these three groups, which together
number some 4.2 million workers, and who are concentrated in some of the most
affected sectors, works against the over-arching objective of retaining employer-
employee matches. It is also likely that the exclusion of these groups and their
concentration in businesses and sectors that have faced the most disruption is part of
the reason why original JobKeeper estimates have never been realised.

6 https://www.sbs.com.au/news/australia-s-temporary-visa-holders-remain-locked-out-of-
jobkeeper-and-jobseeker


https://www.sbs.com.au/news/australia-s-temporary-visa-holders-remain-locked-out-of-jobkeeper-and-jobseeker
https://www.sbs.com.au/news/australia-s-temporary-visa-holders-remain-locked-out-of-jobkeeper-and-jobseeker
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Flat rate structure - simple on the surface, complex in responses

it invokes

The flat rate structure was one of the unique aspects of the original JobKeeper wage
subsidy design. Of the more than fifty countries that have introduced emergency
wage subsidies over the course of the pandemic, none paid a single rate to all eligible
workers regardless of their normal wage or employment status. New Zealand’s was the
closest to the Australian design, but differentiates payment by part-time and full-time
work status.

There are a number of reasons why a flat rate structure would be introduced,
including simplicity; minimising the administrative burden of the payment and the
ease at which the subsidy can be policed; and the constraints imposed by the $550 per
week Coronavirus Supplement to the JobSeeker unemployment payment.

On the surface, the JobKeeper program gives the impression of a simple
design. Most firms had to show a (real or expected) decrease in turnover of 30 per cent
or more, and in return received a flat rate of $750 per eligible worker. However, the
original flat rate introduces a level of complexity — and inequity - for both employer
and employees that could have been avoided. This complexity is passed from the
administrator to employers and employees, through introducing a wage floor that
in many instances is set at a level significantly higher than current wages received.
This also creates a level of inequity between full and part-time employees, where
a part-time worker on 15 hours per week effectively has access to the same weekly
wage as their colleague who may still working a 35 hour week. This design feature
also represents an inefficient allocation of resources — higher wage earners generally
receive less and lower wage earners more. It also means that employers are left with
having to address employee inequality and employees with potentially less bargaining
power than before.

JobKeeper 2.0 and the new two-tier part and full-time rate addresses these
issues to a degree, creating greater equity between full and part-time workers and
more effective targeting. However, as the part and full-time rates will be based upon
an employee’s part and full-time status dating back to February 2020, this means
that any new employer-employee working arrangements will now need to be undone,
which again introduces another level of complexity and inequity. This also heavily
disadvantages former multiple job holders that have had to reduce the number of jobs
they hold in order to access JobKeeper. As of October 2020 they will now be required
to move to a part-time JobKeeper payment level of $375 per week — reducing to $325
in January 2021 — without additional wages from their second or third job that would
have formed a significant component of their weekly income prior to the pandemic.
This is a significant flaw of the new JobKeeper 2.0 design and is at odds with the
statements by Treasury that use multiple job holders losing their job as the justification
of the original $750 flat rate.

Constraining Economic Recovery

The effectiveness of short-time wage subsidies in achieving their principal objectives
has been examined in a number of studies. Most of these studies have focused on the
use of short-time work subsidies during the global financial crisis. For example, Hijzen
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and Venn (2011) using a difference-in-difference approach assess the impact of short-
time work across 16 OECD countries during the financial crisis and find that overall
short-time work schemes played an important role in preserving employment during
the downturn, particularly in Japan and Germany.” However, the authors also note that
the workers that were most likely to benefit were those on permanent contracts and that
these benefits were likely to be limited to the crisis period and that short-time work
schemes run the risk of supporting jobs that would have otherwise been maintained.
The authors also caution against short-time work becoming a barrier to economic
recovery by hindering labour reallocation, stating that “...the main concerns about
STW schemes relate to their potentially adverse impacts on the vigour of employment
growth during the recovery and economic restructuring in the longer run.” (Hijzen
and Venn p.36). In a follow-up study Hijzen and Martin (2012) provide evidence for
this hypothesis, finding a negative impact of short-time work on recovery efforts,
speculating that it impedes the efficient reallocation of jobs. Boeri and Bruecker
(2011) also find evidence of a negative effect of short-time work on employment during
recovery resulting in an increase in job losses and state that short-time work ‘can only
be effective in the presence of severe recessions’(p.39). Cahuc and Carcillo (2011)
also put forward this argument and recommend design features that reduce adverse
impacts including a commitment to ‘stable’ short-time work rules to be applied.

The obstruction of efficient reallocation of labour is a pertinent issue for
economic and labour market recovery. As argued by Boeri and Bruecker (2011), a
short-time work wage subsidy effectively operates as a labour hoarding device and
will ultimately reduce productivity. Within the Australian context, this was raised
early on by Ma et al. (2020), who argued that the introduction of a wage subsidy
represents a risk to economic recovery through ‘locking in old lower-value economic
arrangements’ and hampering new higher value arrangements and industry and job
creation. This has also been acknowledged in the recent Treasury review of JobKeeper
(Australian Department of the Treasury 2020c).

The potential for JobKeeper to constrain economic recovery and productivity
is a reality that needs to be considered. To contend with this, Boeri and Bruecker
(2011) note the importance of short-time wage models being able to adapt to changes in
economic conditions. The reduction of JobKeeper 2.0 payment rates in October 2020
and again in January 2021 pre-empts such changes in economic conditions. However,
there is a strong possibility that recovery may be much further away. Incorporating
a design characteristic that responds to economic conditions as they arise is a more
organic way to support businesses through recovery and will help minimise employer
incentives to restrict economic activity and recovery. We offer some of these options
in the next section.

7 Hijzen A and Venn D. (2011) The Role of Short-Time Work Schemes during the 2008-09
recession. OECD Social, Employment and Migration Working Paper No.115. Paris: OECD
Publishing, 1-45. estimate the average jobs impact at a national level to be 234,821 for Germany
and 416,095 for Japan, but note that these estimates are an upper limit.
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A better JobKeeper design

Lessons can be drawn in Australia from temporary wage subsidy designs that have
been introduced in other countries. Indeed, this is already the case, with the JobKeeper
2.0 design matching elements of the two-tier wage subsidy introduced in New Zealand
in March 2020.

As noted in the Australian Treasury JobKeeper review, “...it may be possible
to introduce a two-tiered payment system, as in NZ, based on working hours where
part-time employees receive a lower payment, with part-time defined by an hours
threshold — in NZ this is below 20 hours per week.” (Australian Department of the
Treasury, 2020c¢).

Nevertheless, JobKeeper 2.0 still suffers from a number of design limitations
and weaknesses relative to other potential measures.

The first relates to the efficiency with which the payment is targeted. The flat-
rate payments in JobKeeper create an arguably undesirable situation in which lower-
paid, principally part-time workers receive more in subsidy than they were previously
paid in their normal work (Cassells and Duncan 2020a).%

The second is that the single 30 per cent turnover loss threshold remains as the
key eligibility criterion, retaining the same disadvantages as the original JobKeeper
scheme.

An alternative JobKeeper design could take the form of a proportionate wage
subsidy of up to 100 per cent of the normal wage, with the government’s contribution
capped at a maximum payment rate rather than as a flat-rate. Such a capped wage
subsidy model is more tailored, and provides a more targeted and efficient wage
replacement system. And employers can still choose to pay the gap between the
government subsidy and an employer’s normal wage.

8 The New Zealand wage subsidy protects against overpayment, stipulating that “employers
must pass the full value of the relevant subsidy received onto the employee, except where
a person’s wages or salary are normally less than the relevant subsidy rate. In [this] case,
employers must pay them at least their normal wages. Employers can use any excess subsidy
to help pay the wages of other affected employees.” See https://www.employment.govt.nz/
leave-and-holidays/other-types-of-leave/coronavirus-work place/wage-subsidy


https://www.employment.govt.nz/leave-and-holidays/other-types-of-leave/coronavirus-workplace/wage-subsidy
https://www.employment.govt.nz/leave-and-holidays/other-types-of-leave/coronavirus-workplace/wage-subsidy
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Figure 2: Temporary wage subsidies: selected international designs
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Notes: All wage subsidies are converted to AUD for comparison with Australia’s JobKeeper and JobKeeper 2.0. The shaded
triangle covers the area for which the wage subsidy value would exceed normal weekly earnings.
Source: Bankwest Curtin Economics Centre | Authors’ calculations from various sources.

4. A modelling framework

We create a modelling framework that provides a basis to simulate entitlements to
alternative JobKeeper subsidy designs over the course of transition to economic
recovery. Our approach captures variation in the incidence of alternative wage subsidy
designs by sector, and takes account of the potential trajectory of recovery over an 18
month period from October 2020 to March 2022, as a means to simulate changes in
wage subsidy costs and entitlements over time.

The empirical analysis in this paper takes advantage of a detailed simulation
of the Australian workforce, using the BCEC model SELMA. This environment
captures full variations in wages, labour force status and workforce composition across
detailed industry and occupation classifications, and provides a basis to model the
costs and distributional impacts of alternative wage subsidy designs. Our experimental
set up is as follows:

Turnover loss by industry sector

Industries are ranked according to the degree of impact that businesses within each
industry group have experienced as a result of the COVID-19 pandemic. Specifically,
we attach a series of empirical distributions of turnover losses TAe to ANZSIC three-
digit industry groups that have either faced direct closure (DC) or have been indirectly
significantly impacted (IC) by the COVID-19 contraction. The same approach is
applied to industry groups that have suffered medium (ME), low (LE) or very low
(VLE) effects as well as those considered essential services (ES).

9  The Simulation Environment for Labour Markets in Australia (SELMA).
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The turnover loss distribution f(T€) for each industry group is modelled
to be log-linear in form for impact levels ¢ = DC, IC, ME, LE, VLE, ES so that
In(T¢) ~N (e, 02). These distributions provide a basis to simulate the likelihood of
business turnover falling by x per cent or more relative to the pre-COVID-19 period:

Pr(Te>x|e)=1—-FE(x)=1-® (ln(x)—_”"’> )

e

One eligibility criterion to qualify for JobKeeper support requires most
Australian businesses to demonstrate a projected loss in turnover of 30 per cent or
more against the relevant comparison period in 2019 (either the same quarter or the
same month in the previous year).!”

Given the assumed turnover loss distributions, the probability of JobKeeper
qualification can therefore be projected as Pr (T¢>0.3 |e) =1 — F,(0.3), which
varies according to the estimated degree of impact of COVID-19 on each industry
group.

The means and variances of each turnoverloss distribution f (T ¢) are calibrated
to replicate as closely as possible the job losses and observed JobKeeper caseloads by
industry sector as at 10 June 2020 (Senate Select Committee on COVID-19 2020), as
well as the self-reported impacts on revenues felt by businesses using data from ABS
labour force and business surveys (Australian Bureau of Statistics 2020a)."

10 Exceptions to this rule include businesses with turnover in excess of $1bn, for which a
demonstrated 50 per cent loss is required, and registered charities for which 15 per cent fall in
turnover is required.

11 The parameters of each turnover loss distribution are calibrated to minimise the sum of
squared differences between observed and simulated JobKeeper caseloads across industry
sector, weighted by sector employment.
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Figure 3: Simulated distributions of turnover loss from COVID-19
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Notes: Simulated turnover loss distributions are calibrated to minimise the sum of squared differences between observed and
simulated JobKeeper caseloads across industry sector, weighted by sector employment size.
Source: Bankwest Curtin Economics Centre | Authors’ calculations using SELMA

Applying these turnover loss distributions to the 474 detailed groups in the
ANZSIC three-digit industry classification leads to the simulated counts of JobKeeper
recipients by broad industry sector shown in Figure 4. The fit is strong — a test of
the similarity between simulated and observed JobKeeper counts using Pearson’s chi-
squared test yields a test statistic of 0.1927 (p-value = 0.0000).

Figure 4: Reported and simulated number of JobKeeper recipients,
as at 10 June 2020
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Source: Bankwest Curtin Economics Centre | Authors’ calculations using SELMA
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Importantly, the representation in equation (1) provides us with the capacity to
simulate not just the distribution of turnover losses across industry sub-sectors and the
likelihood of wage subsidy support under current and alternative eligibility criteria, but
also the potential trajectories of economic recovery as the COVID-19 situation relaxes.

We assume a series of recovery pathways over at least 18 months for industries
impacted to different degrees by the COVID-19 pandemic. These are reported in Table
1 and represented graphically in Figure 5.

Table 1: Projected COVID-19 recovery pathways

Extent of recovery to pre-COVID level

COVID-19 Initial likelihood After After After

impact category of 30% turnover loss 6 months 12 months 18 months

Direct impact (DC) 64.7% 70% 85% 95%

Indirect impact (IC) 34.9% 75% 90% 99%

Medium effect (ME) 54.6% 75% 90% 99%

Low effect (LE) 19.6% 75% 90% 99%

Very low effect (VLE) 14.8% 80% 90% 99%

Essential service (ES) 10.0% 85% 95% 99%
Notes: Initial likelihoods of 30% + turnover loss probabilities based on calibrated log-normal turnover loss distributions shown
in Figure 3.

Source: Bankwest Curtin Economics Centre | Authors’ calculations using SELMA

Figure 5: Simulated trajectories for economic recovery post-COVID-19
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Notes: Initial likelihoods of 30% + turnover loss probabilities based on calibrated log-normal turnover loss distributions shown
in Figure 3. Trajectories parameterised using the economic recovery schedules in Table 1.
Source: Bankwest Curtin Economics Centre | Generated using BCEC’s SELMA labour market environment.
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Earnings distributions by occupation

Patterns of employment across Australian businesses over the course of
economic recovery are assessed using information from detailed counts of ANZSCO
four-digit occupations for each ANZSIC three-digit industry classification.'

The distributions of wages wy, for full-time and part-time workers in each
occupation k is assumed to take a log-normal form In(wy) ~N (i, 62), with means
and standard deviations parameterised using information from the 2018 Employee
Earnings and Hours (EEH) and the 2017-18 Survey of Income and Housing (SIH)
surveys respectively.

The level of entitlement to wage subsidies for each industry sub-sector is then
generated by applying specific subsidy rules to the simulated wage distributions for
all occupations within that industry, weighted by their respective industry-specific
employment counts.

For a split-rate wage subsidy that provides Spy for workers whose usual
weekly hours hy, in occupation type k fall below some threshold (1, and Sg7otherwise,
the expected wage subsidy value is:

E(s | wg) = Pr(hy>h).E(s | hy>h) + Pr(h;<h).E(s | hy<h)
= Pr-Sert (1 — Pyy-Spr (2)

where Py represents the (fixed) conditional probability'* of full-time employment for
workers in occupation type k.

As an alternative design, we consider a wage subsidy s that replaces a
proportion o of workers’ wages Wy up to a single payment threshold w. The expected
wage subsidy paid in respect of workers in occupation type k under the assumption of
log-normality in the wage Wy can be derived as:

E(s | wg) = Pr(aw>w).E(s | aw,>w) + Pr(aw,<w).E(s | aw,<w)

= [1 ) (ln(g)—_“")] W+ (ln(g)—_”") E(s | aw,<w), 3)
Ok Ok
E(s | w<it) = ae* . @ (‘“@);:"‘”’3> /o (l“(%)k“”‘). @)

12 The distribution of occupation types for each industry group are drawn from the 2016
Australian Census of Population and Housing, scaled to current workforce size Australian
Bureau of Statistics. (2017) Census of Population and Housing, 2016. (ABS Cat.No. 2001.0).
Accessed through ABS Tablebuilder. Canberra: Australia.

13 For the empirical simulations of a split-rate wage subsidy, we treat the shares of part-time and
full-time workers for each occupation type k as fixed. A more complex approach could potentially
allow for some behavioural change in the propensities for part-time and full-time work from the
introduction of wage subsidies — driven by either employers’ or workers’ preferences.
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Projected wage subsidy costs and distributions
The expected cost E(S; | e) to the government of providing wage subsidies s to
businesses at each level of impact e for industry group i may be simulated by
aggregating the expected value of wage subsidy E(s | wy,) across all K occupational
types, and weighting by the probability of eligibility Pr(T¢>x | ¢) due to turnover
loss.

Given Ny, workers of occupation type k in industry group #, and using (1) to
(4), the expected cost for a wage subsidy design where eligibility is based on turnover
loss exceeding a single threshold x can be derived as:

B(S; | ©)=Pr(T¢=x | €). XK oy Ne, ECs | W), )

while the total cost to the government across all industry groups becomes:
E(S|e) =X Ny, -E(Si| o). (6)

As noted earlier, the initial JobKeeper design introduced by the Australian
government in April 2020 and the modified JobKeeper 2.0 design from October 2020
both include eligibility criteria for businesses based on a single turnover threshold.
Although simple in design, each suffers from the problem that eligibility for the
subsidy will entirely cease over the course of a business’s recovery when turnover
crosses that threshold.

This design feature creates a ‘cliff’ through the loss of potentially significant
wage subsidy support that may well affect the continued recovery of a business. Indeed,
the presence of this cliff could create an incentive for businesses to attenuate their
recovery activities in order to maintain entitlement to the subsidy. The incentive to
retain JobKeeper eligibility is also likely to be driven by continued market and trading
uncertainty the longer the pandemic and associated regulatory responses continue.
Businesses will develop speculative practices around future outbreaks and lockdowns
that will encourage them to retain JobKeeper for as long as possible.

An alternative wage subsidy design that mitigates this problem incorporates a
graduated series of support payments that vary according to the level of turnover loss.

Suchadesign provides for J distinct wage subsidy payments s; for j = 1, ..., J,
available to eligible workers in businesses with percentage turnover losses between
Xj—1 and x;, for x;_; < x; and x; = 1.

The probability of being eligible for subsidy payment s; then becomes:

Pr(s = sjle) = Pr(xj_; < T®<x;|e)

= (m) —o (M) (7

Oe Oe
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with a corresponding wage subsidy cost for industry group i given by:

E(S; | @)= Xk 21 Ni, - (T)-, Pr(xj_1<TF<x; | €) 5)). (®)

Empirical projections of cost measures (5), (6) and (8) are generated using
BCEC’s SELMA simulation environment for a series of wage subsidy designs.

5. Results: an evaluation of alternative wage subsidy
designs

In this paper, we compare a number of alternative wage subsidy designs. These include
the continuation of the initial $750 flat rate JobKeeper and the recently announced
JobKeeper 2.0 replacement, but also extend to a number of capped percentage wage
subsidies. We also compare designs that incorporate eligibilities using a single
turnover loss threshold with graduated rates depending on the level of turnover loss.
Further details of these alternatives are provided in Table 2.

Table 2: Alternative wage subsidies: simulation design details

Single revenue loss threshold Graduated revenue loss thresholds
Continuation JobKeeper 2.0 Percentage wage Graduated rate Percentage wage
of initial $750 (8600/$500 full-time,  subsidy (capped $600 subsidy subsidy (capped
JobKeeper design  $375/$325 part-time)  at $600/$375) (part-time at $375) at graduated rates)
For 30%+ For 30%+ For 30%+ For 30%+ For 30%+
loss in turnover  loss in turnover loss in turnover loss in turnover loss in turnover
e $750 flatrate  * $600 for full-time ¢ 100%/80% normal wage ¢ $600 for full-time ¢ 100%/80% normal wage
o $375 for part-time  * $600 cap (full-time) * $375 for part-time ¢ $600 cap (full-time)
 $375 cap (part-time) * $375 cap (part-time)
* $500 for full-time For 25-30% For 25-30%
* $325 for part-time loss in turnover loss in turnover
(from January 2021) * $400 cap (full-time) * 100%/80%

* $250 cap (part-time)  normal wage
* $400 cap (full-time)
* $250 cap (part-time)

For 20-25% For 20-25%

loss in turnover loss in turnover

* $200 cap (full-time) ¢ 100%/80%

¢ $125 cap (part-time)  normal wage
 $200 cap (full-time)
o $125 cap (part-time)

Notes: Each wage subsidy variant may be simulated in BCEC’s SELMA labour market model using relationships (1) through (8).

Our empirical evaluations compare wage subsidy designs according to (i)
overall costs; (ii) the efficiency in targeting wage costs; (iii) the distribution of costs
across industry sector; and (iv) the impact on a number of business case studies.
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Costings of alternative wage subsidy designs

The current JobKeeper scheme has cost around $34bn during the first three months
of its implementation to June 2020. We show this cost as a dashed line in Figure 6,
to serve as a benchmark against which to compare the quarterly costs of other wage
subsidy designs.

Figure 6 compares the projected costs of a series of wage subsidy designs
over four quarters from October 2020 to September 2021. Projections are based on
the costings methods shown in (6) and (7), and take account of the economic recovery
trajectories described in Figure 5.

Figure 6 Projected costs of alternative wage subsidy designs
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Notes: Costings and caseloads projections are underpinned by an economic recovery trajectory as outlined in Figure 5.
Source: Bankwest Curtin Economics Centre | Authors’ estimates using BCEC’s SELMA labour market model.

Single turnover loss thresholds
A continuation of the $750pw flat JobKeeper rate would cost $27.9bn over the three
months to December 2020 (Q4 2020) and $13.8bn during the quarter to March 2021
(Q1 2021). This represents a combined six-month cost of $41.7bn to end March 2021
(Figure 6). Under this scenario, we project the number of wage subsidy recipients
to reach 2,270,000 by December 2020, declining to 1,060,000 at the end of the first
quarter of 2021.

The Australian government recently announced that the original JobKeeper
will be replaced by the new split-rate JobKeeper 2.0 subsidy from October 2020, at an
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estimated cost of around $16.6 billion over six months to end March 2021.1 We project
that JobKeeper 2.0 will cost substantially more than the Australian government’s
estimate, around $19.4bn during Q4 2020 and $8.5bn during the quarter to March
2021 by which time the subsidy rate reduces to $500/$325. These combine to a six-
month cost of $29.7bn, some 68 per cent higher than the government’s projection. This
is because we predict caseloads to be higher than government projections due to a
slower economic recovery.

Graduated turnover loss thresholds

To overcome the entitlement ‘cliff” that comes from a single turnover threshold, we
also simulate the costs of wage subsidy designs that feature a graduated series of
payments that vary according to the level of turnover loss. These include a graduated
system under which wage subsidies of $600, $400 and $200 for full-time workers
(and $375, $250 and $125 for part-time workers) are payable for eligible workers in
businesses with turnover losses of 30 per cent+, 25-30 per cent and 20 to 25 per cent
respectively.

Predictably, reducing the severity of the entitlement cliff through graduated
subsidy payment rates will increase the costs of the wage subsidy scheme as more
businesses become eligible. Our projections suggest that the graduated wage subsidy
design would cost around $36.7bn in Q4 2020 and $25.4bn during Q1 2021 - a
combined cost of $62.1bn over six months. Nevertheless, the added costs do sit within
the original JobKeeper funding envelope.

Flat-rate versus proportionate wage subsidies

Most countries that have introduced a wage subsidy during COVID-19 have applied
a proportionate capped model (International Labor Organization (ILO) 2020). This
ensures that workers retain a level of salary commensurate with their productivity and
also assists in maintaining employer-employee match.

The aggregate costs of a proportionate wage subsidy are remarkably similar
to those of the revised JobKeeper 2.0 scheme. A capped 100 per cent wage subsidy for
workers in companies with turnover losses of 30 per cent or more, with subsidy caps
of $600 for eligible employees working 20 hours or more and $375 otherwise, would
cost around $17.8bn during Q4 2020 and $8.8bn during Q1 2021. This combines to a
six-month cost of $26.5bn.

The same is true of a proportionate wage subsidy with graduated thresholds
according to lost turnover. A 100 per cent wage subsidy scheme with graduated
payment caps for full-time and part-time workers depending on the extent of turnover
loss (see Table 2 for details) would cost $34.6bn over the course of Q4 2020 and
$24.2bn during Q1 2021.

14 These estimated costings were reported in a joint media release from the Australian Prime
Minister and Treasurer on 21 July 2020. Morrison S, Frydenberg J and Ruston A. (2020)
Media Release: JobKeeper payment and income support extended. Canberra: Australia.
Released 21 July 2020.
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Proportionate wage subsidies are more efficient at targeting support (and will
never provide more than a recipient’s normal wage) compared to a split-rate subsidy
scheme that will nevertheless pay more to some than their normal wage — a feature
we now turn to.

Targeting of wage subsidy support

Table 3 compares the shares of wage subsidy recipients who are projected to receive
more or less than their normal pay. Projections are shown for JobKeeper, JobKeeper
2.0 and a graduated rate subsidy scheme based on degree of turnover loss. We also
include projections of shortfall and excess payments for 100 per cent and 80 per cent
proportionate wage subsidy schemes using both single and graduated turnover loss
thresholds.

The results in Table 3 make clear the fact that flat-rate wage subsidy schemes
can lead to excess payments for a significant share of recipients. More than three
quarters (76 per cent) of JobKeeper recipients who work part-time and 25 per cent of
full-time recipients will receive more in subsidy payments than they normally earn.

The JobKeeper 2.0 design will mitigate this problem to a degree, but it remains
the case that around 32 per cent of recipients in part-time work and 10 per cent of those
in full-time work are still projected to receive subsidy payments that exceed their normal
pay within an individual job — equivalent to 406,000 recipients as at December 2020.°

By design, proportionate wage subsidy schemes cannot provide more in
support than a worker’s normal wage, and the cap dictates the degree to which support
is provided at a rate equal to usual pay. Under a capped 100 per cent wage subsidy
scheme with a single 30 per cent turnover loss threshold, payments would match
salaries for around 27 per cent of all recipients.

The results in Table 3 demonstrate that moving from a flat-rate scheme to a
capped proportionate wage subsidy scheme in which fixed payments are converted
to caps provides a fairer and more efficient allocation of support, typically at a lower
cost. However, we note that the lower payment rate also means that many workers will
receive wages that are far lower than their typical wage. A higher capped rate would
minimise this but cost more.

15 We note that workers may receive less earnings overall due to multiple job holders having to
surrender other jobs that they were holding in order to receive JobKeeper.
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Distribution of support by industry sector

There has been some debate in Australia on whether wage subsidies should be
restricted to certain industry sectors, with the supporting argument that this would
serve to better target support to businesses that have been impacted most by the
COVID-19 pandemic.

Whether a focus of wage subsidy support on specific industry sectors is
merited depends in large part on the structure of the wage subsidy scheme itself. A
well-designed subsidy should tailor the level of support to suit the economic situation
of the business without the need for ad hoc targeting, and with the minimum possible
distortion to behaviour.

Table 4 presents a breakdown of simulated costs and caseloads of the wage
subsidy alternatives across industries, with measures (5) and (8) for each industry
sector generated using BCEC’s SELMA labour market simulation environment.

In terms of overall costs, JobKeeper 2.0 over the year to September 2021 is
projected to be directed most towards industry groups in construction (12.2 per cent of
total costs), healthcare and social assistance (10.7 per cent), professional, scientific and
technical services (11.4 per cent) and accommodation and food services sectors (9.4
per cent). These shares remain relatively similar across wage subsidy variants and are
driven in large part by relative workforce size across industry sectors.

When measured as a share of the industry workforce, those sectors with the
greatest reliance on wage subsidy support include arts and recreation services (82,600
recipients, representing 47 per cent of the industry’s workforce), rental, hiring and real
estate services (78,900, 43 per cent) and administrative and support services (144,500,
40 per cent).



124

REBECCA CASSELLS AND ALAN DUNCAN

JobKeeper: The efficacy of Australia’s first short-time wage subsidy of work and inequality

in the Australian labour market

‘[opow JoyIew Inoqe] VIA'TAS S.DFDd Sursn sojewnse SI0yIny | AIUI)) SOIWOUOIY ULINY) JSAMYURY /224108

(%01) 000°€P8'y  (%79) 001°L6S'L 9EL8 90968  6T0't6 (%9't) 001°85S (9%61) 009°69T'T 068°0€  €IEEE  9IS'hE  BEETS SsaLnspul [y
(95€€) 008'LE (9%55) 006'T9 $OL TIL [« (9%0) 00t'T (%L) 00L'L vl 6v1 Lyl 60T SAITIAIIG AISEA 79 JOTRA “SBD) “ANOLIOATT
(9%1€) 009'SS (%8%) 00578 £86 166 100'T (9%0) 00€'€ (%) 0016 781 681 €81 95T Sutuipy
(%¥€) 00£°16 (%¥9) 000691 208'1 6£8°1 668'1 (%2) 0009 (9%01) 000°'LT 43 354 9% 089 S1 7% A1152104 ‘2uNOLISY
(9%0€) 000'T1T (%0%) 009'68T 081°¢ yIT'E 997'¢ (%2) 000°C1 (9%€) 006'€T 681 S0S 96t 8TL K1ajeg 29 uonENSIUILIPY dN[qng
(98€) 006'L9 (%11) 009'LT1 816'1 1751 6L5'1 (%€) 00€'S (9%61) 009'€€ SIS 59 0€$ 8LL SUONEDIUNWIWIOORYI], 7 BIPIJA] UOHBULIOU]
(%¥€) 00€°6T1 (9%66) 00€°LTT €1§'T ws'T $86'C (%0) 00t'8 (%8) 001'TE 1§ L8S 185 9¢8 SOOIAIOG QOUBINSU] % [RIOUBUL]
(9%19) 0066 (%96) 009'4LT w'e 68%'C 865'C (%9) 005°01 (%€r) 006'8L LIl 344 8T’ [ty SO0IAIDG 2JEISH [E9Y % SULIH ‘[eluay
(%€€) 00T'80€ (9L8) 00L'9TS 1€T°S STE'S 80S°S (9%0) 00L'61 (%L) 00L'89 vl LyI'] 081° Se8'l Sururel], % uoneanpy
(%¥5) 009°S6 (9%86) 000°CLI LLI'T 657'C 8ry'T (%L) 009°11 (%L¥) 009'T8 780'1 W11 SITT 8€6' SAIIAIG UONEAIOY PUE S
(9%6€) 009961 (%9L) 006°LLE 861"t L09'Y 908y (%€) 00Z°91 (%20 00t'011 879' 869'I WLl SES'T Suisnoyaiep % [eIsod ‘Modsuer],
(%L¥) 00Lt¥1 (9%€6) 00T°98C S8L'¢ SL8'E 620'7 (%9) 00971 (9%8€) 000°LT1 Ll 88L1 S08'1 1€9°C OpeLL 9[esd[oY |
(%L¥) 006'1L1 (%¥6) 001'Tre 170'y (4184 8LY'y (%8) 001°LT (9%0%) 008711 L28'1 ST6'l LE0'T 00T §901A12g 1oddng 7 aAnensIUTWPY
(9%01) 00¥'SLT (9%08) 00¥'TrS 6L5'9 8€L'9 SI0L (¢ 001'€T (9%82) 008'891 [354 £95'C S9'T 618'¢ Surmjoeynuejy
(91¢) 00€'50T (%¥6) 00T'9LE S16'y 860'C £8F'S (%9) 009'cT (%€9) 006'691 7SE°T S8+'T 129'C 656'¢ SIOIAIDG JAYIO
(9L€) 00€'06€ (9%0L) 00S'vEL UTL 99¥'L 0r0'8 (%€) 00T'6T (%L1) 001'LLT 87T 89€'C 86T 6Cl'y apel], 1oy
(%8P 00L'8TE (9%68) 00+'659 1999 7L6'9 0TLL (%¥) 001'TE (%T¢) 008'LET 969'C 768'C we'e 98¢'S SIOIAIIG POO] 29 UOLIEPOWIOIDY
(%¥¥) 008'0v€ (%68) 008'169 900'6 0S1'6 €LE'6 (%¥) 001'TE (%€€) 00¥'LST €L8'¢ 186'¢ or6's L69'G  SOIAIAG [EDIUYIRY, 29 QYNUIIDG ‘[EUOISSAJOI]
(9%8€) 001°€1S (9%€L) 009986 P8I0 vOF0I  ISO'IT (%¢€) 008'6€ (%61) 00L+5T S0g'€ 9Lr'e 6L9'¢ S06'S ADUBISISSY [B100G % e YI[EH
(%) 005°98¢ (9%58) 00L'69L SH6'6 opI'or  LTH0I (%) 00€'vE (9%0€) 00L'89T 8907 €Iy $0T'y 009 uononISuU0)
(%) # (%) # ug ug ug (%) # (%) # ug ug ug ug
o = ~ S w © ©“ -~ =~ a8 = p
238 S+ ZRg ®ig ©=s =58 WWW g g 253 S
(2040fy.10m L13snpui fo a.4vys sv) 1207 12quia1dag 01 10k (20.40fy.10m La3snpui fo 24vys sD) 1207 42quia1dag o1 .avak

sa1d122.1 fo 4aquinu pa1dalo.d g

1500 Ap1sqns jpnuuy

sua1d10a.4 Jo 4aquinu pa1oalo.g

‘1500 Ap1sqns jpnuuy

SPOYSa.4y) SSO] INUIAL PIIDNPDLS — $100 Kp1sqns ISOM

P1OYSa.11y) SSO] aNUIA 2]SUIS — $IS0D KPISqNS ISV

1Z0Z lequuiaidag 0O} 108A 110408s Allsnpul AQ subisep Apisgns eBoM SAILDUISLD JO SPOOISSDD PUD $1S00 PaLosafold i 8|gp]



125

AUSTRALIAN JOURNAL OF LABOUR ECONOMICS
VOLUME 23 « NUMBER 2 » 2020

6. Concluding remarks

The rapid design and roll out of Australia’s first short-time wage subsidy in response
to the impact of COVID-19 offers us a number of important lessons, including how
best to achieve its stated goals. This is important information not only for future wage
subsidies that are used in similar emergency circumstances, but also in the context of
JobKeeper 2.0 and the likelihood of further iterations of the scheme.

One of the primary goals of JobKeeper was to retain the employer-employee
match, enabling businesses to reopen rapidly without having to recruit and train
employees. The exclusion of short-term casual workers, multiple job holders and
temporary visa holders undermined the ability of the program to achieve this overarching
objective. This is particularly relevant within the most affected industries where a critical
mass of workers with these characteristics are employed. A better solution for any future
emergency wage subsidy would be to keep as many workers in scope as possible, if
indeed the objective is to retain the employer-employee match. This could include for
example reducing eligibility criteria to three rather than twelve months.

The flat-rate design has also compromised retaining employer-employee matches,
with many part-time workers over compensated and many full-time workers under
compensated, resulting in employers and employees renegotiating hours of work and roles.
The flat-rate design has also meant that resources have not been as efficiently and equitably
targeted as they could be and was one of the key flaws in the original JobKeeper.

JobKeeper 2.0 addresses some of these issues by introducing two payment
levels, which will deliver greater equity between full and part-time workers and
more effective targeting. However, as the new part and full-time rates will be based
retrospectively on an employee’s part and full-time status as of February 2020,
this means any new employer-employee matches will now need to be unravelled,
introducing another level of complexity and inequity within the system. This also
heavily disadvantages former multiple job holders that have had to forego previous
jobs in order to access JobKeeper, but have become more reliant on a single JobKeeper
payments as a result. The imminent reduction in payment rates for a former part-time
multiple job holder is unlikely to fully compensate prior wages.

The potential for a wage subsidy like JobKeeper to constrain economic
recovery and productivity is also a reality that needs to be taken into account as it
can incentivise labour hoarding and restrict new job creation. A wage subsidy that is
flexible responds to economic conditions as they arise will help minimise these issues.

Notwithstanding these issues, JobKeeper 2.0 is an improvement on the original
JobKeeper design, especially from the perspective of targeting. However, it still falls
short of an ideal given that it suffers from the same problem as the original JobKeeper
in having a single turnover loss threshold and therefore a cliff beyond which eligibility
would entirely disappear. A preferred model in our view is one that combines a
proportionate wage subsidy with a graduated scale of entitlement depending on the
degree of business turnover loss. In doing so this would improve targeting and also
make a policy fit-for-purpose in navigating through a post-COVID-19 recovery. A
proportionate wage subsidy with graduating entitlements at different levels remains
within the existing funding envelope for JobKeeper.
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