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Abstract

Using microsimulation tools, we explore the social policy responses to the Great
Recession and the COVID-19 crisis, and their impact on preserving living standards
in Ireland. During the Great Recession, the focus was on cost reduction. By contrast,
during the COVID-19 crisis, the focus was on mitigating the impact on household
incomes. In addition, an innovation in joint public and private responses emerged
through social partnership. We find a stronger policy response during the
COVID-19 crisis than the Great Recession. The COVID-19 crisis was more rapid,
leaving more individuals out of work, thus family support was weaker. This was
compensated by stronger private support through social partnership. Consequently,
those with lower incomes had larger disposable incomes at the onset of the
crisis; an effect that reduced with policy learning. We find increasing trust in public
institutions during the COVID-19 crisis as opposed to a decline during the Great
Recession.

Key words: Economic crises, income, income distribution, methodology, social policy

JEL classification: D31, H12, 138

1. Introduction

Similar to other countries, Ireland was hit rapidly by a major crisis in the spring of 2020
induced by the COVID-19 pandemic. It was the second crisis in a little over a decade, in
which the financial crisis that arose around the time of the bankruptcy of Lehman Brothers
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in September 2008 disproportionally affected Ireland. In the current paper, we consider and
analyse the insulating impact of the immediate social policy responses to both crises.

Different dimensions of crises, and the public and private responses to them, affect differ-
ent people in different ways, resulting in distributional effects. The financial crisis saw labour
market impacts on the construction sector, while austerity-focused policy measures had
important distributional consequences (Callan et al., 2014). The COVID-19 crisis is very dif-
ferent, with increased illness and mortality, policy measures aimed at closing non-essential
businesses and services, the restriction of movement, gatherings and public events, self-
isolation, and the reduction of public transport and mobility (Coffey et al., 2020; Hale et al.,
2020; OECD, 2020). Policy mitigation measures have been implemented, including social
protection measures, debt relief and fiscal stimuli (Coffey et al., 2020; O’Donoghue et al.,
2020; OECD, 2020). The impact on employment from both crises has been highly asymmet-
ric, with younger workers, women and the lower educated more likely to lose their jobs
(Jenkins et al., 2013; Adams-Prassl et al., 2020; World Bank, 2020).

Both crises have spawned a wealth of distributional analyses. Inequality analyses of the
Great Recession have examined impacts on the labour market (Jenkins et al., 2013; Salgado
et al., 2014), the mitigating effects of policy responses (Joumard et al., 2012, Taylor, 2014)
and automatic stabilizers (Dolls et al., 2012; Alari and Tasseva, 2020), with a significant fo-
cus on the consequences of public finance rigidity and austerity (Matsaganis, 2011;
Matsaganis and Leventi, 2013, 2014; Savage et al., 2019; Matsaganis, 2020). Recent studies
on COVID-19 in Europe have noted differential distributional effects. In their studies on the
UK, Brewer and Gardiner (2020) and Brewer and Tasseva (2021) found that social protec-
tion measures—both new ones and existing stabilizers—had an important role in mitigating
the impact of the crisis on incomes, leading to an overall reduction in poverty but relatively
unchanged inequality. For Italy, Figari and Fiorio (2020) found slight increases in inequality
and poverty, although the targeted measures significantly mitigated them. Sologon et al.
(2022) analysed the impact of policy responses on the household income distribution in
Luxembourg, which is a country with a strong pre-crisis system of automatic stabilizers
(taxes and benefits). These researchers found that the system absorbed the employment and
income shocks very well, with a minimal adverse effect on inequality.

According to the Eurostat Labour Force Survey, Ireland had the largest loss of employ-
ment in the financial crisis, with a 14% reduction in employment between 2007 and 2011.
In the COVID-19 crisis, Ireland had the second highest fall in employment between the end
of 2019 and the second quarter of 2020, when COVID-related economic closures were at
their peak. Although there were significant effects on employment during both crises, the
consequences for the total economy were differential, with the twelfth lowest GDP fall in
the EU during the financial crisis and the largest GDP gain in 2020. This is a reflection of the
insulating impact—at least on GDP—of the multi-national sector.

Despite the similarity in terms of the employment severity of the two shocks, the policy
responses, their impact on non-discretionary disposable income and the consequential trust
in government were different. Along with the UK, Ireland can be classified as having an
Anglo-Liberal welfare state regime, with largely Beveridgean flat-rate social insurance bene-
fits supported by means-tested payments, with the primary goal of poverty alleviation
(Esping-Andersen, 1990). The response to the COVID crisis was not means-tested or insur-
ance based and—at least initially—not income related. It was more typical of the
Scandinavian model, whereas the move to an income-related approach is more akin to the
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Continental model (Hick and Murphy, 2021). This reflects the policy agility demonstrated
by many countries in responding to the crisis (Moreira and Hick, 2021). Compared with
other countries, Ireland recorded a reduction in income inequality following the policy
measures introduced during the COVID-19 crisis (Beirne et al., 2020; O’Donoghue et al.,
2020). In this paper, we consider the nature of these policy responses and their impact on
purchasing power over the two periods.

After 1 year of the COVID-19 crisis, it was apparent that there was greater policy innova-
tion, greater public—private partnership and a much smaller focus on austerity compared
with the financial crisis. In this paper, we examine the policy formation process that resulted
in these differential outcomes. Given the need for a speedy response during the COVID crisis,
initial policy responses were crude, with policy learning over the crisis resulting in adjust-
ments being made to make policies more targeted. Similarly, the policy response was broader
than merely focusing on publicly financed and delivered instruments. Maintaining household
incomes and cash flow during the crisis relied on interventions in both the public and private
spheres. We consider the impact and timing of these interventions over the crisis.

We contrast the policy response to the COVID-19 crisis (which was relatively generous)
with the austerity-focused policy response to the financial crisis during the emergency budget
of 2009. The COVID-19 crisis had a much deeper and immediate impact in terms of a
change in the number of individuals registered for out-of-work benefits, thus implying the
necessary nature of the public policy response. It is still too early to judge the longer-term
effects of the pandemic, but after the number of employed individuals sharply decreased in
March and April 2020, it started rising again in May (according to the Labour Force Survey
and Live Register data).

Methodologically, as there is no detailed household income data available for the middle
of the COVID-19 crisis, we utilize a microsimulation approach to ‘nowcast’ the income dis-
tribution. Our nowcasting approach explores the heterogeneity of changes in the population
with the aim of producing a real-time picture of the population (O’Donoghue et al., 2020;
Sologon et al., 2022). We ‘update’ the latest available wave of the European Survey on
Income and Living Conditions (EU-SILC) using dynamic microsimulation techniques and
real-time detailed statistics on employment, prices and industry-specific wage growth rates
to calibrate the simulations and to capture the rapid economic changes.

In the paper, we next reflect on the theory of public and private delivery of welfare state
objectives, followed by a description of the new policy measures and existing automatic sta-
bilizers operating during the Great Recession and the COVID-19 crisis.

2. Theoretical framework

When evaluating the impact of policy responses on the purchasing power of individuals
during the crisis, we rely on the concept of individual welfare, which we consider as material
well-being measured through the purchasing power of individuals.! Figure 1 presents a
theoretical framework of its formation.

As highlighted by Barr (1992), individual welfare can be generated from four sources: la-
bour market, state, private provision and voluntary welfare. Individuals receive their main

1 Material well-being is an important determinant of psychological and physical well-being, social
trust and confidence in government (Cummins, 2000; Marmot, 2002; Gallego, 2016).
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Figure 1. Theoretical Framework.

Source: authors’ elaboration.

income from work. In addition, they benefit from different types of occupational welfare,
such as complementary pensions, health insurance, transportation and childcare, all
provided or co-financed by the employer. The government contributes to individual welfare
by redistributing income via taxes and benefits, market regulations, social partnerships and
the provision of public goods and services (e.g. education and public housing). Depending
on the level of welfare received from the market and the state, individuals may also look for
private sources of welfare provision by investing in voluntary private insurance, accumulat-
ing savings and redistributing resources within the family.

The level of individual welfare also depends, among other things, on the behaviour of
banks and landlords (that predefine the housing costs) and childcare providers (that prede-
fine the childcare costs). These costs may also be influenced by the state, if it opts to provide
subsidized housing or childcare. Even in the presence of state interventions, housing and
childcare costs normally form a substantial proportion of the expenditure that needs to be
covered from disposable income before any further decisions regarding consumption or sav-
ings can be made. Depending on their preferences and level of confidence in the government,
individuals decide whether to make additional savings or to spend all their disposable
income on consumption. Apart from the amount of disposable income, individuals’ purchas-
ing power also depends on the prices of goods and services.

Given the objective of the paper, in the following, we discuss in detail the role of the state
as a regulator of welfare provided by the market and by private sources.

2.1 The impact of the state on individual welfare

The state can influence individual welfare in multiple ways, by activating a set of policy
instruments that have a direct or indirect impact on purchasing power. Given that the
purchasing power of individuals depends on the amount of their disposable income and
the prices of goods and services, the government can affect it through two channels:
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e by influencing the size of disposable incomes (via distribution and redistribution, labour
market regulation, etc.);

e by influencing consumption patterns and spending (via price regulation, monetary policy,
housing market regulation, provision of public goods, etc.).

Redistribution represents one of the main objectives of the welfare state (Gough, 1979;
Barr, 1992), driven by the aim of the government to achieve social justice in society, and the
ambition to raise trust in public institutions and maximize voters’ support during elections.

Governments redistribute via taxes and benefits. The redistributive impact of taxes
depends on their size, portfolio and progressivity. Personal income tax is the most progres-
sive tax, whereas consumption taxes and real estate taxes tend to be regressive in most
OECD countries (Joumard et al., 2012). The degree of redistribution achieved by the provi-
sion of benefits, in turn, depends on: (a) the type of the transfer (flat rate versus earnings
related), (b) the degree of means-testing (targeted versus universal) and (c) the percentage of
individual recipients in each income decile (Kyzyma and Williams, 2017).

A flat-rate transfer implies the same payment to all recipients, whereas earnings-related
transfers depend on the recipients’ previous earnings. In general, earnings-related transfers
are less redistributive than flat-rate equivalents, but their redistributive effect also depends on
the income position of the recipients (Heady et al., 2001). Targeting refers to the extent to
which benefits are directed at specific recipients (e.g. the poor) (Creedy, 1996; Heady et al.,
2001). It is usually implemented via means-testing, when the eligibility for a certain benefit is
defined by taking into account the entire income (assets) of the household. By contrast, uni-
versal benefits are provided without means-testing. By focusing on the provision of scarce
resources to those most in need, targeted transfers are believed to be more effective than uni-
versal transfers in redistributing income (Savage et al., 2019). However, universal transfers
can be equally (or even more) effective alongside progressive taxes as a result of, among other
things, lower administrative costs and less stigmatization (Korpi and Palme, 1998).

Labour market regulations serve as another important policy instrument for influencing
the amount of individual incomes. By setting a minimum level for workers’ remuneration,
the government raises the market incomes of those at the bottom of the distribution, improv-
ing their living standards and reducing income inequality in the population (Autor et al.,
2016). Similar redistributive effects are found for collective wage bargaining: greater collec-
tive bargaining coverage is typically associated with reduced market income inequality and
vice versa (Hayter and Weinberg, 2011). Lastly, the government also serves as an employer
for a substantial proportion of the workforce. As shown by Rueda and Pontusson (2000), a
high level of public sector employment increases the demand for a workforce, thereby limit-
ing large wage differentials.

Apart from the interventions directed at disposable income, the state may also affect the
purchasing power of individuals by influencing their consumption patterns and spending.
Half of welfare state transfers in rich countries are in-kind benefits, such as health insurance,
education, public housing, childcare and other services financed or co-financed by the state
(Garfinkel et al., 2006). These services are usually more equally distributed than cash bene-
fits, thus reducing inequalities in consumption and standards of living between individuals
with different levels of income.

The state also plays an important role in the regulation of the housing market and related

individual expenditure. Apart from the provision of housing benefits and subsidized
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housing, governments also set regulations for the rental market and mortgages. As shown
by Taylor (2014), the demand for housing and housing expenditure depends in part on
mortgage requirements and the interest rates imposed on mortgages, which the state may
choose to regulate. In periods of crisis, the government may also take the decision to intro-
duce mortgage deferrals and freeze rent payments, thereby helping individuals to maintain
their living standards.

Lastly, the impact of the state on individual welfare also depends on the availability of finan-
cial resources. The largest proportion of welfare expenditure in modern welfare states comes
from taxes and social security contributions (Morel and Palme, 2018). Apart from taxes and so-
cial security contributions, governments may also turn to borrowing resources from financial
institutions at both international and national levels. Debt financing involves a contract between
generations, as borrowing today needs to be paid back in the future. However, in an environ-
ment where there is economic growth, the public debt repayment is more theoretical than actual,
whereas the cost of borrowing—which depends on bond yields—is more important.

The ability of a government to borrow money also relies on the borrowing rules estab-
lished by national central banks and supreme international institutions, for example, the
European Central Bank (ECB) and International Monetary Fund (IMF). Although the great
majority of these institutions (at least at the European level) are designed to be politically in-
dependent, in practice they often engage with governmental policies, serving as ‘financial
stabilizers of last resort’ (Diessner and Lisi, 2020). At the EU level, additional regulations on
the financing of nation-states are imposed by treaties.

2.2 The role of the state during a crisis

The role of the state intensifies during economic recessions, when it acts as an insurance pro-
vider to individuals who experience a decline in income due to the unfavourable economic
situation (Dolls et al., 2012; Salgado et al., 2014; Savage et al., 2019; Figari and Fiorio,
2020). As highlighted by Saez and Zucman (2020), governments can prevent a very sharp
and short recession from becoming a long depression. On the one hand, employment/income
shocks during a crisis activate automatic stabilizers, which cushion the drop in individual
incomes via the existing system of taxes and benefits. On the other hand, governments may
introduce discretionary policy measures to strengthen the purchasing power of individuals
and their families in periods of economic uncertainty.

Dolls et al. (2012) found that during the Great Recession of 2008, automatic stabilizers
played a key role in providing income insurance, absorbing around 47% of the idiosyncratic
unemployment shock in the EU and 34% in the USA. However, the ability of automatic sta-
bilizers to mitigate the impact of a crisis on individual incomes depends on their design,
which varies substantially across countries (Dolls et al., 2012; Jenkins et al., 2013; Alari and
Tasseva, 2020). Anglo-Saxon systems target low-income individuals and are more generous
in the provision of social assistance schemes, while unemployment benefits are flat rate and
limited in generosity. Scandinavian and Continental systems have a tradition of insurance-
based unemployment benefits, with social assistance schemes providing a safety net of last
resort (Salgado et al., 2014). Automatic stabilizers in Eastern and Southern Europe are rela-
tively heterogeneous and much lower than in the Scandinavian and Continental countries
(Dolls et al., 2012).

Countries also differ with regard to the discretionary policy measures they adopt to
tackle the consequences of a crisis. Like any policy intervention, governmental responses to
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a crisis are contingent on the local political and social contexts (Hale et al., 2020). They also
depend on the government’s ability to bear the costs of the recession (borrowing capacity
and the availability of budgetary resources). When resources are available, governments
may introduce stimulus packages, involving temporary transfer payments to individuals
with the objective of increasing their disposable income and stimulating consumption (Dolls
et al., 2012; Taylor, 2014). In the context of austerity, the welfare state becomes subject to
fiscal consolidation measures aimed at reducing welfare provision and increasing taxes
(Salgado et al., 2014; Matsaganis, 2020).

3. Irish welfare state and policy responses to the financial and COVID
crises

3.1 Key features of the Irish welfare state

The Irish welfare system belongs to the liberal welfare regime. As a liberal system, it is char-
acterized by limited state intervention and a substantial role for market forces in welfare
provision (Esping-Andersen, 1990; Ebbinghaus and Manow, 2001; Art and Gelissen, 2002;
Ebbinghaus, 2012). The key features of the system as described by Ferrera (2013), are
Beveridgean ‘encompassing’ schemes, involving weak universalism (e.g. universal payments
for dependent children), occupational welfare for the middle class and social assistance for
the poor.

In the way it is designed, the Irish benefits system almost entirely consists of flat-rate pay-
ments for different contingencies (unemployment, old age, illness, survivorship and caring).
Benefits are either insurance based or means tested for those outside of the insurance system
or who have exhausted their entitlements. As a result, the replacement rate (the ratio of out-
of-work payments to in-work income) is an important insurance element of the system. In
terms of generosity of payments, there had been an improvement in the replacement rate in
the run-up to the financial crisis. Recognizing the growing relative poverty rates, benefit
rates increased at a rate that was higher than both prices and incomes. The increases in pay-
ment rates above the price index—and for some sectors, above the earnings index—contin-
ued into 2008 and 2009 for pension recipients.

Compared with other countries having a liberal welfare regime (e.g. the USA and the
UK), the Irish welfare system is more generous in terms of average transfer rates and more
redistributive due to higher tax progressivity (Sologon et al., 2021).

3.2 Two crises

The financial and the COVID-19 crisis were somewhat different, as were the relevant policy
responses. The financial crisis began at the end of 2007, after a long period of growth termed
the ‘Celtic Tiger’. The latter part of the boom was associated with a large increase in private
debt that financed an unsustainable construction boom. After the Lehman Brothers col-
lapsed and confidence fell in 2008, a vicious cycle followed, where construction slowed dra-
matically and house prices dropped, leading to a large decrease in employment in the
construction and related sectors. This in turn led to an increase in public expenditure on un-
employment benefits. As the banking sector had over-extended itself in property lending, a
reduction in the price of property held as collateral undermined the entire banking system,
requiring a state bailout. The heavy reliance of public sector revenue on taxes raised from
the construction sector, combined with the increase in demand for unemployment benefits,
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led to a massive gap between public sector revenue and expenditure. While the main increase
in unemployment occurred in 2009, the numbers out of work peaked in 2012, followed by a
strong recovery afterwards.

The financial crisis saw a significant reduction in real purchasing power, given the size of
the loss of employment noted above, with half of this in the construction sector (Jenkins
et al., 2013). The growth in unemployment was concentrated among the young, with youth
unemployment increasing from 10% to 19% (Kelly and McGuinness, 2014). While trans-
fers mitigated some of the loss of income—albeit with nominal cuts to some benefits (partic-
ularly for young people)—the austerity-focused increases in taxation and charges to fund
the budgetary gap were not sufficient to cover the scale of the losses of income in the finan-
cial crisis (Bargain ez al., 2017). The collapse in youth employment resulted in large-scale mi-
gration of young people and readjustments of individual spending and savings, which had a
negative knock-on effect in the domestic consumer-based economy (Roche et al., 2016).

The austerity programme had the greatest effect at the top and the bottom of the distri-
bution, as a result of nominal benefit cuts at the bottom and tax rises at the top (Savage
et al., 2019). While inequality in terms of disposable income rose slightly, automatic stabil-
izers reduced the increase in market inequality that occurred. Whelan and Maitre (2014)
highlight the polarized nature of the effect of the financial crisis, with the growth of the
‘squeezed middle’ who were disproportionally affected; particularly skilled manual and non-
manual workers—the petit bourgeoisie. Salary earners and people self-employed in agricul-
ture were largely insulated, while the position of the unskilled and those who had never
worked remained largely the same, with an overall reduction in social class advantage
(Whelan et al., 2018).

The crisis began as a fiscal one, with a growing gap between expenditure and revenue,
but became a banking crisis putting significant pressure on the state to fund public expendi-
ture. As a proportion of GDP, Ireland’s general government gross debt rose from a little
over 25% in 2007 to 120% in 2012, or 160% of GNI (Honohan, 2016). Interest rates rose
rapidly, particularly in 2011, driven primarily by fundamental aspects of the economy and
public finances, including debt ratios, public sector balance, loss of investment-grade ratings
and policy interventions such as access to emergency liquidity. However, the interest rate
spike was higher than could be explained through normal fundamentals. Purdue and White
(2014) speculate that the most likely explanation is a temporary collective movement due to
fear and uncertainty (about government bond default and/or euro exit) that is divorced from
the fundamentals.

The tax increases were not sufficient to fund the budgetary gap. Given bond holder senti-
ment about Ireland and other countries at the time, and the resulting size of the bond yields,
the country had to make use of an EU-IMF financial support programme at the end of 2010
(Honohan, 2016). Honohan argues that while interventions prior to the crisis might have
mitigated the need to take these measures, there were few alternatives available at the time.
However, he argues that a more innovative approach to state financing could have lessened
the impact of the downturn.

The fall in purchasing power during the financial crisis in Ireland had other consequen-
ces, such as an increase in ill-health from 13% to 15%, with growth in financial hardship
and associated stress being the largest associated causes (Mazeikaite et al., 2019).

The COVID-19 crisis was different. Whereas the financial crisis was driven by four inter-
connected issues—i.e., property market, banking, fiscal and financial crises (Donovan and
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Murphy, 2013)—the COVID crisis was a purely exogenous shock, reflecting a major exter-
nal event resulting from the Coronavirus (Allen-Coghlan and Varthalitis, 2020). The econ-
omy had been growing strongly since 2012, and although it had not reached the same
employment rate as in 2007, the numbers in employment surpassed the 2007 levels and pub-
lic finances were balanced. Most of the growth was due to export sectors, such as interna-
tional finance, technology, pharma-medical and food. The main pressures in the property
sector were due to rental prices, which had increased because of population growth during a
time of limited house building. The crisis was driven by businesses closures put in place to
avoid social interactions. Those that remained open were either providing essential services
or could continue to function online. During the first wave of the epidemic, in the spring and
early summer of 2020, some 598,000 additional people were out of work because their busi-
nesses had closed due to COVID-19. In addition, over 50,000 were out of work due to either
having to self-isolate because of a positive test or diagnosis for COVID-19, or because of
close contact with someone infected. The most affected sector was by far that of accommo-
dation and food services, which relied on face-to-face interaction.

The COVID crisis saw a period of lower bond yields than the financial crisis, albeit the
general government gross debt as a proportion of GDP/GNI was lower (62.6/107.8%).
There were a number of interventions by Central Banks such as the Pandemic Emergency
Purchase Programme, Asset Purchases and Liquidity Provision by the ECB. Aguilar ez al.
(2020) found that the effects of these programmes were to reduce sovereign bond yields, in-
crease stock market indices in the Euro area and lessen volatility. However, there is no uni-
form agreement about the causality of the ECB intervention (Bernoth ez al., 2020). In
addition, the low-interest rate strategy preceded the COVID crisis, with real short-term in-
terest rates remaining negative after the financial crisis (Mayer and Schnabl, 2021).
Regardless of the extent to which the ECB intervention affected bond yields, it is clear that
the yields remained lower than during the equivalent debt stage of the financial crisis. As a
result, access to cheaper sovereign debt in the COVID crisis mitigated the need to increase
taxation (Aguilar et al., 2020).

Monetary policy interventions by the ECB also affect consumers via two channels: a di-
rect impact on incentives to save (and on households’ net financial income) and an indirect
impact through general equilibrium responses in wages and prices (Ampudia ez al., 2018).
The direct effect can be ambiguous depending upon the balance of debt, reliance on income
from savings and the proportion of income spent within a household, while the indirect ef-
fect is positive, at least in the short term. The direct effect varies across countries depending
upon the relationship between debt and income along the income distribution (O’Farrell
et al., 2016). While there is no direct evidence available for Ireland, in a long-term study in
the UK, Mumtaz and Theophilopoulou (2017) found that quantitative easing might have in-
creased inequality to capital income gains at the top of the distribution, dominating lower
consumer price growth at the bottom. However, indirect effects tend to be larger, with the
combined direct and indirect effect of lower interest rates benefitting households in the
Eurozone (Ampudia ez al., 2018).

3.3 The social policy response

The policy response to the two crises was different in Ireland. In both, the tax-benefit system
underwent structural changes in order to deal with the issues that arose. In the 2007-2012
crisis, the structural changes related mainly to reducing the cost of the support measures and
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other welfare services. These included factors that influence social insurance coverage, such
as increases in contributory requirements or reductions in the length of entitlement to social
insurance benefits. A number of support measures were withdrawn, including the early
childcare supplement and mortgage interest relief. A new substantially-reduced rate band
was introduced for young people, and the extra payment to social welfare recipients at
Christmas was withdrawn. A new pension contribution for public sector workers was intro-
duced to reduce the net cost of occupational pensions. Consequently, there was a fall in so-
cial welfare payments for working-age people and a near halving for younger people in
2010. There were also pay reductions for public sector workers.

In the COVID-19 crisis, an entirely new system of support was introduced on 15 March
2020, with less stringent compliance costs and regulations.” A new pandemic unemployment
payment (PUP) was created for those who lost their job. A similar, although less-stringent,
sickness benefit was created for people unable to work due to a COVID-19-related illness or
due to self-isolation because of a close contact. As the crisis was expected to be temporary,
the government established a wage subsidy payment to maintain a connection between
employees and their employers until the crisis abated.

At the start of the COVID-19 crisis, payment rates for the new benefits were aligned with
the pre-existing payment rates for unemployment benefits. However, given the scale of the
crisis and the relatively low replacement rate for many workers, it was recognized that the
rates of payment would not be sufficient. Another issue that became relevant was the fact
that parents using childcare facilities would continue to remain liable for the payments, even
if they lost their job. As Ireland has some of the EU’s highest childcare costs as a percentage
of employment income, this would have represented a significant burden on parents who
could no longer work (Immervoll and Barber, 2006). In response to these pressures, the state
moved rapidly to change the unemployment and sickness-related payment rates from €203
per week to €350 within a fortnight of the start of the crisis (Table A.8 in Online
Appendix).>* In addition, the wage subsidy payments were increased (see Table A.9 in
Online Appendix).

More frequent policy changes in response to the shock were part of both crises. A
‘supplementary budget’ was announced in April 2009, as the economic crisis accelerated
and public finances worsened in Ireland. However, in the COVID-19 crisis, changes were
even more frequent and more rapid. The initial system was created with very limited time to
assess its effects. An attempt was made to introduce greater wage support for low-paid
workers who remained in employment, and as a result, a highly complex wage subsidy was
established on 26 March 2020. There were initially some concerns expressed by businesses
in relation to the implications for higher-paid workers, so a revision to the scheme was intro-
duced on 4 May 2020. In this case, the extent of the wage subsidy for higher-paid workers
depended on the employer’s contribution.

Unemployment and sickness payments were initially flat rate in nature. In the second iter-
ation of reforms, when payments were €350 per week, we calculate that 33% of employees

2 In this paper, we focus primarily on social policy responses to the COVID crisis. For a more compre-
hensive description of wider policy responses, see Kennelly et al. (2020).

3 https://www.irishtimes.com/news/ireland/irish-news/coronavirus-creches-will-not-ask-parents-for-
fees-after-deal-with-state-1.4211230

4 https://www.kildarestreet.com/debates/?id=2020-05-06a.155&s=speaker%3A445
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had a higher rate of pandemic unemployment payment than their previous wage (on an an-
nualized basis), particularly part-time workers. In the fourth iteration of reforms, on 1 July
and after the bulk of the first wave had passed, pandemic payments were split into two rates:
(i) a regular unemployment level of €203 was paid to those with a previous income of less
than €200 per week, and (ii) a €350 per week payment remained for higher earners. The
structure became more nuanced and less generous in September, with the introduction of
three rates of €203, €250 and €300 per week, for prior weekly earnings of under €200,
€200—€300 and over €300, respectively. This change also saw the wage subsidy scheme re-
vert to a flat-rate payment, with two bands of €151 and €203. The proportion of employees
with higher wages than the PUP was 28% at €300, 24% at €250 and 19% at €200. On 16
October, as the second wave of COVID-19 took off, the PUP rate of €350 was re-
introduced for those earning €400 or more, while four bands were also introduced for the
wage subsidy scheme. These frequent policy changes, while responding to needs and learn-
ing over the course of the crisis, brought along confusion and higher compliance costs for
those participating in or managing the programmes.

3.4 Financing the policy response

The impact of a policy response on incomes depends not only on the policies introduced,
but also on how they are financed. The crisis in the period prior to 2010 had moderate
bond yields, so the cost of borrowing was important. The fiscal environment in the EU
was relatively conservative. As a result, the budgets in 2008 and in 2009 had significant
tax increases that were required to fund the public expenditure increases. The deteriorat-
ing public finance bond yields skyrocketed in 2010, effectively locking Ireland out of inter-
national bond markets. Consequently, on 28 November 2010, the European Troika of the
European Commission, the European Central Bank (ECB) and the International Monetary
Fund (IMF), agreed a lending programme of €85 billion from these sources and from
Ireland itself.’ These were accompanied by an austerity programme for public expendi-
ture, aimed at restoring balance in the public finances, with significant distributional impli-
cations (Callan et al., 2014; Whelan and Nolan, 2017).

This programme, combined with the quantitative easing of the ECB and the commitment
made by ECB President Mario Draghi in July 2012 to do whatever it took to preserve the
euro, saw bond yields fall. It should be noted that most of the austerity programme was ac-
tually implemented by the Irish government in advance of the arrival of the Troika (Roche er
al., 2016). Honohan (2016) questions whether the return to lower bond yields could have
been achieved less painfully through the use of other financial measures at the European
level, but highlights, in particular, the role of policy failure in advance of the collapse that
could have avoided much of what happened later.

The public finance environment for the COVID-19 crisis was different, although not as
robust from a debt point of view as in 2007. The annual public finances had moved to being
in balance before the crisis. Recovery from the crisis resulted in a relatively low bond yield
compared with other countries, particularly the Southern European ones (Portugal, Italy,
Greece and Spain) that had experienced a major financial crisis. When the COVID-19 pan-
demic struck, the ECB responded more quickly with monetary policy measures that kept
bond yields low. As a result, in 2020 (and expected to be the same for 2021), the cost of

5 https://www.imf.org/en/Countries/IRL/ireland-from-tiger-to-phoenix
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funding policy measures to mitigate the COVID-19 crisis came from borrowing rather than

from taxation or expenditure reduction measures.

3.5 Social partnership

A feature of the Celtic Tiger in the 1990s was the system of social partnerships between gov-
ernment, unions, industry and the NGO sector, established in 1987 (O’Donnell and
O’Reardon, 2000). It allowed for dialogue between social partners in making major policy
reforms. However, during the financial crisis in 2009, this system collapsed, as the state by-
passed the unions in reducing public expenditure and cutting public sector salaries
(Maccarrone et al., 2019).

During the COVID-19 crisis, although there was no formal social partnership process, a
series of government negotiations with important social partners facilitated a unified ap-
proach to the pandemic, enabling private sector measures to mitigate the impact of the crisis.
In particular, these included important financial costs related to childcare, housing and com-
muting. A key point highlighted above was negotiating an agreement with childcare pro-
viders not to charge fees to parents when childcare facilities closed during the crisis.® About
85% of providers signed up to a scheme that provided support with overheads and a wage
subsidy to businesses, in return for not charging fees.

Another important pillar of private sector mitigation measures was the provision of
mortgage payment breaks by the banks (Kennelly ez al., 2020). In the previous crisis, equity
bailouts of the banking sector left the Irish state with significant shareholdings in three of
the five main retail banks, meaning that the state had more direct influence over the
decision-making of the Irish banks. Under guidance from the European Banking Authority,
and after negotiations with the Irish state, the five main Irish retail banks enabled 67,000
mortgage holders to take advantage of payment breaks by the end of May; about 10% of
the total number of mortgage holders. The proportion rose to over 14% where the loan-to-
income ratio exceeded four (Gaffney and Greaney, 2020). In the financial crisis, the combi-
nation of unemployment and high prior lending led to 7.4% of mortgages being in arrears
of 90 days or more (Lydon and McCarthy, 2013). However, the response of the banks was
ad hoc. Although relatively few mortgages were foreclosed during the financial crisis,” there
was no formal insolvency management process until 2012, meaning that households in
arrears would have endured a relatively stressful time engaging with their banks until resolu-
tions were found. Early agreements with banks meant that these experiences were largely
avoided in the COVID-19 crisis.

In relation to rental accommodation, the state introduced a rent freeze and a moratorium
on evictions during the COVID-19 crisis (Kennelly et al., 2020). From a supply-side point of
view, the reduction in the tourism market saw a shift of many properties from the Airbnb
sector into longer-term leases, with a 92% growth experienced in Dublin and 41% increase
outside the capital (Allen-Coghlan and McQuinn, 2021).% Coffey et al. (2020) examined

6 https://www.earlychildhoodireland.ie/wp-content/uploads/2020/09/Dealing-with-the-Pandemic-
Report.pdf

7 https://www.irishtimes.com/business/economy/homes-of-nearly-8-200-irish-mortgage-holders-repos
sessed-since-crash-1.3421091

8 https://www.irishtimes.com/business/economy/pandemic-reveals-impact-of-airbnb-on-irish-rental-
market-1.4335784
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rental affordability, which was challenging prior to the crisis, and concluded that the pan-
demic would not have made these affordability challenges any worse as a result of the gener-
ous support and the slight fall in rental prices due to extra supply.

4. Methodology and data

We are faced with a number of methodological challenges in relation to comparing the two
crises, due to the lack of contemporary data covering the COVID crisis. As a result, out of
necessity, we need to simulate or ‘nowcast’ some data. Although we have actual data for the
financial crisis, there is a risk involved in comparing changes in actual data with those in
simulated data. The primary differences are that simulated data ignore changes in underly-
ing demographics and education levels. They also ignore changes in the sample. Thus, the
nowcasted population assumes a constant demographic structure and inter-household char-
acteristics. To avoid ‘comparing apples and oranges’, we accordingly chose to simulate both
periods.

In order to circumvent the lack of up-to-date household survey data for the COVID cri-
sis, we utilize a nowcasting approach that captures the heterogeneity of changes in the popu-
lation with the aim of producing a real-time picture of the population (see O’Donoghue
et al., 2020 for details). We ‘update’ the latest available wave of the EU-SILC using dynamic
microsimulation techniques and real-time detailed statistics on employment, prices and
industry-specific growth rates.” These control totals are used to calibrate the simulations
and to capture the rapid changes in the economy during the crisis, including its heteroge-
neous consequences for various population sub-groups.

The procedure involves the simulation of disposable income, which is composed of mar-
ket incomes, benefits and taxes. These depend on personal, household and labour market
characteristics, as well as tax-benefit parameters. In order to take into account the asymme-
try of the shock on households’ standard of living, we use an augmented definition of dispos-
able income that accounts for housing costs, work-related expenditures (such as childcare
and commuting) and capital losses (O’Donoghue et al., 2020).

Our approach relies on three components, illustrated in Figure 2:

e Income generation model (IGM);
e Tax-benefit model;
e Calibration model.

The IGM relies on estimating a system of sequential equations that model the process of
income formation for the various components of household income (Sologon et al., 2021):
labour income (employment and self-employment), capital income (property and invest-
ment) and other income (private pensions and any other sources). The structure of the la-
bour market is modelled in the Labour Market Module, whereas the levels of income

9 Our approach is in line with the latest developments in the field (0’'Donoghue et al, 2020 and
Sologon et al., 2022) and goes beyond most of the existing literature, which only applies price infla-
tion factors and proportional changes to the employment rate in specific industries (Navicke et al.,,
2014).
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sources are modelled in the Income Module (Figure 2). To convert market income into dis-
posable income, we apply the NUI-Galway tax-benefit microsimulation model for Ireland
(O’Donoghue, 2014; O’Donoghue et al., 2018). The estimates of the income generation
model and the tax-benefit rules are used to simulate/project the distribution of disposable in-
come. O’Donoghue et al. (2018) undertook a substantial validation of the simulation prop-
erties of the model.

We use two data sources: (i) microdata to estimate/simulate the IGM and (ii) calibration
data to align the simulations with the labour market, prices and income growth changes.
Our microdata are the 2008 and the 2017 EU-SILC (Irish component), containing detailed
information on the demographics, labour market characteristics, incomes (with a 1-year lag)
and living conditions of the households.

In order to calibrate EU-SILC data to reflect the real-time population during the crisis,
we use timely external calibration control totals based on the Labour Force Survey, the Live
Register and price data. First, we align the structure of the labour market in terms of
employment, occupation, industry and unemployment, differentiated by age and gender.
Once the labour market is re-simulated and each individual is given a new labour market
status, we re-simulate incomes using the IGM as a function of their demographic and labour
market characteristics.

In order to account for the differential income growth across industries, we update
earnings using industry-specific growth rates. The other income sources are updated using
the consumer price index. For capital income, we use the GDP per capita.'® Lastly, we
update the tax-benefit parameters and the rules to reflect the policies during the desired
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target period. For the augmented definition of disposable income, we further deduct housing
and work-related expenses using data from the Household Budget Survey 2016 and the Irish
Household Finance and Consumption Survey 2018.

For the COVID period, we use the estimates of the IGM based on the EU-SILC 2017.
Using quarterly data, we nowcast to quarter 1, 2020. This is the pre-COVID baseline distri-
bution against which we evaluate the replacement rates of the system during the crisis. For
the period during the crisis, we use weekly data. We nowcast the distribution to reflect the
peak of the crisis (the week of 5 May). All the policy changes and innovations during the cri-
sis are evaluated against the shock at the peak.

For the financial crisis, we estimate the IGM using the EU-SILC 2008, which we then use
to nowcast the data to quarter 2 for each year from 2008 to 2011. The year 2008 represents
the pre-crisis baseline distribution, against which we evaluate the replacement rates of the
policy changes introduced during the financial crisis and the recovery period.'!

5. Results

Comparing the impact of the two crises in terms of employment (Figure 3), the COVID crisis
was deeper and more rapid. The starting positions in both crises were similar, albeit the em-
ployment rate at the bottom of the adjusted equivalized disposable income distribution was
higher during the COVID-19 crisis than during the financial crisis. The biggest fall in em-
ployment in the financial crisis occurred in 2009, followed by 2010, with smaller drops oc-
curring in 2008 and 2011. During the COVID-19 crisis, the week of 5 May (the peak of the
first wave) showed the largest fall in employment. By the end of the first wave (the end of
August), the employment rates had increased, but stayed close to the lowest point in the pre-
vious economic crisis.

In order to understand how the insurance mechanism of public policy worked during the
crises, we utilize replacement rates, defined as the ratio of out-of-work income to in-work in-
come (Callan et al., 1996). The higher the ratio, the higher the insurance impact of alterna-
tive income sources.'? Figure 4 reports a stylized replacement rate for a single earner on
different wage rates. The bands were selected on the basis of the instruments developed in
the COVID crisis that varied by previous earnings. The unit of analysis is the individual and
the income considered is gross (i.e., before taxes and contributions).

Replacement income benefits did not vary substantially over time in the financial crisis,
and were higher for those with lower previous earnings. In 2007, for example, they ranged
between 97.8% for people with an income of €190, and less than 30% for those earning the

10 Capital incomes at the very top of the distribution are typically underestimated in survey data
(Ooms, 2021). The EU-SILC data for Ireland in 2018, however, were drawn from register data. As
shown by Carranza et al. (2021), inequality estimates for Ireland based on recent EU-SILC data,
therefore change little when top income adjustments are made using the World Inequality
Database. However, this may not be the case for 2008 EU-SILC data, which were mainly collected
via a survey. Hence, we may somewhat underestimate inequality levels in 2008.

11 We nowcast the situation during the 2008 crisis in order to control for demographics and survey
changes that would be present if we used actual data instead of nowcasting. Using the same ap-
proach for both periods allows us to draw policy learning from the two crises.

12 While higher replacement rates are often regarded as a measure of disincentives to work, they are
also used to assess how well standards of living are protected when out of work.
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Figure 3. Proportion of individuals in work by deciles in adjusted equivalized disposable income (%).
Note: Based on Table A.1in Online Appendix A.

Source: Author's calculations using EU-SILC data.

average wage.'® The replacement rate exhibited the same trend over the crisis, as unemploy-
ment assistance was increasing until 2010 when it fell in nominal terms.

In the COVID-19 crisis, the gross individual replacement rate was very similar to that in
the financial crisis in mid-March 2020, when the level of the Pandemic Unemployment Rate
was set at the level of the ‘normal’ system. However, when the enhanced payment levels
were introduced on 24 March, the replacement rate became much higher than under the ear-
lier system, with anyone earning less than €350 pre-crisis having a replacement rate of
100% or greater. The reduction of the lower rate of payment for those earning less than
€200 saw their replacement rate fall back at the end of June, and for those on higher earn-
ings, in mid-September. Hence, the replacement rates were much greater during the COVID-
19 crisis than during the financial crisis.

5.1 Distributional impact of policy interventions

Figure 5 shows the distribution of the gross replacement rates at an individual level across
six replacement rate bands and for different systems covering the two crises. It should be
noted that it includes all individuals and not only single earners (as in Figure 4). The upper
panel reflects the replacement rates for the 2008, 2009, 2010 and 2011 systems evaluated
against the respective pre-crisis situation. The lower panel reflects the replacement rates of

13 In 2007, this was €685, before rising to €708 in 2008 and 2009, falling in nominal terms to €694 and
€690 in 2010 and 2011, respectively.
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Figure 4. Gross replacement rate for unemployment benefit for single earner in the financial and
COVID-19 crises (in %).

Notes: The wage bands represent gross weekly earnings. For the lowest band, we assumed the earn-
ings of €190 if previous earnings were less than €200. Based on Table A.2 in Online Appendix A.

six policy systems (January to September 2020), evaluated against the shock at the peak of
the crisis (May 2020). The distribution depends on both the income replacement benefit (the
numerator) and the individuals’ pre-crisis income (the denominator). Comparing the two
crises, we find a smaller proportion of individuals with a low replacement rate (less than
20%) in the COVID crisis than in the financial crisis.

For the other bands, the story is not as clear cut. At the other end of the distribution, the
earlier years of the financial crisis involved a larger proportion of those with replacement
rates of over 100%. Part of the reason for this is that the financial crisis started more slowly,
with a relatively small number of people losing their job in 2008. One of the features of the
model is that those with the lowest employment potential (low levels of skills or experience,
working in sectors that were disproportionally affected by the crisis, working part-time or
part-year or with caring responsibilities) lose their jobs first. People with these characteristics
have lower earnings and as a result have higher replacement rates with benefits that are not
dependent on income. Gradually, as the crisis evolved, a greater proportion of those with
higher earnings lost their jobs, resulting in a falling proportion of higher replacement rates
up to 2011. In the COVID-19 crisis, the onset was rapid, with businesses closing due to reg-
ulations rather than through a gradual process. Thus, a greater number of those with higher
incomes lost their job immediately.

For this reason, 2011 is a better comparator with the COVID-19 crisis. In 2011, 66.4%
of those who lost their job had a replacement rate of less than 40%. The percentage of
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Figure 5. Distribution of gross replacement rates at the individual level (%).
Note: Based on Table A.3 in Online Appendix A.

individuals with the same replacement rate would have been much lower during the COVID
crisis even if the reductions in income in May 2020 were compensated with the pre-crisis
benefit schemes. When the COVID-specific income support schemes were introduced, this
percentage fell even further. Looking at the other side of the distribution, in 2011, some
27.5% of people who lost their job had a gross replacement rate of over 60%, which was
close to the position if the January 2020 system had applied to those who lost their job at
the beginning of the COVID crisis. However, it rose to 45% when the more generous bene-
fits system was introduced on 25 March. Categorizing replacement rates of 60% or higher
as generous, the introduction of the lower-income compensation rate in June slightly re-
duced the proportion of the high replacement rate, while the reduction in the higher PUP
rate to €300 in September reduced the proportion to below 40%.

Turning to household disposable income (after subtracting taxes and contributions), in
Figure 6 we report the distribution of replacement rates at the household level. In order to
account for housing and work-related expenses, we further adjust disposable income for
these factors.

As in the case of the gross individual-level replacement rate, 2011 is a better comparator.
In the early part of the financial crisis, there were more cases where only one spouse lost
their job, enabling the other partner’s income to partially insulate from this loss. As a result,
over 90% of households had a net replacement rate of over 60% in 2008. However, this de-
clined to less than 70% in 2011. This is similar to what would have been observed at the
peak of the COVID-19 crisis if the January 2020 system had been in place (instead of the
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Figure 6. Distribution of household net replacement rate (incorporating work-related and housing-
related expenditures) (%).
Note: Based on Table A.4 in Online Appendix A.

crisis-induced policy innovation). The 26 March system increased the proportion of replace-
ment rates of 60% or higher to over 83%, with greater targeting in subsequent reforms re-
ducing this to under 80% in the September system.

Figure 7 illustrates the change in income components pre- and post-crisis for the 2011
system in the financial crisis and the May 2020 system in the COVID-19 crisis. Market in-
come is split into two: ‘own income’ for the person who lost their job and ‘other income’ for
others in the household. We see that in 2011, other market income stayed on average at
73% of the pre-crisis levels for those with the highest replacement rates, while the figure was
only 12% on average for those with the lowest replacement rates. Given the higher employ-
ment losses in May 2020 than in 2011, other family income had a smaller effect, at 45% of
pre-crisis levels. Benefit levels increased radically more, reflecting the higher gross replace-
ment rates reported above. Given the greater loss of other market income, taxes and contri-
butions fell more for the high replacement rate group in 2020 than in 2011. In addition,
income support measures in 2011 were funded by higher taxation, whilst in 2020 these
measures were funded from future debt, further impacting on the way taxation helped to re-
duce the gap between in-work and out-of-work incomes.

Lastly, as a result of social partnership measures in relation to rent freezes and mortgage
interest deferrals in the 2020 crisis, ‘compulsory’ expenditures relating to work and housing
costs fell more for those with higher replacement rates in 2020, further insulating household
living standards in the crisis.
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Figure 7. Change in income components by net replacement rate for those who lost their job during
the crisis.
Note: Based on Table A.5 in Online Appendix A.

Table 1 details the average change in these ‘compulsory’ costs pre- and post-crisis for
those who lost their job during either crisis. We note in both cases that childcare and com-
muting costs fell when people lost their job, but that nominal housing costs did not change
in 2011."* The population that lost jobs in the financial crisis were younger and less likely to
have children, reflecting lower childcare costs. Pre-crisis, the commuting costs were similar
for both population groups. However, as many of those who remained employed in the
COVID-19 crisis were able to work from home, their commuting costs fell by more than in
the financial crisis. Deferred mortgage payments reduced compulsory costs in 2020, never-
theless, it should be noted that housing costs were much higher in 2020 than in 2011, reflect-
ing both the fact that housing costs had increased and that the COVID-19 crisis had a
greater effect on those who were middle-aged and had substantial mortgages than those
who were affected in the financial crisis.

In Figure 8, we report the change in the average replacement rates across the pre-crisis in-
come distribution, taking adjusted equivalized household disposable income as the basis of
the deciles. In most cases, the average net replacement rates were higher at the bottom of the
distribution than at the top. However, given the relative importance of the PUP, and the

14 In reality, many individuals stopped paying their mortgage and accumulated unauthorized mortgage
arears, bringing with it the stress associated with lawyers’ letters and court cases.
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Table 1. Average ‘compulsory’ costs for the unemployed in both crises

Expenditures Financial crisis COVID crisis

related to 2007 2011 20112007 2020 January 2020 May  May/January
Childcare 897 386 0.43 1889 258 0.14
Commuting 2723 1352 0.50 2780 419 0.15
Housing 1619 1619 1.00 4603 3815 0.83
Total 5239 3357 0.64 9272 4491 0.48
Housing share 0.309 0.482 0.496 0.849

lower pre-crisis incomes at the bottom during the COVID-19 crisis, we see how the crisis re-
duced inequality.'® The greater targeting of the PUP resulted in an increased average replace-
ment rate at the bottom of the distribution. Even with the more-constrained system in
September, the average replacement rates for those in the bottom two deciles were over
100%. We decomposed this analysis by the sex of the head of household (see Figure A.1 in
online Appendix A), but did not find a major difference between the households.

In the short term, what matters to a household’s financial well-being is its capacity to pur-
chase the normal basket of goods and services that it consumes. Utilizing the relationship be-
tween disposable income and expenditure from the Household Budget Survey, in Figure 9 we
show the consumption patterns during both crises as a percentage of the disposable income
measured in the pre-crisis periods. As savings increase with higher earnings, the proportion of
disposable income used for consumption declines over the course of the income distribution. It
is also often above 100% at the bottom of the distribution, as poor people sometimes consume
from savings if they temporarily do not have a sufficient inflow of income.

The amount of purchasing power for consumption depends on prices. Prices fell in both
crises as a result, in part, of lower demand. As these price drops were larger for necessities
(such as rent or fuel) than for other items, and as the poorer consume a higher proportion of
necessities than the wealthier, the price falls were felt more by poorer people.

Applying the replacement rate to previous income and adding savings from the pre-crisis
year, we obtain an estimate of potential consumption in the crisis year.!® As a result of the
lower replacement rates in 2011, potential consumption is less than pre-crisis disposable in-
come across all deciles, with most deciles having about 85% of pre-crisis potential expendi-
ture. This presumes the dissaving that originally took place must be replenished. It also
means that those in the bottom six deciles have lower potential consumption than pre-crisis,
without savings, while those in the top four deciles still have the potential to save. However,
in the COVID-19 crisis, the higher average replacement rates mean that—in the absence of
savings—all have the capacity to meet pre-crisis consumption. Adjusting for the lower prices
that pertained post-crisis increased purchasing power in both cases, particularly for the
poorest, but it did not change the conclusions significantly.

15 It should be noted that this table only includes those who lost their job. Incomes also changed for
those who remained in work, if their work-related costs fell as a result of lower commuting or child-
care costs.

16  Although this presumes that all savings would be usable in the crisis year, it is an indication of po-
tential consumption.

€20 Joquia}dag G| UO JOSN US)eyOSUSSSIMIBIZOS N INMISUl-ZIugIoT - SISTD Ad yEE£Z999/10S/1/1.Z/9101E/18S/Wod dno"dlwspeoe//:sdjy Wolj papeojumoq


https://academic.oup.com/ser/article-lookup/doi/10.1093/ser/mwac033#supplementary-data
https://academic.oup.com/ser/article-lookup/doi/10.1093/ser/mwac033#supplementary-data

522 C. O’'Donoghue et al.

Financial Crisis

-
=N W A

o

© 5 695 o
vooBsE W N

-0.6

Adj. Disposable Income Decile

Change in net replacement ratio vs. pre-Crisis

— 2008 ---2009 ——2010 ——2011

Covid Crisis

0.8

0.6

0.4

0.2 ——

Adj. Disposable Income Decile

Change in net replacement ratio vs. pre-Crisis

——01-Jan -=-=--Pre 25-Mar
— 04-May ——29-Jun 17-Sep

26-Mar

Figure 8. Change in the average adjusted net replacement rate by pre-crisis deciles.
Note: Based on Table A.6 in Online Appendix A.

6. Discussion

Drawing on the theoretical framework, the response to the COVID crisis was more generous
than that in the financial crisis. Although there was a large increase in expenditure in the for-
mer, low-interest rates (due to ECB interventions) enabled additional and more generous
expenditures to be incurred without contemporaneous financing through taxation.
Although the COVID crisis was deeper and more rapid, the potential for the family as an in-
sulating mechanism was smaller than during the financial crisis, particularly in the earlier
years. This was nevertheless compensated by the higher generosity of the benefit system,
which enabled replacement rates or the insulating impact of public policy to be greater.

Compared with the financial crisis, another important feature of the COVID crisis was
the use of non-fiscal instruments, such as regulation in the case of rental markets, public sec-
tor ownership in relation to mortgage deferrals and social partnership in relation to child-
care costs to defer and protect some of the non-discretionary costs that households faced. In
the case of those who lost their job, this improved their purchasing power and reduced their
potential financial vulnerability.
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Figure 9. Purchasing power by pre-crisis deciles.
Note: Based on Table A.7 in Online Appendix A.

Overall, although in both crises the responses were skewed towards the bottom of
the distribution, the COVID reforms were better able to protect consumption levels for all
income groups than the responses in the financial crisis. Key to enabling a more insulating
impact of the tax-benefit system in the COVID crisis was the rapid introduction of a more
generous benefit with uniform entitlement for those who lost their job. This instrument im-
proved the replacement rate of higher-income workers relative to the ‘normal’ system that
prevailed prior to the crisis.

In the COVID-19 crisis, while some countries made relatively minor changes to exiting
policy instruments (e.g. Luxembourg), other countries had to introduce radically different
policies from their prevailing systems. Ireland falls within the latter category, together with
other two Anglo-Saxon systems: the UK and Australia. The ‘normal’ Anglo-Saxon system
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relies on means-tested benefits designed to reach the poorest parts of the population (Esping-
Andersen, 1990). Unemployment benefits have short durations, relatively low generosity
levels (at two-thirds of the average wage, the replacement rates for a single person without
children are 50-60% for Ireland and the UK, and 40% for Australia)'” and are often
means-tested.

The discretionary policy measures introduced in response to the COVID-19 crisis (for
example, short-time work schemes and similar) aimed to secure employment during the
peaks of the crisis. They offered broader eligibility criteria than the standard unemploy-
ment schemes and high replacement rates: 80% in the UK (subject to a maximum thresh-
old), a maximum rate of €410 per week per qualifying employee in Ireland (at least at
the beginning of the crisis) and a flat rate of €460 per week in Australia. Short-time
working schemes had a key role in mitigating market income losses in Ireland, the UK
and Australia during the COVID-19 crisis (Figari and Fiorio, 2020; O’Donoghue et al.,
2020; Brewer and Tasseva, 2021; Li et al., 2022). These discretionary measures also led
to a slight decrease in inequality of disposable household incomes in Ireland and
Australia.

One of the main lessons learned is that during the COVID-19 crisis, policymakers fo-
cused more on building resilient systems and less on the financing of income losses, as most
countries put in place generous systems when the need was warranted. Some countries had
these systems by default. For example, Dolls et al. (2022) show that automatic stabilizers
during the Great Recession were much stronger in Nordic and Continental Europe
(which have a higher GDP per capita) than in Eastern or Southern European countries.
During COVID-19, Almeida et al. (2021) reinforce that richer countries were more success-
ful in cushioning household incomes and preventing a rise in poverty and inequality than
poorer countries. Many countries such as Ireland are heading towards building more
resilient systems in the future, relying on generous time-limited earnings-related unemploy-
ment benefits.

As food for thought, we present in parallel how the trust in government has evolved since
2008. Different policy responses to the two crises seem to be accompanied by different
trends and levels of trust in government. This is illustrated in Figure 10, based on data from
the Eurobarometer survey.

Around 40% of respondents expressed trust in the national government just before
the onset of the financial crisis. Following the introduction of drastic austerity meas-
ures, the level of trust rapidly decreased, reaching its lowest point in 2010. Except for
2011, the level of trust stayed around 20% until 2014. The stabilization of the eco-
nomic situation, followed by strong economic growth, was accompanied by a steady
increase in the level of trust in government, reaching 58% in 2019. The strong policy
response in the early months of the COVID-19 crisis was accompanied by a further in-
crease in the level of trust, which reached the unprecedented level of more than 65% in
July 2020.

These findings should nevertheless be interpreted with caution. The survey was con-
ducted immediately after the first wave of the COVID-19 outbreak (July 2020) and

17 These proportions are based on OECD data, https://stats.oecd.org.
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Figure 10. Public attitudes around Financial Crisis, in %.
Source: Eurobarometer 90.

attitudes might have changed during the subsequent waves of the pandemic. As
highlighted in a recent OECD publication (OECD, 2021), the increase in trust early in
the pandemic could reflect the so-called ‘rallying around the flag effect’, which predicts
an increase in trust during sudden crises as people rally behind leaders and institutions.
The vast news and social media coverage of the COVID-19 crisis and government
responses to it might have facilitated this effect, which was not the case in 2008.'® In ad-
dition, the nature of two crises differed. Whereas the COVID-19 crisis came as an exoge-
nous shock, governments were held partially responsible for policies and financial

regulations that led to the financial crisis.

7. Conclusions

This paper aimed to assess the relative impact of public and private policy responses on
household incomes in times of crisis, contrasting the COVID-19 crisis with the financial cri-
sis of 2008-2012. Both crises were highly asymmetric, affecting different people in different
ways; a variability that allows us to look at policy learning in greater depth.

Policy learning during the fast-developing COVID-19 crisis was challenged by the lack of
real-time household survey data with detailed information on the socio-economic character-
istics of households. To overcome this challenge, we used a ‘nowcasting’ method, which
aligns the available income information with real-time labour market statistics and policy

changes using dynamic microsimulation techniques.

18 As discussed by Rieger and Wang (2022), the coverage of COVID-19 in the news and social media
was huge, ranging from high-quality scientific information to all kinds of conspiracy theories.
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We find a stronger social policy impact during the COVID-19 crisis than during the fi-
nancial crisis. As the impact of the COVID-19 crisis was deeper and more rapid, family sup-
port was not as strong as in the financial crisis. By contrast, private support based on social
partnership was stronger. As a result, those with lower incomes ended up with higher levels
of disposable income at the onset of the COVID-19 crisis, compared with the pre-crisis
period.

From a social policy perspective, our paper reinforces the idea that public provision of
welfare plays an important role in mitigating household income losses during crisis periods.
Our results show that the design of tax-benefit instruments matters for maintaining incomes
at pre-crisis levels, and is contingent on the budgetary situation and the ability of the govern-
ment to borrow money to cover budget deficits.

We contribute to previous literature by demonstrating the advantages of a broader ap-
proach to social policy responses in periods of crisis. Our findings suggest that a series of
government negotiations with important social partners enabled private sector measures to
complement public policy responses to the COVID-19 crisis, in terms of mitigating its im-
pact on living standards. Following these negotiations, households could save due to reduc-
tions in housing, childcare and other work-related costs during the COVID-19 crisis,
allowing them to meet pre-crisis levels of consumption, even in the absence of savings. This
was not the case during the financial crisis, when the limited income support programmes
provided by the government were not accompanied by private policy responses via social
partnership channels.

Lastly, as food for thought, we present in parallel how the trust in government evolved
over the period between the two crises. Strong austerity measures during the financial crisis
and the absence of private responses through social partnerships were accompanied by a
drastic decline in the level of trust in public institutions over the period. By contrast, the
combination of public and private policy responses at the onset of the COVID-19 crisis was
accompanied by further increases in the levels of trust in governmental actions. Given that
the main motivation of the government to perform income redistribution is driven by politi-
cal interests, greater trust in its actions serves as a success indicator. One should keep in
mind, however, that in contrast to the financial crisis, the government was not responsible
for the occurrence of the COVID-19 pandemic. This might have also contributed to a posi-
tive evaluation of governmental policy responses at the beginning of the COVID crisis.
Future research should seek to understand the link between policy decisions in times of crisis
and trust in institutions, and how this may spill over into other aspects, such as the differen-
tial rate of COVID-19 vaccinations across the EU countries.
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