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The purpose of this memorandum is to summarise my analysis of the current crisis in 

employment and wages in the NSW labour market, in the wake of the COVID-19 

pandemic and associated health restrictions on normal economic activity. I also discuss 

the importance of the fiscal response to this crisis by the state government, including its 

proposal to freeze wages for public sector workers (including nurses, midwives, and 

other health professionals who have been on the front lines of the battle against COVID-

19). I discuss the likely counter-productive impacts of that wage freeze, if implemented, 

on broader wage trends, consumer spending, macroeconomic recovery, and indeed on 

the state government’s own revenue situation, and I consider the significance of recent 

public opinion research regarding the scale and composition of the consumer response 

to the wage freeze. 

 

An Unprecedented Downturn 

 

The New South Wales economy has been plunged into unprecedented crisis as a result 

of the COVID-19 pandemic, public health restrictions on business activity, and negative 

spillover effects on spending, investment, and employment. The state is experiencing 

what is already the deepest recession of the entire postwar era. The impacts on 

household incomes, savings, business investment, government revenues and other key 

variables will be catastrophic. 

 

Between February and May, NSW lost 272,000 paid jobs: or an average of over 3,000 

lost jobs per day.1 And the downturn has not yet stopped. Employment fell further in 

May, despite the beginning of re-opening. Second-order job losses will continue to be 

 
1 All data in this section from ABS Catalogue 6202.0 - Labour Force, Australia, May 2020. 
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experienced even after health restrictions are lifted, as businesses in a wide range of 

industries adjust their capacity and employment to the reality that many of their 

customers simply will not return. 

 

For comparison, consider that the decline in employment in the last 3 months was twice 

as large as the peak-to-trough decline in NSW employment experienced throughout the 

entire 1990-92 recession (the last major downturn to hit the state). In that recession, 

total employment declined by 133,000 – but it took 23 months (from December 1990 to 

November 1992) for that damage to be experienced. In this case, the state lost over 

twice as many jobs, in one-eighth the time. 

 

NSW’s unemployment rate increased in those 3 months by almost 2 full percentage 

points, reaching 6.4% in May. But that official measure of unemployment is just the tip 

of the iceberg. Other workers have lost jobs, as well, but are not captured by the official 

unemployment rate. Many are technically employed (still listed on their employers’ 

payrolls) but not working at all. Others have lost their jobs entirely, but cannot engage 

in an ‘active job search’ (for good reason, during a pandemic!) and hence are considered 

to have left the labour force. Still others have lost most of their hours of work, but still 

have some work (as little as one hour in the reference week) and hence are considered 

‘employed.’ A more realistic measure of the state’s unemployment rate is around 20%. 

Indeed, the ABS’s broader measure of underutilisation (which considers official 

unemployment and underemployment) has surged by 7 percentage points in NSW since 

February, reaching an all-time record of 19.9% in May. 

 

The severe downturn in employment and economic activity will not suddenly ‘snap 

back’ to pre-pandemic levels, for several reasons. Private sector agents (including both 

consumers and businesses) have experienced a dramatic shock to both income and 

confidence. Their ability to finance major expenditures (on consumer durables, 

property, or capital projects) has been substantially undermined, as has their 

willingness to do so. Deep uncertainty about the future trajectory of the pandemic 

(including potential second and subsequent waves of infection) will further hold back 

spending. What could be initially interpreted as a ‘supply shock,’ arising from the 

deliberate shutdown of significant sectors of the economy, is transitioning into a more 

classic demand-constrained recession: the rebound in output and employment, once 

health restrictions are eased, will be held back by a lack of aggregate demand.  

 

Government Can Help, or Hurt 

 

In this context, the fiscal actions of government are critical to the future course of the 

economy. Government is the only economic actor with necessary financial resources, 

the authority, and the capacity to plan and act on a state-wide or nation-wide level, to 

reignite normal macroeconomic processes and reestablish the momentum of self-

sustaining economic growth.  
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Monetary policy (in the form of lower interest rates and central bank purchases of 

government bonds) is important to keep interest rates low, and prevent financial 

market disruptions. But interest rates have been very low in Australia for years, 

reflecting the already-weak state of the macroeconomy before the pandemic, so the 

stimulative power of recent interest rate cuts will be limited. Moreover, with deep 

uncertainty clouding the spending decisions of households and businesses, reducing 

interest rates (and other moves to make easier credit available, including to distressed 

businesses) does not mean those funds will be borrowed and put into motion in the 

economy. Monetary policy is thus akin to ‘pushing on a string.’ 

 

For these reasons, the fiscal stance of governments will be critical in determining 

whether Australia enters a period of sustained recovery, or whether the current sudden 

downturn becomes ‘stuck,’ causing a lasting period of recession or even depression. In 

this regard, governments must focus on the most important economic priority, which is 

supporting spending power and hence employment and production. Major and lasting 

fiscal injections by governments at all levels will be essential to helping the economy 

climb back from this unprecedented catastrophe. 

 

Of course, the Commonwealth government, with its unmatched financial resources and 

nation-wide field of vision, must take the lead. But state governments are also vital 

players, and have their own responsibility to ensure that fiscal settings are conducive to 

recovery. If governments become distracted by concerns about deficit reduction at a 

moment when all eyes must be focused urgently on helping spending and employment 

recover, they will contribute to a deeper, longer, more destructive recession. 

 

Indeed, any government which tries to balance its books during an economic downturn 

is acting in an ideological and self-destructive manner. Revenues automatically rise and 

fall with the state of the economy. If a government cuts spending (or raises taxes) to try 

to offset a deficit caused by a recession, it only makes the recession worse – and 

undermines the true forces of fiscal recovery (growth, job-creation, and rising incomes). 

Fiscal austerity is a discredited and counter-productive policy, which has been rejected 

by economists policy-makers around the world. Even international agencies like the 

IMF and the World Bank have conceded that mistakenly attempting to reduce 

government spending during past recessions (such as the long downturn that followed 

the Global Financial Crisis in 2008-09) made those recessions needlessly worse.2 

 

The NSW government implemented several fiscal support measures as the pandemic 

unfolded, and this provided important but limited support to the state economy. 

Measured as a share of Gross State Product, the $4.3 billion in extraordinary state fiscal 

 
2 See, for example, this important mea culpa from senior IMF officials: Jonathan D. Ostry, Prakash Loungani, 

and Davide Furceri, “Neoliberalism: Oversold?,” Finance and Development 53(2), June, 2016. 
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support amounts to under 1% of the state’s economy. That compares unfavourably to 

most other states – including stimulus leader Tasmania, where state fiscal injections 

have been worth 3% of state output.3 Moreover, those time-limited state supports will 

expire later this year, reversing the stimulative stance of state fiscal policy. 

 

Now the NSW state government is shifting its policy clearly toward a more 

contractionary bias. One high-profile example of this is its effort to impose an arbitrary 

one-year wage freeze on state public servants (including nurses, midwives, other health 

care workers, teachers, and employees in other state-funded departments and services). 

The NSW state government is the largest single employer in all of Australia, with almost 

500,000 employees in state-funded services. The government’s attempt to freeze their 

wages, foregoing a normal 2.5% annual increase, would strip almost $1 billion from 

wages in the state this year alone, and more in subsequent years.4 The government 

claims these funds are being ‘redirected’ to support infrastructure construction 

projects. This claim is not credible: the state government has ample capacity to fund 

announced construction projects without a wage freeze. And at any rate, the job-

creating effects of construction spending are smaller than an equivalent amount of 

consumer spending, so if the goal was genuinely job-creation, they would have paid the 

agreed wage increases.5 

 

The state government’s top priority should be mobilising maximum available resources 

into the battle against the pandemic and its economic and social consequences. This 

must include allocating resources to broader health care functions (including hospitals, 

aged care services, testing, tracing and more); investments in capital projects; 

expansion of public services; and normal wage increases paid to workers who perform 

all of those vital functions. The claim that there is a necessary zero-sum trade-off 

between any of those priorities is fanciful and dangerous. 

 

The Unintended Consequences of Wage Freezes 

 

The state government claims that the savings from freezing public sector wages will 

reduce the state’s debt, and allow it to spend on other priorities (including 

 
3 A comparison of state fiscal measures during the pandemic is provided by Shane Wright, “End of state 

stimulus could deliver new hit to economic recovery,” Sydney Morning Herald, June 19, 2020, based on Federal 

Parliamentary Library data. 
4 Even if the wage freeze lasted only one year, with ‘normal’ increases implemented in subsequent years, the 

cost of the single-year freeze continues to expand over time, because wages never catch up to their pre-freeze 

trajectory, and subsequent wage increases are applied against a lower base. See Troy Henderson and Jim 

Stanford, The Same Mistake Twice: The Self-Defeating Consequences of Public Sector Pay Freezes (Canberra: 

Centre for Future Work), March 2020, https://d3n8a8pro7vhmx.cloudfront.net/theausinstitute/pages/ 

3299/attachments/original/1587917784/Making_the_Same_Mistake_FINAL.pdf?1587917784.  
5 Analysis suggests that redirecting $3 billion in funds from salaries to construction projects would in fact 

reduce NSW employment levels by some 1100 positions; see Richard Dennis, Matt Grudnoff, and David 

Richardson, The Macroeconomic Impact of the NSW Public Sector Pay Cut (Canberra: The Australia Institute), 

May, https://www.tai.org.au/sites/default/files/Macroeconomic% 

20impact%20of%20the%20NSW%20public%20sector%20pay%20cut%20%5BWEB%5D.pdf.  

https://d3n8a8pro7vhmx.cloudfront.net/theausinstitute/pages/%203299/attachments/original/1587917784/Making_the_Same_Mistake_FINAL.pdf?1587917784
https://d3n8a8pro7vhmx.cloudfront.net/theausinstitute/pages/%203299/attachments/original/1587917784/Making_the_Same_Mistake_FINAL.pdf?1587917784
https://www.tai.org.au/sites/default/files/Macroeconomic%25%2020impact%20of%20the%20NSW%20public%20sector%20pay%20cut%20%5BWEB%5D.pdf
https://www.tai.org.au/sites/default/files/Macroeconomic%25%2020impact%20of%20the%20NSW%20public%20sector%20pay%20cut%20%5BWEB%5D.pdf
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infrastructure). As noted, there is no necessary trade-off between paying normal wage 

increases and financing infrastructure construction. And there are other ways in which 

the arbitrary wage restraint imposed on public servants – the very workers who helped 

protect NSW residents against the pandemic – will worsen the economic and fiscal 

outlook facing the state: 

 

• Reduced consumer spending. Typical workers in Australia spend two-thirds of 

their before-tax income on personal and household consumption. Freezing 

wages will reduce consumer spending by hundreds of millions of dollars, at the 

precise moment consumer industries are trying to come back to life. 

• Reduced tax revenues. On average public sector workers pay about one-quarter of 

their total income right back to government in the form of income, payroll, and 

other taxes – with further revenues generated by GST paid on subsequent 

consumer spending. Much of the apparent ‘savings’ attained by freezing wages 

and reducing the wage bill are thus illusory: they disappear when workers pay 

less tax than they otherwise would have. 

• Spillover impacts onto broader wage determination. One of the most dangerous 

consequences of the public sector wage freeze is the strong and negative 

influence it has on wage trends in the rest of the labour market – including wages 

for private sector employees. Because of the size and profile of public sector 

wage decisions, they are followed closely as a relevant benchmark elsewhere in 

the economy. Private sector employers, seeing governments pleading poverty 

and freezing wages, will quickly impose the same restraint on their own 

workforces. This spillover effect was clearly visible in NSW after the imposition 

in 2011 of a supposed ‘emergency’ wage cap of 2.5% (a cap which has been kept 

in place for 9 years, despite the state’s multi-billion-dollar fiscal surpluses in 

intervening years). Within months of the imposition of that cap (at a time when 

normal wage increases were in the order of 4%), private-sector wage growth 

began to decelerate markedly toward (and then eventually below) that same 

2.5% cap.6 

• Macroeconomic spillovers. Reduced consumer spending by public sector workers, 

as well as reduced spending by private sector workers whose employers also 

freeze wages (mimicking public sector wage austerity), incrementally weakens 

overall business conditions in the state economy. That in turn undermines 

business profits, investment, and hiring. That will feed back into reduced GDP – 

and reduced state government revenues. 

• Impacts on retirement saving and household financial security. Household 

financial stability will be undermined by the wage freeze, now and for years into 

the future. For example, lower wages translate into reduced superannuation 

 
6 This history is documented in detail by Troy Henderson, “Public Sector Austerity and its Spill-Over Effects,” 

in Andrew Stewart, Jim Stanford, and Tess Hardy, eds., The Wages Crisis in Australia: What It Is and  

What To Do About It (Adelaide: University of Adelaide Press, 2018). 
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contributions. The permanent reduction in wage trajectory resulting from even a 

one-year wag freeze reduces lifetime superannuation contributions – and that 

loss is compounded by the loss of investment income on those foregone 

contributions. That in turns translates into a significant reduction in retirement 

incomes paid from superannuation balances after the worker retires.7 At a time 

of intense financial uncertainty for so many households, making matters worse – 

both now, and well into the future – is a short-sighted and dangerous policy, that 

will cause lasting hardship for hundreds of thousands of public servants. 

 

Understanding Consumer Linkages 

 

The freeze in NSW public sector wages will reduce aggregate wage and salary income by 

close to $1 billion this year. That toll will be exacerbated as private sector employers 

join the bandwagon of wage austerity, invoking exactly the same unconvincing 

arguments – ‘sacrifice must be shared,’ ‘we will spend the savings on investment,’ ‘we 

are in a financial emergency’ – as the state government has used. Most of that reduction 

in income will be immediately reflected in reduced consumer spending. (The rest will be 

largely reflected in lower government tax revenues, confirming the self-defeating 

impact of the austerity.) 

 

Opinion polling conducted by YouGov regarding the consumer spending practices of 

NSW nurses and midwives, and how that spending would change in the wake of the 

wage freeze, provides valuable detail regarding the nature and composition of the 

resulting impacts on consumer spending in the state.8 The survey results confirm that 

the wage freeze will reduce household spending across a broad range of categories. 

They also confirm that the scale of that reduction will be severe. 

 

The YouGov survey gathered information on incomes, attitudes, and spending 

intentions from 2700 nurses and midwives in NSW. Almost all of the respondents 

(94%) were aware of the proposed wage freeze. Average income for respondents was 

approximately $6450 per month; from that income flow, average monthly household 

spending (not including rent or mortgage payments, or annual vacations) of about 

$3000 were financed.  

 

The respondents to the survey were already experiencing significant financial stresses, 

even before contemplating the effects of the wage freeze. Over half of the sample had 

already experienced losses in work and income arising from the pandemic. And 83% 

reported worrying about their ability to pay for day-to-day expenses. Needless to say, 

 
7 Simulations indicate that for a typical NSW public sector worker, earning $80,000 per annum, the one-year 
wage freeze (even if 2.5% annual wage increments are restored in subsequent years) results in superannuation 

balances being almost $10,000 lower on retirement (assuming 20 years of remaining service), and a reduction in 

pension income of over $700 per year. 
8 Summary results of the polling exercise are provided in YouGov, Nurses and Midwives’ Response to the 

Proposed Public Sector Wage Freeze, June 2020. 
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wrenching away negotiated and anticipated wage increases, on which households were 

counting, will exacerbate that stress considerably. 

 

Respondents indicated that in the wake of the wage freeze (if imposed), they would 

reduce monthly expenditures by an average of 11% (or $340 per month). That does not 

include larger reductions anticipated in annual holiday spending (of over $2600 per 

household). 

 

Some sectors were especially likely to experience reduced household spending after a 

wage freeze. The most affected spending categories include food (both prepared and 

groceries), retail spending, travel, and other personal recreation. Unfortunately, these 

sectors are the very ones that have already borne the brunt of the shutdowns ordered 

by health officials. In other words, the negative impacts of reduced consumer spending 

arising from the wage freeze would be concentrated in those sectors of the economy 

already most damaged by the pandemic. This imposes a double burden on the small 

businesses that dominate the retail, hospitality, recreation and tourism sectors. 

 

There is also a clear gender dimension to the concentrated effects of the wage freeze on 

consumer spending. Most of the respondents to the YouGov survey (like the nursing 

population in general) were women (85%). Most employees in the hard-hit hospitality, 

retail, and recreation sectors – which would now be hammered again by the 

consequences of a wage freeze – are also women.  Indeed, women have suffered 

disproportionate job losses during the downturn already: employment among women 

in NSW fell 7.4% between February and May, versus a 5.8% decline for men. Yet instead 

of acknowledging and ameliorating the disproportionate burden being experienced by 

women, the state government is doubling and tripling down on the gender inequality 

being created by this recession. It is imposing a needless and arbitrary wage freeze on a 

largely feminised workforce, which in turn will result in further damage to other 

feminised sectors which depend on that wage income (on food, hospitality, recreation, 

and tourism).  

 

Of particular note, survey respondents indicated that affected households would likely 

reduce their aggregate consumer expenses by a larger amount than the loss of income 

directly attributable to the wage freeze itself. This attests to the spillover effects of the 

wage freeze announcement on the general confidence and propensity to spend of 

households. The YouGov results indicate an average reduction in regular monthly 

spending of almost $350 – whereas the typical nurse would lose approximately $160 

per month in income during the first year of the proposed wage freeze. 

 

Thus the expected decline in spending would exceed the decline in income. This result 

could entail if the impact of the lost income on consumer confidence (already shattered 

by the pandemic, especially for front-line workers who have experienced the severe 
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trauma of caring for the victims of COVID-19) spurred a broader retrenchment of 

spending intentions. 

 

It is worrisome to extrapolate these results to the scale that would be expected from the 

application of the wage freeze across the whole NSW state public sector. The average 

income of nurses and midwives surveyed in this opinion research ($6450 per month, or 

about $77,500 per year) is slightly below the average salary of all NSW state public 

sector workers, which was about $80,000 in financial year 2018-19.9 So the reductions 

in expenditure estimated by these survey results will be broadly representative of (and 

in fact slightly lower than) similar changes that can be anticipated from across the 

public sector workforce. 

 

If the estimated reduction in monthly expenditure of close to $350 per household is 

experienced across the full NSW state public sector workforce, the resulting decline in 

aggregate consumer spending arising from the wage freeze would equal $2 billion per 

year: more than the amount of foregone wage income. This ‘multiplied’ final impact on 

consumer spending from the wage freeze is testimony to the chilling effect which this 

austerity would have on overall consumer sentiment. Considering the negative impacts 

of the public sector wage freeze on wage growth (and hence consumer sentiment) in the 

rest of the labour market (including private sector workplaces), this contractionary 

impact is likely to be amplified further. 

 

Conclusion: Needless and Painful Austerity 

 

There are obvious moral objections to singling out state public sector workers for an 

arbitrary and unnecessary wage freeze. They were lauded as ‘heroes’, including by state 

political leaders, for their bravery and loyalty in performing their duties, despite serious 

personal risk, as the pandemic spread across NSW. It is a slap in the face of these 

workers to now be ‘rewarded’ with the revocation of previously agreed wage increases 

– which were already constrained by a long-standing and equally arbitrary cap, imposed 

almost a decade ago by a government also invoking deficit-mania to extract savings 

from their own workers.  

 

The 2.5% cap imposed in 2011 quickly became the new normal across the state’s labour 

market. It was kept in place despite a return to large budgetary surpluses, and has since 

served to dampen wage growth in all sectors. Now the state government is willing to 

further suppress wage expectations. There is little reason to expect the proposed wage 

freeze (if implemented) to be lifted next year, given the strong likelihood that the 

economy will still be in severe recession. The government’s record in maintaining the 

previous wage cap despite the quick disappearance of the so-called fiscal ‘emergency’ 

 
9 Author’s calculations from ABS Catalogue 6248.0.55.002, Employment and Earnings, Public Sector, 

Australia, 2018-19. 
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that was invoked to justify it gives further reason to expect this wage austerity to be 

sustained past the pandemic. 

 

Imposing a wage freeze on workers who have risked their lives to protect public health 

is morally repugnant and economically self-destructive. The YouGov survey data 

provides important detail regarding both the scale of the damage it will cause to 

consumer confidence and household spending, and its composition. The industries that 

have already been most dam aged by the pandemic, would now suffer a double blow 

from this needless and self-defeating action. 

 

The state government should rescind its proposed wage freeze, and proceed with its 

agreed 2.5% wage increases this year. It should then restore normal and free collective 

bargaining processes to determine wage increases in future years. It should indicate to 

the broader economic and business community its conviction that wage increases will 

help the economic recovery, not hurt it – and lead by example, by compensating its own 

employees for the invaluable job they have done. 

 

I would be glad to discuss my findings on this matter further. 

 

Sincerely, 

 

 

 

 

 

Dr. Jim Stanford 

Economist and Director 

Centre for Future Work 

Sydney 


