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Abstract

:

The purpose of this article is to provide a review of the impact of the COVID-19 pandemic on Australian household finances and understand how the pandemic has had significant repercussions for household finances and behaviours toward saving and spending goals. Based on a national survey conducted by the Australian Bureau of Statistics in December 2020, we report that financial shocks continued to hit low-income households and one-parent families with dependent children the hardest. The lowest-income households had to forfeit a week’s worth of income on a less expensive shock but three times their weekly income to absorb a more expensive shock. The low-income households and one parent family with dependent children did well in following a budget, however, they were in a weak position when considering the ability to save regularly. The overall households also had a low rate of seeking financial information, counselling or advice from a professional. These findings will have implications for the policymakers and advisors who assist households in sustaining their finances and well-being.
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1. Introduction


Financial shocks affect many households at one stage or another, but do we understand financial shocks? How did financial shocks affect Australian households during the period of COVID-19? How did they cope, and how can Australian households be equipped to become more financially resilient? There has been a resurgence in interest in exploring the ways to build households’ financial resilience to absorb financial shocks [1]. Here, we provide a brief review of the impact of the COVID-19 pandemic on Australian household finances, and our observations and insights from analysing household financial shocks and the level of financial resilience are expected to yield useful implications for policymakers.



Household financial shocks can result from either decreases in income, such as from job loss or a reduction in hours of work, or increases in expenses from emergencies such as illness or injury of family or damage to household possessions in a natural disaster. Pew Charitable Trusts defines these events as financial shocks [2]. A household financial shock is often unexpected and costs a family between AUD 1500 and AUD 2000 [3,4]. Statistics show that 60 percent of U.S. households have experienced some sort of financial shock in the past 12 months [2]. Low- and moderate-income households are more vulnerable to financial shocks [5,6] and have lower emergency savings to buffer against shocks [3].



Differing from a financial shock, financial stress is the hardships and difficulties that a household may have in meeting basic needs due to a shortage of money [7]. Financial stress is also viewed as “financial reasons for being unable to have a holiday, to have meals with family and friends, to engage in hobbies and other leisure activities, and general money management” [8]. Material financial hardships and difficulties often have an immediate effect on households’ consumption and their ability to cover the cost of basic needs. Likewise, households may find difficulty in covering the costs of food, clothing, utilities, transport and other essential consumables. The households with a high level of financial stress are more vulnerable, and they are particularly exposed to an adverse shock. Financial shocks can also lead to households’ financial stress and vulnerability. Aboagye and Jung [9] and Comerton-Forde et al. [10] documented that financial shocks are negatively associated with material hardships; in a more specific form, financial shocks are associated with increased rates of skipping essential bills [11] and medical care [12], as well as increased food insecurity [13].



An immediate consequence of financial shocks is the decline in financial well-being. The CFPB’s study compares the U.S. households with and without a financial shock, and the results show that the financial well-being score of households that experienced a financial shock in the past 12 months is significantly lower than households that did not experience a shock [14]. Roll et al. [15] find that financial shocks in the form of income shocks are particularly stronger than expense shocks, and these financial shocks are associated with a significantly lower level of financial well-being. Aboagye and Jung [9] and Comerton-Forde et al. [10] reported a similar finding that financial shocks are negatively associated with financial well-being. Financial shocks and financial stress not only threaten an individual’s well-being, but they may also trigger physiological stress, which diminishes a variety of household outcomes [16,17,18]. Ianole-Calin et al. [19] suggest that financial well-being can be extended to two other dimensions, financial anxiety and financial security, as emotions, feelings and a sense of control are essential components of financial well-being. Using an online sample of 1602 participants in Romania, Ianole-Calin et al. [19] find that financial anxiety and financial security along with financial education have been neglected by the financial services sector, and they argue that to improve the financial well-being in Romania, the financial services sector should focus on diminishing financial anxiety and increasing financial security.



The understanding of financial shocks can help strengthen financial resilience. Salignac et al. [20] define financial resilience as the capacity to cope and recover quickly from a financial shock. They further conceptualise and operationalise financial resilience, suggesting that households can build financial resilience through four channels: access to economic resources (income and savings), financial resources (borrowing and credit), financial knowledge (financial products and services) and social capital (social connections and support). Collins [21] suggests that households need a savings equivalent to 3 months’ income or expenses. Financial advisors typically recommend 3 to 6 months of income or expenses in an emergency fund. Households without sufficient savings and liquid assets need to borrow from family or financial institutions; however, the effects on financial well-being will be long-lasting, as paying back any debts and interest payments will lead to a fall in living standards. In fact, Bufe et al. [1] find that low- and moderate-income households in the U.S. experience financial shocks at disproportionately high rates. From surveying 3911 low- and moderate-income households in 2018, they suggest that an income shock is associated with a large decline in a household’s financial well-being, while an expense shock is associated with a modest decline. Low- and moderate-income households with a liquidity constraint are also more likely to be negatively impacted by financial shocks. Bufe et al. [1] suggest that policymakers should develop tools and programs to facilitate access to different types of liquidity for low- and moderate-income households.



Although there is extensive research on financial shocks, only a few studies focus on Australia. Worthington [8] studied the association between demographic, socio-economic and debt characteristics and Australian households’ financial stress levels. Based on the data from surveying 3268 households in Australia, the study shows that financial stress is higher in households with more children, households of ethnic minorities and households that are reliant on government pensions, while financial stress is lower in households with higher incomes and housing values. Schofield et al. [22] surveyed 8864 people from age 45 to 64 in Australia and found that financially vulnerable individuals possess characteristics of low wealth assets, retired early with health conditions and are unable to cope with financial distress. In these early studies, financial stress and financial vulnerability were the focus, while financial shocks remained unexplored. Thus, this article fills the gap by providing useful insights for a better understanding of financial shocks and household finances in Australia.



Based on the data from the Australian Bureau of Statistics, a nationally representative survey of more than 9700 households in December 2020, this article provides a brief review of the impact of the COVID-19 pandemic on Australian household finances. We show that financial shocks continued to hit low-income households and one-parent families with dependent children the hardest. To cope with the pandemic, the lowest-income households had to forfeit a week’s worth of income on a less expensive shock but three times their weekly income to absorb a more expensive shock. The low-income households and one-parent families with dependent children adequately followed a budget, but they were weak in terms of saving regularly. Moreover, the overall households had a relatively low rate of seeking financial information, counselling or advice from a professional.



The pandemic had significant repercussions for household finances and behaviours toward saving and spending goals. The understanding of financial shocks and financial stress among Australian households and the level of financial resilience have implications for the way households—and the policymakers and advisors who assist them—sustain their finances and well-being. This article provides a brief review of the impact of the COVID-19 pandemic on Australian household finances. It then summarises the household responses and resilient actions as well as the government economic interventions. The article concludes with policy implications and recommendations.




2. The Scope of Financial Shocks among Australian Households


The analysis is based on data from the Australian Bureau of Statistics (ABS), a nationally representative survey of more than 9700 households in December 2020 [23]. Participants were asked about financial shocks that occurred in the 12 months before the survey. Due to COVID-19 restrictions, there was no face-to-face interviewing, and the households completed the survey online. Initially, selected households received a letter in the mail with instructions for completing the survey online. If households were unable to complete the survey online, they had an option to complete the survey by telephone. For each household, one adult (aged 18 years and above) acted as the representative and answered the questions. The survey questions cover a household’s financial situation, such as income, wealth, rent, rates, loan payments as well as information about education and employment status. The detailed questionnaire is available to access on the ABS website.



In the ABS national survey, an unexpected expense is estimated at two different levels: (1) unable to raise AUD 2000 in a week and (2) unable to raise AUD 500 in a week, for something important or an emergency. We use these two levels of measure as proxies for financial shocks that cost Australian households between AUD 500 and AUD 2000.



In December 2020, many Australian households had experienced some sort of financial shock in the past 12 months. Figure 1 shows that 17 percent of households were unable to raise AUD 2000 in a week and 7 percent of households were unable to raise AUD 500 in a week for an emergency. This indicates that one in six households in Australia had an expensive shock in the past 12 months. The proportion of households that experienced the shocks varied by income level. The highest proportions are evident from the lowest-income quintile households, where 30 percent, that is, one in three households, were unable to raise AUD 2000 in a week and 14 percent were unable to raise AUD 500 in a week; this is almost 7 times and 14 times, respectively, compared to the highest-income quintile households. The second-lowest-income households also suffered in raising money for an emergency.



In terms of family composition, Figure 2 shows that 38 percent of one-parent families with dependent children (almost one in three households) had experienced the most expensive shock, followed by single-person households, couples with dependent children, other one-family households, and couples only. When comparing with average Australian households, a significantly higher proportion of one-parent families with dependent children had experienced financial shocks in the past 12 months.



The financial shocks have long-lasting effects for all households at all income levels. Figure 3 shows a persistent pattern that Australian households had experienced financial shocks from September 2019 to March 2020 and to December 2020.




3. The Level of Financial Stress among Australian Households


Shocks also have adverse effects on household well-being. Many households have struggled to “make ends meet” after their most expensive financial shocks. Figure 4 shows in December 2020, about 8.5 percent of Australian households could not afford dental treatment; 7.5 percent spent more money than received; 7.1 percent could not pay gas, electricity, telephone or internet bills on time; 4.3 percent could not pay car registration or home insurance on time; 3.6 percent could not pay mortgage or rent payments; and 2.4 percent could not make minimum payments on credit cards. Moreover, about 11 percent, or one in nine Australian households, experienced three or more types of financial stress.



To meet their basic needs, 9.7 percent of surveyed households sought financial help from friends or family, 4.8 percent sold or pawned something and 4.5 percent sought assistance from welfare and/or community organisations.



The financial stress level was particularly higher in the lowest-income households, that is, 11.7 percent spent more money than received, 10 percent went without dental treatment and 10.3 percent sought financial help from friends or family. In addition, 10 percent of lowest-income households experienced difficulty in paying bills more than two times.



Figure 5 suggests that the financial stress level was also higher among one-parent families with dependent children and single-person households: 18 percent of one-parent families with dependent children spent more money than received; 17 percent could not pay gas, electricity, telephone or internet bills on time; 14 percent went without dental treatment; 11 percent could not pay car registration or home insurance on time; 8 percent could not pay mortgage or rent payments; and 5 percent could not make minimum payments on credit cards.



To meet their basic needs, 26 percent of one-parent families with dependent children sought financial help from friends or family, 11 percent sold or pawned something and 9.5 percent sought assistance from welfare and/or community organisations. Moreover, 17 percent of one-parent families with dependent children experienced difficulty in paying bills more than two times, and 10 percent had applications for a bank account, credit card, insurance policy or loan denied. Overall, about 24 percent of one-parent families with dependent children experienced three or more types of stress, which means almost one in four one-parent families with dependent children suffered to make ends meet.




4. How Did Australian Households Cope during the COVID-19 Pandemic?


The December 2020 survey reveals that the average household spent more than one week’s income on its most expensive shock, and low- and moderate-income households were more vulnerable to financial shocks; particularly, the households with the lowest income level spent three times their weekly income to absorb the most expensive shock. Figure 6 shows that the median gross income for Australian households was AUD 1800 per week, which is slightly low to absorb a shock cost of AUD 2000. The lowest-income households had to forfeit a week’s worth of income on the least expensive shock of AUD 500, while in the event of the most expensive shock of AUD 2000, the lowest-income households had to use three times their weekly income to absorb the shock. For the highest-income households with a median gross income of AUD 4200 per week, they spent about half a week’s income on the most expensive shock.



To cope with financial shocks and hardships, households need access to sufficient liquid assets, emergence funds and savings, or be able to borrow. Australian households navigated against financial shocks particularly by drawing on savings; borrowing from banks, family or friends; or having arrears on debt repayments or household bills.



In December 2020, 9.6 percent of households had to draw on their savings or term deposits; 4 percent took out a personal loan or entered into a loan agreement with friends or family; 3.8 percent reduced home loan payments; and 3.1 percent increased the balance owed on credit cards by AUD 1000 or more. These were the dissaving actions taken in the past 12 months as Figure 7 reveals. Furthermore, 6.7 percent of households sold their assets. Surprisingly, the dissaving actions were not mostly undertaken by lowest-income households; in fact, there were more households from the second and third income quintiles. This is not difficult to understand, as low-income households tend to have less savings that could be drawn upon in handling a shock.



In terms of family composition, Figure 8 shows that more dissaving actions were taken by couples with dependent children and single-person households: 22 percent of couples with dependent children drew on accumulated savings or term deposits, followed by 11 percent of single-person households. Moreover, 14 percent of couples with dependent children sold assets including household goods or jewellery, shares, stocks or bonds and other assets.




5. The Level of Financial Resilience among Australian Households


We assessed the financially resilient actions taken by Australian households in December 2020 and Figure 9 shows that in the past 12 months, nearly 48 percent of the overall households were able to follow a budget; 49 percent saved regularly (almost half of the households); 33 percent paid more than the minimum payment required by credit card companies or loan providers; 20 percent made more than the minimum home loan repayment; 13 percent made voluntary contributions toward superannuation; and 10 percent received financial information, counselling or advice from a professional.



The lowest-income households performed well in following a budget (almost one in two lowest-income households). However, there is a significant gap in regular savings: only 32 percent of lowest-income households saved regularly compared to 72 percent of highest-income households. A similar observation was made for other resilient actions, such as paying more than the minimum payment required by a credit card company or loan provider, paying more than the minimum home loan repayment and making voluntary contributions toward superannuation.



Figure 10 reveals the level of financial resilience by family type. Most couples with dependent children, one-parent families with dependent children, couples only, other one-family households and single-person households were able to follow a budget. However, one-parent families with dependent children were among the lowest (28 percent) in terms of saving regularly, paying more than the minimum payment required by a credit card company or loan provider (25 percent) and making voluntary contributions toward superannuation (7 percent).



Among all financial resilience actions taken in the past 12 months, the overall households tended to have a lower rate (10 percent) of seeking financial information, counselling or advice from a professional. Only 5.9 percent of the lowest-income households received financial information, counselling or advise from a professional, but even for the highest-income households, the proportion was not high (15 percent). Among different families, 8 percent of single-person households received financial information, counselling or advice from a professional, which is the lowest.




6. Did Economic Stimulus Packages Help Households Manage Financial Shocks?


For many households, the unexpected income loss caused by a financial shock can be made up by government unemployment benefits. On 30 March 2020, the Australian government announced JobKeeper Payment, a wage subsidy of AUD 1500 per fortnight to businesses to enable them to continue to pay their employees. From 28 September 2020, the JobKeeper Payment reduced from AUD 1500 per fortnight to AUD 1200 or AUD 750 per fortnight, depending on hours worked. The purpose of the JobKeeper Payment scheme was to keep Australians at work, and the payments finished on 28 March 2021.



From 27 April 2020, the government introduced the Coronavirus Supplement. The Coronavirus Supplement added AUD 550 per fortnight to the JobSeeker Payment, Parenting Payment, Farm Household Allowance and Student Support payments. Under the JobSeeker Payment (unemployment benefit), the maximum rate for a single recipient without dependants was AUD 565.70 per fortnight; the Coronavirus Supplement doubled the payments for people without children. The temporary Coronavirus Supplement reduced to AUD 250 per fortnight from 25 September 2020 and ended on 31 March 2021.



In the December quarter of 2020, at least one person per household from 1.3 million households received the JobKeeper Payment and the Coronavirus Supplement. The JobKeeper Payments for business and unincorporated business are included in private income. Figure 11 compares the proportion of households experienced financial shocks with and without economic stimulus package. The proportions of households unable to raise AUD 500 and AUD 2000 for a financial shock did not change much when comparing between households that received JobKeeper Payments and households that did not.



The Coronavirus Supplement is included in government pension and allowance. The households that received the Coronavirus Supplement seem to be distressed, as 20 percent of households were unable to raise AUD 500 for an emergency, and 40 percent were unable to raise AUD 2000 for an emergency. This could be explained by the low-income status of Coronavirus Supplement recipients, as 41 percent of households that received the Coronavirus Supplement were from the lowest-income quintile. Poorer families were still struggling to raise money for an unexpected shock even with the Coronavirus Supplement payments.



In assessing the level of financial resilience, Figure 12 shows that households were able to follow a budget and save regularly, there was no significant difference between households with or without JobKeeper Payment. However, more households that received the Coronavirus Supplement followed a budget, but saved less regularly, and paid less than the minimum payment on credit cards or loans. This again indicates that a higher proportion of households that received the Coronavirus Supplement were from the lowest-income quintile; those families had to have a very strict spending budget to be resilient to financial shocks. However, the JobKeeper scheme and the Coronavirus Supplement did not increase the rates of households seeking financial information or advice from a professional. The rates of seeking financial information, counselling or advice from a professional remained at a low level.




7. Conclusions and Policy Implications


The purpose of this article is to provide a review of the impact of the COVID-19 pandemic on Australian household finances. The study is important for us to understand how the pandemic had significant repercussions for household finances and behaviours toward saving and spending goals.



Based on the data from the Australian Bureau of Statistics, a nationally representative survey of more than 9700 households in December 2020, this article provides a brief review of the impact of the COVID-19 pandemic on Australian household finances. We show that financial shocks continued to hit low-income households and one-parent families with dependent children the hardest, and both household groups experienced shocks at disproportionately high rates. One in six households in Australia were unable to raise AUD 2000 in a week for an emergency; the highest proportions are evident among the lowest-income quintile households and one-parent families with dependent children, where one in three were vulnerable to a financial shock. Similarly, low-income households and one-parent families with dependent children experienced more material financial hardships and financial stress. To cope with the pandemic, the lowest-income households had to forfeit a week’s worth of income on a less expensive shock but three times their weekly income to absorb a more expensive shock. The low-income households and one-parent families with dependent children performed well in following a budget, but they were in a weak position in terms of saving regularly. The economic stimulus packages such as the JobKeeper Payment and the Coronavirus Supplement supported many households, but nonetheless, poorer families were still struggling to raise money for an unexpected shock. Moreover, the overall households had a relatively low rate of seeking financial information, counselling or advice from a professional. Even for the highest-income households, the level of engagement was low.



Our analysis shows that Australian households were probably in a better position to absorb a financial shock than in other countries. Cantor and Sims [24] reported that almost 40 percent of U.S. households did not have enough savings to cover 3 months of living expenses in the absence of income, and over half of households had to tap into retirement savings to meet the shortfall. Parker, Horowitz and Brown [25] suggest that 77 percent of lower-income, 52 percent of middle-income and 25 percent of higher-income households lacked enough savings to maintain their household expenses for 3 months. Parker, Minkin and Bennett [26] found that one in three U.S. households dipped into their retirement accounts to pay for household expenses. Nonetheless, more measures could be taken for vulnerable Australian households.



The government needs to design more polices to incentivise households to accumulate savings and promote a savings habit over their lifetime. The government could look into the fundamental problems—why do low-income households live financially precarious lives? What are the barriers that prevent us from saving money? The polices should not favour already well-off households; rather, more efforts could be aimed at improving the financial resilience of low-income households and single-parent families. For example, under the JobSeeker Payment, the maximum rate for a single recipient without dependants was AUD 565.70 per fortnight. The Coronavirus Supplement doubled the payments for people without dependants, but those who have children were not better off. Likewise, the government could consider emergency grants, affordable housing, debt relief programs, financial education and increasing awareness of financial advice and counselling services, which are effective strategies in sustaining household finances.



Financial advisors have long held the responsibility to assist their clients when they encounter financial shocks. Financial planners typically recommend 3 to 6 months of income or expenses in an emergency fund. To manage unexpected shocks, the emergency savings accounts could be one potential solution to short-term financial fragility. Financial advisors could demonstrate to households the importance of building an emergency fund as part of a financial plan, such as having an emergency savings account that is separated from long-term assets. Low-income households and single-parent families are more vulnerable to financial shocks and thus should prioritise building emergency funds, and the size of the emergency fund could be larger than the standard benchmark of 3 to 6 months’ worth of income or expenses.



In Australia, households overall tend to have a relatively low rate of seeking financial information, counselling or advice from a professional. Our analysis shows that even for the highest-income households, the level of engagement was low. Households are more likely to be financially vulnerable if they lack financial knowledge and experience. We need to understand the concerns that dissuade individuals from seeking professional financial advice. Westermann et al. [27] reveal that poor financial literacy, lack of trust and financial advisor anxiety have prevented financial advice-seeking. According to ASIC’s Report 627, the top three barriers preventing consumers from accessing financial advice are high costs, distrust of financial advisors and difficulty in engaging with the financial service industry [28]. When preparing households for a financial shock, financial advisors are expected to provide reassurance to clients about strategies, along with social and emotional support. Fortin et al. [29] recommend an integrated financial planning to help clients navigate uncertainties. Integrated financial planning aims a deep client-planner relationship, and it is built on trust. The process is expected to change a client’s behaviour towards finance, and ultimately to achieve the goal of financial stress reduction. Integrated financial planning aims a deep client-planner relationship, and it is built on trust. The process is expected to change a client’s behaviour towards finance, and ultimately to achieve the goal of financial stress reduction.



Financial planners could be more than just a planner. There is a need for financial planners to act as expert communicators, counsellors and life coaches and listen to their clients’ concerns and emotions. This will require financial planners to shift from a technical or transactional focus to caring for their clients. A financial planner can help households determine whether the fundamentals of their plans and budget should be adjusted. For example, households may want more resources set aside for emergency funds and dip into their superannuation to pay for a shock. In times of pandemic, households may be in stress and not be able to make wise decisions. A financial planner could discuss with households about avoiding making financial decisions based on stress and emotions that will have a negative impact on long-term financial well-being. In all, the understanding of financial shocks and financial stress among Australian households and the level of financial resilience has implications for the way households, as well as the policymakers and advisors who assist them, sustain their finances and well-being.



This study has several limitations. First, this article is descriptive in nature. We intend to provide an overall review of Australian household finances during the period of COVID-19 and help Australian households and policymakers understand financial shocks and their impacts. Future research will focus on economic modelling of household behaviour and the association between financial shocks and demographic factors. More progress is also needed in future research to improve the data. Different industry sectors may have different exposure to COVID-19 shocks. Likewise, the tourism industry and hospitality industry may have experienced the most shocks in the period of COVID-19. It will be interesting to see the level of financial shocks and financial resilience by occupational category and the test of idiosyncratic factors will add dynamics to the analysis.
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Figure 1. Proportion of households in each income quintile by low and high financial shock. 
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Figure 2. Proportion of households for each family composition by low and high financial shock. 
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Figure 3. Long-lasting effects of financial shock. 
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Figure 4. Level of financial stress by income quintile. 
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Figure 5. Level of financial stress by family types. 
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Figure 6. Household weekly gross income for each income quintile by low and high financial shock. 
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Figure 7. Dissaving actions by income quintile. 
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Figure 8. Dissaving actions by family type. 
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Figure 9. Level of financial resilience by income quintile. 
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Figure 10. Level of financial resilience by family type. 
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Figure 11. Financial shocks with and without economic stimulus package. 
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Figure 12. Financial resilience with and without economic stimulus packages. 
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