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Abstract 

This paper examines the effects of the Global Financial Crisis (GFC) on several dimensions of 

the day-to-day lives of Australians: changes in total income; changes in usual hours worked; 

satisfaction with financial position and perceptions of job security. Using longitudinal data 

collected in Waves 6, 7 and 8 of the Household Income and Labour Dynamics in Australia 

(HILDA) Survey (n=11061), I find that although the GFC had not impacted upon unemployment 

nor usual hours worked, retired Australians were less satisfied with their financial position and 

employed people were becoming concerned about job security.  

 

 

 

Introduction 

The recent Global Financial Crisis (GFC) is a potent reminder of the interconnectedness of the 

economies of the world. The GFC began in 2007 when the threat of massive defaults by 

borrowers in the US sub-prime
1
 mortgage sector triggered a collapse of confidence in credit 

markets around the globe. Although Australian banks were not directly affected by the sub-prime 

crisis in the US, the loss of confidence in the banking sector and the slowdown in global trade 

                                                           
1
 Sub-prime mortgages are those made to borrowers who are less credit worthy than prime borrowers. Loans were 

typically at low but fixed interest rates for the initial term of two to three years after which interest rates could 

increase significantly (Dwyer & Tkac, 2009). 
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impacted upon the Australian economy. As share markets crashed and the Australian dollar 

collapsed, aggregate net wealth declined, unemployment increased and a wave of uncertainty 

swept through the economy. This paper, examines the development of the GFC, its impact on the 

Australian economy and its effect on perceptions of financial position and job security. 

 

The Global Financial Crisis 

The current Global Financial Crisis (GFC) had its roots in the economic deregulation that took 

place in the 1980s. Governments around the world sought to remove controls from the financial 

system providing greater scope for competition in an attempt to encourage greater efficiency and 

innovation (Bloxham & Kent, 2009; Green et al., 2009). Although this led to cheaper credit, a 

broader range of credit products, an easing in lending standards and tighter lending margins 

(Green et al., 2009; Bloxham & Kent, 2009), the pace of innovation made it increasingly 

difficult for regulators and lenders to gauge the asset position and solvency of banking 

institutions (Pomfret, 2009a:258).  

During 2007-08 several large mortgage lenders in the US failed and were taken over by 

the Bank of America in an attempt to contain the crisis, however, problems also surfaced in 

several European countries where banks that had invested heavily in the US financial sector had 

to be bailed out by government funding. The collapse of the US investment bank, Lehman 

Brothers, in September 2008 led to a system-wide loss of confidence dramatically worsening the 

crisis (Rotheli, 2010: 120). The GFC brought to an end an extended period of both stable growth 

and stable inflation (Hume & Sentence, 2009), during which nominal GDP increased 

dramatically in many countries including the US (120 percent), the UK (150 percent) and 

Australia (156 percent) (Pomfret, 2009b: 26). Much of this growth was the result of investment 

in property pushing prices up and creating an asset bubble in the property market. Central banks 

kept interest rates low to keep inflation under control, ignoring the role of interest rates as the 

price of capital, thus fuelling the asset bubble (Pomfret, 2009b). Low interest rates encouraged 

investors to seek high yield securities (Debelle, 2008) creating a market for new investment 
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products developed by investment banks such as Collateralised Debt Obligations (CDO)
2
 and 

Credit Default Swaps (CDS)
3
. 

 

The Australian context 

Between 1993 and 2008, Australia enjoyed 15 years of continuous economic growth during 

which average household wealth and average household indebtedness increased significantly. 

The aggregate level of household debt increased from $A190 billion in 1990 to $A1.1 trillion in 

2008 (ABS, 2009). At the household level, average debt, which had been equivalent to around 66 

percent of household disposable income in the mid 1990s, rose to around 150 percent of 

household disposable income in 2009 (Williams, 2009: 321). The huge increase in household 

debt in the past two decades was largely due to an increasing number of households, typically 

high income households, purchasing rental properties for investment purposes. Consequently, 

house prices increased by around 10 percent per annum between 2001 and 2008 (ABS cited in 

Williams, 2009: 322). The deregulation of the banking sector fuelled this growth as householders 

were able to take advantage of new forms of finance, such as using the equity in their family 

home, to secure mortgages for investment properties. 

Although successive Australian Governments removed much of the regulation 

constraining the banking sector, Australian banks and other financial institutions are monitored 

by the Australian Prudential Regulation Authority (APRA). APRA maintained a conservative 

stance on capital adequacy introducing credit assessments by third party originators and higher 

capital charges for non conforming loans
4
 (Bloxham & Kent, 2009). These measures ensured 

that the problems associated with providing mortgages to less credit worthy clients could not 

easily be transferred to other investors, such as happened in the sub-prime mortgage market in 

the US.   

                                                           
2
 Collateralised Debt Obligations  

3
 Credit Default Swaps 

4
 ABS (2009) defines non-conforming loans as loans that are provided to borrowers who do not meet the standard 

lending criteria of mainstream mortgage providers due to their ‘incomplete or impaired credit histories’. 
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The most immediate effect of the GFC in Australia was the collapse of the Australian 

dollar from $0.98 US in July 2008 to $0.60 in October 2008 (Pomfret, 2009a: 256); the dramatic 

fall in the aggregate value of household assets of between 13 and 14 percent (Green et al., 2009; 

Wilkins & Wooden, 2009); a contraction in household consumption; a dramatic increase in the 

household savings rate from 1.2 percent in the March quarter of 2008 to 8.5 percent in the 

December quarter (Green et al., 2009: 344) and increasing unemployment. Unemployment 

increased from 4.1 percent in February 2008 to 5.8 percent in August 2009, however, it declined 

to 5.3 percent in February 2010 (ABS, 2010). During this period, the manufacturing, 

construction and retail sectors lost jobs whereas the health and social assistance sector gained 

jobs. Losses of full-time jobs in some sectors were partly offset by increases in part-time 

employment (ABS, 2009). These compositional changes to the labour market led to a decline in 

the aggregate monthly hours worked. Aggregate monthly hours worked declined from 1551 

million in August 2008 to 1518 million in August 2009. By February 2010, aggregate monthly 

hours recovered to 1538 million (ABS, 2010).  

 

The government’s response to the GFC 

The Australian Government acted quickly in the second half of 2008 to lessen the impact of the 

GFC on the Australian economy.  It took a number of strategic steps.  First, it guaranteed 

deposits (up to $1 million) held by deposit taking institutions to reassure depositors of the 

security of their funds and to ensure that banks’ access to capital markets was maintained (Edey 

2009b; Lim et al. 2009; Valentine 2009). Second, to alleviate the contraction in private spending, 

the Government introduced an initial stimulus package of $10.4 billion in October 2008 and a 

further stimulus package of $42 billion in February 2009 (Valentine, 2009: 264; Lim et al., 2009: 

3; Lim et al., 2010: 3). Nearly 30 percent of this spending was in the form of cash handouts to 

households (Eslake, 2009). The Government also directed $29.4 billion to infrastructure projects 

and $1.5 billion to housing construction (Lim et al., 2010: 3). Thirdly, the Reserve Bank of 

Australia dramatically reduced interest rates to stimulate demand (Eslake, 2009: 230; Lim et al., 

2010: 10). The cash rate target dropped from 7 percent in September 2008 to 3.25 percent in first 

quarter of 2009 (Lim et al., 2009; Lim et al. 2010; Bloxham & Kent 2009). The Government 

also acted to help small businesses and secure the jobs of the five million workers they employ. 
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During 2008-09, over 100,000 small businesses were given 12 month interest free deferrals on 

their Goods and Services Tax (GST) obligations as well as having their taxes on profits deferred 

(ATO, 2009: 34). Despite these measures, during the 2008-09 financial year, 27503 businesses 

were declared bankrupt (up from 25970 in 2007-08) and a further 9908 businesses ceased 

operating (up from 8575 in 2007-08) (ATO, 2009: 57). 

In the remainder of this paper I seek to answer two research questions using data from 

three waves of a nationally representative longitudinal study.  The first research question asks: 

How did the GFC affect satisfaction with financial position? The second research question asks: 

How did the GFC affect perceptions of job security? 

 

Method 

Data   

The analysis discussed here uses data from waves 6, 7 and 8 of the Households, Income and 

Labour Dynamics in Australia (HILDA) project (see http://www.melbourneinstitute.com/hilda 

for details). HILDA is a panel survey which collects data from the same respondents each year. 

In the first wave in 2001, a nationally representative sample of Australian households was 

selected and all members of the chosen households aged 15 years and older were interviewed 

providing a total sample size of 13,969 (Watson & Wooden, 2002). Of these, 11061were re-

interviewed in 2006, 2007 and 2008 (waves 6, 7 and 8). The HILDA project produces 

comprehensive data on both total income and sources of income making this data ideal for the 

analyses to be undertaken in this paper. The data were collected between August and December 

each year, however the income information relates to the Australian financial year (1
st
 July to 

30
th

 June) immediately preceding the date of the interview (Watson, 2009). Therefore, the data 

examined here relate to the financial period July 2006 to June 2008 and pre-dates the peak of the 

crisis in Australia. However, this is the latest data available as the 2009 HILDA Survey data will 

not be available until March 2011. My analytical sample includes all respondents interviewed in 

all three waves who reported their employment status in each of the three waves (n=10739).  

Variables   

http://www.melbourneinstitute.com/hilda
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The key independent variable is derived from the respondent’s employment status. Respondents 

are divided into six employment status groups: self-employed in all three years, (employers, own 

account workers, and employees of own businesses); employee in all three years; unemployed in 

all three years; not in the labour force in all three years; retirees in all three years; changed 

employment status in at least one wave.  

The two dependent variables measure satisfaction with financial position and perceptions 

of job security. The satisfaction with financial position variable is derived from a question asking 

respondents to indicate on a scale from zero (totally dissatisfied) to ten (totally satisfied) how 

satisfied they were with their financial position. The job security variable is an index derived 

from three questions relating to job security. Respondents were asked to indicate on a scale of 1 

(strongly disagree) to 7 (strongly agree) how strongly they agreed or disagreed with the 

following statements: (1) I have a secure future in my job; (2) the company I work for will still 

be in business five years from now; (3) I worry about the future of my job. Therefore higher 

values correspond with higher levels of agreement. The responses to statement 3 were reverse 

coded and then an index was created by taking the mean of the three values. Higher values on the 

index indicate higher levels of job security. The internal reliability of this index was tested and 

returned a Cronbach’s alpha of 0.6848 in 2008. 

I also examine changes in total income between 2006 and 2008 and changes in usual hours 

worked for employed respondents whilst controlling for employment status. The descriptive 

statistics for the sample are shown in Table 1. Less than one percent of respondents were 

unemployed in all three waves and six percent were classified as being not in the labour force, 

that is, people who were not actively seeking paid employment such as full-time students or 

carers. Around 8 percent of the respondents were self-employed and a further 47 percent were 

employees in all three years. Over one quarter of respondents changed their employment status 

during the three year period. Although the sex distribution is somewhat unequal, the age 

distribution is relatively even. 
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Table 1. Descriptive statistics 

n= 10739 n= % 

Male 5026 47 

Female 5713 53 

Employment Status:   

Self-employed 06-08 812 8 

Employee 06-08 4998 47 

Unemployed 06-08 27 <1 

Not in labour force 06-08 694 6 

Retiree 06-08 1362 13 

Changed in at least one wave 2846 27 

Age wave 8:   

15-24 years 1455 14 

25-34 years 1610 15 

35-44 years 2046 19 

45-54 years 2096 20 

55-64 years 1570 15 

65+  years 1962 18 

 

Analysis 

Before examining the impact of the GFC on levels of satisfaction with financial position and 

perceptions of job security, I ran some preliminary analysis to determine the impact of the GFC 

on incomes and usual hours worked. As Table 2 shows those in the labour force who did not 

change their employment status during the three years enjoyed substantial increases in their 

incomes. On the other hand, those who were not participating in the labour force and those who 

changed their employment status had relatively stable incomes during this period. 

 

 

 

 

 

 



8 
 

Table 2. Change in total income 2006 and 2008 
 n= 2006 2007 Diff. 

2006-

2007 

2008 Diff 

2007- 

2008 
Self-employed 06-08 812 59063 54992 379 65233 5791 

Employee 06-08  4998 45948 51069 5122*** 55291 4221*** 

Unemployed 06-08 27 9293 10435 1142 14187 3752 

Not in labour force 06-08 694 11423 11616 193 11872 256 

Retiree 06-08 1362 20421 20435 14 20930 494 

Changed in at least one year 2846 25361 25778 416 26320 542 

*p<0.05, ** p<0.01, **p<0.001  

As discussed earlier, the most immediate impacts of the GFC were an increase in 

unemployment and a decrease in aggregate hours worked. The number of HILDA respondents 

who became unemployed in 2008 (181) was actually less than the number who became 

unemployed in 2007 (201). Of the 201 people who became unemployed in 2007, 57 percent were 

employed and 43 percent were not in the labour force in 2006. In 2008, 58 percent of those who 

became unemployed had been employed; 39 percent had been not in the labour force; and the 

remaining 3 percent had been retired in 2007- see Table A1 in Appendix.  

To determine if employed respondents had been affected by the contraction in hours 

worked, I compared the hours usually worked per week in 2006, 2007 and 2008. These figures 

relate to the usual hours of work at the time of the interview. The overwhelming majority of the 

interviews were conducted between August and December in each year (Watson, 2010) therefore 

in this instance I am comparing usual hours of work in late 2006 with usual hours of work in late 

2007 and late 2008. Table 3 shows that the self-employed were working fewer hours in 2008 

whereas employees were working more hours. 

Table 3. Change in usual hours worked per week 

Employed persons only n= 2006 2007 Diff. 

2006-

2007 

2008 Diff. 

2007-

2008 
Self-employed 06-08 752 44.13 43.68 -0.45 42.46 -1.22** 

Employee 06-08 4648 37.49 38.18 0.69*** 38.75 0.56*** 

Changed in at least one year 380 38.86 37.98 -0.87 38.49 0.51 

*p<0.05, ** p<0.01, **p<0.001  
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To answer the first research question relating to the impact of the GFC on levels of 

satisfaction with financial position, I estimated the mean level of satisfaction for each group in 

each of the three years and then graphed these means- see Figure 1. Retirees were the most 

satisfied with their financial position in each year however, their level of satisfaction declined in 

2008. The unemployed were the least satisfied with their financial position in each year but their 

level of satisfaction increased in 2007 and 2008. Those not in the labour force initially became 

more satisfied in 2007 before becoming less satisfied in 2008.  

 

Figure 1. Mean level of satisfaction with financial position by employment status 2006-2008 

 

 

These trends are confirmed by the results of t-tests conducted to determine whether these 

differences are statistically significant. As Table 4 shows, employees, those not in the labour 

force and those who changed their employment status in at least one year were more satisfied 

with their financial position in 2007 compared to 2006. Retirees were less satisfied with their 

financial position in 2008 compared to 2007. 
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Table 4. Comparison of means for levels of satisfaction with financial position 
 n= 2006 2007 Diff. 

2006-

2007 

2008 Diff. 

2007-

2008 
Self-employed 06-08 812 6.76 6.83 0.068 6.87 0.048 

Employee 06-08  4996 6.50 6.69 0.188*** 6.71 0.025 

Unemployed 06-08 27 3.93 4.11 0.185 4.33 0.222 

Not in labour force 06-08 693 5.61 5.78 0.165* 5.66 -0.121 

Retiree 06-08 1360 7.33 7.40 0.068 7.09 -0.313*** 

Changed in at least one year 2846 6.13 6.33 0.194*** 6.29 -0.044 

*p<0.05, ** p<0.01, **p<0.001  

To answer the second research question relating to the effect of the GFC on perceptions 

of job security, I restrict my analytical sample to employed people.  I divide employed people 

into three groups- those who were self-employed in each year; those who were employees in 

each year; and those who changed employment status, but remained employed. Each of the three 

groups became more confident of the security of their jobs in 2007 compared to 2006, however, 

in 2008 each of the groups became less confident – see Figure 2. 

Figure 2. Mean on the job security index by employment status 2006-2008 

 

To determine whether these trends are statistically significant, I conduct t-tests finding 

that employees and those that had changed their employment status were more confident about 

their jobs in 2007 than in 2006, however in 2008, the self-employed and employees were less 

confident about the future of their jobs than they had been in 2007- see Table 5. 
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Table 5. Comparison of means on job security index: 2006, 2007 and 2008  
 n= 2006 2007 Diff. 

2006-

2007 

2008 Diff. 2007-

2008 

Self-employed 06-08 552 5.34 5.35 0.008 5.20 -0.14** 

Employee 06-08  3887 5.48 5.58 0.098*** 5.48 -0.107*** 

Changed in at least one year 278 5.16 5.38 0.218** 5.32 -0.062 

*p<0.05, ** p<0.01, **p<0.001  

 

Conclusion 

This paper examined the effects of the GFC on several dimensions of the day-to-day lives of 

Australians: changes in total income; changes in usual hours worked; satisfaction with financial 

position and perceptions of job security. Although the data used here predates the peak of the 

GFC, it does provide evidence of the initial impact of the GFC. By late 2008, employed people 

had become increasingly concerned about the security of their jobs and the companies that 

employed them. They were, however no less satisfied with their financial position in 2008 than 

they had been in 2007. Retirees, on the other hand were less satisfied with their financial position 

in 2008 even though there was no evidence that the average income of retired people had 

declined.  This contradiction may be the result of the data on income relating to the financial year 

preceding the interview whereas the question relating to satisfaction with financial position 

captured their feelings at the time of the interview.  
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APPENDIX  

Table A1 Selected characteristics of respondents who became unemployed and those who 

became employed 2006- 2007 and 2007- 2008 
 Became unemployed in 

2007 
Became employed in 

2007 

 n=201 % n=539 % 

Self-employed 06 11 5 .. .. 

Employee 06  104 52 .. .. 

Unemployed 06 .. … 190 35 

Not in labour force 06 86 43 319 59 

Retiree 06 .. .. 30 6 

Male 83 41 224 42 

Female 118 59 315 58 

15-24 years 79 39 225 42 

25-34 years 38 19 84 16 

35-44 years 38 19 107 20 

45-54 years 32 16 60 11 

55-64 years 13 6 48 9 

65+  years 1 0.5 15 3 

 Became unemployed in 

2008 
Became employed in 

2008 

 n=181 % n=471 % 

Self-employed 07 8 4 .. .. 

Employee 07  97 54 .. .. 

Unemployed 07 .. .. 139 30 

Not in labour force 07 71 39 302 64 

Retiree 07 5 3 30 6 

Male 80 44 186 39 

Female 101 56 285 61 

15-24 years 70 39 153 32 

25-34 years 32 18 96 20 

35-44 years 38 21 109 23 

45-54 years 23 13 59 13 

55-64 years 15 8 35 7 

65+  years 3 2 21 4 

 

 

 

 

 


