
 

The cost of lockdowns is nowhere near as big
as we have been told
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As a second COVID-19 lockdown looms in New South Wales, there is
much discussion about the economic costs of doing so.

But since the start of this pandemic there has been profound confusion
in many quarters about the economic cost of the virus compared to the
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economic cost of lockdowns.

It should come as no surprise that having a highly contagious virus with a
significant fatality rate running through the community is bad for the
economy.

People are afraid to congregate in public or catch public transport or
taxis. People don't want to spend much money when they have debts to
pay and their job might be at risk.

This leads to what I have called a "self-lockdown." No matter what the
government mandates, people cut back on economic activity.

Of course, government-coordinated lockdowns entail an extra short-term
cost to the economy. Closing pubs and restaurants means those
businesses, for a time, have zero revenue.

But how much of the reduction in economic activity is due to the virus,
and how much to government lockdowns?

It is crucial to understand this. Because it is the incremental cost of the
lockdowns that represents the investment we make in the economy of
the future by getting the virus under control. If we think the cost of
lockdowns is higher than it really is, we won't enact them in cases where
on balance we should.

Evidence from the United States

The best evidence to date on this matter comes from a remarkable paper
circulated in June by University of Chicago economists Austan Goolsbee
and Chad Syverson.

To analyze the causal effect of government policy on the US economy

2/5

https://poseidon01.ssrn.com/delivery.php?ID=142095081069090014096119085070120113014042095000089091121085082094073011121024011092119034022008009024050127003069097000121031006007037073081009103121095116024127104037082049074090104087126017115007025064089065124031065071117096107083092105097031119123&EXT=pdf


 

during the initial spread of COVID-19, they used mobile phone data to
measure foot traffic at 2.25 million individual businesses across 110
industries in the US.

To estimate what proportion of lower foot traffic was due to self-
lockdown rather than government-imposed lockdown, they looked at
differences between businesses with customer "commuting zones"
spanning state or county jurisdictions with different legal restrictions. As
they put it:

"This leverages two related types of variation: businesses in border-
spanning commuting zones where jurisdictions impose shelter-in-place
orders at different times (e.g., northern Illinois when Illinois placed a
sheltering order on March 20th while Wisconsin waited until the
following week), and businesses in commuting zones where a
jurisdiction never imposed an order (e.g., the Quad Cities area, where
the Illinois towns of Moline and Rock Island faced stay-at-home orders
but bordering Davenport and Bettendorf, Iowa, did not)."

Goolsbee and Syverson found total consumer traffic fell by 60
percentage points, but legal restrictions accounted for just 7 percentage
points of this. That is, it caused less than 12% of the total effect.

Breaking down the data further, they show fear of infection largely
drove individual decisions to reduce activity.

In fact, foot traffic "started dropping before the legal orders were in
place; was highly influenced by the number of COVID deaths reported
in the county; and showed a clear shift by consumers away from busier,
more crowded stores toward smaller, less busy stores in the same
industry."

Strikingly, US states that decided to repeal shutdown orders witnessed
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recoveries of a similar, symmetric size. This is further evidence of the
modest incremental impact of lockdowns relative to the larger impact of
the virus itself.

Lessons for Australia

We need to stop thinking about lockdowns as representing the total
economic hit we take from COVID-19. The virus itself is hugely
damaging. Lockdowns add to that, but come with an important
benefit—getting the virus under control.

Early in the pandemic, the Australian Treasury estimated Australia's
GDP would fall 10-12% in the June quarter.

Since Treasurer Josh Frydenberg cited this estimate in his National Press
Club address on May 5, many have used it to calculate the the cost of a
national lockdown at A$4 billion a week.

That is, Australia's GDP is about A$2 trillion annually, so a 10%
contraction is $200 billion a year, or about $4 billion a week.

But is this really the cost of the lockdown? How much of the estimated
10% drop in GDP for the June quarter is due to the virus and self-
lockdown, not government lockdowns?

If the Goolsbee-Syverson numbers translate to Australia, then the
lockdown cost is closer to A$450 million a week.

That's still a lot, but a six-week nationwide investment of $2.7 billion to
get the virus under control and boost consumer and business confidence
was money well spent.
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Berejiklian's dilemma

NSW Premier Gladys Berejiklian has said she doesn't want to enact a
second lockdown because of the hit to economy.

If the current outbreak can be dealt with through rapid contract tracing,
testing and isolation, this may be wise.

But if the number of daily cases gets beyond a manageable point, a
lockdown might be the only way to stop the spread of the virus.

The best evidence to date shows we cannot have a well-functioning
economy with COVID-19 running rampant. That leads to a very costly
self-lockdown, regardless of what the government does.

This article is republished from The Conversation under a Creative
Commons license. Read the original article.
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