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Labour market policy in times of the COVID-19 pandemic 
and during its aftermath  

 

 

Assumption 1: The impact of the 2009 financial crisis on economies and labour markets 
differed from the expected impact of the crisis caused by the COVID-19 (coronavirus) 
pandemic 
 
Situation during the financial and economic crisis: During the financial and economic crisis 
2008/2009, the bursting of the real estate bubble led to massive global defaults on loan 
repayments. As a consequence: Financial market shocks, which primarily affected the demand 
side of the labour market - Massive decline in access to (productive) capital - Decline in 
investment - Decline in production - Decline in corporate profits - Lower demand for labour as 
a factor of production - Increase in unemployment (even years after the crisis - "hysteresis") / 
Reduction of incomes - Collapse in remittances from migrants - Decline in demand for 
production and consumer goods. 
 
Policy objective: to keep economic production going or to boost it in order to compensate for 
the shortfalls. Interventions primarily included (i) financial market interventions: Massive 
government financial injections - Increase in the money supply by central banks and thus lower 
key interest rates (money becomes cheaper) - Stimulus for investors - Ensuring the function 
of financial market intermediaries - (ii) Support programmes for companies (large and small) 
to stimulate investment/production and (iii) Labour market interventions: artificial cheapening 
of the production factor labour through wage subsidies, increased efforts to reduce 
unemployment through active labour market policies (ALMPs) (especially training), 
employment-intensive public works (infrastructure measures), etc. 
 
(Anticipated) Situation in times of the COVID-19 pandemic: Pandemic triggered by COVID-
19 - Imminent overburdening of health care systems (which are very rudimentary in many 
partner countries) - Rising mortality among risk groups (in particular elderly people) and people 
with limited access to the health care system - Massive reduction of economic activity 
(politically induced to slow down the pandemic) - Collapse of stock market prices and the 
scaling back of production processes happen faster than during the Great Recession 
2008/2009 which was triggered by the global financial crisis - Disruption of economic activity 
(more or less intense depending on the sectors, basic supplies is ensured) - National isolation 
- Massive collapse of trade and interruption of value chains (e.g. in the African context with 
China as main trade partner and buyer of African raw materials)  - decline in revenue and 
increasing private sector debt - Capital flight – significant drop in household incomes - 
government focus on maintaining essential economic production and services - Expected 
collapse of remittances, which account for a large share of GDP in many recipient countries.  
 
The crisis has already turned into an economic and labour market shock with negative effects 
on both the supply and demand sides of the labour market. Currently no reliable models exist 
to estimate the length and depth of the recession for LIC and MIC. Whether the recession will 
follow a V-, U- or L-shape is still too early to tell and is likely to depend on the specific country 
circumstances, in particular the relative intensity of production factors (capital vs. labour) and 
the speed with which production can be resumed once the most immediate health crisis has 
receded. 
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Policy objective: Strategic responses focus on two immediate objectives: 1. health protection 
measures (i.e. mainly through distancing, hygiene recommendations, shut down of economic 
and social activities), 2. massive economic support for employers and employees (demand 
and supply side) through government spending to cushion the enormous losses of production, 
maintenance of essential economic sectors, sales and income in times of the pandemic and 
to avoid a long-term destruction of production and consumption cycles. 
 

 

Assumption 2: The economic impact of the pandemic differs significantly according to 
sector and employment status (public sector employees, employees in the formal 
sector, informal workers on the threshold of poverty and self-employed).   
 

• Public sector employees: are typically in relatively secure jobs and are not expected 
to experience short-term drops in incomes. Note that job-losses in the private sector 
may lead to excess queueing for public sector jobs.  

• Employees in the formal sector: depending on the sector/industry, they are affected 
to varying degrees by income losses and/or layoffs; employment to ensure continued 
production in the systemically important areas of food supply, health care and banking 
is of particular significance; negative impacts on entire value chains affect production 
and income in upstream and downstream sectors; even in sectors that generally allow 
teleworking, work cannot be pursued due to a lack of digital infrastructure in many 
countries during the pandemic/lockdown.  

• Informal workers (frequently) on the poverty line: no protection against layoffs, 
hardly/no protection against economic and health risks; due to a lack of financial 
reserves, they are dependent on income from work and therefore expose themselves 
and their families to health risks; dependent on social transfers in case of lockdown. 

• Self-employed: hardly any/no coverage for economic and health risks, few financial 
reserves; probably massive falls in income, especially for "subsistence entrepreneurs" 
(very vulnerable, therefore dependent on social transfers in case of long-term income 
losses); without appropriate measures, dismissal of employees is likely. 

 

 

Assumption 3: Impacts on the real economy and labour markets and corresponding 
approaches differ according to the "phase" of the pandemic: 1. at the beginning of the 
pandemic, 2. during the pandemic, 3. after the pandemic. Meaningful policy responses should 
differentiate accordingly (and take assumption 2 into account). At present, no reliable 
statements can be made on the duration of the respective phases. The precise duration of the 
phases will vary depending on the specific country context (time of outbreak of the pandemic 
in the country, capacities of the health care system, containment measures). In all three 
phases, health policy measures as well as fiscal and economic policy interventions are 
necessary in addition to labour market policy instruments. 
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Assumption 4: The confidence of the population in the crisis management of the 
governments as well as implementation capacities of political partners (particularly 
those that can be mobilised in the short term) determine the extent to which ALMPs can 
cushion the negative effects of the pandemic on labour markets. 
Countries worldwide have been unprepared for the crisis. Governments are currently practicing 
reactive crisis management, following a reflex-like prioritization of measures to counter the 
negative health consequences of COVID-19. At the same time, the scope for political solutions 
to deal with the resulting economic problems in partner countries is limited. This is due to on 
the one hand constrained state budgets and on the other to weak structures and 
implementation capacities.1 Partner capacities are therefore an essential, limiting element.  
In addition, any crisis management, will only be able to materialize if the population follows the 
instructions and behaves accordingly. Especially in countries with weak social contracts and a 
lack of trust between governments and populations, the effectiveness of the measures 
mentioned in the paper (to promote employment, combat disease, etc.) may be limited. 
 

 

Assumption 5: A variety of instruments and approaches inherent to German technical 
cooperation (TC) and the typical structure of its projects are well suited to support 
partner governments in over 90 countries worldwide in coping with the COVID-19 
pandemic. A major advantage is the close proximity to partners, which is evident at the 
individual, institutional and societal levels.  This proximity, coupled with many years of technical 
expertise in the development and implementation of projects and approaches in the various 
areas of sustainable economic and social development, should be put to good use in the timely 
support of partner governments. Nonetheless, depending on the respective phases and 
dynamics of the pandemic, the effectiveness and reach of TC must be judged realistically. 
Ongoing bilateral labour market and employment projects can relatively quickly cooperate with 
and complement other actors. In the face of a major health and humanitarian crisis, however, 
emergency aid – coordinated multilaterally – is better placed to provide a large-scale and swift 
response. While the health crisis unfolds, existing TC projects can be adapted, and new ones 
can be designed to respond to the economic and labour market crisis that will accompany and 
follow the health emergency. These can then be rolled out quickly in later stages.  
 
Taking the above assumptions into account, the implementation of the following labour market 
policy interventions appears sensible: 
 

Phase 1 - Beginning of the pandemic (Exponential increase in the number of infected 
persons; rapid decline in production due to political containment measures; informal and formal 
enterprises with production losses or low reserves are directly - and severely – affected, 
massive drop in household incomes, depending on the stability of the economy, potential 
shortages in essential goods and services) 
During the first phase, labour market policy measures should aim at: 

i. Improved occupational health and safety (including reliable and comprehensible 
information on how COVID-19 can be prevented through protective measures at the 
workplace; supporting the relocation of work to the home to the extent possible, 
including information on the implementation of remote working for companies and the 

                                                
1 To free much-needed financial resources for emergency medical and other relief efforts, the International 
Monetary Fund (IMF) decided on 13 April 2020 to extend immediate debt service relief for an initial phase of six 
months to its 25 poorest and most vulnerable member countries in Africa, Asia, the Middle East and the 
Caribbean. 
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prioritisation of appropriate measures (e.g. who carries the highest risk with regard to 
COVID-19 and should therefore stay at home first?) 

ii. Analyses of the impact on economic sectors and value chains in order to identify 
and target particularly vulnerable employers and employees as early as possible 

iii. Safeguarding jobs with (partial) state compensation of income (e.g. instruments 
similar to short-time work “Kurzarbeit”) and/or relief for companies in terms of personnel 
costs ((partial) reimbursement or suspension of charges on labour, interest-free loans 
for salaries; ensuring child care options, particularly for workers in systemically-relevant 
sectors)  

iv. Protection of workers: Extension of unemployment insurance and/or cash transfers 
(act as automatic economic stabilizers), including informal workers; Extension of paid 
sick days to avoid incentives for infected persons to return to work before their recovery    

v. Temporary loosening of regulations on the labour market (flexible working hours, 
where possible - especially in the formal sector - working from home) with extensive 
protection against dismissal (possibly primarily relevant for industrialised countries and 
middle-income countries with a significant share of formal employment in the private 
sector) 

vi. Financial support for micro-entrepreneurs, through transfers, tax relief or suspension 
of repayment tranches (note that loans could be considered too, but may be a risky 
strategy due to high expected defaults and/or the unwillingness of entrepreneurs to 
over-indebt themselves) 

vii. The subsidised use of digital alternative options (e.g. free access to the Internet), i.e. 
ensuring easier/cheaper access to digital infrastructure for companies supports 
distant working and provides incentives for companies to maintain productivity through 
remote operations. 

viii. Rapid expansion and redesign of placement services in order to a) re-integrate 
those that have recovered from COVID-19 into production processes, b) prioritize job 
placement in systemically-relevant occupations (especially health, food); possibly 
strengthening the recruitment systems of systemically-relevant companies in order to 
avoid staff shortages.  

ix. In countries with a good digital infrastructure and provided that concepts are already in 
place, shifting training offers to the Internet (e.g. for employees on short-time work 
or for the unemployed) Identifying and implementing pragmatic solutions where 
possible. There is a large degree of heterogeneity across partner countries. Partner 
governments, with the support of German TC should realize the potential of pragmatic 
(often micro) solutions which are often inherent and innovative.  

 

Phase 2 - During the pandemic (overstrain/collapse of the health sector; paralysis of 
production affects the majority of all companies; state budgets increasingly experience 
bottlenecks or even the inability to act; supply shortages; depending on the context, migration 
pressure increases) 
During the second phase, labour market policy measures should aim at:   

i. Safeguarding jobs with (partial) state compensation of income (including instruments 
similar to short-time work “Kurzarbeit2) and/or relieving companies of personnel costs 
((partial) reimbursement or suspension of charges on labour, interest-free loans for 
salaries) 

ii. Protection of workers: Extension of unemployment insurance and/or cash transfers, 
including informal workers; Extension of paid sick days to avoid incentives for infected 
persons to return to work before their recovery 

                                                
2 During the second phase, “Kurzarbeit”, hence (partial) income compensation with reduced working hours should 
ideally be implemented in combination with training provision for those with (substantially) reduced working hours 
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iii. Development and expansion of publicly-funded employment programmes, e.g. in 
key sectors for infrastructure and health  

iv. Financial support for micro-entrepreneurs through grants and tax relief 
v. Expansion and redesign of placement services in order to a) re-integrate those 

that have recovered from COVID-19 into production processes, b) prioritize job 
placement in systemically-relevant occupations (especially health, food); possibly 
strengthening the recruitment systems of systemically-relevant companies in order to 
avoid staff shortages, c) ensure a shifting of job placement from presence-based 
formats (e.g. job fairs) to digital formats.  

vi. In countries with a good digital infrastructure, shifting training offers to the Internet 
(e.g. for employees on short-time work or for the unemployed) 

vii. Strengthening digital approaches, e.g. in the context of the gig economy, while being 
careful to avoid an increase in precarious forms of labour.  

 

Phase 3 – Towards the end and in the aftermath of the pandemic: Contraction of 
economies, increased government debt and hence less available budget for public spending, 
unemployment rates and the share of working poor are likely to be higher in the long term than 
before the crisis ("hysteresis"). Approaches should not exclusively aim at ending stimulus 
packages and short-term labour market policy measures but should strive to implement 
efficient reallocations and longer-term reforms. 
During the third phase, labour market policy measures should aim at: 

i. Expansion and further development of the systems of active labour market policy 
instruments for the reintegration of unemployed persons of working age (including 
wage subsidies, job placement, further training and retraining)  

ii. Use of periods of unemployment for qualification: education and training, 
retraining 

iii. Successive strengthening of future sectors through targeted resource 
(re)allocation ("destroy and rebuild"), e.g. through targeted financial incentives for 
reorientation/further training of workers 

iv. Possibly relief of companies from personnel costs: wage cost subsidies; interest-
free loans for wage costs; (partial) reimbursement / suspension of charges on 
labour / expansion and further development of unemployment insurance and/or 
basic income support systems; link with active labour market policy 

v. Start-up support for unemployed and potential entrepreneurs, including 
integration of entrepreneurship promotion into relevant parts of vocational and 
higher education 

vi. Depending on the local situation (still no demand for labour), development and 
establishment of public works programmes, e.g. in key sectors for infrastructure 
and health - with time limits and exit strategy 

vii. Building “labour market specific resilience” to pandemics through a) greater 
attention to the risk of infectious diseases in OSH (in vocational education and 
training or occupational orientation) and inspections by labour market ministries; b) 
increased integration of teleworking approaches in occupational profiles to reduce 
the risk of infection and corresponding expansion of vocational training; c) better 
identification of (vulnerable) informal workers, e.g. by collaborating with 
microfinance institutions or associations of informal workers and d) fostering social 
dialogue and implementing mechanisms to adapt labour market policies and 
regulations to external shocks in collaboration with all social partners, governments, 
employer organizations and unions  
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Assumption 6: Due to the complex economic and social impacts caused by the COVID-

19 pandemic, a coordinated policy response – across health, social, economic and 

labour policies – is needed. The degree to which various policies can and should be 

deployed depends on the phase of the crisis and the underlying political objectives. Figure 1 

shows that in the early stages of the pandemic, social assistance (e.g. through cash transfers) 

and transfers to stabilise enterprises are the main instruments of choice to protect people and 

compensate for the immediate loss of income. As the crisis unfolds, labour market policies 

become increasingly important to secure the livelihoods of employers and employees and – at 

later stages – to (re-)integrate job seekers into the labour market.  

 

Figure 1: Intensity of economic, social and labour market instruments over time 

 
 
 
 
Conclusions: The crisis caused by the COVID-19 pandemic confronts the world community 
with an immense economic and social challenge. In this context, German development 
cooperation has a responsibility towards its partner countries. This paper formulates action-
oriented assumptions and derives possible labour market policy interventions to be applied at 
different phases of the crisis. The effectiveness of these measures depends largely on the 
following factors: 
 

i. We still know (too) little about the economic and social impact: Despite the urgency and 
short-term nature of the pandemic, effective measures to tackle the pandemic require 
a good overview of the composition of the economy, priority sectors and value 
chains.  
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ii. Expanded social protection and transfers to enterprises will most probably (have 
to) play a greater role in the first phase than labour market policy (c.f. Figure 1). 
Active labour market policy is aimed at reintegrating people into the labour market. The 
labour market, however, has largely contracted in the first and second phases of this 
particular crisis. By definition, ALMP is therefore limited in scope (“Kurzarbeit”/ short-
time work might be an exception). In order to cushion the social and economic 
consequences of the crisis, challenges must be analysed and handled from the 
perspectives of labour market policy, economic policy, social policy and health policy.  

iii. The comparative strength of TC to cushion the social and economic impacts is 
likely to be maximised during the third phase (recovery from the crisis triggered by 
the pandemic). While multilateral actors, including the international financial 
institutions, can presumably offer greater experience regarding the massive influx of 
public funds (needed to cushion specifically the first and second phase of the crisis), 
TC can advise partners with foresight and has its comparative advantage particularly 
in Phase 3. In the aftermath of the pandemic, reconstruction and structural change 
must be accompanied and long-term resilience needs to be established in partner 
countries in order to be able to respond more quickly and effectively to future crises. 

iv. Approaches of German development cooperation must take into account the 
heterogeneous needs of the partners (depending on the region, economic structure, 
labour market structure, health system, age structure) and realistically consider and 
take into account the capacities of the partners with regard to the implementation 
of short-, medium- and long-term measures.  

v. Regarding labour market policy, TC projects adapting to the current crisis in the short 
term should search for creative solutions to use partner systems to disburse money 
(e.g. for short-time work or social security) instead of going into substitute 
arrangements. Many countries already have systems of public works or cash transfers 
in place. In the mid- to long term, what made sense before the crisis in terms of labour 
market policies (e.g. training, orientation, intermediation, supporting business) will also 
make sense after the crisis   

vi. The crisis caused by the COVID-19 pandemic will pose immense challenges for the 
labour markets of partner countries. At the same time, overcoming the crisis offers 
partner governments an opportunity to undertake structural reforms, strengthen 
the population's confidence in the ability to act and to make progress in terms of 
economic and social development policies. This will require a targeted and long-term 
commitment by the international community. Thanks to its practical experience with 
instruments tested in Germany, German development cooperation has a special 
advisory role to play in this context. 

 
 
 
ANNEX:  Tabular overview on labour market interventions as part of the crisis response 
 


