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Overview
The government has outlined an audacious package of measures aimed 
at dealing with the economic consequences of COVID-19, but in a fast-
moving environment, it should be no surprise that policy has to continue 
to evolve. There have already been four fiscal packages in recent weeks, 
beginning with the Budget, then one focused on the corporate sector, 
the next on employees and last week’s targeting the self-employed. This 
has been supported by monetary policy. Despite this, further action is 
needed supported by another fiscal boost and further monetary action. 
It is not only the scale of the stimulus that needs to increase, but the 
execution of the policies. Also, the policy reaction on job protection has 
been impressively large, but the lack of any precedent means we cannot 
be certain how the measures will work.

While the measures announced so far will be of enormous help, 
some gaps still remain, particularly in terms of execution and delivery of 
policy These gaps need to be closed urgently, or else unemployment will 
soar, and businesses will close. If action is not taken, the demand side 
collapse will be even bigger than it need be and the supply side will see 
what should be a temporary hit lead to permanent damage. The biggest 
challenge is the execution of the policies already announced. Banks are not 
engaged. They need to be, to deliver the loans expected from government 
announcements.  If they do not engage, then they need to be bypassed by 
direct government grants.

This is a global crisis and there is no right, or wrong policy response, 
but once a policy direction is chosen, the nature of the challenge faced 
means that measures will continue to have to evolve. Thus, we should be 
prepared to adopt best practice from overseas. We outline here further 
policy actions, which if implemented, can build on the sizeable and 
significant policy measures already announced by the Chancellor, and 
thus ensure that the downturn – while significant – will be followed by 
a significant rebound. And that in the downturn there will be minimal 
damage to the supply side of the economy. 

Below we summarise the policies we recommend as necessary to fill 
some of the gaps that still exist. The justification for these recommendations 
then follows, looking first at the broad macro-economic framework. This is 
then followed by a summary of measures taken in other major economies. 
We then explore some of the key issues in the corporate sector, finishing 
with the personal sector. 

Policy recommendations 
The following recommendations add to measures already outlined in our recent paper. The 
latter supported strengthening existing schemes (as it is easier to make an existing scheme work 
better as opposed to introducing a new scheme). Existing schemes would include expanding 
resources dedicated to Universal Credit, as well as increasing the sums available. 
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Corporate sector
Ensure that existing measures that have been announced are executed and 
administered efficiently. Commercial banks either must engage 100% in 
the process, or be bypassed, with the government giving grants to firms 
to ensure they survive.

• The clear inference from this is that as well as further measures on 
a much greater scale the UK Government should explore the use 
of direct grants and subsidies to support businesses and recognise 
that this assistance may have to be in the first instance channelled 
to firms by the public sector outside of the conventional banking 
system. 

• The government should extend its grants for small businesses. 
This should include further support for fixed costs as is being 
introduced in Wales.

• Sector-specific focuses may be needed, for instance businesses 
dealing in perishable goods, such as plants, should receive special 
treatment and allowed to reopen as soon as possible. 

• HMRC also appears to be willing to defer other tax payments 
including PAYE and corporation tax if requested, even though 
these are not part of the formal rescue package. These possibilities 
should be added to the formal package.

• Coverage of the business rates holiday, at present confined to 
retail, hospitality and tourism sectors, should be extended to all 
small businesses.

• Government guidelines should be produced to suggest ways 
in which the cost of rent reductions might be shared between 
commercial landlords and their commercial tenants, where 
appropriate to do so.

• Insert a clause into loan agreements that should government 
extend strict lockdown measures, or should the situation change 
materially, terms of the loan will be reconsidered in favour of the 
borrower, including the possibility of debt forgiveness.

• Ease the thresholds for accessing the Government’s existing 
corporate scheme, such as scrapping the ‘investment grade’ 
requirement altogether. Either all firms should have access or more 
relaxed thresholds are needed. For instance, a simple balance-sheet 
test whereby a company will be eligible if its liabilities do not 
outstrip its assets and if it was consistently ran as a going concern 
for the past three years. 

• For non-R&D intensive start-ups, the UK government could follow 
the example of Germany which has announced a start-up focused 
package of measures involving providing cash to VC funds so that 
there are no interruptions to funding rounds and increasing the 
scope and remit of KfW (Germany’s public investment bank) to 
provide direct financing to companies not suitable for traditional 
lines of business credit – the UK’s British Business Bank could be 
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given a similar role.
• Bodies such as Innovate UK and the research councils should be 

used as an off-the-shelf administrative infrastructure for disbursing 
funds to pre-revenue, R&D intensive firms which do not qualify for 
the loans or grants. Any payments on grants should be advanced 
and outstanding R&D tax credit payments should be fast-tracked. 
New funding could be disbursed through this administrative 
infrastructure to maintain 100% of firms’ R&D capacity if funding 
from advancing tax credits and maintaining existing grants proves 
insufficient.

Employment protection 

• Find ways to get money to employers faster. This could include 
loans for furlough wages backed by 100% government guarantee 
or payments to the agents who handle wage payments for many 
small firms.

• Government should press firms to keep staff on their books as 
furloughed employees rather than swelling the numbers of 
unemployed by laying off workers. If possible, this should include 
re-engaging staff already laid off.

• Where firms prefer to pay furloughed staff at 100% of existing 
wage levels they should be supported to do so.

• Self-employed people without a long enough tax history of profits 
should receive support through a direct grant at above the level of 
support receivable on Universal Credit.

• The date at which new employees become eligible for furlough 
should be extended. At present it excludes too many newly 
appointed employees and discriminates against fast growing firms.

Macro-measures
The UK Government should explore the use of direct grants and subsidies 
to support businesses and recognise that this assistance may have to be in 
the first instance channelled to firms by the public sector outside of the 
conventional banking system.

• The Bank of England should consider a policy of managing or 
controlling the whole of the yield curve. This should include 
pegging ten year yields at, or close to, zero, for a specified period.

• The Bank of England should, with the Treasury, explore additional 
tools and novel applications of existing policy instruments such as 
quantitative easing. Also, it should seek to ease regulatory burdens 
further (we will explore these in detail in a forthcoming paper).

• Looking at the lessons from other major economies, recognise 
that policy will need to continue to evolve, with an emphasis on 
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speed, scale and simplicity. Some of the specific measures from 
elsewhere that the UK could adopt include: allowing companies 
to carry forward losses; support for pre-revenue companies; and 
industry-specific measures.

The need to do more
The UK has made a good start in responding to the economic consequences 
of the corona virus. The Chancellor has set out a coherent set of measures 
to help businesses and individual households and brought together fiscal 
policy and monetary policy in a co-ordinated macro-economic response. 
Given the scale of the economic consequences of the virus, and the 
international financial crises it has helped to provoke, policy makers need 
to recognise in the UK and internationally that we face a fall in output 
greater than that recorded between 2007 and 2009 or even in the 1930s. 
This means that the initial UK fiscal and monetary measures should be 
seen as the start of a policy response and a series of measures that will have 
to be increased in their scale and audacity. Their purpose will be to ensure 
that the UK is supported fully by all levers of policy that are available. The 
challenge is huge, yet the actions and policy instruments are identifiable.

Direct Public Expenditure Transfers and Grants will be required
The UK’s measures appear to be complicated and difficult for individuals 

and firms to access. A significant proportion of the UK’s assistance to firms 
is presently planned to be channelled through the commercial banking 
system. It has immediately encountered the challenges that monetary 
policy has in being an effective instrument in a crisis of liquidity. Firms 
and small business are reluctant to borrow. Moreover, banks are not a 
reliable vehicle for the scale of lending needed. A commercial, fractional 
reserve banking system is not set up to lend to businesses that have the 
potential to go bankrupt and impair bank balance sheets by resulting in 
losses on loans that will not be recouped. This is an economic crisis where 
only the state can act as a lender, insurer and customer of last resort. The 
clear inference from this is that, as well as further measures on a much 
greater scale, the UK Government should explore the greater use of direct 
grants and subsidies to support businesses. 

There must also be recognition that a regime of piecemeal grants sector 
by sector will not work, because as supply and demand chains break down 
so do payment chains and the consequences will not be easily captured a 
sort of a priori list of potential sectors such as hospitality and transport, 
the economic damage from loss of business activity will be systemic and 
endemic.

How are other countries dealing with the pandemic?1

Here, we summarise some of the key measures in a selection of other 
major economies, in order to give a flavour of the global policy landscape. 
It is clear that the different sets of measures taken by countries have plenty 
in common:

1. Unless stated otherwise, all data from http://
www.oecd.org/coronavirus/en/

http://www.oecd.org/coronavirus/en/
http://www.oecd.org/coronavirus/en/
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• Guaranteeing loans to triple-digit billions
• Deferring or cancelling tax and social security payments
• Direct subsidies to wages, either including (Germany and France) 

or not (UK) compensation for loss of hours
• Increasing entitlement amounts and/or relaxing access 

requirements to social security payments
• Direct grants to selected industries or types of businesses

There are a number of measures common in other countries which the UK 
is currently not undertaking:

• Allowing companies to carry forward losses – particularly 
prominent in high-corporation tax countries such as Denmark 
and Norway, this measure would allow companies to reduce their 
future taxable income by an increment of the amount of losses 
they make as a result of coronavirus.

• Support for pre-revenue companies – unlike Germany and France, 
the UK is yet to announce a package for start-ups and pre-revenue 
companies which do not qualify for traditional loans and face 
interruptions to their VC seed funding or public research funding. 
To address this the UK could institute Recommendations 3 and 4 
in the previous section.

• Industry-specific measures – countries such as Japan and Denmark 
have chosen to prepare special packages for particularly adversely 
affected industries. The UK reportedly is in the process of preparing 
one on airports, but no others have been announced. Whether 
others are warranted depends to be seen but this is something 
that the UK should not rule out, particularly for industries where 
businesses that fall through the cracks of the existing system are 
concentrated.

Also, another lesson for the UK might be that more fiscal stimulus will be 
needed. Not only are some of the amounts considerable but, taking the 
US as an example, plans are already being developed for the next phase of 
help. The US Congress and Administration has already started a bipartisan 
discussion of the next phase of stimulus and Canada has announced further 
measures of stimulus.

Illustrative overview (not comprehensive) of key 
measures taken by selected countries around the world:

Germany – ‘well over’ €1 trillion overall support package – 30-35% of 
GDP

• Self-employment – direct grants to affected freelancers and 
businesses with less than 10 employees of up to €15,000, out of a 
€50bn hypothecated fund
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• Employees: Short-term working scheme (Kurzarbeit) – if 10% 
of company staff experience cuts to hours, government will 
compensate 60% of lost earnings as a result of reduced hours 
and 100% of the social security contributions lost, particularly 
important in Germany which has a partly contributory welfare 
system

• An economic stabilisation fund for larger companies with 250 
employees or more - The fund will provide EUR 100 billion 
for recapitalisation, EUR 400 billion of guarantees for corporate 
liabilities, and a credit authorisation for EUR 100 billion to the 
KfW for refinancing purposes.

• Start-ups and pre-revenue companies: Allowing the KfW to 
provide unlimited liquidity – KfW will be allowed to provide 
assistance to firms with a much higher risk profile, and financing 
will be provided to VC funds to enable them to carry on funding 
start-ups, as part of a $2bn package.2

France – €45bn of direct support, €300bn of loan guarantees - around 
15% of GDP

• Self-employed – ‘Solidarity Fund’ corresponding to a loss of 
turnover for up to one year for self-employed, freelancers and 
microbusinesses of up to €1,500.

• Employees – short-time work schemes similar to Kurzarbeit, 
where the state compensates loss of hours with 80% of lost salary, 
and 100% for those on minimum wage.

• Start-ups and pre-revenue companies: €4bn start-up support fund 
– the lion’s share is a €2bn cashflow support fund, but the plan 
also includes short-term refinancing scheme for start-ups, which 
is worth €160m, the early payment of some tax credits, which is 
worth €1.5bn, and the accelerated payment of already-planned 
investments in the sector, which is worth €150m.3

• State-guaranteed treasury loan of up to 25% of annual turnover or 
2 years of payroll for newly created or innovative companies. No 
repayment will be required in the first year.

Denmark – 2.8% of GDP of direct fiscal measures, with 10% liquidity 
measures

• Self-employment – the self-employed experiencing a drop in 
turnover of over 30% can get a cash reimbursement of 75% of the 
loss, up to €3,100 per month.

• Students – student loan facility scaled up to offset losses of part-
time student jobs

• Cash support for firms to pay fixed costs – firms experiencing a 
40% drop in turnover can get cash support of up to 80%, but full 
compensation of fixed costs is provided to firms forced to close as 

2. https://www.bloomberg.com/news/arti-
cles/2020-04-01/germany-to-help-startups-
with-2-2-billion-assistance-package

3. https://www.siliconrepublic.com/start-ups/
france-startup-support-covid19-coronavirus

https://www.bloomberg.com/news/articles/2020-04-01/germany-to-help-startups-with-2-2-billion-assistance-package
https://www.bloomberg.com/news/articles/2020-04-01/germany-to-help-startups-with-2-2-billion-assistance-package
https://www.bloomberg.com/news/articles/2020-04-01/germany-to-help-startups-with-2-2-billion-assistance-package
https://www.siliconrepublic.com/start-ups/france-startup-support-covid19-coronavirus
https://www.siliconrepublic.com/start-ups/france-startup-support-covid19-coronavirus
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a result of containment measures.
• Support to employees at risk of layoffs – coverage of 75%, but the 

company cannot fire the person and that person also cannot work 
to limit opportunities for fraud, and the company has to cover the 
remaining 25%.

• Industry-specific measures – compensation packages to event 
organisers that had to cancel as a response to containment measures, 
and a Travel Guarantee Fund to cover the travel industry, including 
a 1 billion DKK guarantee to the flagship airline.

United States – 9% of GDP of the whole package of measures, $2 trillion 
of measures contained in the CARES Act

• Small Business Administration will offer low-interest federal 
disaster loans for working capital to small businesses suffering 
substantial economic injury as a result of the Coronavirus 
(COVID-19). A request of €50 billion (around 0.25% of GDP) 
will be made to Congress to provide low interest loans.

• 50% of payroll tax credit for severely affected businesses that do 
not benefit from business interruption loans and agree to maintain 
employment levels.

• Businesses will be allowed to carry back losses during 2018, 2019, 
and 2020 for 5 years and eligible for immediate refunds.

• The CARES Act allows the Treasury to make loans to airlines, air 
cargo, and national security critical firms - of $25 billion, $4 
billion, and $17 billion, respectively. The remaining $454 billion 
will provide equity to the Federal Reserve to establish 13(3) 
lending facilities for other businesses. Such lending facilities could 
support around $4 trillion of loans.

• $301 billion will provide income support for families in the form 
of direct payments of $1200 for each adult and $500 for children 
(unless household income is above a threshold) and about $250 
billion will boost unemployment insurance payments to $600 per 
week through July, expand coverage to include the self-employed 
and gig economy workers, and extend benefits from 26 weeks to 
39 weeks.

Japan – 7.6trn JPY (57bn GBP) of overall measures followed by 430bn 
JPY (3.2bn GBP) – around 1.7% of GDP

• Industry-specific loans to SMEs – targeted loans to SMEs in affected 
sectors such as tourism from a 500bn JPY pot

• Deferral of tax payments and deadline extensions – for businesses 
and individuals adversely affected by coronavirus

• Second round of loans targeted primarily at SMEs is affected 
sectors – from a 1.6trn JPY pot administered by Japan Finance 
Corporation
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Filling the corporate sector gaps at home
How can we save firms from going bust? This is essential to ensuring that 
the supply-side shock is temporary, not a permanent hit. 

One of the weakest aspects of the package is the loan guarantee 
arrangements which leaves 20% of the risk with banks themselves. The 
potential extent of the guarantee is large at £320 billion, but it seems that 
the money is difficult to access. Smaller firms report considerable difficulty 
in contacting their bank at all. Many take the view that their banks have 
limited interest in a scheme which leaves risk with the bank for limited 
gain. Some banks have decided not to take part, while others have been 
reported to ask for personal guarantees in exchange for the loans, though 
the Big Four high street banks have now agreed not to do so for loans of 
under £250,000. The size of the guarantee and reward for the banks needs 
to be reconsidered.

Fixed costs may also imperil the survival of many firms especially 
retailers, restaurants hotels etc with large rent bills. Some major retailers 
are already in negotiations with landlords for temporary rent reductions 
and others may do so. Other firms are also likely to attempt to reduce 
such things as audit fees. Each of these is an attempt to share the burden 
of reduced or disappearing revenues. The financial hit is thus passed on 
from one sector to another. Some encouragement might be offered to 
landlords, including property companies and other to defer rents and fees 
for their tenants and clients. 

The Welsh government have addressed fixed costs directly. The First 
Minister points out that rents, residual salaries and leasing charges are 
beyond the means of some businesses and charities which have seen their 
revenues disappear. The response has been grants of up to £100,000 for 
SMEs, with the possibility of other grants for larger firms of key importance. 
Loans of up to £250,000 at 2% interest and 12-month capital repayment 
holiday will also be available but as in the national scheme with personal 
guarantees required. The grants go further than the targeted support for 
small firms under the national scheme and if the take-up is strong, the 
UK government should consider similarly extending its grants for small 
businesses.

Grants vs loans
A willingness and ability to take on debt during this time will vary 
significantly from company to company, but it is not unreasonable to 
assume that a substantial number of firms which might benefit from being 
extended a loan on generous terms will be unwilling to accept it. Even in 
normal times, British businesses and in particular SMEs are very cautious 
when it comes to taking on debt. According to SME Finance Monitor, a 
regular survey of SME’s finance needs, majority are consistently ‘happy 
non-seekers’ of external finance.4 

In the current situation, where there is significant uncertainty about 
how long stringent lockdown measures will last and what they may be 
followed by, means businesses in the most adversely affected sectors 

4. https://www.bva-bdrc.com/products/sme-fi-
nance-monitor/

https://www.bva-bdrc.com/products/sme-finance-monitor/
https://www.bva-bdrc.com/products/sme-finance-monitor/
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essentially do not know whether they will be able to resume trading. 
A decision whether to try to continue running the business as a going 
concern through partial reliance on loans is essentially a bet on, firstly, 
when the situation will return to normal, and secondly, how soundly can 
the business perform during normal times to justify the debt. Given the 
uncertainty surrounding the situation, it should be expected that many 
otherwise viable firms will make a decision to not take a chance. Firms 
should be permitted to insert a clause into loan agreements that should 
government extend strict lockdown measures, or should the situation 
change materially, terms of the loan will be reconsidered in favour of the 
borrower, including the possibility of debt forgiveness.

‘The CBILS-CCFF gap’
Assuming a company is happy to take on debt, it may fall into what is 
being termed the ‘CBILS-CCFF Gap’ – i.e. be eligible neither for CBILS, the 
scheme intended for SMEs, nor CCFF, the Bank of England-run programme 
for larger businesses. This is because to access CBILS a business has to 
have fewer than 250 employees (be an SME) while to access CCFF, a 
business has to be deemed ‘investment grade’. Steps were already taken 
to recognise that not every business is able to access a Big Three rating 
– a ‘confirmation from a range of the issuer’s credit counterparties that 
they internally considered the issuer equivalent to investment grade as at 
1 March 2020’ will suffice5 – but even this will be either not possible or 
too time-consuming to acquire, leaving many business without access to 
loans at all.

The fact that the Bank of England accepting other evidence of ‘sound 
financial health’ aside from a Big Three rating is a positive step, but it 
should go further and scrap the ‘investment grade’ requirement altogether. 
Instead introduce a simple balance-sheet test whereby a company will be 
eligible if its liabilities do not outstrip its assets and if it was consistently 
ran as a going concern for the past three years.

Help for start-ups and pre-revenue companies
The UK is an outlier in terms of the limited help offered to companies 
which are pre-revenue, reliant on seed funding or public research grant 
funding. The way that the self-employment scheme is structured will also 
mean that consistently lossmaking companies will not be able to qualify for 
support, as the Self-Employed Income Support payments are increments 
of annual profits. Similarly, they would not qualify for any of the loan 
schemes, as access to those is predicated on sound financial health prior to 
the pandemic, which is difficult to demonstrate for a lossmaking company 
still at the seed funding stage. Additionally, even as part of CBILS, some 
accredited lenders through which the scheme operates were reportedly 
seeking personal guarantees from directors as a condition of the loan, in 
order to allow them to go after director’s personal assets in an event of a 
default – since then, at least the Big Four high street banks pledged not to 
do so for loans of up to £250,000.6

5. https://www.shearman.com/perspec-
tives/2020/03/availability-of-the-bank-of-
englands-ccff-to-support-uk-infrastructure-
businesses

6. https://www.cnbc.com/2020/03/30/coro-
navirus-uk-startups-call-for-emergency-gov-
ernment-support.html 

https://www.shearman.com/perspectives/2020/03/availability-of-the-bank-of-englands-ccff-to-support-uk-infrastructure-businesses
https://www.shearman.com/perspectives/2020/03/availability-of-the-bank-of-englands-ccff-to-support-uk-infrastructure-businesses
https://www.shearman.com/perspectives/2020/03/availability-of-the-bank-of-englands-ccff-to-support-uk-infrastructure-businesses
https://www.shearman.com/perspectives/2020/03/availability-of-the-bank-of-englands-ccff-to-support-uk-infrastructure-businesses
https://www.cnbc.com/2020/03/30/coronavirus-uk-startups-call-for-emergency-government-support.html
https://www.cnbc.com/2020/03/30/coronavirus-uk-startups-call-for-emergency-government-support.html
https://www.cnbc.com/2020/03/30/coronavirus-uk-startups-call-for-emergency-government-support.html
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For non-R&D intensive start-ups, UK government should follow the 
example of Germany which has announced a start-up focused package 
of measures involving providing cash to VC funds so that there are no 
interruptions to funding rounds and increasing the scope and remit of 
KfW (Germany’s public investment bank) to provide direct financing to 
companies not suitable for traditional lines of business credit – the UK’s 
British Business Bank could be given a similar role.

Help for R&D-intensive companies facing interruptions 
to conditional VC funding and public grant funding

There is a similar issue with private sector companies reliant completely 
or mostly on public funds, such as biotech companies relying on public 
research grants, clinical trials and investor seed funding. For example, 
VC funding round payments triggered by reaching ‘milestones’ such as 
results from clinical trials and data from other R&D activities – which 
are now delayed as a result of the coronavirus disruption – will not be 
triggered in time for the firms to be able to pay their bills in time. This 
prompts the question of whether or not such companies would be ideal 
examples of instances where loans might be appropriate, but again, loans 
are dependent on financial health and profitability, which means they 
would be difficult to access for these companies even though money is 
already there and waiting in pre-agreed funding rounds.

Bodies such as Innovate UK and the research councils should be used as 
an off-the-shelf administrative infrastructure for disbursing funds to pre-
revenue, R&D intensive firms which do not qualify for the loans or grants. 
Any payments on grants should be advanced, outstanding R&D tax credit 
payments should be fast-tracked and potentially future payments should 
be advanced, but most importantly, new funding should be disbursed 
through this administrative infrastructure to maintain 100% of firms’ R&D 
capacity.

Filling the gaps on job protection
The policy reaction on job protection has been impressively large, but the 
lack of any precedent means we cannot be certain how the measures will 
work. The aim of the Job Protection Scheme and the Self-Employment 
scheme together with a range of tax deferments and loan guarantees is 
to prevent firms from going under and to maintain the incomes their 
employees and the self-employed. Furloughing is intended to keep 
employees on the books of firms so that the company is intact and ready 
to recover when restrictions are removed and consumer demand recovers. 
These are the right aims both to ensure a strong recovery and also to 
protect personal incomes and hence expenditure to avoid recessionary 
knock-on effects on the economy. 

Since no-one is to blame for the virus and its effects, there is little risk 
of moral hazard as in 2008 when bailing out the banks ran the danger of 
encouraging risky future behaviour. This time the aim should be that no 
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business as a direct result of the circumstances related to the virus. At the 
same time personal incomes should be maintained. All of this needs to be 
much stronger than the conventional safety nets of past recessions. Luckily, 
low global inflation and associated low interest rates make it possible for 
the government to finance these unprecedented ambitions.

Government aid to cover 80% of employees’ salaries and a similar 
amount of self-employed incomes appears to be only partially successful. 
The huge increase in attempts to apply for Universal Credit (reported as 
close to 1 million over the last two weeks) means that many people have 
been released by their employers. Some may also be self-employed people 
whose income has largely or wholly dried up. The huge rise in claimants 
for Universal Credit suggests that large numbers the self-employed are in 
need of immediate income support, alongside employees whom firms 
have decided not to furlough. 

For employees, remaining on the books of employers offer much more 
security and certainty as well as more money than being unemployed. For 
those who have become unemployed, worries about regaining equivalent 
work compound anxieties about falling ill, about their childrens’ education 
and about the care of elderly relatives.

One issue for policymakers is whether supporting more than 80% of 
salaries up to £2,500 a month could persuade firms to furlough more of 
their employees. Some firms have taken the view that unless their workers 
will accept a pay-cut the residual wage costs should be avoided by laying 
off staff. Few firms have complained that the 80% limit is too low and most 
appear to view the limit as correct. They resist the idea of a higher level on 
the grounds that retained staff who are still working would resent being 
paid the same as those who are not working. Since the latest data suggests 
that large-scale lay-offs are occurring, more thought should be given as 
to how firms can be persuaded to keep staff on their books. Since it is 
easier for the government to borrow than for firms especially small firms, 
the aim should be to make furloughing costless to firms. Government 
should press firms to keep staff on their books as furloughed employees 
rather than swelling the numbers of unemployment by laying off workers. 
This should include re-engaging staff already laid off. Urgent research is 
needed to understand why so many employees are being laid off when 
furlough grants are available. Where firms prefer to pay furloughed staff at 
100% of existing wage levels they should be supported to do so. Similarly, 
self-employed people without a long enough tax history of profits should 
receive support through a direct grant at above the level of support 
receivable on Universal Credit.

The main immediate problem for smaller firms is the delay in receiving 
the subsidy. The Government has indicated that firms will be paid by 
June, but many expect the wait to be longer. In the meantime, companies 
are expected to fund the wage bill themselves for furloughed staff. The 
deferment of VAT payments for three months is a considerable boost to 
cashflow and has been welcomed especially by smaller firms. Similarly, 
deferring business rates is a very considerable help to businesses in the 
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retail hospitality, leisure and nursery sectors. HMRC also appear to be 
willing to defer other tax payments including PAYE and corporation tax 
if requesting even though these are not part of the formal rescue package. 
The Government’s offer to pay 2 weeks statutory sick pay also helps cash-
flow.

Even so, the reserves of some firms will not last long in the absence 
of revenues, and others will resist dipping into funds reserved for future 
investment. Companies in this position will prefer to lay off staff. This 
will particularly hit their lower paid and less skilled people whom firms 
anticipate will be easy to re-employ when recovery eventually arrives. 
Consideration might be given to extending the sectoral coverage of 
the business rates holiday. Ways might also be found to get money to 
employers faster. This could include loans for furlough wages backed by 
100% government guarantee or payments to the agents who handle wage 
payments for many small firms.

Another issue is the exclusion from the scheme of employees hired 
since March 1st. This exclusion hits faster-growing firms hardest since 
these have most newly hired staff. There can be a perverse incentive for 
firms to lay-off recently-hired skilled people and to keep less qualified 
people purely because they have been on the firm’s books longer. The 
government’s intention is presumably to avoid fraud by firms taking on 
new staff to get the subsidy. A better cut-off date might be the date on 
which the Job Protection Scheme was launched. 

The 80% salary support cut-off within the Job Protection Scheme means 
a pay cut for the employees (and for the self-employed) but anecdotal 
evidence suggests that many people are fully content to have an extended 
holiday with a pay-cut of 20%. Normally a pay-cut would mean reduced 
spending and hence deflationary consequences for the wider economy, 
but with much of the retail, hospitality, cultural, sport and tourism sectors 
shut down, spending is in any case bound to be much reduced. Consumers 
may be largely content to restrict their discretionary spending for several 
months. A 20% pay cut may leave little extra saving for some after utility 
bills, rent, food and other essentials but others may have pent-up demand 
that can fuel a recovery in consumption a few months hence.  

Important measures have been announced to support mortgagees and 
renters and a guarantee has been made of no evictions within the next 
three months. Any householder or landlord with a mortgage who is facing 
financial difficulties related to Covid-19 can apply to their bank or building 
society for a three-month mortgage repayment holiday mostly without 
affecting their credit scores. A equivalent scheme applies to renters. Oddly, 
mortgage relief this does not apply to those with existing mortgage arrears 
who, it might be thought, were most in need of relief. Both schemes are 
in effect a loan and unpaid mortgage and rents will need to be repaid later. 

These reliefs for housing costs are very helpful for people whose 
incomes are affected by the virus, but a better approach is to maintain 
incomes in the first place. The Job Protection and Self-Employment 
schemes are the best means to achieve this but both need some attention 
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to fill existing gaps.

The Macro-Economic Context
In present circumstances governments are well placed to use fiscal policy 
and debt finance to stabilise the private sector in this crisis. Interest rates 
are at a historical low. There is a huge natural demand for bonds in 
countries such as the UK from pension funds and insurance companies 
and from banks, even when central banks are not actively buying bonds 
as part of their monetary policies to stimulate economic activity. Secondly 
there is little inflation so that the risks that a central bank and government 
potentially take in monetising budget deficits to stabilise interest rates and 
accommodate a fiscal stimulus is limited. Low safe interest rates imply not 
only that higher levels of debt are sustainable but the welfare cost of higher 
debt for future generations is small. The implication from this analysis is 
that for the UK Government – and indeed for governments in advanced 
economies - there should be no hesitation about running deficits if, given 
constraints on monetary policy, running deficits is required to maintain 
output at a level close to its potential. 

The Office of Debt Management should review the opportunities to 
issue different forms of bonds in the way that the UK led the way as 
an advanced economy in introducing indexed linked debt in the 1980s. 
Until that time indexed linked debt had only been issued by developing 
economies. One potential source of debt finance that ought to be looked 
at is the issuance of bond that pay a coupon tied to the rate of economic 
growth and the underlying taxable capacity of the economy.

The Bank of England should, with the Treasury, explore additional tools 
and novel applications of existing policy instruments such as quantitative 
easing. It should review the full range of assets that it purchases so that it is 
not necessarily confined to under taking asset purchases solely of bonds. It 
should review the manner in which it purchases gilts through the market. 
There may be circumstances where it would be appropriate for the central 
bank to take gilts directly from the Office of Debt Management avoiding 
the market. 

The Bank of England should consider a policy of managing or 
controlling the whole if the yield curve drawing on the recent experience 
of the Japanese authorities and the practice of the US Federal Reserve Board 
in the immediate post war years after 1945. This should include pegging 
ten year yields at, or close to, zero, for a specified period.

Among the matters that ought to be considered and the scope that 
the central banks has to stimulate monetary conditions through direct 
supply of money and credit to the economy rather than simply relying on 
changes in the price of money. This should include the direct financing 
of company balance sheets outside of the banking system and direction of 
bank lending and credit to sectors that need it but may not be in a position 
to obtain it through the conventional banking system and channels of 
credit. 

The UK is particularly well placed to use fiscal policy and public debt
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The cost of servicing the present stock of UK public debt represents 1.5 
per cent of GDP. There is no reason why the economy could not manage a 
future stock of debt that involves a debt service charge, for instance, twice 
this level. Moreover, the risks that arise from higher future interest rates 
can be mitted by a central bank committed to managing the yield curve 
and even if rates had to rise the UK enjoys some protection given the long 
duration of its debt which has an average maturity of 15 years. 

Average maturity of the debt stock by country (end-December 2018)

Source: Bloomberg L.P

Lord King the former Governor of the Bank of England made the powerful 
point in a Policy Exchange webinar (on 01/04/2020) that policy makers 
should use the national debt, so that shocks do not cause lasting economic 
damage.7 

Conclusions
While the government has done much to introduce measures to support 
companies, their employees and the self-employed the huge rise in 
the number of claimants for Universal Credit shows that the measures 
have been insufficient. In particular, the system has been too slow in 
getting money to small businesses and the self-employed. The sudden 
disappearance of all or most revenues has left many businesses in a perilous 
position. Deferring tax payments has been an immediate help to cashflow, 
but other measures including the important Job Protection Scheme (JPS) 
and Self Employment Income Schemes look too slow in getting cash to 
companies or people.

Many of our recommendations focus on speeding up the flow of funds 
to companies as well as extending the scope of grant support. Many small 
firms will be unwilling to fill the funding gap with loans and those that 
are willing appear to face problems in accessing loans from banks. All of 
this needs to be addressed with alacrity. Once firms go under, they may 

7. h t t p s : // w w w . y o u t u b e . c o m /
watch?v=W44QPO7RfJk

https://www.youtube.com/watch?v=W44QPO7RfJk
https://www.youtube.com/watch?v=W44QPO7RfJk
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well not reopen once the economy recovers. Indeed, their demise will 
delay that recovery and lead to future supply-side pressures. While the 
Government has made a good start, it needs now to apply great urgency 
to filling the gaps that are inevitably emerging in these unprecedented 
measures. 
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