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Policy Tools for Supporting SMEs

Financial Support

Forbearance and Policy Changes

e Grants/subsidies

* Forgivable loans

* Direct lending

* Loan participations
* Funding for lending
* Credit guarantees

* Equity instruments

Payment forbearance

Tax policy changes

Bankruptcy and insolvency policy
changes
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Considerations in Desighing Support
for SMEs

Type What monetary or non-monetary assistance is provided?

Channel How is the assistance provided to SMEs?

Package Does the assistance need to be combined with a different type of assistance
to be effective?

Size How large is the total program and how much can be provided to each SME?

Eligibility Which SMEs are eligible for assistance?

Duration How long will assistance be available?

Risk Sharing  How is risk shared among the responsible parties?

Conditions Will SMEs have to adhere to requirements as a result of accepting assistance?

Exit Strategy How will the government rollback support while minimizing financial and
economic stability risk?
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Interesting Features or Challenges
under “Type” Consideration (1)

Increasing an SME’s debt * Unlike past crises, grants, subsidies, forgivable loans, and equity instruments are
more common

* Countries such as Austria, Denmark, and the Netherlands are providing fixed cost
subsidies for SMEs

* Many countries directly subsidize wage costs, similar to the short-time work
scheme model from Germany, Kurzarbeit

* Recent analysis shows variation across 16 European countries in the ability to take
on additional debt

burden may not be an
ideal approach

Offering debt programs * Federal Reserve extended loan terms and deferred amortization under Main
Street Lending Program after feedback
* lreland’s Sustaining Enterprise Fund is a hybrid of repayable advances and equity

with “equity-like”
features can prevent

instruments
SMEs from being e Hungary’s Funding for Growth Go! Scheme has a maximum term of 20 years
overburdened  France and Germany created programs for startup SMEs to access financing in the

form of convertible bonds or hybrid instruments

* Australia encouraged but did not require banks to provide lines of credit rather
than loans under its credit guarantee to allow SMEs to use only what is needed
and minimize future payment burdens
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https://www.bmf.gv.at/presse/pressemeldungen/2020/Mai/fixkostenzuschuss.html
https://som.yale.edu/blog/denmark-plans-to-pay-fixed-costs-for-smes-hit-by-coronavirus-lockdown
https://translate.google.com/translate?sl=auto&tl=en&u=https%3A%2F%2Fwww.rijksoverheid.nl%2Fministeries%2Fministerie-van-economische-zaken-en-klimaat%2Fnieuws%2F2020%2F05%2F28%2Fuitbreiding-op-ondernemersregelingen-noodpakket-banen-en-economie
https://som.yale.edu/blog/governments-provide-smes-with-relief-for-non-wage-fixed-costs
https://som.yale.edu/blog/eu-proposes-support-for-short-time-work-schemes?blog=111690
http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.431.946&rep=rep1&type=pdf
https://voxeu.org/article/coronavirus-credit-support-don-t-let-liquidity-lifelines-become-golden-noose
https://som.yale.edu/blog/federal-reserve-amends-main-street-lending-program
https://www.federalreserve.gov/newsevents/pressreleases/monetary20200608a.htm
https://www.enterprise-ireland.com/en/funding-supports/Company/Esetablish-SME-Funding/Sustaining-Enterprise-Fund.html
https://www.google.com/url?q=https://hungarytoday.hu/coronavirus-hungary-national-bank-package/&sa=D&ust=1594932712643000&usg=AFQjCNEPc1EEWaPgG4YgFmDnZouoGvZO2w
https://minefi.hosting.augure.com/Augure_Minefi/r/ContenuEnLigne/Download?id=BEFA5371-3EDB-49B0-8CA0-5926978FED71&filename=2202-1050%20-%20Communiqu%C3%A9%20de%20presse%20-%203%C3%A8me%20projet%20de%20loi%20de%20finances%20rectificative.pdf
https://som.yale.edu/blog/germany-provides-public-funding-for-recapitalization-and-startup-equity
https://treasury.gov.au/coronavirus/sme-guarantee-scheme

Interesting Features or Challenges
under “Type” Consideration (2)

Encouraging or supporting * Greece, ltaly, and others set up digital platforms to connect SMEs
technology or digitalization can with free services, training, and vendors
help companies adapt to rapid e Germany provided grants for consulting services for SMEs to adapt

to the crisis

* Japan provides vouchers to SMEs for remote working solutions,
such as the purchase of equipment

e Singapore provided grants for stall holders to adopt electronic
payment technology to minimize contact risk

 Malaysia and Spain set up credit facilities for SMEs to buy or lease
digital equipment or services

changes in the economy and
keep employees safe
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https://read.oecd-ilibrary.org/view/?ref=119_119680-di6h3qgi4x&title=Covid-19_SME_Policy_Responses
https://solidarietadigitale.agid.gov.it/#/come-funziona
https://www.bmwi.de/Redaktion/EN/Pressemitteilungen/2020/20200403-up-to-euro-4000-for-consulting-costs-without-any-company-own-contribution-for-smes-and-members-of-the-liberal-professions-in-the-coronavirus-crisis.html
https://www.meti.go.jp/press/2020/05/20200522002/20200522002.html
https://www.sgpc.gov.sg/sgpcmedia/media_releases/mof/press_release/P-20200526-1/attachment/Fortitude%20Budget%20Ministerial%20Statement%20-%20Final.pdf
https://www.gov.sg/article/a-summary-of-the-fortitude-budget-2020
https://www.bnm.gov.my/index.php?ch=en_press&pg=en_press&ac=5000&lang=bm
https://translate.google.com/translate?sl=auto&tl=en&u=https%3A%2F%2Fwww.madridemprende.es%2Fes%2Fmedidas-ante-el-covid-19%2Fplan-acelera

Interesting Features or Challenges
under “Channel” Consideration (1)

Leveraging existing agencies can * Germany’s development bank, Kf\V, is responsible for COVID-19 direct
lending and guarantees

* Korea increased funding for the Korea Credit Guarantee Fund (KODIT,
est. 1976) and Korea Technology Finance Corporation (est. 1989) to
provide guarantees to SMEs during COVID-1S pandemic

get money to SMEs faster

Including both bank and * Crowdsourced lending is covered in France’s credit guarantee scheme
US Paycheck Protection Program (PPP) includes non-bank fintech
companies such as Intuit and Paypal

nonbank lenders can account for
multiple sources of SME
financing

Streamlining the application e Switzerland’s application requires less documentation and is easily
process can speed up avalla.b!e onllng, and firms have reported recelvmg.funds in a few hours
. . e Austria’s AWS implemented a fast-track process with reduced
distribution of funds )
documentation
* The US amended the loan forgiveness application for the PPP and
created a new “EZ” application
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https://www.reuters.com/article/health-coronavirusa-germany-loans/germanys-kfw-pays-out-193-bln-euros-in-coronavirus-aid-loans-idUSL8N2CV4V4
http://www.newsworld.co.kr/detail.htm?no=6593
http://meng.fsc.go.kr/common/pdfjs/web/viewer.html?file=/upload/policy1/20200703172034_65e5a426.pdf
https://www.economie.gouv.fr/covid19-soutien-entreprises/pret-garanti-par-letat
https://www.uschamber.com/co/run/finance/list-of-fintech-companies-offering-ppp-loans
https://som.yale.edu/blog/switzerland-programs-serve-as-model-for-quick-support-to-small-businesses
https://covid19.easygov.swiss
https://www.aws.at/aws-ueberbrueckungsgarantien/?ref=topnews
https://som.yale.edu/blog/small-business-administration-announces-updates-to-small-business-support-programs
https://home.treasury.gov/news/press-releases/sm1036

Interesting Features or Challenges
under “Channel” Consideration (2)

Considering how to provide aid * Burkina Faso suspended fees charged on informal sector operators for

that reaches firms and employees rent, security, and parking
that are not registered is important Gabon’s government created a lending mechanism for informal and

. . . formal SMEs to access commercial bank financing
for countries with large informal

sectors
Changing tax policies is one way * Indonesia reduced corporate income tax by 30%, while Spain provides a
governments can provide 6-month deferral on income, VAT, and corporate taxes for SMEs

e \Vietnam, Sweden, and several other countries provide exemptions,
reductions, or deferrals for payroll, social security, VAT taxes, and

near-immediate relief to SMEs

property taxes for SMEs
Reducing fixed or debt expenses * Countries like St. Lucia, Bhutan, Russia have waived rent payments for
where governments are the all SMEs for whom the government is the landlord

In Malaysia, the government extended rent waivers to government
linked companies like the state-owned oil and gas company (Petronas)
Romania, Guinea, Brunei, and Israel provide temporary deferrals on
many utilities
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https://som.yale.edu/blog/countries-provide-support-to-workers-in-the-informal-economy
https://som.yale.edu/blog/countries-provide-support-to-workers-in-the-informal-economy
https://home.kpmg/us/en/home/insights/2020/03/tnf-spain-tax-relief-coronavirus.html
https://home.kpmg/us/en/home/insights/2020/04/tnf-vietnam-tax-relief-measures.html
https://taxfoundation.org/coronavirus-country-by-country-responses/
https://som.yale.edu/blog/governments-provide-smes-with-relief-for-non-wage-fixed-costs
https://som.yale.edu/blog/governments-provide-smes-with-relief-for-non-wage-fixed-costs
https://read.oecd-ilibrary.org/view/?ref=119_119680-di6h3qgi4x&title=Covid-19_SME_Policy_Responses
https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19
https://som.yale.edu/blog/governments-provide-smes-with-relief-for-non-wage-fixed-costs

Interesting Features or Challenges
under “Package” Consideration

Some programs inherently * Debt moratorium in |taly in conjunction with government
require, or benefit from, guarantee on portion of suspended payments
additional programs * In Lithuania, Czech Republic, Vietham the governments required

landlords to reduce rent for SMEs, but then the government itself
paid a portion of the reduction to the landlord

e UK paired credit guarantee schemes and central bank funding for
lending (TFSME)

In countries with large informal  North Macedonia expanded unemployment to include 20,000
sectors, support to formal SMEs informal households
may need to be accompanied by e Thailand grant of 5,000 baht per month for three months for
support to individuals informal workers tc? reach 14.5 million

 Nepal NPR 5b public works program
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https://ec.europa.eu/commission/presscorner/detail/en/ip_20_530
https://som.yale.edu/blog/governments-provide-smes-with-relief-for-non-wage-fixed-costs
https://www.bankofengland.co.uk/markets/market-notices/2020/term-funding-scheme-market-notice-mar-2020
https://som.yale.edu/blog/countries-provide-support-to-workers-in-the-informal-economy
https://www.thaipbsworld.com/14-5-million-thais-eligible-for-the-monthly-5000-baht-state-subsidy/
https://som.yale.edu/blog/nepal-expands-public-works-program

Interesting Features or Challenges
under “Size” Consideration

Most countries underestimated the demand for their small business support programs and
increased the amount of funding, often significantly

Credit Guarantees Funding for Lending
* Israel increased total funding by a factor of 5.5 (NIS * Total funding for lending in US of up to $1.3tn (PPPLE
4bn to NIS 22bn) and MSLP)
« |taly increased total funding by a factor of 5 (EUR * No limit on UK funding for lending
100bn to EUR 500bn) e Total funding in Australia of AUD 90bn
» Switzerland doubled total funding (CHF 20bn to CHF e Total funding in Saudi Arabia of SAR 13.2 billion
40bn)
Direct Lending Grants
* EUR 400 million credit line for most impacted sectors ¢ US nearly doubled funding for forgivable loans
in Spain (S349bn to $659bn) and doubled funding for grants
* Croatia created a new COVID-19 loan with total (S10bn to $S20bn)
funding of HRK 380m ($57m) e Australia offered grants of up to AUD 100k per
e (Czech Republic’s “COVID I” program quickly ran out of business in a program estimated to cost AUD 31.9 bn

CZK 1bn in funding and new programs were launched ¢ Total funding of EUR 50bn for grants to German SMEs

e Germany’s KfW special program has “unlimited
funds”
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https://www.gov.il/he/departments/news/press_03062020
https://som.yale.edu/blog/italy-expands-and-updates-its-credit-guarantee-programs
https://www.admin.ch/gov/en/start/documentation/media-releases.msg-id-78684.html
https://www.federalreserve.gov/monetarypolicy/ppplf.htm
https://www.federalreserve.gov/monetarypolicy/mainstreetlending.htm
https://www.bankofengland.co.uk/markets/market-notices/2020/term-funding-scheme-market-notice-mar-2020
https://som.yale.edu/blog/central-banks-launch-funding-for-lending-programs
https://rba.gov.au/mkt-operations/announcements/term-funding-facility-to-support-lending-to-australian-businesses.html
http://www.sama.gov.sa/en-us/news/pages/news-514.aspx
https://www.mincotur.gob.es/en-us/covid-19/Documents/explanatory_note_on_measures_taken_by_COVID-19.pdf
https://vlada.gov.hr/news/set-of-measures-adopted-to-prop-up-economy-during-covid-19-epidemic/29024
https://www.havelpartners.cz/en/cmzrbs-covid-loan-and-other-subsidized-financing-schemes/
https://www.kfw.de/KfW-Konzern/Newsroom/Aktuelles/KfW-Corona-Hilfe-2.html
https://som.yale.edu/blog/congress-expands-support-to-small-businesses
https://www.ato.gov.au/Business/Business-activity-statements-(BAS)/In-detail/Boosting-cash-flow-for-employers/
https://www.bundesfinanzministerium.de/Content/DE/Pressemitteilungen/Finanzpolitik/2020/03/2020-03-23-pm-gemeinsame-PM.html

Interesting Features or Challenges
under “Eligibility” Consideration

Targeting assistance too * Spain’s Credit Guarantee Program released in tranches
narrowly (i.e. firm eligibility) can  * US PPP faced pushback regarding large, publicly-traded recipients
slow down the provision of e Startups initially excluded in Switzerland guarantee scheme

* EU modified state aid rules to allow “undertakings in difficulty”
* Peru lowered credit rating requirements for credit guarantee
scheme

support and will prevent firms
that actually need support from
receiving it

Expanding support programs to * Malaysia emergency grant program for micro-SMEs

include SMEs in the informal Gabon USD 375m to facilitate access to commercial bank financing
economy is particularly for formal and informal

important for emerging markets
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https://www.mineco.gob.es/portal/site/mineco/menuitem.32ac44f94b634f76faf2b910026041a0/?vgnextoid=6f9269e8c9b11710VgnVCM1000001d04140aRCRD
https://som.yale.edu/blog/ppp-rules-changed-to-better-target-funds
https://www.admin.ch/gov/en/start/documentation/media-releases/media-releases-federal-council.msg-id-78872.html
https://som.yale.edu/blog/european-commission-expands-eligibility-for-sme-support-and-increases-incentives-for-private-recapitalization
https://som.yale.edu/blog/countries-continue-to-adopt-and-update-credit-guarantee-schemes-for-small-business-lending
https://www.theedgemarkets.com/article/mof-targets-700000-smes-benefit-prihatin-special-grant-tengku-zafrul
https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19

Interesting Features or Challenges
under “Duration” Consideration

Ensuring the program’s end date ¢ US PPP extended covered period from 8 to 24 weeks

e (Canada rent support extended by 1 month

e Germany’s short-time work scheme (Kurzarbeit) maximum duration
extended to 21 months

 Denmark prolonged application period for credit guarantee

isn’t too soon prevents the need
for governments to formally
extend

YALE PROGRAM ON FINANCIAL STABILITY 11



https://som.yale.edu/sites/default/files/files/SMEs_US%20Extends%20Paycheck%20Protection%20Program%20by%205%20Weeks.pdf
https://www.canada.ca/en/department-finance/news/2020/06/government-announces-extension-of-rent-relief-program-for-small-businesses.html
https://www.imf.org/en/News/Articles/2020/06/11/na061120-kurzarbeit-germanys-short-time-work-benefit
https://em.dk/nyhedsarkiv/2020/juni/covid-19-haardt-presset-rejsebranche-faar-mere-hjaelp/

Interesting Features or Challenges
under “Risk Sharing” Consideration

Aligning incentives can
encourage more private-sector
lender participation

No defaults will not be the sign
of a successful credit guarantee
or lending program

High levels of due diligence
required by lenders can limit the
overall participation levels

There has been an increase in 100% guarantees (initially Japan,
Hong Kong, Korea), and EU countries now have 100% guarantees
(up from a 90% limit)

Countries have increased the ceiling on interest rates (US) and fees
banks can charge on credit guarantee programs and lowered fees

Credit guarantee program success is dependent on underlying
macroeconomic conditions (fear of high defaults in UK, |taly)

Fed increased participations in MSLP loans for all loan types to 95%
(some had been 85%)

UK removed requirement that SMEs prove they were unable to
access funding elsewhere

Germany’s KfFW 100% guarantee program does not require banks to
perform credit check
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https://www.ccifj.or.jp/actus/n/news/metis-support-measures-for-companies-concerning-the-impacts-of-the-novel-coronavirus-disease.html
https://www.hkma.gov.hk/eng/news-and-media/press-releases/2020/02/20200226-3/
http://meng.fsc.go.kr/common/pdfjs/web/viewer.html?file=/upload/policy1/20200703172034_65e5a426.pdf
https://ec.europa.eu/commission/presscorner/detail/en/IP_20_570
https://www.ft.com/content/8a551c37-2de8-446b-a8b8-d4a61d33ef73
https://www.spglobal.com/marketintelligence/en/news-insights/latest-news-headlines/italy-s-8364-750b-covid-19-guarantee-poses-operational-doom-loop-risk-for-banks-58041297
https://som.yale.edu/blog/federal-reserve-amends-main-street-lending-program
https://som.yale.edu/blog/uk-expands-support-for-small-businesses-after-limited-impact-of-initial-program?blog=111690
https://som.yale.edu/sites/default/files/files/SMEs_Germany%20Launches%20New%20Support%20Program%20After%20Partial%20Guarantee%20Insufficient%20to%20Promote%20Lending%20to%20Small%20Businesses.pdf

Interesting Features or Challenges
under “Conditions” Consideration

Strict limitations on how * The US PPP requirement to spend 75% on payroll was modified

assistance can be used can lead after significant pushback

to underutilization and require * Brazil requires SMEs to commit to retaining employment numbers
until 2 months after loan disbursed

* Denmark’s approach includes multiple programs and interventions
with each targeting a different type of expense such as wages,
fixed costs, taxes

* Belgium’s credit guarantee program excludes refinancing of existing
debt

later changes to the program or
even entirely new programs
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https://som.yale.edu/blog/sba-and-treasury-issue-guidance-on-ppp-loan-forgiveness
https://www.gov.br/economia/pt-br/assuntos/noticias/2020/junho/governo-lanca-fundo-garantidor-de-operacoes-para-avalizar-emprestimos-do-pronampe
https://virksomhedsguiden.dk/erhvervsfremme/content/temaer/coronavirus_og_din_virksomhed/
https://www.nbb.be/en/financial-oversight/prudential-supervision/areas-responsibility/credit-institutions/qas-moratoriu-10

Interesting Features or Challenges
under “Exit Strategy” Consideration (1)

By design, some tools
incorporate an exit strategy
while others may be harder to
unwind

Lending programs with deferred amortization, deferred payments
delay the burden of repayment until economic conditions improve
UK, Germany, and the EU outline exit strategies for the government
to sell their ownership

Moratoria or payment deferrals that require immediate
repayments at the end of the period may place an unmanageable
burden on small businesses

Italy’s loan and mortgage moratoria is combined with a state
guarantee of 33% on payments which may lessen the impact of
future defaults

France extended the duration of the EUR 1,500 grants for all
micro-enterprises under the Solidarity Fund in June but will target
future payments to only the hardest hit sectors
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https://som.yale.edu/blog/uk-announces-support-to-innovative-firms
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_1280
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_838
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_530
https://www.economie.gouv.fr/covid19-soutien-entreprises/reponses-gouvernement-difficultes-independants

Interesting Features or Challenges
under “Exit Strategy” Consideration (2)

Some countries have explicitly e Singapore set aside SGD 13 billion in its contingency fund that can
budgeted extra contingency be more eaS“y mobilized in a second or third wave.

During Israel’s ongoing second wave, the government faced

funds given the uncertainty of a
pressure to quickly pass an emergency budget response

second wave to replenish
emergency programs

Tying support to economic or e Spain released funding for its EUR 100 billion credit guarantee
health indicators can enable a scheme in tranches to adapt to changing economic conditions and

the needs of the most impacted sectors (such as tourism) but the
determination of which sectors receive aid does not appear to be
tied to economic indicators

government to quickly support
SMEs if conditions change rapidly
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https://nam05.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.sgpc.gov.sg%2Fsgpcmedia%2Fmedia_releases%2Fmof%2Fpress_release%2FP-20200526-1%2Fattachment%2FFortitude%2520Budget%2520Ministerial%2520Statement%2520-%2520Final.pdf&data=02%7C01%7Cmallory.dreyer%40yale.edu%7C4ab1c22f762348b4b4a108d823754547%7Cdd8cbebb21394df8b4114e3e87abeb5c%7C0%7C0%7C637298333860748815&sdata=aRNMmH%2BUKszGxjbXeVjdlfYy7DCORqBOyRzDXw9wUJ4%3D&reserved=0
https://www.timesofisrael.com/as-economy-dangles-over-a-precipice-netanyahu-and-gantz-bicker-and-delay/
https://www.mineco.gob.es/portal/site/mineco/menuitem.32ac44f94b634f76faf2b910026041a0/?vgnextoid=6f9269e8c9b11710VgnVCM1000001d04140aRCRD

Supporting Materials

YPES COVID-19 Landing Page

YPES COVID-19 Financial Response Tracker

YPES Systemic Risk Blog posts related to SMEs

YPFS SME Credit Guarantee Scheme Resource Guide

YPFS SME Credit Support Program Utilization
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https://som.yale.edu/faculty-research-centers/centers-initiatives/program-on-financial-stability/covid-19-crisis
https://docs.google.com/spreadsheets/d/1s6EgMa4KGDfFzcsZJKqwiH7yqkhnCQtW7gI7eHpZuqg/edit#gid=0
https://som.yale.edu/posts-by-category/SME
https://docs.google.com/spreadsheets/d/10HbxT-Sg3bnTVcLO7T1tT-VMiXXzkRq-7emcAcheW54/edit#gid=0
https://docs.google.com/spreadsheets/d/1LDDn4IjZz6wVgDBvBgFTKONNTO5vyXkLOBJzUwN1Bs8/edit#gid=86504018

