The United Kingdom: Stronger
growth
needs
significant
productivity
improvements
across regions
Raising productivity requires more investment, re-and upskilling to facilitate worker’s relocation and better use of
existing skills to address shortages.

COVID-19, Productivity and
Reallocation:
Hibernation,
Not Zombification
By Dan Andrews, OECD Economics Department
The issue
The consequences of the pandemic for potential output will
partly hinge on its impact on the reallocation of labour from
low to high productivity firms. While Schumpeter proposed that
recessions can accelerate this “cleansing” process, downturns
can also distort reallocation dynamics if financial
constraints result in the premature shakeout of productive but
financially fragile firms. The pandemic could provide a
further twist if job retention schemes delayed the
restructuring of unproductive firms that would have otherwise
contracted, thereby risking “zombification”. But timely
evidence on this issue is scarce.

What we do
To fill this gap, two new OECD working papers explore how
workforce adjustments (and exit) since early 2020 are
connected to firm-level labour productivity, based on two high
frequency firm-level datasets:
Xero – a cloud-based accounting software platform for
small businesses – which supplies: i) data for
Australia, New Zealand and the United Kingdom; ii) novel
variables (e.g. hours worked and usage of E-commerce and
cashflow reporting and management apps); and iii)
analysis of reallocation and productivity before and
after the onset of the pandemic.
Single Touch Payroll (STP) – which contains data on
employment for most Australian firms since early 2020 –
merged with Business Income Tax data from 2018/19.
Crucially, this dataset contains flags on participation
in JobKeeper (Australia’s job retention scheme).

What we find
Reallocation remained productivity-enhancing
Both papers show that while overall rate of job reallocation
fell following the onset of the pandemic, a non-trivial share
of firms were still adding or shedding workers, and this
reallocation process remained connected to productivity. That
is, the tendency for high productivity firms to expand and low
productivity firms to contract – which propels medium-term
productivity growth – remained intact.
Workforce adjustments remained connected to firm productivity,
on both the heads and hours worked margins. This was
especially the case in Australia, as reflected by a large gap
in employment growth between firms in the top and bottom
productivity quartiles (Figure).

Source: Andrews et al. (2021). Xero Small Business Insights
The pandemic also coincided with a temporary strengthening of
the reallocation-productivity link in Australia and the United
Kingdom over the first half of 2020, relative to 2019. But the
reverse is true for New Zealand, which may partly reflect the
earlier introduction of New Zealand’s job retention scheme,
which also protected a greater share of workers than the
JobKeeper scheme in Australia.
Firms that intensively used Apps to manage their business were
more resilient, even after controlling for productivity. Thus,
while policy partly thwarted creative destruction, the nature
of the shock – i.e. one where being online and able to operate
remotely were key – potentially favoured high productivity and
tech-savvy firms, resulting in a reallocation of labour to
such firms.
Job retention schemes played a nuanced role
That the reallocation-productivity link remained intact is
surprising, given
Scheme. JobKeeper
April to September
out and firms had
2.0).

the large scale of Australia’s JobKeeper
provided broad-based crisis support from
2020 (JobKeeper 1.0), but was then phasedto re-apply for support (under JobKeeper

Productivity-enhancing reallocation was actually stronger in
those local labour markets that had a higher proportion of
workforce in receipt of JobKeeper. This is consistent with the
fact that JobKeeper 1.0 disproportionately shielded productive
but financially fragile firms – a pivotal group who’s
premature shakeout can impart scarring effects.
But the scheme grew more distortive over time, with JobKeeper
2.0 (from October 2020) more likely to support low
productivity firms. In fact, there was virtually no
productivity-enhancing labour reallocation in those local
labour markets where the reach of JobKeeper 2.0 remained
pervasive. By contrast, where a large amount of the workforce
exited the scheme, more labour flowed towards high
productivity firms.
What this means
The use of timely data to investigate the allocative effects
of the pandemic is significant, given that the seminal paper
on reallocation during the Great Recession arrived six years
after Lehman Brothers collapsed (Foster et al., 2014). Yet,
the pandemic may also shape productivity via other channels
–digitalization, global knowledge spillovers and human capital
– that will only become clear over time.
This

analysis

suggests

that

job

retention

schemes

can

potentially protect workers from scarring without
significantly distorting firm dynamics. While some initial
concerns about zombification may have been overplayed, there
is a fine line between such policies being supportive and
distortive. This underscores the need for job retention
schemes to be truly temporary and to evolve as economic
conditions change.
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The role of firms in wage
inequality: Policy lessons
from a large-scale crosscountry study
By Chiara Criscuolo, Nathalie Scholl, Cyrille Schwellnus, OECD
Directorate for Science, Technology and Innovation; Antton
Haramboure, Alexander Hijzen, OECD Directorate for Employment,
Labour and Social Affairs; and Michael Koelle, OECD Economics
Department.

This post provides an overview of the new report The Role of
Firms in Wage Inequality: Policy Lessons from a Large Scale
Cross-Country Study launched on 9 December.
Policy makers in many OECD countries have been grappling for
some time with a number of potentially inter-related trends:
low productivity growth, widening gaps in business
performance, increasing market concentration and rising income
inequality (OECD, 2015; Andrews, Criscuolo and Gal, 2016;
Berlingieri, G., P. Blanchenay and C. Criscuolo, 2017).
However, little is known about the implications of widening
gaps in business performance and increasing market
concentration for wage inequality, including wage gaps between
men and women.
Filling this knowledge gap is the aim of a new OECD report The
Role of Firms in Wage Inequality: Policy Lessons from a Large
Scale Cross-Country Study, OECD, 2021. As the pandemic has
boosted the digitalisation of business models in a way that
may favour large tech-savvy firms, this is a critical issue
for policy makers seeking to support an inclusive recovery.
Firm pay policies account for around one-third of overall wage
inequality
Wages are not only determined by workers’ skills but also by
the productivity and pay policies of the firms they work for.

The new report finds that average pay differentials across
firms account for a sizeable part of overall wage inequality
and that this predominantly reflects between-firm differences
in pay for workers with similar levels of skills rather than
differences in the composition of workers (Figure 1).
Differences in wage premia across firms, i.e. pay differences
after taking account of differences in workforce composition,
account for around one-third of overall wage inequality.
Figure 1. Firm wage premia account for about one third of
overall wage inequality
Contributions to overall wage dispersion, latest available
year

Note: The height of the bars denotes the level of overall wage
inequality in the latest available year, with the shaded parts
denoting the contributions of firm premia, sorting and withinfirm inequality. OECD refers to the average of the 20
countries shown.
Figures for the United States are based on Barth et al., 2016.
Source: OECD, 2021.
Between-firm pay gaps are not necessarily a bad thing, since
they allow high-productivity firms to attract workers and grow
their businesses by offering high wages.

But cross-firm pay gaps can also be excessive if they reflect
barriers to mobility that trap a large share of workers in
low-wage firms. This is particularly important for women who,
on average, are more likely to work in low-wage firms.
For instance, a fast-food worker whose contract prevents
her/him from moving to a higher-paying competing restaurant by
a so-called non-compete clause remains trapped in her/his lowpay job, and prevents the high-pay restaurant from expanding.
This raises wage inequality and reduces aggregate
productivity.
Complementing worker-centred policies with
policies would promote an inclusive recovery

firm-centred

To promote an inclusive recovery from the COVID-19 crisis,
policy makers need to update their toolkit and complement
worker-centred policies with firm-centred policies. This
involves:
First, enabling firms to adopt new technologies, digital
business models and high-performance management
practices would promote the productivity catch-up of
low-performing firms and allow them to pay higher wages.
Second, ensuring effective competition between firms on
both product and labour markets would limit the risk of
excessive wage-setting power. This includes accounting
for the labour market consequences of mergers and
combating mobility-restricting agreements (e.g. noncompete clauses, some professional licencing
requirements). According to the new report,
strengthening competition between firms in local labour
markets could significantly boost wages of workers in
highly-concentrated markets who typically face a wage
penalty of 7% relative to similar workers in markets
with low concentration.
Third, boosting job mobility through active labour
market policies (e.g. via re-skilling) and support for

geographical mobility (e.g. via transport and housing
policies) would allow workers currently trapped in lowperforming firms to unlock their potential by moving to
high-performing ones. The new report suggests that this
could have significant effects on wages and inequality,
as high-performing firms typically pay about twice as
much as low-performing ones for comparable workers.
Fourth, promoting worker representation in the workplace
and collective bargaining would further help counterbalance the disproportionate wage‑setting power of some
employers, including large digital platforms that resort
to non-standard forms of work (e.g. self-employed
workers).
The new OECD report puts firms squarely at the centre of our
thinking on the nexus between growth and inclusiveness by
providing comprehensive new evidence on the links between firm
performance, wage setting practices and wage inequality.
Action is needed now to avoid the risk of a two-speed economy
in which activity and employment are highly concentrated, and
high-productivity firms and their workers increasingly pull
away from the rest.
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Platforms killed the offline
star? Online platforms and
the productivity of incumbent
firms
By Hélia Costa, Giuseppe Nicoletti, Mauro Pisu, Christina von
Rueden

Over the past decade, online platforms have become ubiquitous.
People and firms increasingly turn to online platforms to
exchange goods and services (including accommodation, retail
products, personal and professional services) (Figure 1A). The

COVID-19 shock further increased online-platform use even as
they allowed people and firms to keep working and producing
while respecting physical distancing rules (Figure 1B).
However, the impact of online platforms on economies and
societies is complex, uncertain and hotly debated. In some
cases, as the COVID-19 shock attests, online platforms can
positively contribute to economies’ resilience to shocks
involving severe disruptions to physical economic activity. At
the same time, their long-term impacts on jobs, competition,
productivity dynamics, data privacy and security, and other
socio-economic dimensions are still poorly understood and
likely to be mediated by policy responses.
Figure 1. Platform activity has accelerated, particularly
during the COVID-19 crisis
Panel A: Platform activity has been on the rise

Panel B: Platform activity surged during the COVID-19 crisis

Note: Panel A depicts the total number of platforms in all G20 countries (left axis) and the average
platform activity (expressed in the number of visits to all platforms’ websites in each country over
each country’s population) across 12 G20 countries for which data are available for all years (right
axis). Panel B shows the growth in online-platform activity in areas allowing for physical distancing
(measured as the change of the Google Trends searches for online platforms) in the first 6 months of
2020 relative to the first six months of 2019.
Source: Costa et al. (2021a) and OECD (2020).

Against this backdrop, in two recent papers (Costa et al.,
2021a and Costa et al., 2021b) we use novel data sources to
document the diffusion of online platforms across OECD and G20
countries (with the exception of China and Colombia) over the
past 10 years and investigate their impact on firm-level
productivity growth. We focus on platforms allowing two or
more distinct but interdependent sets of users (firms or
individuals) to exchange goods or services via the Internet.
Using web-scraping techniques, we create the most
comprehensive list yet of online platforms active in each of
the 43 countries covered in this study over 2013-2019. We
classify platforms in nine areas of activity (e.g.
accommodation, personal services, transportation). The final
list covers about 1 300 platforms and includes not only large

and well-known platforms but also smaller and country-specific
ones. We proxy online-platform use with online platforms’
website traffic data (i.e. the number of visits to online
platforms’ websites).
How do online platforms affect the productivity of incumbent
firms?
Online platforms could affect productivity through a variety
of channels. First, platforms in direct competition with
incumbent firms (such as Uber or Airbnb) can encourage
innovation, raising incumbent firms’ productivity or force the
exit of the less productive ones. Second, platforms that
connect existing service providers with consumers (such as
Booking.com or Thefork) can contribute to incumbent firm
productivity growth by enhancing market transparency – through
for instance review systems and price comparisons – and
providing improved services such as booking systems and
logistics. At the same time, platforms could hinder aggregate
productivity growth by weakening market selection, making it
easier for small and less productive firms to enter the market
and survive (Schwellnus et al., 2019).
Our

results

indicate

that

online

platform

activity

is

positively associated with labour productivity growth of
incumbent firms. Point estimates suggest that doubling onlineplatform activity is on average associated with a 2.3
percentage point increase in firm-level labour productivity
growth. These productivity gains are attributable to increases
in value added and not reductions in employment. Access to
services provided by online platforms, such as logistics,
marketing, tailored advertising, dispute resolutions and
others can make it easier for incumbent forms to reach new
clients and improve service quality, boosting firms’ revenues
and value added.
The productivity benefits generated by online platforms differ
across firms. They are larger for SMEs – with a positive and

significant relationship evident for firms with up to 100
employees (Figure 2, Panel A) – and for mid-range productivity
firms (Figure 2, Panel B).
Figure 2. Online-platform activity benefits mostly
productivity of small firms and can help lower-productive
firms to catch up to the technological frontier
Panel A: Change in firm-level labour productivity growth
attributable to a one standard deviation in online-platform
activity in the same sector, by firm size (number of
employees)

Panel B: Change in firm-level labour productivity growth
attributable to a one standard deviation increase in online
platform activity in the same sector, by firm labour
productivity level

Note: Bars’ colour and stars indicate statistical significance
level:*** 1%, **5%, *10%. Bars measure marginal effects of
increasing activity by one standard deviation in percentage
points, by size category (Panel A: number of employees; Panel
B: labour productivity classes). Platform activity is measured
by the number of visits to a platform’s website. Panel B:
Labour productivity classes are defined for each sector and
year and labour productivity is lagged by two years to
diminish the risk of endogeneity bias. Results using oncelagged productivity remain similar.
Source: Costa et al. (2021b).
The winner-take-all dynamics that characterise online
platforms’ operations can lead to market dominance based also
on the accumulation and exploitation of proprietary data on
user behaviour (OECD, 2018). Our analysis indicates that
higher persistence among the largest platforms (i.e., less
reshuffling amongst largest platforms) weakens the positive
association of platform activity with firm-level productivity
growth. This is indicative that less contestable onlineplatform markets lower the productivity benefits of online
platform activity for incumbent firms.
Overall, our analysis suggests that platform diffusion can
contribute to firm-level productivity growth, helping SMEs
overcome barriers hampering their growth and facilitating the
catch up of laggard firms towards the productivity frontier.
The results also point to the importance of keeping onlineplatform markets open and contestable for realising such
productivity benefits.
References
Costa, H., Nicoletti, G., Pisu, M., and Von Rueden, C.
(2021a), “Welcome to the digital jungle: Measuring online
platform diffusion”, OECD Economics Department Working Papers,
No.
1683,
OECD
Publishing,
Paris,
https://doi.org/10.1787/b4e771d7-en.
Costa, H., Nicoletti, G., Pisu, M., and Von Rueden, C.

(2021b), “Are platforms killing the offline star? Platform
diffusion and the productivity of incumbent firms”, OECD
Economics Department Working Papers, No. 1682, OECD
Publishing, Paris, https://doi.org/10.1787/1e2bbe10-en.
OECD (2020), “The Role of Digital Platforms in Weathering the
COVID-19 Shock, OECD Policy Responses to Coronavirus
(COVID-19)”,
http://www.oecd.org/coronavirus/policy-responses/the-role-of-o
nline-platforms-in-weathering-the-covid-19-shock-2a3b8434/.
OECD (2018), Rethinking Antitrust Tools for Multi-Sided
Platforms
2018,
OECD
Publishing,
https://www.oecd.org/daf/competition/rethinking-antitrust-tool
s-for-multi-sided-platforms.htm.
Schwellnus, C. et al. (2019), “Gig economy platforms: Boon or
Bane?”, OECD Economics Department Working Papers, No. 1550,
OECD
Publishing,
https://dx.doi.org/10.1787/fdb0570b-en.

Paris,

Mind
the
financing
gap:
Enhancing the contribution of
intangible
assets
to
productivity
By Lilas Demmou and Guido Franco
Intangible assets are at the heart of firms’ competitiveness,
but their financing is complex for many firms. Typically,
intangible assets have unique characteristics – uncertain

returns, non-rivalry, large synergies, low redeployability –
that tend to increase information asymmetries and render them
difficult to collateralise. Using sector and firm level data,
our recent strand of work (Demmou et al., 2019; Demmou et al.,
2020; Demmou and Franco, 2021) points to the existence of a
financing gap impeding the full potential of intangibles from
being harnessed, with negative implications for aggregate
productivity growth and resilience (see also the companion
Ecoscope blog).
Policies to close intangibles’ financing gap
The financial system has been historically designed to ease
the accumulation of tangible capital and thus the global shift
of our economies toward ideas-based growth reduces the ability
of the financial sector to serve firms’ needs, generating new
challenges for policy makers.
Given differences in the structure of financial systems across
countries as well as in the most appropriate financing source
for the various types of intangibles, the best-suited answer
is not a one-size-fits-all approach. Accordingly, our recent
paper (Demmou and Franco, 2021) discusses policy-levers that
authorities could exploit to make each source of external
finance available to firms — government support, equity
financing and bank credit — more supportive of intangible
investment (Figure 1).
The following set of policy measures is particularly relevant:
Financial market framework policies. Equity investors
are more willing than banks to take risks even without
strong collateral. Several actions could spur both the
demand and supply of equity: progressing on the European
Capital Market Union, reducing the preference to use
debt over equity, easing access to IPOs, ensuring that
the structure of equity markets is supportive of the
provision of patient and engaged capital, and enhancing

financial literacy.
Standard innovation policies that would benefit
investment in intangibles. The development of venture
capital markets, which are an important source of
finance for start-ups and intangible-intensive firms at
early stages of their life-cycle, and a fine-tuning of
government direct and indirect support of high growth
SMEs could further ease the financing frictions faced by
innovative firms.
Policies to widen financing options for investment in
intangibles. Ensuring efficient liquidation of
intangibles and providing incentives to bank credit
backed by intangibles could increase their collateral
value and ease access to bank finance. Better tailoring
financial reports and accounting standards to the
specific features of intangibles would enable both banks
and equity investors to make better informed decisions
when allocating resources. Moreover, the expansion of
well-designed R&D tax incentives and government funding
to other types of intangibles might also be considered
for assets displaying positive externalities (e.g.,
organisational capital and workers’ training).
Intangible-friendly COVID-19 related support.

The

provision of loans and loan guarantees, the development
of schemes featuring equity-type capital injections and
the preservation of direct public support to innovative
businesses could contribute to attenuate the disruptions
caused by the COVID-19 outbreak and ease the even higher
frictions that would hamper intangibles investment.
Figure 1. Policy options to ease intangibles financing

Source: OECD.
References
Demmou, L. and G. Franco, (2021), “Mind the financing gap:
Enhancing the contribution of intangible assets to
productivity”, OECD Economics Department Working Papers No.
1681. https://doi.org/10.1787/7aefd0d9-en
Demmou, L., G. Franco and I. Stefanescu, (2020), “Productivity
and finance: The intangible assets channel – a firm level
analysis”, OECD Economics Department Working Papers No. 1596.
https://doi.org/10.1787/d13a21b0-en
Demmou, L., I. Stefanescu and A. Arquié, (2019), “Productivity
growth and finance: The role of intangible assets – a sector
level analysis”, OECD Economics Department Working Papers No.
1547. https://doi.org/10.1787/e26cae57-en

South

Africa:

Improving

productivity
and
the
efficiency of public spending
to bolster living standards
OECD Economic Survey of South Africa examines the impact of
the COVID-19 crisis on South Africa’s economy and proposes
reforms to overcome long-running structural weaknesses and
raise living standards.

Mind the financing gap of
intangible assets: hints on
productivity and resilience
By Lilas Demmou and Guido Franco
Intangible assets are widely considered a major source of
growth and resilience, also in view of their complementarity
with digital technologies (Corrado et al., 2017). Yet, despite
their aggregate rise in the past decades, productivity growth
has been mediocre in most advanced economies. This raises
questions about whether barriers to the financing of
intangibles is preventing their growth potential from being
fully exploited.
Typically, intangible assets have unique characteristics –
uncertain returns, non-rivalry, large synergies, low
redeployability – that tend to increase information
asymmetries and render them difficult to collateralise. This
makes their financing complex – particularly for young and

small firms –and intangible investment often falls short of
desired levels for a large portion of the corporate sector.
Our recent paper (Demmou and Franco, 2021) summarizes and
extends recent OECD analyses exploring the extent to which
financing barriers affect productivity and resilience outcomes
in intangible-intensive sectors. It also proposes a crosscutting set of financial market reforms to unlock the
potential of intangible assets, which we discuss in a
companion blog.
Intangible assets financing gap and productivity
Our results show that easing financing restrictions is
particularly beneficial for productivity in sectors that rely
more intensively on intangible assets (Demmou et al., 2019),
indirectly confirming the existence of a “financing gap” due
to financial frictions. This aggregate productivity impact
operates via two channels:
The within firm channel operates via the ability of
firms to finance their innovative projects. We show that
the productivity of firms in intangible-intensive
sectors benefits relatively more from sound financial
conditions (Demmou et al., 2020): financing frictions
explain 14% of the variation in productivity across
firms in intangible-intensive sectors, against “only”
11% in traditional ones (Figure 1, Panel A).
The between-firm channel pertains to the reallocation of
scarce resources to underpin the growth of productive
firms. We provide evidence that the virtuous impact of
financial development on labour reallocation across
firms is larger in intangible-intensive sectors (Demmou
and Franco, 2021): moving from a low to a high financial
development level could increase the efficiency of
labour reallocation – as proxied by the sensitivity of
firm-level employment growth to lagged productivity – by
60% in intangible-intensive sectors and by 40% in

traditional ones (Figure 1, Panel B).
Figure

1:

A

financing

gap

hindering

productivity

in

intangible-intensive sectors

Note: Panel A shows the portion of the variation in
productivity explained by moving from a high (75th percentile
in the distribution of firms’ financial constraints) to a low
(25th percentile) level of financial constraints. Panel B
presents the marginal effect of productivity on employment
growth at different levels of financial development in both
high (dark blue line) and low (light blue line) intangibleintensive sectors.
Source: Demmou et al. (2020), Demmou and Franco (2021).
New challenges and opportunities related to the COVID-19
outbreak
The COVID-19 outbreak generates new opportunities to harness
intangible assets potential, but also increases the challenges
related to their financing.
Using a simple accounting simulation model, we show that
intangible-intensive firms tend to be more resilient to shocks
like the COVID-19 (Figure 2). We conjecture two main reasons
for this finding. First, consistent with the diverse ability
to rely on innovative technologies, firms operating in
intangible-intensive sectors may find it easier to adapt to
the new social distancing norms that are likely to prevail in
the short to medium term and facilitate the reorganisation of
supply chains that have been disrupted by the crisis. Second,

intangible-intensive firms tend to rely prevalently on
internal funds to finance investment and thus to hold larger
cash and equity buffers. As a result, they have a lower
probability of becoming distressed during the COVID-19 crisis.
Yet, the same factors at the heart of this resilience could
become a source of difficulties during the recovery, slowing
down intangible-investment in the aftermath of the crisis. As
intangible-intensive firms are using their cash reserves to
cover operating expenses during the crisis and find it
difficult to access external finance, they may have to reduce
critical investments until they buffer again enough financial
resources. This process might take time given the reduced
profit streams and uncertainty around future sales. A number
of theoretical and empirical studies corroborate this
narrative. For instance, when faced with financial
constraints, firms cut their investment in R&D to reduce
liquidity risks (Aghion et al., 2010) and, more broadly,
invest less in intangibles (Garcia-Macia, 2017), especially if
they are young and small (Brown et al., 2009; Hall and Lerner,
2010).
Figure 2: The impact of COVID-19 along the intangible
intensity dimension

Note: Based on the accounting framework developed in Demmou et
al. (2021), the figure shows the predicted impact of the
COVID-19 outbreak one year after the implementation of the
first confinement measures on both high and low intangible-

intensive sectors. Panel A reports the percentage of otherwise
viable firms experiencing losses, while Panel B the percentage
of otherwise viable distressed firms (i.e., firms whose book
value of equity is predicted to turn negative). The
“optimistic” and “pessimistic” scenarios foresee a sharp drop
in activity lasting two months, but then differ with respect
to the speed of recovery in the post-confinement months.
Source: Demmou and Franco (2021).
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Chile: How can growth be made
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Improve productivity, social protection
revenues for a sustainable recovery.

and

raise

more

Korea: Stunning success and
work in progress
Productivity gaps fuel inequalities and a race to win a golden
ticket.

From
hibernation
to
reallocation: loan guarantees
and their implications for
post-COVID-19 productivity
By Lilas Demmou and Guido Franco, OECD Economics Department
Many countries introduced or ramped-up guarantee schemes to
bridge liquidity shortages as a key element of the policy
response to the COVID-19 crisis. Governments raised the
funding available for guarantee programmes (i.e. guaranteed
loans more than doubled for the median OECD country),
increased the level of the guarantee on credit, extended the
coverage to a wider range of firms and simplified the
administrative procedures to access the schemes.
Despite their relevance, empirical evidence on the role of
loan guarantee programmes during the crisis in alleviating
firm distress as well as their broader impact on productivity
via reallocation is scarce. Our recent paper (Demmou and
Franco, 2021) fills this gap by looking both at their
potential short-term and medium-term effects.
Hibernation rather than zombification in the short-term, but
reallocation may slow down in the medium-term
The crisis may have cleansing or scarring effects on
productivity through the extensive margin. Depending on the
type of firms “saved” over the productivity distribution, loan
guarantees modify the market selection process and thereby
aggregate productivity performance in the short-term. Based on
i) a simulation model, ii) a large sample of SMEs located in

14 European countries, and iii) a detailed sector-specific
shock to firms revenues, we show that loan guarantees played a
critical role in bridging the large liquidity gaps associated
to the COVID-19 shock and investigate the (pre-crisis)
productivity profile of illiquid firms compared to that of the
other firms in the sample.
Our findings show that the COVID-19 crisis had the potential
to seriously hamper the efficiency of market selection
mechanism by pushing many high productivity firms out of the
market. As shown in Figure 1, Panel A, COVID-19 substantially
raised the probability of financial difficulties across the
whole distribution of firm-level productivity – the red line
(COVID-19 absent policy support scenario) is constantly above
the blue line (normal times). However, the combination of
standard policies and loan guarantee schemes counter-acted
this process by hibernating the corporate sector and realigning the market selection mechanism closer to normal time
standards (orange line), especially for medium and high
productivity firms (top 75% of the productivity distribution).
This desirable outcome is achieved at the cost of slightly
“over-reducing” the probability of illiquidity of low
productivity firms (bottom 25% of the productivity
distribution). Yet, back-of-the-envelope simulations hint that
only a small share of the firms turning liquid owing to loan
guarantees could be classified as zombies (between 4% to 8%)
and thus that zombie lending has potentially been limited
during the first year of the pandemic.
At the same time, however, large loan guarantee programmes do
not come without risks for future productivity. Exploring the
historical relationship between the size of loan guarantee
programmes and dynamic allocative efficiency in 10 OECD
countries, we show that these schemes may favour the build-up
of misallocation in the medium-term, as sizeable programmes
are correlated with a slowdown in the ability of most
productive firms to attract more labour and grow faster

(Figure 1, Panel B).[1] For instance, while our results do not
imply causation, a large increase in the loan guarantees to
GDP ratio of 1 p.p. appears associated with a decline in the
efficiency of labour reallocation of one tenth.
Noteworthy, this average relationship masks relevant
heterogeneities. The effects of loan guarantees on
reallocation were found to be more benign in intangibleintensive sectors and even positive for smaller scale
programmes, underscoring their potential to ease financial
constraints and raising the prospect that delimited guaranteed
credit programmes may help foster the growth of productive
firms.
Figure 1. Credit guarantees have contributed decisively to
repair COVID-19-induced inefficiency in market selection, but
large programmes may hamper allocative efficiency in the
medium-term

Note: Panel A shows the predicted probability to turn illiquid
at different productivity levels in four different scenarios:
No-COVID (blue line); COVID-19 without policy intervention
(red line); COVID-19 with job retention schemes, debt
moratorium and tax moratorium (green line); COVID-19 with loan
guarantees in addition to the other policies (orange line).
The shaded areas around the lines represent 95% confidence
intervals. Productivity is measured as the log of pre-crisis
firm-level multi-factor productivity. Based on an analysis

covering the 2007-2018 period, Panel B shows the impact of an
increase of the guaranteed loans to GDP ratio on the
correlation between productivity and employment growth.
Source: OECD calculations based on Orbis® and OECD data.
Policy implications
At a glance, the empirical analysis shows that the cost of
withdrawing support may outweigh the benefits in the shortterm, while the reverse may hold when the economy will turn
back to its pre-crisis levels. We argue that an effective exit
strategy could aim at preserving the benefits achieved through
support packages while reducing their drawbacks.
To reduce concerns of a potential collapse of credit flows
following a premature withdrawal, policy makers could consider
a gradual and state-contingent approach to phasing out loan
guarantee schemes and other pandemic-related support:
Viable firms in hard-hit sectors and SMEs not directly
benefitting from the international recovery may need
continued liquidity support. Loan guarantee schemes
could also be temporarily frozen once liquidity needs
diminish, but specific arrangements to ease their
reactivation could help to avoid cumbersome legislative
processes or sunk operational costs if the scheme needs
to be restarted later on.
Yet, to ensure that the additional support does not
induce a material misallocation of resources over the
medium-to-longer run, loan guarantee schemes may need to
be fine-tuned and further targeted. For instance, redesigning the main covenants of the loans (e.g., portion
of the loan backed by the government guarantee; fee to
access the programmes) would diminish the risk of moral
hazard and adverse selection.
The shock could still translate into
insolvencies and the reliance on credit
increased firms indebtedness, leading
countervail these risks, it is important

a wave of corporate
guarantees could have
to debt overhang. To
to:

Privilege grants and quasi-equity type of instruments to
support the corporate sector, e.g. linking loans
repayment to businesses’ returns or converting
government loans into grants (up to a ceiling and for
specific operational costs).
Establish the conditions to promote early debt
restructuring, e.g. through a reinforced network of
consultations involving stakeholders or incentives for
banks to restructure.
Finally, as pandemic-related support is phased-out, dynamismenhancing structural
particular:

reforms

could

be

prioritised.

In

Boosting firms’ entry is a major challenge for absorbing
displaced workers from upcoming bankruptcies, as it
would allow harnessing the benefits of the creativedestruction process while reducing its social costs.
It is key to ensure the diffusion and uptake of digital
technologies across all layers of the corporate sector,
as digitalisation became a matter of survival for many
firms in COVID-19 times, shaping not only productivity
but also macroeconomic resilience.
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[1] It is worth stressing again that the analysis focuses on
the productivity impacts via reallocation. Large programmes
may also be performance enhancing through channels other than
reallocation which are not investigated in this study – for
instance by spurring within firm productivity, if loan

guarantees provide additional resources
otherwise) that foster firms’ investment.
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