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About this report

The Covid pandemic was fundamentally a public
health crisis, but its wide-ranging impacts meant
that the Treasury played a crucial role in the
response. This report examines two important
aspects of that response: the role the Treasury
played in designing and implementing labour
market and business finance support schemes;
and how the department contributed data and
analysis to help inform decision making at the
centre of government.
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Executive summary

The Covid pandemic was a huge shock to the UK and prompted an unprecedented
government response, including shutting down vast swathes of normal life and the
government paying the wages of around a third of the workforce. While the crisis was
fundamentally one of public health, the wide-ranging impacts meant that HM Treasury
—the UK's economics and finance ministry — played a crucial role in the response. This
report examines two important aspects of that response: the role the Treasury played
in designing and implementing labour market and business finance support schemes;
and how the department contributed data and analysis to help inform decision making
at the centre of government.

The aim of this report s to use the experience of the pandemic to draw lessons
about what should be continued and what changed to strengthen the response to
future crises, and to improve how the department operates in ‘normal’ times. These
are questions that the Covid inquiry will examine. But it could take many years for
that to conclude, by which time memories will have faded and many of the officials
and ministers involved will have moved on. We, therefore, believe it is important to
examine these questions now to ensure that lessons are learned.

Key findings

Crises often bring out the best and the worst in people and institutions, and this
was certainly true for the Treasury during the pandemic. There were many successes
and many individuals rose to the challenge of dealing with a crisis of previously
unimaginable proportions. But the crisis also highlighted existing areas of weakness
and fault lines in the Treasury’s relationship with other parts of government.

Across both the design and implementation of economic support policies and the
Treasury's input into central decision making on major social distancing policies, this
report’s main findings are as follows.

Initial response

+ Before March 2020, the Treasury had done little preparation for the types
of response to the coronavirus pandemic that were needed fromit, even
though a pandemic (albeit a flu pandemic) was at the top of the government'’s
National Risk Register.

+ Despite this, the Treasury responded very quickly, rapidly rolling out major
programmes of support for employees and the self-employed and introducing
business loan guarantees. This phase of the response played to the Treasury’s
strengths, with a young, bright, flexible and capable workforce.
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+ Some of these programmes built on existing systems, developed for previous
crises — particularly the financial crisis of 2007-08 and preparation for a
potential no-deal Brexit. But the data and systems that the government had
available constrained the nature of the schemes that were rolled out.

+ Ministers having clear objectives in the very early stages of the pandemic
helped the Treasury’s initial response. Once the decision had been taken to
lock down, the Treasury’s role was to work out how to cushion the blow to the
economy and minimise immediate and long-term effects.

Engagement

+ The quality and extent of the Treasury’s collaboration with other parts of
government were very good, although there were some exceptions. The
Treasury worked extremely effectively with HMRC on the delivery of labour
market support schemes, which helped to ensure delivery considerations were
factored in from the start. But our interviewees suggested that engagement
with other departments on business support schemes was slightly less effective,
and that confused lines of accountability for the British Business Bank (BBB)
hampered the roll-out and scrutiny of the loan schemes.

+ The Treasury’s engagement with external stakeholders was very good - for
example, with business groups (such as the Confederation of British Industry
(CBI)) and trade unions (including the Trades Union Congress (TUC)). This
engagement was particularly intense at the start of the crisis but was sustained
for much of the pandemic. It helped to identify and remedy gaps and problems
with the support schemes as the pandemic progressed and ensured that
stakeholders were able to act as effective ‘policy intermediaries’ between their
members and the government.

* In the early months of the pandemic, the Treasury also engaged quite well
with economics academics and other external economic experts. These
interactions helped officials to think about and understand the economic
impacts of the pandemic and how the health and economic effects interacted.
But this interaction was largely one-way — with academics presenting their
research but the Treasury not sharing theirs — and the interactions diminished
over time. This limited the benefits the Treasury could get from external
experts. Government used economic and social science expertise far less than
epidemiological expertise during the crisis, even though there was a significant
need for both.
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Analysis and decision making

+ Afully effective government response to the pandemic depended on many
things, including strong analysis from the Treasury - on the economic impacts
of the pandemic and how economic behaviours and impacts interacted with
the spread of Covid - being shared openly across government. This was
because there were complex two-way relationships between the spread of
the disease and economic behaviour, and what was happening to the economy
affected the demands facing many other departments.

+ The Cabinet Office had the main responsibility for synthesising evidence from
across government to inform central decision making. But the Treasury, as a
powerful player at the centre of government, had an important role to play too
and had the ability to advocate for and generate better information sharing.

+ There was a stark contrast in the transparency of economic evidence
informing ministers’ decisions compared with the scientific evidence. Very
little of the social and economic evidence that informed ministers’ decisions
was published, particularly before 2021, and the Treasury shared almost none
of its analysis externally, even with trusted experts. This lack of transparency
hampered effective synthesis of evidence (and thus decision making) and may
have undermined the government’s ability to convince the public of the merits of
public health restrictions. It also means we have had to piece together evidence
for this report from limited published sources and interviews.

+ The Treasury worked quickly to use new real-time data sources in innovative
ways to understand which parts of the economy needed support. Despite
not having a particularly strong data science capability before the pandemic,
the department acted quickly to import new sources of data that other parts of
government and the private sector had developed to build a picture of what was
happening in the UK economy. The department started building a stronger data
science capability during the pandemic and has continued to strengthen this
since, which is welcome. The Treasury also shared this analysis of real-time data
with Number 10, the Cabinet Office and other departments, which helped inform
ministers’ decisions. Some of this work was published.

+ Butwhen it came to more in-depth economic analysis - for example,
predicting the potential economic impacts of different policy options or
projecting how economic behaviour might respond to a renewed spread of
the disease - the Treasury shared information much less effectively with the
rest of government, particularly in 2020. Senior Treasury officials also vetoed
proposals from other departments to establish a cross-departmental group to
discuss economic impacts and the proposal for a socio-economic version of the
Scientific Advisory Group for Emergencies (SAGE), which could have fed external
expertise into government in a more systematic way.
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The Treasury produced its own projections for what might happen to the
economy, under alternative assumptions about policy and the disease, which
informed its thinking. But it did not share these widely across government,
instead pointing other departments to projections that the Office for Budget
Responsibility (OBR) and external forecasters had produced. While those were
of some use, at times they became outdated. Because the Treasury stepped back
from providing thought leadership, other departments duplicated effort and
resorted to establishing 'back channels’ of communication between analysts to
better understand what was happening.

The Treasury did develop models that brought together epidemiology and
macro-economics (epi-macro) to examine the inter-relationships between
health and the economy. But the result of these models did not play a major part
in advice to ministers.

Beyond this epi-macro modelling, it is very unclear how much work the
Treasury did to unpick the causal impact of public health measures over and
above the voluntary behaviour responses that would have occurred anyway.
This ought to have been an important focus for Treasury analysts but there are
no published outputs of this sort of work from the Treasury and interviewees had
seen little evidence of it.

The sharing of information and the synthesis of analysis at the centre of
government were weak from the late spring until the late autumn of 2020.
The Cabinet Office did not have effective structures for drawing together
evidence from different departments and presenting ministers with a common
understanding of the analysis. Instead, departments —including the Treasury —
shared analysis strategically to support their particular point of view, with the
chancellor feeling he needed to ‘make the economic case’ as a counter to ‘the
health case’ that the health minister was making. This contributed to decision
making becoming a tug-of-war in autumn 2020, which led to sub-optimal
decision making.

During the summer and autumn of 2020, the Treasury appears to have suffered
from an optimism bias that the government’s public health advisers did not
share. Itis not possible to know from the outside whether ministers or officials
drove this optimism, or both. This led the Treasury to: notimplement some
relatively easy improvements to support schemes; implement the Eat Out to

Help Out policy in summer 2020, which was inconsistent with scientific advisers’
assessment of the risk of a second wave; and announce very late the extension of
furlough in autumn 2020.
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+ Towards the end of 2020, a new Cabinet Office team was established to
synthesise analysis from across government, which the Treasury worked
closely with. This had a major positive impact on decision making. From this
point onwards, analysis from different departments was drawn together, the
interactions between different factors were more clearly drawn out and ministers
were presented with a common evidence base on which to decide policy. The
greater clarity that this provided was reflected in, for example, the February
2021 road map for easing lockdown restrictions.

In this report, we have focused on the Treasury because of the central role it played
in the government's response. Inevitably, we have had to limit our focus to enable
us to examine the issues in enough detail. We have not examined all aspects of the
Treasury's role during the pandemic — for example, we have not looked at spending
control processes. Of course, other departments also played important roles —

and similar analysis of the strengths and weaknesses of their contribution to the
government response would be worthwhile.

Recommendations in brief

The Treasury excelled in many aspects of its response to the pandemic, particularly

in the design and implementation of policies that cushioned the economic impact

of Covid and government-imposed lockdowns. These actions undoubtedly averted
mass unemployment and widespread business failure. The institutional strengths that
contributed to this should be maintained.

But there were also important shortcomings in the Treasury’s actions during the
pandemic, particularly in how it used and shared its economic analysis and worked
with other departments on cross-cutting pandemic policy. Many of these problems
stemmed from long-standing features of how the Treasury operates. Rectifying these
shortcomings would help improve policy making in normal times and ensure the
department is better prepared for future crises, whatever they may be.

Our key recommendations to achieve this are as follows:

+ The Treasury should strengthen its capacity to generate and use high-quality
evidence. It should appoint a distinguished external economist to serve as its
chief scientific adviser to ensure that evidence used is robust, relevant and high
quality, who would derive their authority from knowledge and have the ability
to convene external authoritative groups to contribute to the department's
thinking. The Treasury’s director of analysis should be given the time and
responsibility to oversee good-quality analysis within the department, advocate
for the importance of that at board level, and ensure analysts working in the
department uphold the analysis function standards. The Treasury should
establish a set of specialist roles across all experienced and senior grades for
technical economists and policy experts, and officials should be given more
opportunities and greater rewards for developing their technical skills. The
Treasury should also publish the analysis it does more openly, to improve the
quality by opening it up to external scrutiny.
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Civil servants should be better incentivised to deliver high-quality, objective
advice to ministers. A new civil service statute should make clear that civil
servants’ role in ‘serving the government of the day’ includes a duty to provide
rigorous, high-quality and impartial advice to the government on its policies
and on the wider context in which those policies will be implemented. A duty
to publish policy advice, or at least the evidence that underpins it, would likely
need to accompany this.

The Cabinet Office needs to be strengthened to ensure it has the authority to
help break down departmental silos, including through a stronger standing
central analytical function. This should include giving the Cabinet Office greater
standing capacity to synthesise evidence on domestic policy issues to ensure
that ministers are working from a common understanding of the evidence. It

is important that Cabinet Office officials are supported in this role by the clear
authority of the prime minister and cabinet secretary.

The Treasury and the rest of the centre of government should ensure that
there is a more organised process to draw in socio-economic advice from
outside government during crises. One approach would be to have a parallel to
the SAGE committee that would consider socio-economic advice. More generally,
the Treasury should develop stronger, more formal networks with external
experts to help ensure that the most relevant, up-to-date evidence informs
policy making.

The Treasury should maintain the closer working relationships with HMRC and
the Bank of England that developed during the pandemic, including ensuring
where possible that delivery experts are in the room with ministers to make
sure that suitably qualified people are able to triangulate properly between
the policy intent and what is feasible. Sustaining what was achieved during the
pandemic will require effort from senior officials and ministers, particularly as
staff move jobs. But this could be achieved, for example, by reinvigorating the
interchange of staff between HMRC and the Treasury. The Treasury could also
build stronger analytical links with other departments if it encouraged them also
to establish the sort of senior specialist roles we describe above, which would
facilitate the interchange of relevant experts between departments.

Itis important for the Treasury to maintain its characteristic agility.

Having a bright, capable, hard-working and flexible workforce and institutional
structures facilitated the Treasury's rapid response to the pandemic. This
agility was invaluable in responding to the crisis, the precise details of which
could not reasonably have been predicted.

The department should work closely with the Cabinet Office resilience
directorate to ensure the Treasury is properly considering the range of
consequences of risks that are fundamentally non-economic in nature, so that
itis better prepared for future crises. But the broad shape of the pandemic
impacts, and the economic response needed, could have been predicted if the

THE TREASURY DURING COVID

INQ000226497_0009



Treasury had dedicated more attention to the risks identified on the National
Risk Register. And the Treasury's ability to respond relied on preparations

that had been made for previous crises — notably the financial crisis and

the prospect of a no-deal Brexit. The department should also consider what
data and systems would offer a wider range of options to respond to future
crises and which of these could be developed at reasonable cost. To give the
department’s permanent secretary the scope and responsibility to do this, the
government should enshrine in a new civil service statute the responsibility
for civil servants to undertake reasonable contingency planning to deal with
potential policy changes and emergencies and to identify long-term trends and
potential future policy options.

Questions for the Covid inquiry

There are some importantissues that we have not been able to get to the bottom of
in our research. But the Covid inquiry will be able to compel officials and ministers to
share information. We suggest that the inquiry should probe the following questions:

+ Exactly what analysis did the Treasury do on the economic impacts of various
interventions to inform policy making? As well as looking at what officials did,
the inquiry should also ask what those officials then shared (or not) with their
ministers in policy advice, and why.

+ What role did ministers and officials play in limiting the extent to which
the Treasury shared analysis relevant to decision making at the centre
of government or other departments? Such limitations could have taken
the form of direct instruction from ministers, or officials interpreting how
they should interact with other departments based on (their perception of)
ministers’ preferences and objectives. It would also be a worthwhile exercise
to investigate how the role of ministers in influencing these issues may have
varied across departments.

+ Why was more analysis of the economic and social impacts of restrictions
not shared with parliamentarians and the wider public (in the way that, for
example, epidemiological analysis was)?

* How and how far did Treasury ministers and officials engage with
epidemiologists and scientists inside and outside government to inform the
department’s view of the impact and likely progression of the pandemic?
When the Treasury did engage, what evidence is there that officials internalised
the insights gained from these interactions and ultimately used them in internal
analysis and policy advice to ministers?
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1. Introduction

The coronavirus pandemic is one of the most significant shocks that the UK has faced
in living memory, and the public and the government are still feeling its effects. It
placed high demands on policy makers, requiring them to make decisions about
spending money and restricting freedoms on a scale that would have been previously
unimaginable, often with very little information.

This was, in the first instance, a health crisis. To protect the population from the
exponential growth of a deadly disease, the UK government —in common with most
other countries in Europe —imposed a lockdown on the public. But the lockdown, by
preventing much social contact and activity, also shut down large swathes of the UK
economy, plunging it into the deepest recession for 300 years.

HM Treasury —the UK’s economics and finance ministry —responded rapidly,
developing expansive support schemes for workers and businesses. These schemes
were rolled out ahead of schedule with remarkably few immediate problems and are
likely to have prevented a huge rise in unemployment and business failures.

In this first phase of the crisis, the focus was on how to implement the national
lockdown to prevent a public health catastrophe, with other areas of policy (including
economic and fiscal) being deployed to enable that public health response and deal
with the negative consequences of restrictions on social activity. But as the crisis
progressed and more evidence emerged on the transmission and health impacts of
Covid and on the effectiveness and side effects of different policy measures, decisions
became more about what the most effective ways were —among a variety of options
—of achieving desired outcomes. At the same time, decisions were more and more
presented (and, it seems, understood) as a trade-off between health and economics,
or lives and livelihoods. The debate about how government should respond to the
pandemic became dominated by trade-offs between apparently conflicting objectives
that lay with different departments, rather than a whole-government effort to achieve
common aims.

As the policy making context evolved and became more complicated, so too did the
role of the Treasury. Calling it the ‘economics and finance ministry’ understates the
extent of its influence over UK policy making. The UK chancellor has much more power
than his —and so far it has always been a his — counterparts in other countries, wielding
considerable influence over other departments’ policies and playing a key role in the
centre of government, along with the prime minister’s team in Number 10 Downing
Street and the Cabinet Office.

As the pandemic progressed, the Treasury became increasingly influential in debates
within the centre of government about the appropriate response to the pandemic; for
example, whether and when to lift or reimpose restrictions on social interactions.
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This report, drawing on more than 50 interviews, and two private roundtables,

with current and former government officials, academic experts and other external
stakeholders, reviews the Treasury's performance in leading economic policy design
and implementation and its contributions to central decision making in relation to
the pandemic. The aim of this report is to examine what went well and what did not
and to draw lessons about what should be continued or changed to help improve
policy making in normal times, as well as to make the department better prepared

to respond to future crises, whatever they may be. We start by examining the

design, implementation and adaptation of the main labour market support policies
(the Coronavirus Job Retention Scheme and the Self-Employment Income Support
Scheme) and the business loan guarantee schemes. We then look at how the Treasury
contributed to central decision making, including the types of analysis it undertook
to understand the economic impact of the pandemic and public health measures, and
how these were shared with others within and outside government.

We have had to limit our focus to enable us to examine the issues in enough detail.
This inevitably means we have not examined all aspects of the Treasury’s role during
the pandemic. We have not, for example, looked at the financial support offered to

the public sector or new major public spending programmes such as the Vaccine
Taskforce and NHS Test and Trace, and the associated spending control processes. We
have focused on the Treasury because we believe it played a very important role in the
government'’s response, as it often does. But other departments did too. By shining a
light on the Treasury, we do not wish to imply that similar praise and criticism could not
also be levelled at other parts of government.

This report builds on previous Institute for Government research on the UK
government’s response to Covid, which has looked at issues including:

+ decision making at the start of the pandemic*
* risk management’

* response to shocks®

* science advice*

+ data sharing”

+ the role of public bodies®

+ contingency planning for schools.

It also contributes to the Institute for Government’s work on the centre of government
as one of a planned series of deep-dives into departments across Whitehall.®
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Unfortunately, the Treasury has not contributed in detail to this report, as it has
interpreted guidance from the Cabinet Office as meaning it cannot take partin a
study that risks interaction with the department’s contributions to the official Covid
inquiry. Officials in other departments did not feel similarly constrained from sharing
their perspectives on the questions we examine here. We are grateful to the Treasury
for reviewing an earlier draft of this report to correct factual errors. However, this
document has not benefited from full and frank accounts from officials who still work
in the department. This has necessarily limited some of the areas we have been able
to examine and means some questions remain unresolved. But we are confident that
the conclusions reached in this report are robust, based on interviews with former
Treasury officials, current officials from other parts of government and public records.
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2. Economic support policies

Overview of economic support programmes

Despite little preparation, the Treasury responded rapidly to the emerging Covid
threat, quickly deploying substantial economic support measures. This response built
on work undertaken to respond to earlier (or potential) economic shocks, such as the
financial crisis of 2007-08 and the possibility of a no-deal Brexitin 2019.

This chapter considers the Treasury's role in leading on the design of economic
support policies, and how it worked with the public and private sectors to deliver
them. After providing a brief overview of how the economic support policy landscape
evolved through the pandemic, we provide a partial summary of some quantitative
evaluations of the effectiveness of some of the main economic support schemes,
including drawing on how the scheme mechanisms and economic outcomes compared
internationally. But it is too early to tell what the medium- or long-run effects of some
of the schemes may be. Instead, the main focus of this report is on how ministers and
officials behaved and what impact that had on the effectiveness of the policy making
process. Specifically, we consider the following questions:

» How prepared was the Treasury for the type of pandemic that occurred?

+ How did Treasury officials and ministers work to design and implement the
economic support policies at the beginning of the pandemic?

+ Did the quality of the Treasury’s engagement with public and private organisations
responsible for delivering the schemes influence the effectiveness of economic
support policies?

* How did the Treasury leverage the expertise and experiences of external
stakeholders, such as trade unions and business groups, to help design policies?

+  What constraints were imposed on policy design by the limitations of the systems
and data that was used to implement the policies?

* How were the policies adapted as the pandemic went on, in response to either
initial design flaws or the changing nature of the pandemic and social restrictions?

A brief history of Covid economic support schemes

The UK government provided a huge amount of support to the private sector during
the pandemic, in addition to huge increases in public spending to support public
services during the crisis. The private sector support was devised and rolled out
rapidly. On 11 March 2020, the very recently appointed chancellor, Rishi Sunak,
presented a budget statement announcing £12 billion of support, including for the
NHS and other public services, and expanded eligibility for statutory sick pay.’ The
government also announced schemes to support affected businesses, including
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expanded business rates relief, a Coronavirus Business Interruption Loan Scheme
(CBILS) providing lending of up to £1bn, and a £2.2bn grant scheme for small
businesses.” At the time, commentators welcomed this as “substantial”.

The Treasury document published alongside the budget stated that “the OBR [Office
for Budget Responsibility] notes that the spread and impact of a Covid outbreak
clearly shows a downside risk to the forecast, but the scale is highly uncertain and the
economic impact is likely to be temporary™.” Over the coming days, though, the true
scale of the impact on the UK became widely acknowledged.

Five days after the budget, the prime minister, Boris Johnson, said: "Now is the time for
everyone to stop non-essential contact and travel.”” A day later, on 17 March, Sunak
announced a significant expansion of support for business. He offered up to £330bn in
guarantees for businesses, delivered through an extension of CBILS he had announced
at the budget, and a Covid-19 Corporate Financing Facility for large investment-

grade firms, to be delivered by the Bank of England. In the speech announcing these
measures, the chancellor said: "We will do whatever it takes.”

Before the end of March, Sunak had also announced unprecedented support for
workers: for the first time the British state would be stepping in to help pay workers’
wages through the Coronavirus Job Retention Scheme (CIRS), more commonly known
as ‘furlough’’ The government would end up paying the wages of more than a third of
the UK's workforce, which cost the government £70bn.* A separate scheme for self-
employed individuals - the Self-Employment Income Support Scheme (SEISS) — was
also announced.

These schemes were adapted and new ones were added as the pandemic progressed
—to respond to the evolving nature of Covid and to make them work more effectively —
as detailed in Annex A and Annex B. But the approach of subsidising wages to limit the
rise in unemployment and supporting businesses’ cash flow through a variety of grants
and government-backed loans was sustained throughout the pandemic.

Many of the schemes were initially expected to be in place for only a few months but
—as the pandemic dragged on and the public health restrictions were extended - it
became clear that more economic support was required and so the schemes were
extended, repeated or topped up. Furlough, for example, was initially announced for
three months (between March and May 2020), but was extended several times. Some
of these extensions were announced at the last minute, particularly in autumn 2020.
The scheme ultimately ended on 30 September 2021, meaning it was in place for 18
months (six times longer than originally intended).

The government also introduced a range of policies intended to stimulate the
economy and encourage recovery as the country exited restrictions. There was an
initial tranche of these when the country was exiting the first lockdown in summer
2020, under the heading of a 'Plan for Jobs’, which included:

+ areductionin VAT for leisure and hospitality businesses
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» the Eat Out to Help Out scheme, which subsidised restaurant meals to encourage
people to return to the hospitality sector

+ changes to the furlough scheme to enhance incentives to return to work
+ the Kick Start programme to help get young people into work.

Most schemes were then withdrawn in 2021/22 as the economy began to normalise.
The larger schemes such as furlough and business loans were gradually reduced
through a tapering of their generosity.

The economic support schemes were broadly successful

The objective of this report is not to quantitatively assess the performance of the
key economic support schemes, but rather to look at how the Treasury approached
designing them. Indeed, it is too early to come to firm conclusions on their impacts
given that we do not have the data to assess what their longer-term effects are. We
have published an explainer on our website that sets out what we already know
about the effectiveness of the schemes, drawing on evaluations published by the
government and external analysis,” which will be updated as the government’s final
evaluations and other relevant work emerge in the future.

Butitis worth briefly emphasising here that the evidence so far suggests that the
economic support policies were very successful at achieving the broad objectives

set out above. Perhaps one of the greatest success stories of the pandemic, in the

UK and other countries that deployed similar ‘furlough’ schemes, was the extent to
which unemployment remained low. From a low of 3.8% in 2019, the unemployment
rate rose to an average of only 4.6% in 2020 (the three-monthly peak was 5.2% in
October-December 2020).° This small rise in unemployment is remarkable given the
11% fallin economic output between 2019 and 2020 - the largest recession for more
than 300 years.'*** The extent to which the CJRS was able to keep unemployment
relatively low was a surprise to many major forecasters:

* In April 2020, the Office for Budget Responsibility’s (OBR) initial illustrative
Covid reference scenario estimated that real GDP would fall by 35% in 2020 Q2,
accompanied by a sharp rise in the unemployment rate to 10% (an increase in
unemployment of 2.1 million, to a total of 3.4 million).**

» Inthe OBR's July 2020 Fiscal Sustainability Report, the expected unemployment
rate rose to 12% (to a total of 4 million) by the fourth quarter of 2020.*

* InJune 2020, the Organisation for Economic Co-operation and Development (OECD)
estimated that unemployment would hit 11.7% in 2020, without a second wave of
Covid, and could peak at 14.8% with a second wave.*

The government's interim evaluations of its employment support schemes suggest
that they played a major role in this success story. The internal evaluation of the
CIRS (conducted jointly by the Treasury and HMRC), for example, found that around
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3.4 million more individuals were in employment in May 2020 than would have

been the case without the CIRS (which is more than 10% of the total number

of people in employment). The evaluation also found that it prevented 16% of
employers from closing permanently between the start of the pandemic and October
2020. There are also likely to have been indirect economic benefits not captured
within the evaluation.”’

The evaluation of the loan guarantee schemes, carried out by London Economics and
Ipsos and commissioned by the British Business Bank (BBB), also found a sizeable
positive impact of those policies. They estimated that anywhere between 150,000
and 500,000 businesses would have permanently ceased trading in 2020 without the
Bounce Back Loan Scheme (BBLS), while an additional 5,000-21,000 borrowers under
CBILS or the Coronavirus Large Business Interruption Loan Scheme (CLBILS) would
have gone under without that scheme. Taken together, anywhere between 0.5 and

2.9 million jobs could have been lost if the schemes were not in place.*®

The evaluations are subject to a high degree of uncertainty and cannot take account
of the long-run effects of the schemes on, for example, labour force participation
and productivity. Assessing these impacts will be a crucial ingredient of any full
impact evaluation. It is welcome that the government has committed to carry this
outin due course. However, the evidence so far shows that these schemes provided
crucial financial support and a sense of safety to the private sector during what was
a deeply distressing time.

Designing and implementing economic support programmes

The Treasury led on designing the economic support schemes, from the furlough
scheme and support for the self-employed, to loans for struggling businesses. And it
worked closely with other parts of government, in particular HMRC and the BBB, and
with the private and third sectors, to design and deliver the schemes. (It is beyond
the scope of this report but interviewees also told us that the Treasury worked well
with the Department for Work and Pensions (DWP) to understand the capacity for
the Universal Credit system to cope with more claimants and to quickly expand the
support offered to them.)

The Treasury was not prepared for the pandemic

The UK government'’s understanding of the coronavirus pandemic, informed by

the advice that ministers were receiving from the government's scientific advisers,
changed rapidly during the early months of 2020. In a matter of weeks, decision
makers at the centre of government shifted from believing that Covid was a disease
largely affecting other countries, with limited impact on the UK, to believing that it was
necessary to shut down most of the country to stop catastrophically high death rates.

Before March 2020, the Treasury — like many other departments outside health'” —had
done little preparation for the types of response to the pandemic that were needed
from it.?° But even though a pandemic (albeit a flu pandemic) was identified in the
National Risk Register as one of the top risks facing the country** —and even though
all departments were supposed to have plans in place for responding to the risks
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identified - Clare Lombardelli, chief economic adviser to the Treasury, argued that there
would have been little benefit to the Treasury preparing for the pandemic identified in
the risk register. She told an audience at King's College London in June 2022:

If we had prepared for a pandemic, we would no doubt have had to make a series of
assumptions about what that pandemic would be and we would have got most of
them wrong... had we have done loads of work to prepare for a pandemic, | suspect
probably the parameters we would have picked would have proved to be inaccurate
and then you quite quickly move to reacting to what's in front of you.??

Focusing on flu rather than a coronavirus outbreak did have a negative impact on
preparedness in some areas of government —such as failing to stockpile gowns and
visors and downplaying the importance of testing.”* However, when it came to the
economic impacts, the mechanisms through which the coronavirus pandemic affected
the economy were similar to those that the US Congressional Budget Office (CBO)

had outlined in its 2005 attempt to simulate the impact of an avian flu pandemic. It
concluded that “the most important [economic] effects would be a sharp decline in
demand as people avoided shopping malls, restaurants, and other public spaces, and
a shrinking of labor supply as workers became ill or stayed home out of fear or to take
care of others who were sick” and that "many businesses (such as restaurants and
movie theaters) would probably suffer a falloff in demand because people would be
afraid to patronize them or because the authorities would close them"”.*

The size of the output loss experienced during the Covid pandemic was also similar

in size to that experienced during previous major pandemics (such as Spanish flu and
Ebola).”” It was also similar in size to the worst-case scenarios that the Oxford professor
of economics, Simon Wren-Lewis, and co-authors set out in 2009: they estimated that
a severe flu pandemic could reduce UK economic output by nearly 30%, factoring in
workplace absenteeism caused by school closures and reduced demand as people
avoid social contact.”

It would not have been possible to develop a specific plan that would have stood up
to the uncertainties of how this specific pandemic was likely to develop. The Treasury
did respond extremely quickly to the outbreak of coronavirus, with new economic
support programmes for households and businesses. The speed and agility it showed
is animportant aspect of successful crisis response that should be sustained. But

the options the department had open to it, and the ease with which they could be
deployed, would likely have been improved had it taken the requirement to plan for
risks identified in the National Risk Register more seriously before 2020.

As we explore further below, the economic support policies that the government was
able to roll out were heavily influenced by the systems already in place and the data
that was available. One of the lessons that the BBB has already drawn for future crises
is that better pre-planning of delivery could have meant that the schemes were better
designed; for example, avoiding some adverse effects on competition and giving
greater opportunity to implement fraud prevention mechanisms from the outset.”’
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The Treasury has a relatively strong internal capacity to identify and manage fiscal and
economic risks. The department established a fiscal risks group in the mid-2000s*® and
an economic risk group was formed in 2010, following the financial crisis. These groups
identify and track risk indicators, horizon scan and assess the likelihood, probable
impact and potential mitigation of relevant risks. The economic risk group meets every
eight weeks and the fiscal risks group meets at least every quarter and as needed
(having previously met monthly*?).?° The groups report to the department’s executive
management board on a quarterly basis. To increase capacity for risk monitoring within
the Treasury's Economics Group, an economic risks team was established in late 2018
with responsibility for understanding and responding to key acute economic risks that
the department identifies; these responsibilities had previously sat with the macro-
economic strategy and co-ordination team.

One of the more recent mechanisms adopted to quantify important risks and
encourage the Treasury to prepare for them was the OBR's biennial Fiscal Risks Report
(FRR). This report was intended to analyse risks to the sustainability of the public
finances.** The OBR first published an FRR in 2017, following an update to the Charter
for Budget Responsibility in 2015 that included requirements for the OBR to produce
fiscal risks reports, as well as long-term projections and reports on welfare trends. This
has now been superseded by the annual Fiscal Risks and Sustainability Report (FRSR),
which merges the FRR with the previously biennial Fiscal Sustainability Report.

The FRR —and now the FRSR - has served a useful function in setting out some of the
key risks that could lead to the public finances evolving very differently from the OBR’s
central forecast. According to an OECD review, the OBR's FRR shows that it “*has been
at the forefront of this type of analysis. The FRR has had a positive reception by, and
solicited much interest from, peer IFIs [independent fiscal institutions], governments in
other countries, and international organisations.”**

The requirement for the Treasury to formally respond is intended to ensure that
the department thinks about and responds to these risks. The detail contained in
the Treasury’s response deteriorated substantially between 2018 and 2022.*
This appears to have been a consequence of a change in the official and ministerial
personnel involved. But it improved again in 2023, when the Treasury published a
20-page report setting out the department’s response to the OBR's 2022 FRSR.*
This is a positive development.

However, pre-pandemic editions of the FRR focused rather narrowly on traditional
economic risks, such as low growth in potential output, recessions, financial crises
and the fiscal impacts of digitalisation.’” As a result, these reports did not encourage
the Treasury to look at economic threats from non-economic sources. This has been
addressed to some extent in the last two fiscal risks reports, which have examined -
among other risks — risks to the public finances presented by climate change’® and the
risks from heightened geopolitical tensions.?’

The Treasury published a very detailed, 140-page response to the first FRR that the OBR produced in 2017. But
the chancellor provided only a short written ministerial statement in response to the 2019 report, and a five-
page letter in response to the 2021 report.
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The early phase of the crisis played to the Treasury’s strengths

The Treasury, including the chancellor, had little input into the decision to lock the
country down. Sunak was not present at the COBR meeting on 20 March 2020 at which
the decision was finally taken to shut pubs and restaurants; instead, the financial
secretary, Jesse Norman, deputised for him. Rightly or wrongly —and many of our
interviewees felt rightly given the time that such an analysis would have taken —no
cost benefit analysis had been done by this point of the economic and health effects
of lockdowns or alternative approaches. As George Parker and colleagues reported in
the Financial Timesin July 2020: "Only Jesse Norman, a Treasury minister, raised any
doubts, asking whether there had been any cost-benefit analysis of the economic and
health impacts of lockdown or consideration of less onerous alternatives. Around the
room there were blank looks: the decision had been taken.”**

Once the prime minister, Boris Johnson, had made the decision to lock the country
down, the Treasury's task in those first weeks and months was to work out how to

limit the negative effects on the economy and to do so in a way that supported

public health objectives —that is, by encouraging people to stay at home and avoid
transmitting coronavirus. The Treasury’s response was successful partly because it was
big. As one interviewee putit: "The answer to the question ‘what is the right amount?”
is ‘what is it that settles expectations?"” In other words, ministers needed to do enough
to reassure the private sector that the government would protect it. This was very
different from the Treasury's usual approach of questioning the value of every pound
spent, although not dissimilar from the way the department has approached other
crises, including the rapid action taken to shore up the banking sector in 2008.

The main plank of the economic policy response was the furlough scheme. Although
Treasury officials had previously examined similar types of short-time work schemes,*”
which have existed for many years in some other European countries, they had always
decided it was not the best mechanism to use in the UK. Officials therefore effectively
devised and worked out how to implement the scheme in a matter of days. In contrast,
the various business loan schemes built more directly on previous models, such as
those used during the financial crisis.

The need for quick, novel thinking played to the Treasury's strengths. It has a bright,
capable, enthusiastic, flexible and generally young workforce that responded well to
the need for new thinking and rapid action. As one interviewee put it: “The Treasury
lives for big events.” In designing the schemes, the department was also able to draw
on officials’ existing knowledge of the labour market, tax policy and previous crises.
Staff were quickly redeployed across the department to bolster the teams working on
the economic support programmes.“%“

The Treasury's rapid and expansive action allowed the government to impose a
widespread shutdown of the economy and restrictions on social interactions to

curb the spread of Covid while imposing relatively little damage on businesses and
people’s jobs and finances. This crucially bought the government time to gather more
information about the disease and the health system’s ability to cope with it.
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Clear objectives helped speed up policy design and implementation and
reassure the public

As a previous Institute for Government report highlighted, the process of designing
the economic support schemes at the outset of the pandemic was helped by ministers
being very clear about what their objectives were.*> Once Johnson had decided that
the economy should be locked down, the chancellor’s objective was to prevent this
temporary shutdown turning into permanent economic scars.

From the time of the budget, Sunak had made a clear statement that he would "do
whatever it takes to support the economy”.** That commitment reassured households
and businesses in the face of great uncertainty, buying the government some time to
design the precise response.*“ Clarity from the government also helped the Bank of
England to tailor its monetary policy response appropriately, and similar commitments
from the bank to “take all further necessary steps to support the UK economy and
financial system™* helped reassure businesses, households and financial markets.

Beyond his broad commitment, the chancellor had some more specific objectives.

The first and clearest objective was to prevent widespread unemployment, preserve
employer—employee links and so enable businesses to get back up and running quickly
when restrictions were eased. This objective gave rise to the furlough scheme, inspired
by the German Kurzarbeit policy.

The second objective was to provide a similar type of income support for self-
employed people, particularly those who were most reliant on their self-employment
income.“® In part this was motivated by a desire to limit the long-lasting economic
damage that could have been caused by self-employed people being forced to close
their operations. But it was also motivated by a desire to provide equity of treatment
to employees and the self-employed. These objectives led to the Self-Employment
Income Support Scheme (SEISS).

The final objective was to ensure businesses had adequate cash flow. This led to the
creation of various loan and grant schemes, including the loan guarantee schemes,
grants and regulatory changes described in greater detail above.

Ministers’ objectives were clear to officials, in part because ministers worked unusually
closely with the delivery officials as the schemes were being designed. Ministers spent
significant time and effort revising the schemes with policy and delivery officials to
ensure they reached a feasible solution that met their objectives. That had several
benefits: it helped ministers and officials make decisions about how to trade off speed
against risk; it made it easier to explain policy design choices to the public; and it
helped officials to sequence and prioritise the schemes. It also helped avoid the need
for major revisions or U-turns after the schemes were announced.

In the early phase of the pandemic, it was clear that officials needed to prioritise speed
over precise targeting of the measures, particularly in support for employees and the
self-employed, while minimising as far as possible the opportunities for fraud. Making
the schemes more targeted would have made them more complicated, slowed down
their introduction, created greater opportunities for fraud and may have undermined
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confidence that the government would do "whatever it takes”. For example, to avoid
fraud and allow the self-employment scheme to be established quickly, SEISS was
initially not available to the newly self-employed, since those people had not filed

a tax return covering their self-employed earnings and so HMRC had no information
with which to assess their past self-employment income. The Treasury and HMRC
interim evaluation of SEISS states that “the lack of up-to-date and verifiable data was
therefore a constraint [on policy design]”.*’

In some instances, where it was possible to target the schemes without compromising
speed, this was done. For example, the furlough scheme was designed such that
employers could only claim the subsidy for employees who were not working, the aim
being to ensure employers only claimed if they really needed to. This contrasted with
similar wage-subsidy schemes offered in some other countries, like Australia, which
provided employers with a subsidy regardless of whether the employee was working.**
In other cases, the Treasury told us that proposals to change the design of policies -

for example, expanding the scope of eligible individuals — were rejected by ministers
on the basis of data and/or delivery limitations, including increasing fraud risk . An
example discussed further below was the hard thresholds for eligibility for SEISS (those
who earned £1 more than £50,000 in trading profits could not claim anything). Officials
told us that introducing a taper was considered but rejected as too complicated for
both claimants and HMRC to administer, and would have led to a delay in payments.

The evolving portfolio of business loans on offer reflected changing ministerial
priorities. Ministers and officials were initially concerned about the risk of default

on business loans and so offered only an 80% government guarantee of CBILS loans
because they wanted to ensure banks continued to have an incentive to do due
diligence checks on borrowers. However, the chancellor came under pressure to do
more as evidence began to emerge of the difficulties many businesses were facing in
accessing loans.*” This eventually led to the governmentintroducing the BBLS, despite
the acknowledged risk of high default rates.

As time went on —and more information was gathered on the nature of coronavirus,
how effective different measures were at restricting the spread, and the potential
side-effects of prolonged public health restrictions — the government’s response
through public health and other measures needed to become more nuanced. It is too
simplistic to say that there was a straight trade-off between health and economics. But
there were trade-offs to be made and some options that potentially offered more or
less attractive trade-offs; for example, the banning of different types of face-to-face
activities offered different benefits in terms of limiting the spread of the disease and
different costs in terms of the economic activity and other positives foregone.

But after the early acute phase of the pandemic, the government was much less clear -
both in public and in private — about what the objectives were.”***2 This lack of clarity
hampered the ability of the rest of government to direct its efforts most effectively.

In the next chapter we describe some of the shortcomings of the Treasury's approach
to working with other departments and the centre of government to synthesise
knowledge. One of the factors that contributed to this was a lack of clarity from the
prime minister about what his overarching objectives were.
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Factoring in delivery from the start helped identify the best available solutions
and ensure they could be implemented quickly and well...

Officials responsible for the delivery of the furlough scheme, SEISS and some of the
loan schemes were involved in the design of the policies right from the start, which
helped ensure they could be implemented quickly.

Treasury ministers were more interested than usual in hearing directly from those
who would have to implement the schemes, rather than just from Treasury policy
officials.”® The need for a rapid response also led to much closer working between
policy officials in the Treasury and delivery officials, particularly in HMRC. Having
delivery officials in the room allowed ministers to hear from and quiz them directly
about deliverability and risks. And officials responsible for delivery were better able
to understand what ministers wanted, having heard from them directly. Far from
slowing down the roll-out of the schemes, involving delivery experts from the start
helped anticipate and avoid problems.

The ability to get the furlough scheme up and running so quickly depended crucially
on the early involvement of officials from HMRC, who understood what was feasible
given the information and systems they had. It was also essential that the team
responsible for managing HMRC's IT systems was able and willing to act quickly to
repurpose the systems to allow furlough payments to be made.

The Treasury also worked well with the Bank of England to quickly provide a lending
facility for the largest companies (the Covid-19 Corporate Financing Facility, or CCFF),
which the bank delivered. This was helped by there being good existing working
relationships between officials at the bank and the Treasury. It also built on a previous
scheme (the commercial paper scheme) that had been used early in the financial crisis.**

... but there were problems when this did not happen

There were some areas, however, in which other parts of government that were crucial
for the delivery and management of some of the schemes were not involved early
enough or consulted extensively enough over the design of the schemes. This was
particularly an issue for business support schemes. In theory, these schemes were

the responsibility of the Department for Business, Energy and Industrial Strategy
(BEIS), butin practice the Treasury designed the business loans and business grants
programmes and then handed them to BEIS to deliver and monitor them. Poor
communication between the Treasury and BEIS caused problems. Interviewees said
that one of the reasons for more open working with HMRC than with BEIS was because
HMRC is 3 non-ministerial department, whereas BEIS has its own minister.

The lack of communication between the Treasury and BEIS undermined effective
public communication around new policies. BEIS officials were given little information
about CBILS before it was announced. This hampered their ability to explain

the scheme effectively to businesses, who inevitably looked to BEIS for further
information as soon as the scheme was announced. External stakeholders reported
their occasional frustration that the “vexed" relationship between BEIS and the
Treasury meant insights from conversations they had had with one department were
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not shared with the other. The consequence was that factors relevant to decisions
about how to adapt economic support schemes were sometimes not shared across
government in the way that external stakeholders would have expected.

Failure to involve BEIS officials in the design of business support schemes also

risked worse-than-necessary value for money. For example, BEIS was responsible for
managing the £22.6bn offered to businesses through a series of local authority run
grants (including the Retail, Hospitality and Leisure Grant Fund).”” But the Treasury did
not involve BEIS in the design of the scheme. This led to an important oversight, with
the Treasury failing to allocate any money for the administration of these schemes,
even though the sums were equivalent to half of some local authorities’ typical annual
budgets.”® Additional funding to cover administrative costs was allocated in BEIS's
‘main estimates’, which were published on 4 May 2020, but £6bn of grants had already
been handed out by mid-April.”” This delay in allocating funding to administer the
schemes meant that there was no resource available in the early months to monitor or
evaluate the effectiveness and value for money of the scheme, missing opportunities
to iterate its design and improve its value for money. As the National Audit Office has
noted, the Treasury also did not notify local authorities of the new schemes until they
were announced publicly, “creating significant practical challenges as they struggled
to respond”, and the lack of local authority involvement also meant that grant schemes
“were sometimes launched with practical issues that took time to resolve fully”.>®

There has been a lot of criticism of the level of fraud within the business loan
schemes — particularly the BBLS —but most of our interviewees, both from within and
outside government, felt this was misplaced. The potential for fraud was an inherent
consequence of the 100% government guarantee and streamlined application process
for bounce back loans, which allowed private lenders to drop many of the usual due
diligence checks they would do on borrowers.” Ministers took this as an acknowledged
and calculated risk in return for dramatically speeding up the approval of loan
applications compared with CBILS. Officials at the BBB and BEIS raised the risk of fraud
with ministers, highlighting the risk it posed to value for money, but acknowledged
that ministers may want to take the risk anyway to increase the speed at which the
loans could be issued.

Confused lines of accountability for the BBB hampered the roll-out and scrutiny
of the loan schemes

For largely idiosyncratic reasons relating to the dynamics within the Conservative—
Liberal Democrat coalition government, the BBB was established as, and has remained,
an arm’'s-length body of BEIS, rather than reporting to the Treasury as some other
publicly run financial institutions (such as the UK Infrastructure Bank) do. This
somewhat hampered the design and roll-out of the business loan schemes because
the ministerial impetus for the schemes came largely from the Treasury and the work
to design them was done mainly through consultation between the Treasury and the

A letter from the BEIS acting permanent secretary, Sam Beckett, to the business secretary in July 2020, asking
for a ministerial direction on the introduction of the BBLS, noted that the risk of fraud and error in the scheme
was “very high". Department for Business, Energy and Industrial Strategy, ‘Coronavirus (COVID-19): ministerial
direction for the coronavirus Bounce Back Loan Scheme’, HM Government, 10 June 2020, retrieved 18 April
2023, www.gov.uk/government/publications/coronavirus-covid-19-ministerial-direction-for-the-coronavirus-
bounce-back-loan-scheme
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BBB. But formally BEIS was responsible for the schemes. That meant that it was the
BEIS accounting officer who had to satisfy herself of the merits of the schemes and
ultimately ask for ministerial directions on the schemes, even though neither her
department nor her minister had had close involvement in their design.

These confused lines of accountability have also hampered parliamentary scrutiny of
the schemes. Formally, accounting officer responsibilities (that is, the responsibility for
ensuring that any spending plans are legal, meet parliamentary control procedures,
offer value for money and are feasible) sit with the delivery department. However,

for the business support schemes, officials in the delivery department (BEIS) had

had little involvement in the design of the schemes, leaving them poorly placed to
account to parliament and others for their success. This led to a confusing situation

for parliamentary select committees, who often did not know who to call in when
scrutinising the loan schemes: the chancellor made many of the major decisions on
scheme design (given their importance to the macro economy), yet BEIS was ultimately
responsible for monitoring the schemes’ performance. This problem was not unique

to the business support schemes — similar problems were noted in earlier Institute for
Government work on the role of public health bodies during the pandemic®® — but it did
hamper proper scrutiny of the decisions that were made.

The Treasury engaged well with trades unions, business groups and large
financial providers...

Previous Institute for Government research has highlighted how the Treasury engaged
closely with trade unions and business representative organisations on core aspects
of scheme design.®® For example, the Treasury closely consulted major business
representative organisations and the Trades Union Congress (TUC) about, for instance,
the level of generosity of the schemes. While the Treasury had existing relationships
with these groups, the close engagement required to develop the pandemic support
policies largely relied on new forums — particularly as the policy development had to
be done remotely.

Key external stakeholders invited to a roundtable held at the Institute for Government
in January 2023 echoed these findings from earlier research. Representatives from
trades unions, business groups and the financial sector said that the Treasury’s
engagement with them was unusually good, that they felt listened to. They felt their
inputinto the process improved the design of the schemes and that, far from slowing
down the policy development process (which is an argument that is often made for not
consulting widely on policies that require rapid development), their input had helped
to anticipate problems and build early support for the policies.

Participants pointed to several examples of beneficial changes that the Treasury made
to the support schemes that they felt resulted, at least in part, from the engagement
that they had with the Treasury and other parts of government:

+ changes to the furlough scheme in June 2020 to allow employees on
statutory parental leave who returned to work after a long period of absence
to be furloughed®

25 THE TREASURY DURING COVID

INQO000226497_0025



+ theintroduction of flexible furlough from July 2020, which allowed businesses
to bring back furloughed employees on a part-time basis, with the government
continuing to subsidise wages for hours not worked®?

+ with many business groups being concerned by the slow pace of CBILS loans being
approved in the early stages of the pandemic, the government responding by
introducing the BBLS, which banks could approve much faster because it did not
involve credit assessments (made possible by a 100% government guarantee),
which was welcomed by these groups.

In designing the loan schemes, the Treasury and the BBB worked with a smaller group
of financial sector organisations, including only large lending institutions, to develop a
loan programme that could be rolled out quickly.** Involving only a small group of large
lenders helped to ensure confidentiality and that a scheme that could deliver high
volumes of loans was implemented quickly. But excluding smaller lenders did lead to
some problems. The design of the scheme that was chosen severely compromised the
business models of some niche lenders — design flaws that were hard to address once
the scheme had been announced — which reduced competition in the market.**

At the beginning of the pandemic, the Treasury also drew on Bank of England analysis
of corporate vulnerability to inform its understanding of how acute the need for cash-
flow financing was.

Close engagement with key stakeholders also brought many benefits for the
government. Officials agreed that the feedback they received helped them to
understand problems with the schemes and led to meaningful improvements

in design. It also meant that private sector stakeholders had a comprehensive
understanding of how the schemes worked and were broadly supportive of them. This
meant they could act effectively as 'policy intermediaries’, communicating with their
own stakeholders (employers and workers) about eligibility and how to make claims.

... and external experts during the early stages of the pandemic

As well as engaging with the users of economic support policies via unions and
business groups, we were also told that the Treasury engaged with a range of external
experts —including think tanks, academics and tax and finance practitioners — to
understand issues with the schemes and come up with solutions. The quality of this
engagement was mixed and took different forms.

For the design of the labour market schemes SEISS and CIRS, the Treasury and HMRC
established external expert panels. These involved technical accounting experts (from
organisations including the Chartered Institute of Taxation, the Association of Taxation
Technicians and the Institute of Chartered Accountants in England and Wales) as

well as employers and employer groups (such as the Federation of Small Businesses).
According to the government'’s own interim evaluation of SEISS, these expert

panels “supported the development of scheme legislation, guidance and customer
communications, and constructively influenced the policy and process design”.®
Again, those from outside of government who attended our roundtable agreed that the
engagement was particularly good.

2. ECONOMIC SUPPORT POLICIES 26

INQ000226497_0026



The Treasury itself also engaged academics on some broader policy design issues.
They engaged not only with established contacts, such as Lord Stern, but also others
who they had not previously spoken to. The principal way in which this happened was
via webinars organised jointly with the Royal Economic Society (RES, a professional
association for economists). These webinars were private, but the RES replicated much
of the content presented to the Treasury in public events. These can be found online®®
and covered topics such as:

+ education and lockdown: skills, transitions and inequalities®’

» European perspectives on economic policies during a pandemic, which
provided insights about how other countries were approaching the economic
policy response®®

+ the challenges involved in building a strong, inclusive, sustainable and resilient
recovery from the Covid crisis (8 mini-series of webinars hosted by Professor
Nicholas Stern).®”

There were also separate, more informal, discussions with some think tanks —in
particular, the Resolution Foundation and the Institute for Fiscal Studies. These
sessions helped the Treasury to think about the approach it was taking to economic
policy and provided it with a wealth of evidence and analysis that it would likely not
have had the capacity to produce internally. Running the sessions in conjunction with
the RES also meant that the Treasury was able to access the most relevant academic
research. Acommon problem when government engages academia on new issues is
not knowing who the right people to involve are, and officials can instead resort to
relying on the ‘usual suspects’. But this time, the Treasury provided the RES with a
list of issues that it was interested in and let the RES use its network to find the most
relevant people.

This style of engagement was certainly an improvement on how the Treasury typically
engages with external experts (discussed in more detail below). But we did hear some
criticism of the approach taken. The first was that the webinar series was relatively
short-lived, taking place mainly between May and August 2020, although there

were a few one-off sessions separate from these RES webinars (including one on
epi-macro modelling) at other points in time. External experts suggested that this
sort of arrangement should have continued throughout the pandemic, so that the
Treasury could continue to use insights from these sessions to improve its approach
to economic policy. Indeed, the insights from research would have become more and
more robust and useful as time went on.

A second concern was that communication in the sessions went in only one direction.
The Treasury would pose some questions, listen to academics’ presentations and
quiz them further. At no point did the Treasury expose its own thinking and analysis
to scrutiny from academic experts. This is not unusual from the Treasury — while the
department has in the past published working papers setting out its analysis, this

has not happened for more than a decade - but it does hinder the development

and testing of good analysis. External experts suggested to us that a more open

27 THE TREASURY DURING COVID

INQO000226497_0027



dialogue, which is accepted best practice in academia, would have been a much better
approach that would have been more likely to improve the Treasury's understanding
and analysis. The Treasury's approach to (not) sharing its internal analysis or inviting
external scrutiny is discussed in greater depth in Chapter 3.

Beyond the seminars that the Treasury held with the RES, external experts in
universities and think tanks said that they did have some engagement with the
Treasury on the approach to economic policy design. This happened on a very
informal and ad hoc basis, typically relying on existing personal relationships. These
interactions were no doubt helpful to the Treasury but ad hoc engagement is not
the best way to make use of all of the expertise that sits in universities and research
organisations across the country.

This approach contrasts starkly with the very formal structures (including SAGE - the
Scientific Advisory Group for Emergencies — and its subgroups) that were established
to channel the most up-to-date and relevant health-related research into the centre
of government. The rationale for SAGE is that, in emergencies, it is important to
access scientific expertise and capacity that are not needed and do not ordinarily
existin governmentin ‘normal’ times. The same logic applies to economic expertise:
while some such expertise and capacity does exist in government, there will always
be a deeper pool outside government that needs to be drawn on, especially in
emergencies. The shortcomings in how the Treasury broughtin and used external
expertise are also discussed in greater detail later in Chapter 3.

New policies were built on existing infrastructure and lessons from previous
crises, which constrained their reach and effectiveness

As we explained above, the Treasury had deliberately decided not to prepare for a
pandemic. To construct its economic support package, it therefore had to rely on
existing mechanisms and systems, or on solutions that could be deployed quickly.

Interviewees for this project highlighted that there had been little innovation in policy
mechanisms since the financial crisis, so many of the tools used were ones that were
developed then in response to a very different type of shock. Those interviewed

for the BBB's evaluation of its loan schemes made a similar observation: “Policy
stakeholders indicated that there had been limited planning within government
around what economic policy levers to use when faced with a national emergency with
macroeconomic impacts of far greater significance than typical recessions.””°

As detailed in Box 1, the Covid loan guarantee schemes (CBILS, CLBILS, BBLS and CCFF)
were all built on previous schemes, including the Enterprise Finance Guarantee. The
quick development of these schemes during the pandemic was helped by work that
had been done in preparation for the prospect of a no-deal Brexitin 2019, when the
government had also anticipated the potential need to support businesses through

a bumpy transition.”* But these schemes were not designed for the type of fast and
huge response that was required for the shock that Covid posed, and attendees at our
roundtable on the economic policy response suggested that this partly explained the
slow issuance of loans under CBILS in the first weeks of the pandemic.
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To deliver the labour market support schemes, the government had to rely on the tax
system. Unsurprisingly, the tax system was not designed with the objective of being
able to deliver a huge amount of welfare support. This posed particular issues for the
design of SEISS. As discussed earlier, the primary objective of SEISS was to provide
broadly equivalent support to self-employed individuals as had been provided to
employees through the CIRS. However, as the interim evaluation of SEISS stated:

Differences from the CIRS reflected the characteristics of the population, the nature
of self-employment and the availability of data. Whereas data for employers and
employees is relatively detailed, well populated and is updated in real time through
the PAYE system; data held for self-employed individuals is not as up to date.”?

To minimise fraud risks, the amount of support offered under the scheme was
determined using self-assessment tax returns: the tax returns provided the
government with a reliable source of information on past earnings from self-
employment. However, because of the lag between the end of the tax year and

the date by which individuals must file their self-assessment tax return, officials
determined that the eligibility must be based on returns for the 2018/19 tax year,
therefore excluding all of those who had become self-employed since April 2019 from
the first three SEISS grants. Had HMRC had more timely information on self-employed
people’s incomes, the government could have helped a wider group of people more
quickly without additional fraud risks. Such information will be available once HMRC's
Making Tax Digital programme is fully implemented. This project, which was originally
due to be implemented by 2020, is now not due to be fully rolled out until April 2027.

Box 1: How Covid economic support policies built on existing infrastructure

Loan guarantee schemes

CBILS was built on the existing Enterprise Finance Guarantee (EFG) programme,
which facilitates lending to smaller businesses that are viable but unable to
obtain finance because they do not have enough collateral.”” The government
set up the programme in 2009 and the BBB took over the management of it
when it was established in 2014. Lenders that were part of the EFG programme
had to go through an accreditation process. This process was streamlined for
the Covid loan schemes, but it still took some time to accredit new lenders.
The use of lenders who had already been accredited under the EFG was crucial
to the speedy delivery of CBILS —setting up a new scheme from scratch would
have taken much longer. On average the accreditation process took 66 days

to complete during the pandemic.” It was only possible to issue loans quickly
in the initial phase because of the work that had been previously undertaken
on the EFG.

The Covid-19 Corporate Financing Facility (CCFF) was based on a ‘commercial
paper’ scheme, which had formed part of the Asset Purchase Facility (APF) that
the Bank of England launched in February 2009 to support businesses in the
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wake of the financial crisis. These schemes operated by purchasing commercial
paper, which is an (unsecured) debt instrument that larger businesses commonly
issue to manage their day-to-day cash needs, such as payroll and the payment
of suppliers. The concern at the start of the pandemic, as during the financial
crisis, was that market interest rates were too high for commercial paper,
creating a risk to firms’ financial stability, so the facility was essentially a Bank
of England commitment to buy up commercial paper at below market rates.
Officials told us that the CCFF was able to be set up so quickly because the Bank
of England had already worked on the scheme design and had experience in
deploying it during the financial crisis.

Employment support schemes

The chancellor’s objective was to prevent widespread unemployment, preserve
employer—employee links and so enable businesses to get back up and running
quickly when restrictions were eased. It was not possible to achieve these
objectives through the standard welfare system because that only covers 3
specific portion of the working population. So, to achieve its employment-
related objectives, the government turned to the system that does hold
information on the working population: the tax system. Differences in how the
employment support schemes worked for distinct groups in the population
therefore depended on how those groups get taxed.

Those in employment pay their income tax and National Insurance through the
Pay as You Earn (PAYE) system. Under PAYE, information about an employee’s
tax and deductions and - crucially — their income is transmitted to HMRC every
time they are paid. This system enabled the Treasury and HMRC to implement
the Coronavirus Job Retention Scheme (CIRS), under which employers could
apply for a grant to pay the wages of employees, as described above. The PAYE
system enabled compliance checks to be built into the system and minimised
information requirements for applications.

Delivering support to those outside the PAYE system, though, was more
complicated. That is because the tax system is largely 12-18 months behind
events. Someone could start a business in April of, say, 2019 and their first

tax return would not be due until January 2021. It was therefore not possible
to implement compliance checks for those who had become ‘recently’ self-
employed (that is, since the start of April 2019), so the decision was taken to
exclude this group from the Self-Employment Income Support Scheme (SEISS).
HMRC also only collects the information that is necessary for processing a

tax return. That meant that other information that would have been useful for
designing SEISS — such as whether someone was receiving dividends (in lieu of
labour income) from a closely held company — was not routinely collected, which
ultimately contributed to some of the ‘*hard edges’ in the schemes, which we
describe below.
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Departmental capacity, as well as the available data and systems, limited the
reach and effectiveness of support policies

The issue of exclusions from government support schemes due to eligibility reasons
was salient throughout the pandemic. Think tanks, MPs and campaigners all put
pressure on the Treasury and other parts of government to amend the schemes in
order to close gaps in support. While those excluded from the CIRS and SEISS were
eligible for other aspects of government support — such as means-tested benefits and
business loans — these were far less generous than the other schemes.

There are examples of where the Treasury and delivery departments responded to these
concerns and amended the schemes. Some examples of this include the following:

+ The second SEISS grant made provision for claims from new parents and reservists
to claim (for the first grant as well as the second) if they had been deemed
ineligible for the first grant, either because they were taking time out for childcare
or because they received employed income from the Ministry of Defence (MoD)
in the 2018/19 tax year.

+ From the fourth SEISS grant onwards, new claimants could use their self-assessment
tax return for the 2019/20 tax year, meaning newly self-employed people could
receive SEISS.

+ Changes were made to the furlough scheme — described in more detail above —that
allowed businesses to bring back employees on a part-time basis and to furlough
employees on long-term parental leave.

However, there are some examples of gaps that persisted throughout the pandemic
and changes to the support schemes did not remedy them. From our research
interviews and the government’s interim evaluations of its own policies, this was due
to judgments made about how much additional fraud risk ministers and officials were
willing to take, given the constraints that data, system and deliverability concerns
posed. The Treasury told us that it also reflected ministerial decisions about the
acceptability or otherwise of the hard edges that would have been introduced by
some of the options for tighter targeting: for example, it would have been possible

in theory to use VAT returns data to target support to those businesses that had
suffered larger falls in sales. However, not all businesses are required to submit a
VAT return (specifically those with turnover of less than £85,000 per annum, which in
February 2020 equated to 38% of employers). In addition, those that do submit their
VAT returns do so at different times of the year (there are three separate reporting
cycles). So for these reasons, using VAT returns would have introduced inequity
between otherwise similar businesses.

Possibly one of the most salient of the ‘excluded’ groups was limited company
directors who take income from their companies predominantly in the form of
dividends rather than a salary. The Treasury Select Committee and a wide range of
external organisations pushed the Treasury to extend support to this group.
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A coalition of those organisations put together a proposal for a ‘Directors’ Income
Support Scheme’ (DISS) for the government’s consideration.”” It was possible for the
government to put support in place for this group, as it would have been for the vast
majority of those who ended up being excluded. Ultimately, however, the chancellor
decided not to proceed with such a scheme because he judged that it represented too
high a risk of fraud and error. In response to the select committee’s report on gaps in
economic support, the chancellor said:

The principles underlying the Government’s approach to CIRS and the SEISS are to
target support to those who need it most and protect taxpayers’ money against error
and fraud... [we] do not have data to verify what parts of a Director’s income to
support...[and] relying on self-certification to identify Directors or determine income
sources could open any scheme up to unacceptable levels of fraud and error.”®

Ultimately, Sunak had concluded that, largely because data limitations meant that the
checks presentin SEISS and CIRS could not happen within a scheme like DISS, the risk
was too high: "A draft error and fraud planning assumption, based on nearest proxies,
suggests that the error and fraud range for the DISS is wide and could be as high as
20%."77 Itis not that it was not possible to close the gap — devolved administrations
introduced schemes such as the Northern Ireland Directors’ Support Scheme’® — but
ministers in the UK government decided that they did not want to take the additional
fraud risk associated with it.

This shows how using delivery mechanisms based on systems and data constructed for
other purposes (responding to a financial crisis or collecting tax) constrained the ability
of economic support policy to deliver support to some of those who needed it. Had the
Treasury considered and planned for a macro-economic crisis of the variety and scale
of the pandemic, it might have been possible to design effective and implementable
schemes to fill such gaps.

There are clear parallels here with the design of financial support policies in response
to the energy crisis, which was triggered by Russia’s invasion of Ukraine. The initial
focus then was on providing financial support to those who might struggle to pay
their energy bills. To deliver this quickly, the government opted to use the welfare
and tax systems to direct money to people (through one-off payments to those in
receipt of benefits and council tax rebates, respectively). But this is not the best way
to target those at risk of entering fuel poverty, as it left large gaps in support for some
groups. Universal support was also offered but this ran the risk of spreading money
too thinly. Delivering a more sophisticated set of support would have taken more
time: a social tariff,”” for example, would require energy suppliers and HMRC to share
data with each other and be able to match up individual records, which is a potentially
lengthy and difficult process.

In the interviews and roundtables we conducted for this research, participants
provided other examples of how existing systems and data limited the policy tools
available to the government, given that there was, rightly, a limit to the amount of fraud
risk that ministers were willing to accept. For example, the government's ability to
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limit support to employees in particular parts of the country, when there were locally
differentiated public health restrictions, was limited by the fact that government
does not hold any information about where employees work. The government also
did not have comprehensive, up-to-date information on which sector each business
or self-employed person works in, which also limited the ability to target support on
‘affected’ sectors. The UK government also could not send payments to households in
the way the US government did because the UK tax system, which is individual-based,
generates almost no information on household structures — such information is only
available for those who receive benefits, who are assessed on a household basis.*

There are good reasons why the government does not require individuals and
businesses to provide information that is not needed for the normal operation of

the tax and benefit systems — doing so would create costs for the public and private
sectors. In response to a recent HMRC consultation on improving the data HMRC
collects on taxpayers,®* tax practitioners raised concerns about the burdens that
would be imposed particularly on self-employed people if HMRC required additional
information to be provided.

The experience of the pandemic showed that there are clear potential benefits to

the government having more detailed information on businesses and households

to enable it to target support more effectively when things go wrong. This could

offer benefits to the public purse — by reducing fraud and making it easier to target
just those in need, rather than offering universal support —and to businesses and
households, by reducing the likelihood that they are left out of government support
or get only limited support. But since it is impossible to predict what the next crisis
will be and thus exactly what information would be most useful, these benefits would
need to be weighed against the costs for the government and the private sector of
collecting more information just in case.

Further improvements to economic support schemes would have been possible
if the Treasury had not suffered from optimism bias

Another variable that will have influenced the government’s decisions on any changes
to economic support policies is how long it thought the policies would have to remain
in place: that expectation will have affected whether or not ministers and officials
judged that expending extra effort and resources on making changes to a particular
scheme would have been worthwhile.

Public health measures largely dictated the timing of economic support policies,
since the aim of these policies was mainly to cushion the impact of public health
restrictions. However, the Treasury still needed (and had the freedom) to anticipate
how those restrictions might evolve — drawing on information from the government's
scientific advisers —and prepare for the possibility of extending or withdrawing the
support as appropriate.

What was possible with existing data and systems — combined with ministers’ risk
appetite — did bind what the Treasury could do with its support schemes. But optimism
bias is likely to have played a role too. It would have been possible to remedy some

33 THE TREASURY DURING COVID

INQO000226497_0033



of the problems with the schemes in a way that did not substantially increase the risk
of fraud and error but may have required extra resources (as we outline below). The
actions of the Treasury, at least through 2020, suggest that the department (or at least
ministers, who were ultimately responsible for the decisions made) continually thought
that the pandemic, and therefore the support schemes, were only going to persist for a
few more months. Many members of the public and some in the economics profession
shared this optimism but, as we argue in the next chapter, the government'’s scientific
advisers did not share it. It was also not consistent with the downside scenarios that
the OBR sketched out in July®” and November 2020.%

Some of the ‘hard edges’ in some of the support schemes were never removed, even
though some would have been relatively easy to address. Ministers also gave very
little notice for the extensions to the support schemes in the autumn of 2020, creating
uncertainty for businesses and workers.

Some easy-to-make marginal improvements to the support schemes were

not implemented

As an example, one of the gaps in support that was commonly cited was for self-
employed people with trading profits above £50,000. This group received nothing,
whereas those just below that threshold were entitled to the full SEISS payment. This
introduced a very ‘hard edge’ into the system, which many believed was unjust. The
government’s own evaluation of the SEISS scheme found that this did have an impact
for those just on the wrong side of the threshold:

Some workers either side of the eligibility thresholds had contrasting outcomes due
to constraints on the scheme’s design. Some individuals assessed as ineligible were
only marginally different to those who were potentially eligible for the grants (for
example if they had just over £50,000 of trading profits) and saw worse outcomes
than those who were able to claim the SEISS.*

In recognition of this, the Treasury Select Committee endorsed a proposal from the
Institute for Fiscal Studies™ in January 2021 to provide a tapered form of support to
those with profits between £50,000 and £100,000, which would still have avoided
giving out lots of money to those on already high incomes (the intention of the initial
threshold) without the ‘hard edges’ present in the initial design.

Ultimately, the chancellor rejected this suggestion because of the “complexity of
introducing and administering such a taper”,”® and because it would only benefit a
small number of individuals. Some expressed frustration at this. Paul Johnson, director
of the Institute for Fiscal Studies, said: “That the combined efforts of HMRC and
Treasury could not come up with anything that was one iota better than something
that was clearly, to be kind to it, extremely rough justice back in the spring was, as |
said, quite disappointing.”®’ Interviewees told us that the Treasury engaged very little
with the downside scenarios that, for example, the OBR set outin summer and autumn
2020. An unjustified confidence that these negative scenarios would not transpire
would have led ministers to under-weight the potential benefits of filling some of the
gaps in the support programmes.
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Eat Out to Help Out relied on confidence that there would be no second wave

As we discuss in more detail below, the Eat Out to Help Out policy, announced in July
2020 and in place during August, encouraged people to go to eat in restaurants. This
policy explicitly encouraged face-to-face interaction in public places, rather than
just offering cash support to hospitality businesses or their employees. The design of
the policy suggests the Treasury was confident that there was little risk of a second
wave of infections and had little danger that the policy might contribute to that. This
belief was out of line with understanding at that time among the government's health
advisers and many others.**

In autumn 2020, schemes were extended with very little notice

In the initial stage of the pandemic, policies were designed quickly to be delivered as
soon as possible, with the belief that they would only be needed for a matter of months.
The initial CIRS, for example, was expected to be in place only from March to May 2020.
It was then extended several times as public health restrictions were extended:**

+ On 17 April 2020, around a month after the initial announcement, Sunak announced
that the scheme would run for a further month until the end of June.

* Then, on 12 May, the chancellor announced that the scheme would instead remain
open until the end of October. Over the summer the Treasury announced its plan
for the CIRS to be replaced by a less generous Job Support Scheme (JSS) from 31
October, as it expected restrictions to ease.

» Asitturned out, the UK was hit by a second wave and on 31 October, the day that the
CIRS was due to expire, Prime Minister Johnson announced a second lockdown. That
day the chancellor also announced — with only hours until it was set to expire —that
the CIRS would be extended again, this time until the end of December.

* Then, on 5 November, the chancellor announced that the CIRS would remain in place
until 31 March 2021.

» Andthen, on 17 November, he announced that it would stay in place until
30 April 2021.

» Finally, at the spring budget on 3 March 2021, the chancellor announced that the
CIRS would remain in place for a further five months, expiring on 30 September 2021,
although the government's contribution to wages would reduce from 1 July 2021.

This timeline illustrates the uncertainty that many workers and businesses were facing
about the support that they would be receiving as the government went through
successive rounds of updates to public health restrictions. This stemmed from the
uncertainty around the path of coronavirus and thus the necessary public health
restrictions. However, there were actions that Treasury ministers could have taken
that would have reduced uncertainty for the private sector. In particular, they could
have been clearer that support would be extended in the event of further restrictions,
rather than sticking rigidly to firm end dates, particularly during autumn 2020.
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The uncertainty that was created that autumn is likely to have acted against the CIRS's
objectives. Firms who want to make workers redundant must notify the business
secretary (via the Insolvency Service) at least 30 days before the dismissal takes effect.
In autumn 2020, firms were likely, therefore, to have been making significant decisions
about their workforce 30 days before the CIRS was due to end —that is, towards

the end of September. Indeed, there was a very large spike in HR1 (redundancy)
notifications submitted to the Insolvency Service at around this time. This was long
before the chancellor belatedly announced the extension of the CIRS on 31 October.
Although that announcement coincided with the formal confirmation of a new
lockdown, there had been public speculation for weeks before this about rising case
numbers and the likelihood of further restrictions. Long before the lockdown (and

the extension of the CJRS) was announced, businesses had been worried about the
prospects for their businesses and for their ability to retain staff.

Figure 1 HR1 Redundancy notifications and CIRS extensions
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Source: Institute for Government analysis of Office for National Statistics, '‘Advanced notification of potential
redundancies’, 14 April2023.

In practice, the period of time for which the CIRS and SEISS ran was tied to the period
during which the government imposed substantive restrictions on economic activity.
This connection was sufficiently implicit in the Treasury’s actions that, in November
2020, when constructing forecasts for future economic activity and public borrowing
under scenarios that allowed for further waves of infections, the OBR chose to assume
that the availability of labour market and business support schemes would “var[y] with
the severity of the virus and stringency of public health restrictions”?° This was done
to generate more plausible forecasts of what it actually expected would happen in
those scenarios. But for months, Treasury ministers stuck to announcing firm dates on
which policy would change, rather than being clearer that the duration of the policies
was, in effect, conditional on the state of lockdown measures.

The later ‘roadmaps’ that the Cabinet Office produced — such as the February 2021
‘roadmap out of lockdown’ - provided a clearer indication of this conditionality, stating
that: "The Government is committed to do whatever it takes to support the country
through the COVID-19 pandemic and support will continue... as restrictions ease and
the economy is gradually and safely reopened, the Government will carefully tailor the
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level of support to individuals and businesses to reflect the changing circumstances.””*
Budget 2021 then, if anything, over-compensated: deliberately “going long”, as Sunak
putit, “to accommodate even the most cautious view about the time it might take to
exit the restrictions".”” In interviews and roundtables for this project, stakeholders
pointed to the issues, largely during the first nine months of the pandemic — high
uncertainty over the length of the schemes and failure to make some of the more
marginal changes — as their main frustration with the Treasury during the pandemic,
despite being impressed with the overall scale and shape of the policy response.
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3. The Treasury’s contribution to
the government’s overarching
pandemic response

Aside from its role in designing and implementing economic support policies, the
Treasury also performed a crucial role during the pandemic — as the centre of economic
and fiscal expertise in government —in understanding how it had and was likely to
affect the economy, what the impact of potential policy interventions was likely to be,
and how economic activities interacted with the spread of Covid.

Ultimately, ministers make policy decisions and their personal beliefs, political
considerations, and evidence and advice they gather from a variety of sources may
influence those decisions. But one crucial input into those decisions is the advice and
evidence they receive from civil servants.

A fully effective government response to Covid depended on strong
analysis from the Treasury being shared openly across government
In addition to briefing its own ministers to help them understand and respond to the
pandemic, the Treasury had two important cross-government roles to play, and strong
analysis needed to underpin them.

Having bilateral relationships with other departments

The first of these was to liaise bilaterally with other departments. One of the purposes
of this would have been to provide them with insight on what was going on with the
economy and what might happen in future. On the latter, of course, the OBR produces
the government’s official forecasts a minimum of twice per fiscal year. But events
evolved rapidly during the pandemic and so the OBR's forecasts were quickly out of
date, meaning there was a need for an updated assessment more quickly.

These questions mattered to a huge range of departments, since what was happening
in the economy crucially affected the issues many of them faced. For example, the
Department for Digital, Culture, Media and Sport (DCMS) had to support arts and
sports businesses and voluntary organisations to weather the pandemic, which
depended on whether those organisations would be able to open their doors to paying
customers —and whether there was any appetite from potential customers to turn up.
The Department for Transport, meanwhile, had to devise programmes of support for
train companies, which also depended on how much economic activity was going on
and whether people were moving around the country to make this happen.

The other analytical support that departments needed from the Treasury was in
helping to think through the potential economic impacts of policies they were
considering. The pandemic had complex effects on people’s behaviour and economic
activities. Furthermore, some of the interventions being considered were things that
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had never been done before: for example, imposing rules on how close people could
be to one another in public places. There were, therefore, lots of tricky issues that had
to be engaged with to properly understand the likely economic impacts of policies.
The Treasury, as the centre of economic and fiscal expertise in government, would have
been best placed to help departments grapple with these questions — sharing insights
on common issues and promoting a consistent understanding of the interactions
between different parts of the economy.

Contributing to a central synthesis of analysis that the Cabinet Office
carried out

The second role that the Treasury had to play in sharing analysis across government
was in feeding into the synthesis of analysis that the Cabinet Office carried out.

The prime minister makes major policy decisions, usually in consultation with cabinet
ministers. To support these decisions, Cabinet Office officials collate and synthesise
evidence from across government, which is used to brief ministers. Exactly how this
was done varied through the course of the pandemic.

Synthesis of a wide variety of relevant knowledge (such as scientific, legal, economic,
operational and so on) is essential to good decision making. Yet it is incredibly difficult:
there is no obvious hierarchy to show that one type of evidence is more important
than another, and in many cases there will be an incredible amount of information

that would be very difficult for any individual — no matter how knowledgeable - to
bring together. Further, itis a case of not just looking separately at all the evidence
from different experts and advisers and weighing it up, but also being able to see how
all these factors would interact. Regardless of how good the inputs are, there is no
guarantee that those inputs will be brought together in a way that produces the best
advice and outcomes.”

The Cabinet Office always plays an important role in synthesising evidence from
across government. But this task was especially important and difficult during the
pandemic because: (a) there was a great deal of new knowledge being generated from
the beginning of the pandemic; and (b) there were very complex interdependencies
between economic, health, social and other aspects of the pandemic. Synthesising
evidence effectively was, therefore, not simply a matter of taking analysis that
different departments had done independently and merging it together to present to
ministers, but instead required working with the experts from different departments to
integrate their different insights and produce a joint piece of analysis.

This process appears to have become more effective over time. In part this was
because it took time to establish new team structures and ways of working to support
the process during the pandemic. But other factors are also likely to have been
important. For example, the uncertainties being faced diminished significantly once it
was clear in late 2020 that an effective vaccine could be developed and distributed.
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The early crisis response

At the start of the pandemic, the government made use of existing crisis response
structures. The main forum for responding to the crisis and making decisions

was COBR (Cabinet Office Briefing Room) meetings, which were intended to bring
together all ministers, officials and agency staff relevant to the subject. COBR was
designed to keep ministers appraised of the developing situation, to ensure that
the wider response of the government was co-ordinated, to record and disseminate
key decisions and updates, and to provide up-to-date information for the decisions
ministers needed to make.

The civil contingencies secretariat within the Cabinet Office supported this COBR
committee and was responsible for co-ordinating different departments and agencies
in response to the emergency, including synthesising evidence.

In the very early stages of the pandemic, there was arguably less need for Treasury
analysis to be fully integrated with that of other departments because of the nature

of the decisions that were being taken. By mid-March 2020, the prime minister had
decided to impose a lockdown. Once that decision had been made, the Treasury's task
was to design policies that would minimise the economic harm while the lockdown was
in place. As a result, the analysis the Treasury needed to do at that time —and which
the Cabinet Office needed to convey to other ministers —was to examine the economic
effect of alternative economic policy options conditional on the nationwide lockdown
being in place. There was also very little evidence available in these very early stages.
Decisions understandably had to be taken with a relative absence of information and
analysis: there was little understanding of the nature and scale of the pandemic, and
waiting for it to materialise before acting would likely have meant waiting too long.

Late spring to autumn 2020

As it became clear that the pandemic was going to last for some time, the government
recognised that these emergency decision making structures were not adequate for
brokering a coherent, cross-government response over a sustained period of time. The
structures at the centre of government, therefore, evolved over time.

Decision making initially shifted away from COBR to a daily Covid meeting, led by the
prime minister (or by Dominic Raab, the deputy prime minister, when Boris Johnson
was ill with coronavirus). Four implementation committees (for health, public services,
economic response and international) sat below this, which the relevant secretaries
of state chaired.

Finally, in early June, the government settled on a structure with two cabinet
committees: one for the Covid strategic response (chaired by Johnson) and one for
Covid operational issues (chaired by Michael Gove), with relevant sub-committees
formed on various issues as they arose. A so-called ‘quad’ of ministers — the prime
minister (Johnson), deputy prime minister (Raab), chancellor (Sunak) and health
secretary (Matt Hancock) — also made some decisions.’
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A Covid taskforce supported these decision making forums. This taskforce was headed
initially by Simon Case, who was appointed permanent secretary to the Cabinet Office
on 22 May 2020. James Bowler then took over this role in October 2020. As Bowler
said, the taskforce's role was "to bring together all analysis, information and policy

for collective decision making in Government. As such, the Cabinet Committees
[Covid strategy and Covid operations] take decisions on that, and ultimately the Prime
Minister.” Three directors general — for analysis, strategy and delivery — supported
Bowler in his role.

A common theme from our interviews was how, from March through to the winter of
2020, central co-ordination was messy and there was no proper synthesis of evidence
in the centre of government. The initial structure — where SAGE reported to COBR and
COBR brought together evidence from other sources that went to the prime minister
—broke down from late March. Some interviewees suggested that this happened
because COBR was not set up to deal with crises that have the breadth and length of
the pandemic; it is much better suited for focusing on short-term crises that crystallise
within a particular policy area.

It seems to have taken many months for the Covid taskforce to operate effectively
in synthesising evidence. Part of the reason for this was that there was no existing
analytical capability for domestic policy issues within the Cabinet Office, so this had
to be built up ‘'mid-flight'. This, combined with significant churn in decision making
structures, meant that it took time to build up enough capability.

The constraints on capability for decision making in the pandemic contrast with
capability in relation to intelligence issues, where the Cabinet Office has a standing
function to synthesise evidence. The Joint Intelligence Committee has played a long-
standing role in co-ordinating insights that the various intelligence services have
provided to agree the best understanding of the available evidence on intelligence
issues. The consensus thatis reached on the evidence is then shared with ministers
to help inform their decisions. But there is no similar standing function to synthesise
evidence on domestic policy matters. This was sorely needed during the pandemic:
it was legitimate for ministers to reach different conclusions about the appropriate
policy actions, but imperative they based their decisions on the same information.

However, it took many months for this type of evidence synthesis to be done
effectively. This is evident in the apparent confusion over who was responsible for
some of the most significant decisions early on in the pandemic, and in particular the
advice that underpinned them, according to a report of the House of Commons Public
Administration and Constitutional Affairs Committee published in March 2021.°

During this phase, the way in which evidence from different departments fed into
central decision making depended quite heavily on the approach that individual

ministers and officials in different departments took, including how open they were
to sharing and discussing their data and analysis.
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Late 2020 onwards

From late 2020 onwards, there was an analytical team, led by the director general,
Rob Harrison, responsible for synthesising analysis from across government. This
brought together analysts from different departments and got them to work together
in a way that had not happened up to that point, helping to ensure that a more
comprehensive, balanced and consistent set of, and interpretation of, evidence was
feeding into ministerial deliberations.

There were important differences in how scientific evidence and other types of
evidence were synthesised

From the very start of the pandemic, the civil contingencies architecture was
complemented by a separate architecture for scientific advice. The Scientific

Advisory Group for Emergencies (SAGE), which has been a core part of the UK's
emergency response architecture since 2009, brings together independent

scientific research and analysis from across government, academia and industry. In
emergencies it provides a single source of co-ordinated scientific and technical advice.
SAGE was co-chaired during the pandemic, as in other public health crises, by the chief
medical officer for England (Chris Whitty) and the then government chief scientific
adviser (Patrick Vallance).

There was no similar architecture for social or economic advice. As a result,
departments had to provide that type of advice — either feeding it to the Cabinet Office
to draw together and share with all ministers or through direct briefing of individual
ministers. It was, therefore, much less transparent what evidence was used or how

it was shared within government. Similarly, any understanding of how scientific

advice interacted with other types of evidence also relied on these less transparent
mechanisms. There were no formal mechanisms in place for drawing on social and
economic research and analysis from outside government unless departments had — or
set up —their own systems for this.

Civil servants have a duty to provide impartial, objective analysis
The civil service code states that civil servants must assist the government of the day
with “integrity, honesty, impartiality and objectivity".® Analysts within government are
also governed by the government analysis functional standard, which requires, among
other things, that analysis uses the most appropriate inputs and methods, and that
results are presented impartially.’

This means that civil servants have a duty to assess rigorously all relevant analysis and
use itin advice to ministers, even if it is inconvenient or does not align with ministers’
preconceptions. In the context of the pandemic, this meant that Treasury civil servants
should have been doing their utmost (within resource constraints) to gather or produce
all analysis that could have helped inform government decisions, including the short-
term and long-term impacts and the potential spill-over effects of policies that the
department was considering.

While this is how effective government should work in principle, it is worth
highlighting the issues that officials will face in practice. On issues that are highly
political or ideological — which certainly includes Covid lockdowns as well as most of
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the otherissues that the Treasury deals with, such as public spending — ministers are
more likely to have relatively rigid prior beliefs about the correct approach. The reality
is that ministers will welcome material that accords with their prior beliefs and often
reject analysis that does not. It is difficult to get civil servants to offer dispassionate
analysis if their ministers do not welcome it. A recent worsening in the relationship
between ministers and officials is likely to have exacerbated this issue, which we
discuss in greater length below.

Ministers constrain officials’ ability to share analysis

Public policy issues often span departmental responsibilities. It is, therefore, common
for officials across different departments to discuss ideas and share analysis with one
another. But, in principle, their ministers’ preferences constrain their ability to do this.
While civil servants have a duty to advise ministers in their department objectively
and impartially, itis ultimately for ministers to decide whether they are happy for any
of that advice and underlying analysis to be shared outside the department, including
with officials and ministers elsewhere in government.

In practice, ministers rarely have the time or inclination to review and sign off or
block every piece of information that their officials might want to share outside
the department. However, ministers’ preferences —and senior civil servants’
interpretations of those — can set the tone within a department, affecting how
openly officials engage externally.

Effective decision making required complex economic analysis that
went beyond describing what was happening in the economy

In the context of the pandemic, and the role that the Treasury played in the wider
government response as described above, there are three broad types of economic
analysis that would have been useful for the Treasury to produce to inform the
government’s response:

1. Monitoring what was happening in the economy. It was important to know
the scale and nature of the shock that Covid imposed. This would have helped
the government to identify the sectors, places and demographics most
affected, which in turn could have informed the development of economic
support —and other — policies.

2. Providing analysis of how the economy would evolve. This would have helped
departments to adjust policy and communications against a rapidly evolving
economic backdrop.

3. Unpicking the distinct effects of restrictions and behavioural responses. This
more advanced analysis was important for contributing to debates in the centre
of government on overall pandemic policy and helped to ascertain the true costs
of lockdown policies. Taken further, this work could have addressed questions
around the potential impact of a range of different approaches to managing the
pandemic, something that simply monitoring the economy would not allow.
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This section describes each type of analysis in turn and sets out why it would have
been useful for informing decision making during the pandemic. The Treasury was
unable to engage with the research process for this project in a comprehensive
way, so we cannot claim to have complete knowledge of what the Treasury was
producing internally. Instead, what is described below is based partly on testimony
from some former officials, our assessment of analysis that is in the public domain
as well as evidence from interviewees about what the Treasury shared with other
government departments.

This evidence base allows us to assess how the Treasury performed the roles set out
above in terms of its bilateral relationships with other departments and feeding into
the central synthesis function that the Cabinet Office runs. It also throws up several
interesting questions around the amount of work done within the Treasury, and the
role that ministers may or may not have played in limiting the extent to which that
work could be shared with others in government, MPs and the wider public. The Covid
inquiry should examine these questions.

Using new techniques, the Treasury was able to quickly get a grip on what was
happening in the economy to inform the development of support policies

As we describe at the start of Chapter 2, (the nature and scale of) the pandemic came
as a surprise to the Treasury and much of the rest of government.? Ministers took the
decision to shut down much of the economy using social restrictions. In this context,
the government needed to know the extent of the macro-economic impact of this
decision, as well as its distribution across sectors and places, to understand what was
going on and where support would be required. Although the initial schemes were -
necessarily —designed without knowing the precise scale of the economic shock and
therefore exactly how much support was required, this sort of information was crucial
for understanding where schemes required modification and when it might be safe to
reduce the level of support and ultimately withdraw it.

Traditional economic statistics that the Office for National Statistics (ONS) produces
arrive with a substantial delay because of the detailed survey and methodological
work that underpins them. Data on GDP is available on a monthly basis at a broad

‘by industry’ level but is released around six weeks after the period the data covers.
Analysts must wait potentially several months more and rely on quarterly rather than
monthly estimates if they want breakdowns of GDP by expenditure component (for
example, private consumption, investment and government consumption) or region.
Given this, many of those both inside and outside government seeking to understand
the economic impact of the pandemic began to use real-time indicators (RTls) — data
that is updated much more quickly and frequently but is typically not underpinned by
the same detailed methodological work required to produce official national statistics.

The Treasury rapidly adapted to use new data sources to understand what was
happening to the economy in real time

The Treasury did not produce RTIs itself, but it used them quickly and effectively. In
a speech to the Strand Group on ‘Covid and the UK Economy” in June 2022, Clare
Lombardelli — the department’s then chief economic adviser — outlined how the
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Treasury used a combination of real-time data sources, including publicly available
ones such as OpenTable restaurant bookings and private sources such as Revolut card
payments data, to understand what was going on in the economy. She noted how this
was a transformation, with “fast and big data used in a way we never had before"”’

Itis natural for the Treasury not to have devoted resources to the production of

RTls, instead relying primarily on the ONS, whose efforts were guided by extensive
consultation with the Treasury and other departments to identify government's data
needs. As described in Box 2, the ONS had developed the expertise —and shown that
it was willing to accept the additional uncertainty’® — necessary to produce this type of
faster indicator. The ONS performed well as a centre of expertise during the pandemic,
consulting departments on what data they required to address various policy
challenges, and then seeking new data sources to address as many requirements as
possible. Examples included the following:

+ A Business Impact of Covid-19 Survey (BICS) was conducted, which surveyed a
sample of businesses every two weeks on key issues such as whether they were
open, how Covid had affected outcomes such as sales and prices, and cash flow.*
The questions were frequently changed in line with requests from departments
about what would be most useful.

* Anexperimental index to measure the number of vacancies in the economy using
data on job advertisements that Adzuna provided.*

+ To track spending in real time, indicators for monitoring spending on UK debit and
credit cards using CHAPS (Clearing House Automated Payment System) data that the
Bank of England provided.**

Our research has shown that the Treasury's pre-pandemic data science capabilities
were almost non-existent, in terms of both skills and infrastructure. The Treasury had
very few people employed as data scientists before the pandemic. BEIS had lent the
department its first such individual only in 2019. The department also did not have the
necessary infrastructure for analysis, such as the type of secure cloud-based analytical
platform of the type that BEIS had developed.

While the Treasury may not have required the capability to produce new data sources
itself, the department's lack of skills and infrastructure did nonetheless have costs: it
meant that the department was using somewhat inefficient methods to share data. The
data was packaged into charts within a PowerPoint slide pack before being shared with
officials and ministers, rather than being shared using, for example, an interactive tool
that would have allowed the user to explore the data (and understand its implications)
in greater depth. Other departments, including BEIS, developed these sorts of tools.

The survey has been maintained — rebranded as the Business Insights and Conditions Survey —and the
ONS now uses it to track how current issues, such as supply-chain constraints and the energy crisis, are
affecting businesses.
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Box 2: Data science capabilities and the development of real-time indicators
in government during the pandemic

BEIS already had several data scientists working in the department at the start
of the pandemic, and had built the necessary infrastructure for deploying

data science techniques at scale (in particular the department’s cloud-based
analytical system, CBAS).** This meant that the department was able to
quickly install a multidisciplinary data science team of around 20 staff — named
‘advanced analytics’ —to act as an internal consultancy providing data science
services to key BEIS policy areas.”” These officials quickly developed a range of
real-time indicators that were shared across government —including with the
Treasury — to inform policy development during the pandemic.*®

Before the pandemic, the Bank of England had also been investing in greater
use of data science techniques and alternative data sources. The division
responsible for this was established in the early 2010s. It expanded after the
Brexit vote to develop tools; for example, to track trucks near ports to measure
trade frictions.'” The Bank of England was able to scale up this capability for
Covid, including using measures of traffic flow developed after the Brexit vote,
as well as new indicators such as payments data to measure different types of
consumption in real time.'®

The ONS, spurred on by the recommendations in the 2016 Independent Review
of UK Economic Statistics,'” established its Data Science Campus in 2017,
employing a cadre of data scientists and developing a training programme for
those who wanted to develop these skills within the public sector.”” The ONS was
widely praised for the creation of a broad range of new real-time data sources
during the pandemic, which included using VAT returns to estimate economic
activity in real time and the development of new rapid surveys; for example,

of the business sector. The existence of the campus before the pandemic was
crucial in enabling this: some indicators such as the one using VAT returns
already existed (having been developed to help produce more timely estimates
of GDP), while experimenting with techniques and datasets subsequently fed
into the development of new indicators.

CBAS provides analysts with scalable data storage and a suite of analytical tools, including standard statistical
software (SAS, SPSS and Stata) as well as open-source software such as R, and data science, programming, data
visualisation and mapping tools.

3. CONTRIBUTION TO THE WIDER PANDEMIC RESPONSE 46

INQ000226497_0046



The Treasury shared its assessments of economic data with other parts of government
Interviewees told us that the Treasury was effective at collaborating with other
departments to compile and share economic data. As described above, the Treasury
used products from the ONS, BEIS and elsewhere to quickly build a portfolio of real-
time data sources to assess what was happening in the economy, at a high frequency.
The Treasury reinforced this point, telling us that the department “provided advice to
senior ministers and other departments on how the economy was being affected by
the virus and the impact of measures taken in response to it in as close to in real time
as possible. This included, jointly with the Cabinet Office, briefing the prime minister
on a weekly basis and advising on the economic impacts of measures as a key input
to the Cabinet Office Task Force's various reviews” (the Cabinet Office reviews are
discussed in further detail below).

The Treasury also worked closely with the Bank of England and BEIS to share
information on the financial health of the corporate sector. These relationships
helped to combine the comparative advantages of each organisation (the Treasury's
macro-economic surveillance and monitoring capability; BEIS's intimate knowledge
of individual sectors, ability to process microdata and data science capability; and
the Bank of England’s knowledge of financial data) to deliver a product that was more
informative than what each department could have produced individually.

In a few instances, some of this work was published

Some of the work that the Treasury did to assess the points of distress in the economy
was published. For example, in November 2020, the Department of Health and Social
Care (DHSC) published Analysis of the Health, Economic and Social Effects of Covid-19
and the Approach to Tiering.”* This included input from the Treasury on the economic
impacts of restrictions, which built on information that was included in the document
for the 2020 spending review.?* Specifically, the report set out:

* the performance of key macro-economic indicators, such as GDP and
unemployment since the onset of the pandemic

+ which sectors had been most affected by the pandemic (largely those dependent on
social consumption, such as hospitality and leisure)

+ information from new, faster indicators, such as the ONS BICS referenced above, on
the number of businesses reporting falls in turnover in different sectors.

The Treasury were also keen to point us to the work it published in the Budget 2021
document,” which went a step further than the analysis published in 2020. To analyse
the impact of tiered restrictions in the autumn of 2020, the Treasury calculated what
proportion of economic output was covered by each tier of restrictions (the tiers

went from 1 to 4, with tier 4 representing the most severe level of restrictions), and
observed the level of GDP, furlough usage and number of employees in each month.
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The Treasury also maintained its own scenarios for the economy...

On the second type of analysis set out above — providing a view on how the

economy would evolve in order to help departments plan and communicate

under huge uncertainty — the picture is more complicated. The government has an
official forecaster separate from the Treasury, the OBR, which was set up in 2010 to
outsource forecasting for budgets and spring/autumn statements from the Treasury.*
The OBR's remit requires that it produces at least two sets of medium-term (five-year)
forecasts each fiscal year. Exceptionally, the OBR published four assessments of the
economy during 2020:

1. In line with usual practice, the OBR published an economic and fiscal forecast to
accompany the budget on 11 March 2020, only days before the first lockdown was
announced.”” This forecast, finalised weeks before the budget, did not include a
significant impact on the UK economy from the coronavirus outbreak.

2. Next, the OBR produced a “coronavirus reference scenario” in April 2020°° to
explore the possible impact of the coronavirus outbreak, although it noted that
this should not be viewed as a central forecast of what was likely to happen. The
Treasury commissioned this forecast because it was clear that the situation had
evolved rapidly and the economic impacts of the virus would be much more
extreme than had been assumed for the March forecast. The scenario assumed a
steep drop in GDP followed by a sharp ‘V-shaped’ recovery.

3. InJuly 2020, by which time it was clear that Covid would be a more persistent
problem than many had previously imagined, the OBR (unusually) released a fresh
set of three scenarios, published in its Fiscal Sustainability Report.?” The central
scenario assumed a slower recovery than the April version (described by some as a
‘U-shaped’ recovery), alongside ‘upside’ and ‘downside’ scenarios.

4. The OBR then updated these three scenarios a few weeks after the announcement
of the second lockdown in November 2020, in a3 more typical Economic and Fiscal
Outlook, to accompany the 2020 autumn statement.””

Although the OBR produced more forecasts and scenarios for the economy during
2020 than it usually would, there was still a role for the Treasury to play in providing

a more frequently updated view on what was going to happen in the economy. While
the economic outlook does not typically change drastically within the space of a few
months, it did during the pandemic. Between April and July 2020, for example, there
was significant change in the outlook for the economy, with the initial 'V-shaped’
recovery implied by the OBR’s April reference scenario looking increasingly out of date
as time went on.

The work of other government departments was unusually dependent on what

might happen in the economy, as described above. These departments did not
necessarily need a fully fledged economic and fiscal forecast but did need some
broad understanding of how the likely trajectory was shifting, perhaps a commentary
describing how the outlook for the economy was similar to or different from whatever
the latest OBR publication had said.
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The Treasury did maintain its own scenarios for the economy, at least during 2020.
We know that these were being used in advice to the chancellor even in early May
2020, as they were leaked to journalists at The Telegraph, who reported that the note
that officials prepared for Sunak said that “a more realistic scenario” than the idea of
a V-shaped recovery (as was implied by the initial April 2020 OBR reference scenario)
was a "prolonged recovery and some permanent damage to the economy” —in other
words, a U-shaped recovery.”” The Treasury will have no doubt found these scenarios
useful for internal policy development.

... but these were not shared openly with other parts of government

There is no evidence that the Treasury’s scenarios were shared outside the department,
except perhaps with a small group in the Cabinet Office. Several interviewees from
other departments said that the Treasury did not provide the thought leadership on
the economy that they would have expected on what was going to happen with the
economy and analysis of the impact of different policies, beyond simply using data

to look at what was already happening. They suggested that this was particularly
problematic in mid-2020 in the gap between the initial reference scenario that the OBR
published in April 2020°° and the set of scenarios that the OBR subsequently published
in its Fiscal Sustainability Report on 14 July 2020.°* Officials from other departments
complained that - at least in this interim period — the Treasury did not provide a view
on where the economy was going. When pressed, Treasury officials would point to the
early reference scenario from the OBR, but a lot had changed between April and July,
and thatinitial scenario was necessarily made with "no basis for knowing how long the
most stringent public health measures will remain in place”.*”

That other departments were still working off the outdated OBR reference scenario is
shown by a report that the DHSC and ONS published on 15 July 2020, which estimated
the indirect effects of the lockdown on public health using the OBR's April scenario.*
This report was published one day after the new OBR scenarios — painting a very
different picture for the economic outlook — had been published.

The Treasury's insistence that other departments rely on an OBR scenario that was
looking increasingly out of date (or at least as though it did not capture the full range
of possible outcomes) created serious problems for other departments. The OBR
scenario implied no need for a continuation of supportin the case that individuals
would continue to socially distance (voluntarily) in the absence of legal restrictions. It
also provided a misleading sense of how long businesses would need to keep infection
control policies (including social distancing and the use of personal protective
equipment (PPE)) in place.

Faced with this situation, non-Treasury departments turned to each other for views
and analysis on where the economy was headed. We heard from multiple interviewees
that analysts in other departments set up ‘back channels’ and regular meetings,
excluding the Treasury, where senior analysts met to discuss views and share analysis
on the economy. These informal structures inevitably relied on personal relationships
and goodwill - interviewees pointed out that this was a very poor way of running the
co-ordination of economic analysis.
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Of course, Whitehall is not the only place in which economic forecasts are made.

As part of its Monetary Policy Report, the Bank of England produces forecasts every
quarter.®* Research institutes and banks also produce regular forecasts for the UK
economy, which the Treasury publishes a summary of every month inits ‘Forecasts
for the UK economy'** The Treasury told us that it felt this meant that it did not need
to share its own internal assessments with other departments: it said “that it would
be inappropriate to produce rival forecasts to those produced by the OBR as the
government'’s official forecaster”. It pointed to forecasts produced by the OBR, Bank
of England, OECD and IMF. It said that “all of this information was available, and being
synthesised, questioned and analysed, as it became so. Assessment and synthesis of
the available forecasts was shared with CO and other departments.”

However, the argument made by many of our interviewees, with which we agree, is
that the point of the Treasury playing a thought leadership role on the outlook for the
economy during Covid would have been to make sure that departments were working
from a common set of assumptions and were communicating with stakeholders,
including businesses, in a consistent and coherent way.

Asking departments to form their own view is likely to lead to divergences, and
inconsistency in policy making. Itis also inefficient: every department then needs

its own (strong) macro-economic capability, rather than being able to rely on one
centre of expertise in government. In this regard, it is helpful to contrast the pandemic
experience with what had happened during the financial crisis, when the Treasury
would send around an ‘economy narrative’ to other government departments so

that they were all operating from the same assumptions when designing policy and
communicating with stakeholders. The Treasury also led on the co-ordination of a
cross-departmental National Economic Council during the financial crisis.”®

Treasury officials were doing the work for internal purposes, which was no doubt
helpful for advising the chancellor and as an input into other policy advice. But it is
unclear why the Treasury did not perform this role for wider government too.

Making decisions over the severity and composition of social restrictions
required a more complex level of analysis

The third type of analysis set out above —separating out the impact of restrictions
that the government imposed from pure behavioural responses to disease prevalence
—would have been animportant input into deliberations on the appropriate stance

of pandemic policy beyond the surveillance of the economy described above. That

is because simply observing how the economy fares under restrictions does not
reveal the causal impact of restrictions. Even without legal restrictions, if Covid was
believed to be virulent and dangerous enough, individuals would have avoided social
interaction by reducing the hours they worked (particularly if they worked in a setting
with other people and could not work from home) and their consumption (particularly
‘social’ consumption) to avoid the risk of catching the disease.
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For this reason, just correlating economic outcomes with the level of restrictions is
likely to lead one to significantly overestimate the economic cost of restrictions. To see
why, consider the approach that takes the spread of the epidemic as a given fact and
seeks to understand the consequences of it for economic behaviour and outcomes,
designing policy on the back of that.

One of the most compelling statements of this argument was put forward by David
Miles and co-authors in a paper in mid-2020."” The paper conducts a cost benefit
analysis of the initial UK lockdown. In short, it provides a range of estimates for ‘lives
saved’ by the lockdown in terms of quality-adjusted life years (QALYs), as well as using
a range of estimates for the fall of GDP in 2020 (and beyond) as a measure of the costs
of lockdown. Using figures for how much the NHS is usually prepared to spend to save
one QALY (thatis, to provide someone with an extra year of quality-adjusted life), the
authors could express both the life-saving benefits of lockdowns and economic costs
in a single (monetary) measure. They concluded that the costs of the initial lockdown
were much greater than its benefits and called for it to be eased quickly.

This early attempt at a cost benefit analysis provided a useful benchmark calculation
and served to stimulate debate on the pros and cons of what were very stringent
restrictions on society. As the authors rightly say, "bringing together the costs and
benefits is necessary if good policy is to be made”. But as some pointed out following
the paper’s publication, that analysis and others like it failed to appreciate the
interdependency between health and economics.

+ This type of approach likely underestimates the benefits of lockdowns. Jagjit
Chadha, director of the National Institute for Economic and Social Research, argued
that it omitted, for example, “the possible impact on long-term health from the
emergence of long Covid (rather than deaths per se), the loss of lives elsewhere that
might have resulted from an overload of the health system, [and] the impact on the
income distribution from a more rapid spread of the virus as opposed to the socio-
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economic impact from lockdowns”.

+ Italso runs the risk of overestimating the costs. The authors observed the
deterioration of the economy that coincided with the imposition of restrictions
and counted that fall in GDP as the ‘cost’ of choosing to lock down. However, this
fails to address the counterfactual of what would have happened in the absence of
lockdown. Even without any restrictions, in the face of the exponential growth of
a potentially deadly virus, individuals would voluntarily reduce activities that may
expose them to the disease (‘voluntary social distancing’). As we outline later, more
detailed analysis of the counterfactual and pandemic dynamics sometimes suggests
that appropriately timed restrictions have a beneficial economic impact overall.

None of this is to say that social restrictions during a pandemic are unconditionally
good. As this report does not seek to evaluate all pandemic policies, we cannot claim
that any particular pandemic policy was the right or wrong choice. However, it is clear
that assuming that all of the fall in economic output under lockdown was due solely to
lockdown would not give the right answer to these questions.
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The experts who spoke to us emphasised that the value of doing more sophisticated
analysis was in being able to assist in the identification of a ‘sweet spot’ of policy that
balanced economic, health and other social considerations. There were a range of
measures available to government to control the spread of Covid —including social
distancing in public places, mandated mask-wearing, the closure of schools, the
closure of hospitality businesses and guidance to work from home — each of which
could have been imposed everywhere or only in certain places and each of which had
different implications for disease spread, economic output and other outcomes such as
educational attainment or mental health.

Public health restrictions may have been too draconian at points during the pandemic
and/or too wide-ranging when more targeted measures may have had just as much
effect. An unnecessarily tight lockdown in place for too long would of course be
unacceptable. But letting the virus rip through the population and allowing the ‘fear
factor’ to suppress economic activity —on top of severe health outcomes — may have
been equally counterproductive.

Academic economists rapidly developed new techniques to study the economic
impacts of the pandemic

Prior to Covid, the study of the economics of pandemics was quite a niche topic with
little economic research devoted to it. A few economists, such as Flavio Toxvaerd of
Cambridge University, had been researching the economics of epidemics long before
Covid.*” There was a paper written in 2010 about the potential macro-economic impact
on the UK of a flu pandemic*® and the United States Congressional Budget Office

had published a report outlining the potential macro-economic consequences of a
pandemic under two different scenarios.”* Economists were also using epidemiological
models to study non-health phenomena, such as the spread of narratives or stories.*?
Economic historians have also previously investigated the impact of the outbreak of
the Spanish flu** and — much further back — the Black Death in Europe.*

As the significance of the coronavirus crisis became evident, the academic

economics community built rapidly on these earlier efforts to produce a great deal

of research on the topic. Hundreds of papers were written in 2020, often as working
papers or in rapid-response journals such as the Centre for Economic Policy Research'’s
Covid Economics.*

Many of these, inspired particularly by an early contribution from Martin Eichenbaum
and others,*® combined conventional economic models with epidemiological models
that simulate the spread of infectious diseases, which at their most basic differentiate
between those who are susceptible, those who are infected and those who have
recovered from the illness (and are thus called 'SIR' models).

There were several lessons to be gleaned from this research, even in the early weeks
and months of the pandemic, most notably that optimal policy (even if one placed
a very high weight on economic outcomes relative to health ones) involved keeping

These model the decisions that firms make on employment investmentand production, and the choices that
individuals make over how much to work and consume or save.
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Covid in check, either using restrictions to buy time until a vaccine was widely
available or —if the time until a vaccine was widely available was either far in the
future or highly uncertain — using restrictions tactically to keep the pandemic under
control as immunity built up.

One highly complex model would not have given perfect policy prescriptions

It was possible to develop incredibly complex combined epidemiological and macro-
economic models to derive policy conclusions. But given the levels of uncertainty
around key parameters for Covid and the economy, these would not necessarily have
given a clear-cut answer to whether a certain policy should be pursued at any pointin
time. Deriving optimal policy is highly demanding within a non-linear dynamic setting
where there is high uncertainty about the model parameters.

More helpful to policy makers would have been a simpler model that captured some
of the key trade-offs. This would have allowed decision makers to put in their own
assumptions and objectives and see the outcomes of different paths for policy. Policy
makers would have been able to understand what they would need to believe about
the key parameters to think that easing particular restrictions, or imposing them, was
the best approach. It would certainly have taken them further than simply observing
economic outcomes and correlating those with the level of restrictions.

Such models are useful for understanding non-linearities and threshold effects

in the systems they study. An obvious example in the context of pandemics is the

risk involved in letting the virus reproduction rate (the 'R" number) exceed one, at
which point the spread of the virus becomes very aggressive, and (in an epi-macro
model) the economy experiences a significant downturn due to the health system
reaching capacity and individuals voluntarily reducing both their consumption and
the number of hours they work, even in the absence of government intervention. A
situation in which outcomes are linked to a large number of variables in complex ways
—which does tend to lead to a high level of uncertainty in results —is precisely where
modelling can be most helpful to analyse the approach to a problem (even if it cannot
provide reliably accurate forecasts).

Various experts told us how they used the epi-macro literature in different ways to
draw out helpful insights about the economics of pandemics. For example, researchers
at the Bank of England quickly developed an epi-macro model after the pandemic hit.
They found this theoretical model most useful early in the pandemic when there was
little data to analyse. The models helped the bank to understand the role of voluntary
social distancing in suppressing economic activity, what optimal policy (for example,
the extent and timing of lockdowns) might look like, and the impact of seasonality

in infections and the introduction of a vaccine on optimal policy. This was used to

help policy makers on the Monetary Policy Committee understand some of the basic
dynamics of the economics of pandemics.

There was a clear set of lessons to be gleaned from the epi-macro literature, even
relatively early in the pandemic, as set out in Box 3.
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Box 3: Lessons from early work on ‘epi-macro’ (integrated epidemiological
and macro-economic analysis)

The models, based on empirical research,’*“*°° assumed that individuals
would avoid coming into contact with others and therefore reduce their
economic activity (hours worked and consumption) in the presence of a virus.
Individual responses would vary according to the epidemiological parameters in
the combined model (particularly whether the individual is susceptible and what
proportion of the remainder of the population is infected), the risk posed to each
individual from an infection (a function of their age, existing comorbidities and
so on), as well as their own preference for risk (whether they are inherently more
or less cautious than average).

These voluntary actions reduce both economic activity and the spread of the
virus. Yet the models suggest that voluntary action is not enough to achieve
the desired reduction in viral spread because of so-called 'externalities’ - a
general term in economics for when an individual's behaviour imposes a cost/
benefit on others that is not factored into the individual's decision making
process. A classic example of an externality is when individuals consume goods
that pollute the environment but do not pay a price for the damage done.’* In
the context of epidemics, there are "infection externalities’ whereby individuals
impose infection risks on others, not just themselves, when mixing with other
people. People do not fully internalise these ‘social costs’ and act based solely
on the perceived costs to themselves; one estimate suggests that the social cost
of an additional infection is three times greater than the perceived private cost.™
Voluntary changes in behaviour are still likely to contain a pandemic to a greater
extent than epidemiological models alone suggest (which do not allow for any
changes in human behaviour), but are likely to generate more infections than
would be socially optimal.”*** As Silvana Tenreyro, a policy maker at the Bank

of England, noted in June 2020, drawing on this research: "Optimal government
policy institutes containment measures that would slow near term output.””

At least at some points during the pandemic, particularly when infections are
rapidly growing, implementing restrictions with short-run economic costs
achieves virus suppression, which ultimately helps both the economy and public
healthin the longer run.*° This insight emerged in the ‘epi-macro’ literature from
at least as early as May/June 2020. It directly contradicts the claim that delaying or
opposing lockdowns would always and everywhere lead to lower up-front economic
costs.”’ This is because of the strength of the voluntary response to high levels

of the virus: if measures (which may have a dampening effect on the economy in
the short run) are not introduced to suppress the virus, the voluntary response
strengthens as transmission grows, resulting in a loss in economic output thatin
some scenarios is greater than the loss from suppression measures.
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This is evident in the empirical literature, which shows that, once the
prevalence of the virus is statistically controlled for, the imposition of
restrictions reduces economic activity by very little or notatall.” This
demonstrates that controlling the virus was important for economic outcomes
as well as for achieving fewer direct deaths and illnesses from the spread of the
disease. A detailed study comparing the approaches of Denmark and Sweden
found that the relatively stricter restrictions in Denmark had relatively little
additional economic impact beyond the behavioural response of consumers to
disease prevalence, concluding that “governments should weigh the benefits
of the public health interventions in terms of reduced mortality and serious

n 59

illness... against the small differential cost in terms of economic activity”.

Perhaps the most important feature of restrictions in terms of their ability

to control the virus is their timing (rather than severity). If government has a
binding constraint (such as not overwhelming the NHS) then, regardless of the
relative value it otherwise places on economic and health costs, it will have to
impose restrictions once transmission reaches a certain point. Given this, it is
much better to act early to suppress transmission. If restrictions are delayed until
the point where the health service is almost overwhelmed, then they will likely
have to be stricter, and in place for longer, than if a more risk-averse approach was
taken. This would lead to higher economic costs as well as higher transmission.

Of course, the best outcomes can be achieved by improving the range of tools
available so that they achieve the same impact on health outcomes for a lower
economic cost. Several epi-macro papers emphasised that targeting restrictions
by sector®®** would do this because different industries (such as hospitality
and retail) were more likely to drive transmission and that is, of course, what
many countries ended up doing. Others emphasised that targeting by age®*““*
may also, in theory, improve outcomes by (forcibly) protecting older age groups
who were more vulnerable to the worst outcomes from exposure to Covid-19,
while allowing younger groups to continue to engage in economic activity,
though there are obvious significant political and ethical issues in implementing
this. Another common theme in the literature was the suggestion to target by
occupation,®® which is what the “work from home if you can” guidance essentially
did. What we describe more fully below as “smart NPIs (non pharmaceutical
interventions)” also fall into this category.
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Figure 2 Lessons from early work on ‘epi-macro’

We can use graphics like this to show a (very)
i isti i of the d |

trrade-nff;involved in pandemic policy.

?
& 1. Points further to the top of the box signify worse
] economic outcomes, i.e. 2 larger hit to GDR.
=3 employment, and so on. This is also likely to lead to
g a higher cost to government via reduced taxes and
increased spending on support policies.
2. Points further to the
right of the bax signify
worse health outcomes
FROM COVID-19
(excluding indirect
effects): higher rates
of transmission and,
ultimately, death
3. We want to be as close to e —
here as possible - good health
and economic outcomes. But
getting here is unrealistic in a
pandemic: we justwant to be
/ asclose as possible.
] Deaths
The epi-macro literature tells us that the
relationship is non-linear.
2
2 1.0nce transmission is high
5 enough the ‘fear factor,
g compounded by an
3 overwhelmed health system,
leads to bad economic outcomes
- the relatianship is nonlinear.
2.From around this
paintin the stylised trade-off : -
i et G AeSTer oL
restrictions aclievaving economic cutcomes beyond a
suppression for relatively certain point - possibly worse
Tl Aot than at same level of restrictions.
[} Deaths

Source: Adapted from Acemoglu D, Chernozhukov V, Werning W and Whinston MD, ‘Optimal Targeted Lockdowns in a Multi-Group SIR Model' (NBER Working Paper 27102), National

We can add policy positions to this space,
using the literature to guide us on what
outcomes they are likely to lead to.

Output loss,

\ 1. Atone extreme we might imagine a
policy that nobody can come close to

o any other person for the whale time that
Covid-19 exists - “maximum effective
control”, That would result in the lowest
possible Covid transmission, but worst
economic outcomes.

3.A"no control” policyis
likely to maximise the
spread of the virus though,
because spread of the
virus also suppresses  —=
economic activity, will nat
definitely lead to the best
economic autcomes.

feasible control” would involve a
strict lockdown for the entire
duration, with still dire
economic outcomes.

Deaths

The curve shows the best possible outcomes
for a given set of restrictions - policy errors
can lead to worse outcomes.

Output loss

2. However, if e, the timing of
the lockdowns is delayed, then it
would mean tougher restrictions
haveto be imposed for longer,
leading to warse econamic outcomes.

o

1. A government may wish to
use the range of available tools to
achieve 2 certain outcome within the
trade-off, determined according the
value it might place on lives vs.
livelihoods (not shown here).

Deaths

Bureau for Economic and Social Research, 2020, retrieved 19 April 2023, www.nber.org/papers/w27102

The approach that takes the spread of the
epidemic as given implies a straight trade-off.

Output loss

Maximal feasible
effective control

1.The approach that we describe
as taking the spread of the epidemic
as agiven fact, and then undertakes
cost-benefit analysis, implies that
the trade-off is linear and the range
of possible autcomes in a pandemic
can be represented as a straight line.

2.0n this view, a "no control” policy,
though it would lead to the worst
direct impacts of Covid, would lead
to the best economic outcomes.

Deaths

Better outcomes can be achieved by improving
the range of tools available.

Output loss

1. Many epi-macro papers
highlighted that the cu/ve o
frifte et

: utcome
by targeting the policies by sector,
age or occupation.

2. There are many ethical and political
issues with eg. targeting by age, but

some more acceptable examples such

as “work from home if you can” achieved
this effect, as did the discovery of new
technology such as treatments for Covid-19.

Deaths

3. CONTRIBUTION TO THE WIDER PANDEMIC RESPONSE

56

INQ000226497_0056



Other types of analysis would also have helped to unpick the causal effect of

legal restrictions

Even without constructing anything like an epi-macro model, it would have been
possible to use statistical analysis to unpick the distinct roles of legal restrictions and
behavioural responses to the presence of the virus in contributing to observed falls
in economic activity. Although these relationships were changing through the course
of the pandemic, that analysis would have provided some insight into the potential
impact of future restrictions, and certainly have been better than assuming that all
economic costs were associated with restrictions rather than the virus itself. As early
as May 2020, Bank of England staff were producing estimates of how much ‘voluntary’
actions — as opposed to legal restrictions — suppressed economic activity,®” while

the OBR cited evidence from the International Monetary Fund that pointed to similar
conclusions in its November 2020 Economic and Fiscal Outlook.*®

The first-best option would have been for the Treasury to have some in-house
capability to do this sort of work, so that policy makers could develop different policy
options, assumptions and objectives in the policy making process. However, there was
a burgeoning academic literature on the topic, as described above, and even without
some in-house capacity, some effort to import that expertise into the Treasury and
wider government decision making would also have helped to inform policy.

Beyond high-level discussions of the economic impact of lockdowns, the Treasury
should also have been using this kind of analysis to provide — or at the very least help
to compile with input from across government — analysis on the impacts of different
combinations of interventions at a more micro level. The government developed a
‘menu’ of interventions to choose from (for example, mandating the use of masks,

rules on the distance that must be maintained between individuals in public places,
the closure of schools, hospitality venues or other establishments and international
travel restrictions). Achieving a certain reduction in transmission in the least costly way
required estimates of both:

+ the impact of each of these interventions on transmission, which scientific advisers
such as those on SAGE were attempting to estimate

+ the costs —economic and otherwise — of those interventions.

Treasury analysts began working on epi-macro early on...

While we do not know a great deal about exactly what types of analysis the Treasury
was producing and how (if at all) this was being used in policy advice to the Treasury's
ministers, we do know that some analysts in the department started working on the
type of integrated analysis described above. Specifically, Treasury economists had
developed a basic epi-macro model.

An epidemiological ‘bolt-on’ was developed for one of the macro-economic modelling tools that the Treasury
uses, namely NiGEM (National Institute General Equilibrium Model), developed by the National Institute for
Economic and Social Research.
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The department also engaged with experts in the field of integrated epi-macro
modelling. For example, it heard from Professor Ben Moll at the London School of
Economics and Political Science as part of the seminars that it organised with the Royal
Economic Society (RES) (described above), and separately invited experts including
Flavio Toxvaerd and Tony Yates to speak at an internal workshop devoted to exploring
epi-macro models. However, this engagement was limited and did not run through
the course of the pandemic (the RES seminars ran for a couple of months while the
epi-macro workshop was a one-off). The flow of information was also one-way: the
Treasury would absorb insights from experts without opening up its own analysis

to scrutiny from them. An article by Moll, Toxvaerd and Yates written in November
2022 makes clear that they had no idea what modelling the Treasury did, despite their
interactions with the department in 2020.%

Although they were doing the work to some extent within the department, the chief
economist, Clare Lombardelli, said in a speech in 2022 that "epi-macro modelling
proved to have limited practical applications. It is highly sensitive to underlying
assumptions and small changes can cause large differences in the outputs of these
models... we could have constructed and estimated economic models all day long,
and they would have been wrong.”’? As a result, “they weren’t a big part of... advice to
ministers on what economic policy interventions they should be assuming”.’* It is not
clear, however, whether this means that officials did not use any of the insights that
the models generated in policy advice to ministers, or whether they simply did not use
them to make concrete forecasts of the impacts of specific policies.

... but little is known about what other analysis the Treasury was doing to identify
the causal effects of non-pharmaceutical interventions

Itis unclear how much work — beyond this epi-macro modelling — the Treasury did
during the pandemic to disentangle the causal impact of legal restrictions and
guidance from voluntary behavioural changes. We can find no published outputs from
this sort of work from the Treasury.

The best public explanation there is of what analysis the Treasury was doing comes
from a letter from the former permanent secretary, Tom Scholar, to the Treasury
Select Committee in January 2021. But that is also very vague on this point, stating
that the Treasury “considered the non-pharmaceutical restrictions (NPIs) in force or
under consideration” and “used a range of analytical tools... to assess the interaction
between the different factors”, which “generated advice to ministers on the possible
range of impacts”. Scholar states that this analysis “informed the Government’s
publication ‘Analysis of the health, economic and social effects of COVID-19 and the
approach to tiering’ in November 2020.

Department staff themselves told us that they “considered keenly in their economic
analysis behavioural changes from the virus and NPIs, and the subsequent impact
on economic activity”. They pointed us again to the analysis of tiering set out in the
November 2020 publication and in the Treasury's own spring budget 2021, which
we discuss further above. But these publications contained nothing close to the sort
of analysis we are suggesting was needed and possible: most of the quantitative
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analysis within them was of the descriptive, monitoring type above. The publications
did contain text referencing the fact that there would be behavioural responses and
that these would matter for economic outcomes, but no attempt to quantify these was
evident. Animportant question for the Covid inquiry will be to establish exactly what
analysis the Treasury did do on economic impacts to inform ministers’ choices over the
range of interventions available to them.

Itis unclear how this analysis was used internally...

How the department’s analysis fed into advice to the chancellor and other ministers is
a crucial question that, based on the evidence available to us on the outside, we are
not able to answer. The Treasury itself told us that the department “produced a wide
range of analysis (including technical modelling) throughout the pandemic that fed
into decision making at the heart of government. It used its existing suite of models
and analytical techniques, as well as developing novel approaches, informed by its
engagement with academics and other bodies.” As discussed above, there are certain
expectations on officials to produce analysis that takes account of all relevant inputs
in a balanced and objective way. Based on the limited information we have about the
Treasury's development of epi-macro models and engagement with external experts,
it seems that officials tried to do this internally but did not exploit as fully as they could
have the expertise available outside government to help them with this. There are
several critical questions that need to be answered about:

+ how much resource was put into this sort of work (out of the several hundred
economists that the department employs)

+ exactly when it was taking place
* how it was used.

[t was no secret that the then chancellor, Rishi Sunak, was a lockdown sceptic. Based on
aninterview with him, as well as accounts from his critics in government, Fraser Nelson
wrote about a "money-obsessed Sunak [who] was on a one-man mission to torpedo
lockdown".”? Aware of the chancellor's sceptical position, Treasury officials may have
interpreted a ministerial preference for the type of analysis that implies stark costs
associated with restrictions (the ‘observational’ analysis that we describe above). It

is only that type of analysis that the Treasury ever made public, and only that type of
analysis that was shared with those who we spoke to in the centre of government or
other government departments up to the end of 2020. It is important for the Covid
inquiry to explore how senior officials responded to apparent ministerial preferences
in the types of analysis and work that they commissioned. These questions speak to a
broader issue in the relationship between ministers and officials: Jill Rutter describes

a “trend for the civil service to simply do what ministers and advisers ask and see their
advice and input downgraded or indeed self-censor continues”.’*
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... and the Treasury worked on developing it with other departments in the
‘third phase’ of decision making

Where we can be much clearer, thanks to candid conversations with many
officials from elsewhere in government who were working on the development
of the pandemic response, is in regard to how the Treasury deployed analysis in
conversations at the centre of government.

In what we have characterised as the 'third phase’ of decision making from late
2020 onwards, where there was a more effective function in the Cabinet Office
synthesising evidence from other departments, the Treasury took partin a cross-
department modelling group that included the Cabinet Office, the Scientific
Pandemic Infections group on Modelling (SPI-M) and the Joint Biosecurity Centre
(IBC). This group used a ‘'simple’ epidemiological model to assess the least costly
way to keep hospital admissions under a certain threshold. Through the stronger
analytical function in the Covid taskforce, Treasury analysts also came together with
those from other parts of government to discuss and combine their analysis on this
issue and a broader range of questions.

The work of the taskforce and cross-departmental modelling group brought together
evidence relatively effectively from Christmas 2020 onwards. The benefits of this
were shown in the February 2021 roadmap out of lockdown. This showed, relative to
earlier attempts, a much more effective synthesis of evidence. That, in turn, enabled
competing objectives to be more effectively balanced, which led to much better
policy outcomes.

The series of reviews that accompanied the roadmap (for example, on social
distancing) also showed a more effective coming together of different departments in
analysing the impact of specific policies, including social distancing.” Agreeing on a
common set of evidence to support decision making better enabled decision makers
to identify where complementarities existed and to take a more considered approach
to balancing trade-offs. As we describe below, decision making without this effective
analytical function at the centre of government was much more polarised and was
unlikely to identify the most effective policy response.

But synthesis of evidence had been much less effective in the second half of 2020

Itis unfortunate that it took until the end of 2020 for this to start coming together.
Interviewees were much more critical of how the process worked in the second half of
2020, and the Treasury's role in that.

Without something at the centre of government to perform the crucial synthesis
function between May and December 2020, two distinct ‘lobbies’ formed within
government: a ‘public health’ one that tended to be more pro-restrictions, to bring
down infections and minimise deaths from Covid; and a ‘Treasury view’, which was
characterised as being consistently more anti-restriction than the public health one.
This is not to say that all public health officials wanted to pursue a ‘zero Covid’ policy,
or that the Treasury wanted no restrictions at all (although some individuals may have
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been at these extremes).” Yet they were far enough apart for the two groups to be in
conflict most of the time. Without officials first coming to a consensus on what the
evidence said, ministers with opposing views were incentivised to cherry-pick from
the evidence available in order to support their particular position. This made it much
harder to balance the trade-offs: the choice was presented as a binary one between
health and economic outcomes when, at least in some cases, that did not reflect reality.

Interviewees involved in discussions over social restrictions variously described

mow

central decision making for much of 2020 as “a bit of a Punch and Judy”, "enormously

chaotic”, “a tug of war” and simply “[not] a proper bringing together of science, public
health and economic considerations”.

Talking about the Treasury specifically during this period, interviewees said that they
saw little from the department in the way of analytical modelling of the pandemic

and approach to lockdown policy. In particular, Treasury officials did not have a
worked-through assessment of what the optimal level of restrictions might look like
for different scenarios or an analysis of the counterfactual; instead appearing to
maintain an instinctive dislike of lockdowns that was not obviously based on analysis.
One interviewee said that they "didn’t see the analysis that you would expect of an
institution dealing with the biggest economic shock for a generation”, while another
said that Treasury officials “came along with not much more than hand waving [saying]
‘we don't like this because it's expensive™. In a few instances where the Treasury was
interacting with other departments during this phase, it denied having done epi-macro
analysis, although we now know that it was doing it at that time. This was typical of a
broader trend of Treasury evasiveness and opaqueness with other departments — or
‘tactical’ sharing of information (that is, sharing only information that supported a
certain policy position).

The Treasury rejected this interpretation of its behaviour, although this view was
put forward by the vast majority of those we spoke to in other parts of government.
Specifically on the influence on ministers on sharing of information, they said that
officials would on occasion “be called upon to represent the views of ministers in
meetings with officials from other departments (and would use relevant data to
support those arguments)” but denied that ministers influenced what analysis was
undertaken or whether it was shared appropriately.

Some interviewees did, however, point to instances in which the Treasury helpfully
contributed to cross-Whitehall reviews of specific non-pharmaceutical interventions
(NPIs)in the early summer of 2020. One was the review of two-metre social distancing,
published in June 2020, although the published version of that review contains
references to only a very limited range of economic data and no deeper analysis.”
Another was a review of ‘'smart NPIs’ (that is, how to adjust interventions to minimise
their effect on the economy while maintaining a strong impact on transmission),
although this was never published, and interviewees said that it did not have a great
deal of impact because it was difficult to quantify the relevant effects.

Rather, one interviewee suggested that the Treasury position was wanting to have the reproduction rate (the 'R’
number) close to one, with the main objective being to not overwhelm the NHS, while the 'public health’ lobby
would desire a lower level of R (say, around 0.7), which would bring more public health benefits.
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It was, of course, incredibly analytically challenging to answer questions about the
economic impacts of specificinterventions, particularly early on in the pandemic when
many of them had not been tested. Participants at a roundtable held for this project,
many of whom were involved in policy making at the centre of government during

the pandemic, agreed that this was difficult. However, they expressed frustration that
more effort was not put into exploiting natural experiments, or even initiating trials,

to ascertain the impacts. This is not the sort of thing that Treasury officials would have
been able to do easily themselves, but the department could have drawn on external
expertise to help do this.

Commissioning more economic research from the outside, or developing stronger
links with academia, possibly via formal emergency committees equivalent to SAGE
or standing ones such as SPI-M, would have allowed the Treasury to bring more
causal empirical evidence to bear on these important questions. Instead, it relied
on what it could produce internally, which tended to involve the sort of macro-level
observational analysis that we describe above.

Officials involved in decision making on restrictions expressed to us their frustration
about this. One said that the Treasury “tried to rely on high-level macro-graphs and
basic theoretical analysis rather than trying to combine proper empirical evidence to
help decide between possible options”, providing the review of the two-metre social
distancing rule as a representative example.”® In that case, the "Treasury's view was
that it was damaging but did not provide any evidence that[changing it] was better
or any evidence on the potential impact of other interventions like masks".

Others complained that the Treasury would reject some interventions that had

a large impact on transmission but relatively low economic cost, and provide no
evidence to support its objection; for example, on self-isolation support payments
and working from home.

As we describe above, with the exception of the reviews on two-metre social
distancing and ‘smarter NPIs’, during this phase officials in different departments
provided their respective ministers with separate sets of policy advice and analysis,
with ministers then coming together to make decisions. With scientific and economic
advice being produced separately and —in the words of the then health secretary —
only coming together at the prime minister’s desk,’” it appears that each side felt as
though it had to take a more extreme position than it would have if there was more of a
process to bring different considerations together to reach a compromise.

Overall, when the Treasury (and in many cases other departments on the ‘other side’ of
the argument) did provide analysis during this period, it often appeared to do soin a
tactical way. (Although the Treasury denies this, as above, this view of the department’s
behaviour was shared almost unanimously among interviewees for this research.) This
was particularly the case in the late summer and early autumn of 2020, as it became
clear that transmission was rising again. Officials may well have just been acting under
ministerial instruction — or in accordance with how they thought the minister would
want them to act (even if that involved being opaque with colleagues in other parts
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of government) —in these interactions, which is why it is so important for the Covid
inquiry to focus on how the ministerial-official relationship affected policy making
in this period.

In this ‘second phase’, Treasury actions exacerbated weak central systems for
synthesising evidence

Itis not primarily a failure of the Treasury that decisions were made in an adversarial
way without information flowing freely between different parts of government,

and it was not the only department to have acted in a ‘tactical’ way when coming
together with other departments. As argued above and in previous Institute for
Government research,’® the Cabinet Office should bear more responsibility for fulfilling
an evidence synthesis function than any other government department. Without a
standing analytical function at the time of the pandemic, and huge churn in decision
making structures, it took time to build up the necessary analytical synthesis function
in the Covid taskforce.

The Treasury was not the only party that detracted from a fully effective UK
government response to the pandemic. A lack of clarity about the prime minister’s
objectives crucially hampered that response, which left individual cabinet ministers to
advance their own perspectives. This exacerbated the Treasury’s natural instincts by
making it difficult to draw together different perspectives from different departments
in a constructive way because ministers instead tried strategically to push their
perspective at the expense of others".

An adversarial style of decision making — that is, departments with different

priorities trying to win arguments against each other —is not necessarily bad.
Constructive challenge with mechanisms to achieve a compromise should lead to
better outcomes, helping to avoid groupthink. Treasury ministers themselves were
operating in an adversarial environment and may have felt that they had to take a
certain position and act as a counterweight to the public health experts, so that ‘both
sides’ were represented in any advice that went to the prime minister and/or cabinet.
But there is a difference between disagreeing on the evidence and disagreeing on how
to act on the evidence.

Many of our interviewees suggested that some of the Treasury’s actions (many of
which may have been due to ministerial decisions) actively undermined attempts early
in the pandemic to build a stronger synthesis function at the centre of government.
Most significantly, the Treasury shut down attempts to have some sort of structure

that would have pulled together non-scientific (including economic) evidence —in a
similar but not necessarily identical way to how SAGE operated. Such a structure would
likely have helped to bring together evidence in a more open and collaborative way
and helped to reach a common understanding. The Treasury did not need to lead this
necessarily — although it likely would have enhanced its influence by doing so —but it
should have let it happen.
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The Treasury's approach to engaging with other departments — putting forward a
strong view while providing little evidence or only doing so in a 'tactical’ way — will
also have undermined efforts to properly synthesise evidence. Evidence could not be
synthesised if it was not made available.

Rishi Sunak's retrospective critique of the government response to Covid — put forward
in aninterview with The Spectatorin 2022 was surprising given the behaviour of his
department during the pandemic.”” The former chancellor complained about the
absence of a socio-economic equivalent of SAGE, argued that “we shouldn't have
empowered the scientists” and agreed with Gus O'Donnell’s suggestion of having
SAGE report to a higher committee, which would also have considered the social

and economic aspects of locking down. This analysis appears inconsistent with the
approach taken by the department he led - of shutting down a socio-economic
equivalent to SAGE and being evasive for much of 2020 with its economic analysis.

As John Edmunds said in response to the Spectatorinterview:

Was there an army of economists in universities and research institutes across the
country working night and day to collect, sift, analyse and project the possible
impact of different policies? And if not, why not? As the Chancellor of the Exchequer
Mr Sunak could have set up such a system, but did not.*”

In past crises, the Treasury has taken partin, and indeed led, efforts to bring
together analysis from across Whitehall; for example, through the National
Economic Council formed in response to the global financial crisis. On these
occasions it has been somewhat effective. But during the pandemic, many key
Treasury officials resisted efforts from those elsewhere in the centre of government
to establish closer collaboration.

One notable difference between the global financial crisis period, when the Treasury
worked actively with the rest of the centre of government to understand the problems
and co-ordinate a response, and the pandemic, when it was more defensive and
disengaged, is that during the financial crisis, former Treasury officials held many
senior posts in the Cabinet Office and Number 10. For example, Gus O'Donnell (a
former Treasury permanent secretary) was cabinet secretary and Jeremy Heywood
(another former Treasury official) was principal private secretary to the prime minister.
This means that the department may have felt more confident in its ability to influence
these structures at the centre of government.

There was no transparency around the economic advice that was
informing ministers, in stark contrast to the structures around
scientific advice

On the question of how transparent the Treasury was with the public — which is
primarily a ministerial decision —about economic advice, interviewees tended to
draw comparisons with scientific advice, and particularly that from SAGE. While
SAGE has not historically published the minutes of its meetings and research papers
during emergencies, it decided to do so for the Covid pandemic from May 2020,** in
recognition of the high level of public interest in the scientific advice provided to
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the government. The government’s publication scheme stated that it would publish
all minutes and papers within a month of the meeting, and earlier where possible
(although it did not always meet this timetable in practice).??

The level of transparency around scientific advice was in stark contrast to the
Treasury's approach to providing economic advice: as discussed above, very little
economic analysis was put out into the public domain. A House of Commons Science
and Technology Committee report noted:

Measures taken to contain the pandemic had wider and indirect effects, such

as on people’s livelihoods, educational progress and mental and emotional
wellbeing. The assessment of these wider impacts was —and remains — much less
transparent than the epidemiological analysis; the people conducting the analysis
and giving advice are less visible than epidemiological modelling advisers; and its
role in decision making opaque.®

As the government's recently departed chief scientific adviser, Patrick Vallance, told
a recent Institute for Government event:

It's really important that these things are transparent... | think it's beneficial to
have that advice [from SAGE] public and I think it would be beneficial to have other
advice public because advice is advice and the decision is a complicated thing...
the inputs should be visible and then the decisions and what the output is will be
visible and you can see how the two things link.**

Previous Institute for Government and Sense about Science research has highlighted
that transparency of evidence is important for good policy making because “without
clarity about what the government has looked at, it is very difficult for citizens to
understand the motivations for policy, decide whether they agree with it, participate,
or consider whether it is working”.*” It is also important because it means that external
experts can see where they could add useful information to the policy process.® It is
for these reasons, among others, that the most successful policy interventions have
been those that have incorporated relatively more external scrutiny and input.?’

While transparency is important for day-to-day government effectiveness, it was
particularly important during the pandemic, for two reasons. The first is that the
effectiveness of many of the interventions to prevent the spread of Covid —whether
they were laws or simply guidance - required individuals to comply with them. As
multiple studies have found, the level of trust that the public had in institutions and
policy makers strongly influenced compliance with Covid restrictions.”®®

The second is that the degree of openness and transparency of government will
have a large impact on the degree to which the public trusts policy makers and
institutions. This is an intuitive and well-established relationship in general —one
that the OECD has long maintained as the basis for one of its "pillars’ for democracy,
trust and progress®® and one that the UK government itself recognises (at least in the
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context of data).”* In the context of Covid, the OECD?? and academics emphasised that
transparent, clear and well-evidenced communication would increase trust among the
public, and therefore public compliance with and the effectiveness of restrictions.

At a more basic level, society is made up of ‘policy intermediaries’ such as
headteachers, health visitors, store managers and so on. These agents needed detailed
evidence and reasoning to implement some guidance, and to navigate the trade-offs
they might face in their own settings about how to implement different strands of
irreconcilable policy direction from central government.”

A specific case of where a lack of transparency harmed the policy process is when,
in November 2020, the Treasury did not provide economic analysis on the impact of
restrictions to national policy makers voting on restrictions. The government asked
parliamentarians to vote on a new lockdown in the face of rising cases, after it had
rejected a ‘circuit breaker’ lockdown weeks before. It would have been possible

for the Treasury to have produced some useful analysis to inform this decision -
even if not precise forecasts —but it would have been up to ministers to decide
whether anything was shared. No other government organisation, including the
OBR and Bank of England, could have provided the sort of analysis that would have
supported parliamentary deliberations (because they can only model the impact of
stated government policy). But no such analysis was shared with parliament, despite
a request from the Treasury Select Committee. Its report captures the adverse
consequences of this lack of transparency well:

We are disappointed by the lack of analysis provided by the Treasury... Without it,
the impression is that the government is making important decisions without proper
regard to all their impacts, both on health and the economy. The lack of such analysis
also prevents the public from understanding in full the basis for, and impact of, the
restrictions imposed upon them... The House should not be asked to take a view on
proposals which have far-reaching consequences for the general population, such as
those involving restrictions on social interaction, education, movement and work,
without the support of appropriate and comprehensive economic analysis.”

As we describe above, making more use of economic researchers outside of
government would also have allowed the Treasury to bring more evidence to bear on
the crucial decisions being made during 2020. SAGE and its sub-committees were
channelling a huge amount of scientific evidence on the estimated impact of various
types of intervention into the centre of government during the pandemic, most of
which external researchers were doing. Doing the same for socio-economic evidence
would have improved the quality and quantity of evidence available to decision
makers during the pandemic, but steps to set up formal committees to draw in and
commission evidence were deliberately not taken.
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Ineffective synthesis contributed to sub-optimal decision making
in 2020

Several episodes during the pandemic suggest that the Treasury's approach
contributed to problematic policy decisions.

Inconsistency of policy across departments

There were some notable occasions during the pandemic when policies that different
departments were running were inconsistent with one another — pulling in different
directions. The clearest one involving the Treasury was the Eat Out to Help Out policy
in August 2020, which encouraged greater social mixing at the same time as public
health officials and others working at the centre of government, according to those
we interviewed, were worrying about rising infections. Interviewees working at the
centre of government expressed frustration: the Treasury had not told public health
colleagues that it was implementing this policy until days ahead of its announcement,
which they regarded as a risky move at the time, given the context. Many at that point
were worrying about a second wave: the OECD had incorporated such a scenario into
its economic forecasts as early as June 2020.”

The policy, announced on 15 July 2020, offered the public a 50% discount when
eating in restaurants (registered with the Eat Out to Help Out scheme) between 3 and
31 August. The scheme — particularly its stipulation that the discount only applied to
meals eaten in restaurants rather than takeaways — provided a clear and deliberate
incentive for individuals to get out of the house and increase their contacts with
others, thereby increasing the spread of Covid. A study found that this was exactly
what happened as “areas with a higher take-up saw both a notable increase in new
Covid infection clusters within a week of the scheme starting and a deceleration in
infections within two weeks of the program ending”“® The Treasury tried to refute this
analysis via The Sun,”” but did not publish its analysis, or even the data it used, so its
claims could not be verified or scrutinised.” Its defence relied on correlations between
levels of the virus and scheme uptake, rather than attempting to use econometric
methods to identify the causal impact of the policy, as the study cited above had done.

Most of the experts and officials interviewed for this research pointed to Eat Out to
Help Out as a significant policy error during the pandemic. As previous Institute for
Government research has highlighted, one of the likely reasons that this policy went
ahead was that the Treasury did not consult epidemiologists on whether it was a good
idea,”” although Lombardelli has said that she spoke “"almost daily” to Chris Whitty

and Patrick Vallance.'*” Interviewees also suggested that the idea to pursue the

policy was a result of the Treasury not thinking about the pandemic in a holistic way,
including the interactions between economic and health outcomes, and instead taking
the progression of the virus as given and then designing economic policy without
considering how it would affect health. How well the Treasury internalised insights
from its engagement with epidemiologists and whether it had a different view on the
evolution of the pandemic from government scientists are important questions for the
Covid inquiry to consider.
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There is no doubt that Treasury officials and ministers had good intentions when
designing the policy. In the course of this research, former Treasury officials told us
somewhat conflicting stories about what the main objectives of the policy were: some
emphasised the desire to support a distressed hospitality sector, which provides lots
of jobs, particularly to young people; some mentioned the spill-over benefits to the
rest of the high street from encouraging people to eat out; while others still suggested
that it was motivated by a desire to incentivise people to lose ‘the fear’ of the virus.
However, all of these aims could have been achieved through other policies (such as
further direct subsidies to the hospitality industry) that would not have encouraged
people to go out and socialise with those outside their bubble, or perhaps extending
the offer to takeaways.

Timing and severity of restrictions

Another example of where ineffective synthesis may have contributed to sub-optimal
decision making, which frequently came up in the research for this project, was the
timing and severity of restrictions on social activity. With central decision making like
a 'tug of war’, government behaved as if there were essentially two positions to choose
from —the Treasury view or the public health one — whereas there may have been a
better option available that compromised on the extremes.

It appears that Treasury ministers’ interventions were often successful in preventing
the imposition of restrictions. The clearest example of this is when scientific advisers
recommended a ‘circuit breaker’ lockdown in September 2020, which the government
ultimately rejected. The minutes of the SAGE meeting on 21 September 2020 show
that SAGE recommended that "a package of interventions will need to be adopted to
reverse [an] exponential rise in cases”, with a shortlist of interventions that included

a circuit breaker.'* As the caseload continued to grow, ministers realised that a
lockdown would be necessary, and on 31 October the prime minister announced the
second lockdown in England to prevent a "medical and moral disaster” for the NHS.*%?

Although we do not know whether it was the sole factor that determined the decision,
we do know that the Treasury strongly opposed the circuit breaker. Those close to
decision making told us that this was the view that Treasury officials put forward to
them, and Sunak told ITV in March 2021 that “he opposed the circuit breaker Covid-19
lockdown scientific experts recommended in September as coronavirus cases began
to climb, but said ultimately the decision lay with the prime minister”.*°* Some
interviewees also said that the Treasury’s position may have led the third lockdown
(in January 2021) to be implemented later than it should have been.

As discussed above, those working with the Treasury in central government were often
frustrated that these policy positions were not supported by strong analysis on the
correct course of action for pandemic policy, taking account of the interactions
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between the economy and public health. On the third lockdown, lan Mulheirn of the
Tony Blair Institute (who had developed his own epi-macro model) told the House of
Commons Treasury Committee that:

If we had put that high R number into any estimate of the impact of the virus on the
economy, you would probably have seen that the economic consequences of not
acting would have ended up being larger, either because we needed a bigger
lockdown for longer —which is what we are now in —or because we did not act at all
and the fear factor got bigger and bigger. Either way, the consequences of late action
were always likely to be significant.”*

We do not know whether Mulheirn was right: it is beyond the scope of this report to
judge whether each lockdown policy was the right or wrong decision. However, what
we can say is that the process that was used to arrive at the decisions was not one that
would likely lead to the best outcomes. The Treasury — likely due to the preferences of
its ministers — maintained a consistent position against lockdowns throughout what
we have characterised as the ‘second phase’ of decision making in the pandemic, even
when this would appear at points to have been inconsistent with what would be in the
best interests of the economy, according to analysis of the economics of pandemics.

To be clear, the point that Mulheirn and others were making is not that we should
have been under stricter lockdowns for longer. Rather, the most important feature
of restrictions in terms of their ability to suppress a virus is their timing (rather than
severity). Taking @ more risk-averse approach and moving quickly with restrictions
mean that they could be less severe and/or in place for a shorter amount of time,
therefore minimising their economic damage.'”” This is a clear finding of even the
most basic forms of integrated health—economy analysis that we describe above.
Yet with influential Treasury ministers insisting on delays until there was a relatively
high probability that the NHS would be overwhelmed, it s likely that this window of
opportunity was missed, meaning stronger action was required.

Itis also possible that the approach to decision making during 2020 meant that
economic considerations, particularly when the risk to public health was apparently
very high, did not feed into policy making in the way that they should have. Officials
who attended an Institute for Government roundtable on the Treasury's contribution
to decision making at the centre of government argued that if the Treasury had created
and shared more and better evidence with other departments, or set up a body like
SAGE to build up evidence on the economic impacts of interventions and feed that into
central decision making, then it is likely that, at a minimum, progress towards ‘smarter
NPIs" (that is, optimising interventions so that they had the greatest possible impact on
transmission and minimal economic impact) would have got much further.

Overall it appears that, for much of this period, an unconstructive, adversarial
environment for decision making meant that the Treasury made interventions based
on what appeared to be a heuristic that "lockdowns are costly and should be avoided”,
rather than conducting and providing the analysis to convince others within and
outside government of the strength of its views.
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The Treasury has become more averse to (sharing) substantial
analytical work in recent years

The Treasury is packed with extremely bright, hard-working and dedicated civil
servants. Many are attracted to the institution because they recognise how influential
itisin the UK government and therefore the beneficial impact that they can have on
individuals’ lives through their work. Competition for jobs in the Treasury is often fierce.

There are long-standing issues with the way the Treasury incentivises the
development of expertise

Despite having a talented workforce, the issue that was raised time and time again

in our research was the lack of opportunities that these talented individuals have to
develop deep expertise and experience in any specific area. These issues are by no
means limited to the Treasury but they do apply to a wide variety of professions within
the Treasury. The Institute for Government has previously argued that it is a problem
in tax policy making — but measures have been putin place there to try to address

this problem.*°® But in the context of the pandemic, the most relevant specialism was
technical quantitative economic analysis.

One reason that staff do not develop deep expertise is that they are not incentivised to
stay in post. Previous Institute for Government work'?” has highlighted that high staff
turnover (people moving between departments) is pervasive across the civil service
and undermines its effectiveness. While the Treasury is not the only department

to experience high levels of staff turnover, it does have one of the highest rates in
Whitehall (Figure 3). One of the most significant drivers of this phenomenon is that
staff are not rewarded for staying in post. Instead, they must move jobs to get a

pay rise. Those who start off working in a specific job — say on quantitative macro-
economics —may have to look for jobs with a different focus if they want to get a
promotion, given the relative scarcity of such specialist roles.

Figure 3 Turnover in the Treasury
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Source: Institute for Government analysis of Cabinet Office, Civil Service Statistics, 2018-22. Notes: Total turnover

is the sum of internal transfers and civil service leavers. DHSC is excluded from the range and median of Whitehall
departments due to exceptional Covid-related effects. For more information see Clyne R, Savur S, Pope T and others,
Whitehall Monitor 2023, Institute for Government, 2023.
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John Kingman, former second permanent secretary at the Treasury, argued in a speech
at the Institute for Government during the pandemic that within the senior ranks of
the civil service, "substantial or deep domain knowledge and experience is still not
really particularly valued”. In a review that he led of the Treasury in the early 2000s, he
"suggested that there might be certain topics — corporate tax, say, or pensions, or the
energy market —which were core Treasury business but which were also ferociously
complex and technical, and perhaps not ideally suited to being left entirely to even
brilliant 24-year-old generalists".'*® We would extend Kingman'’s list to cover technical
economics skills, which are necessary for understanding and deploying many of the
more advanced techniques that would have been helpful during the pandemic, yet
which are likely to require several years of experience or a PhD in specialist fields. The
issue of specialist expertise has also been pointed to as a priority area for the Treasury
in various reviews of the department, including the internal review of its response to
the financial crisis’® and an earlier capability review.'*®

There is evidence that the Treasury has taken steps to boost its economic analysis
function in recent years. The economics group, which leads the department’s analysis
of the economy, has grown rapidly over the last decade. This has included new teams
devoted to, for example, the analysis of economic risks and the application of new
tools such as the computable general equilibrium (CGE) model used for Brexit and
climate change analysis. The department also offers (relatively modest) pay top-ups
to those working in analytical jobs who have a relevant postgraduate degree. These
are welcome steps but unlikely to address the fundamental issues of experience and
expertise, which are likely to require new roles outside of the conventional hierarchy
and greater pay flexibility, as Kingman suggested in his 2003 review of the Treasury,
and which we repeat in our recommendations in Chapter 4.

The department has provided mixed messages about what capabilities

it actually has

As the Treasury’s initial memorandum of understanding with the OBR made clear, it
was always envisaged that the Treasury would retain the ability to maintain, develop
and use a large-scale macro-economic model for short- and medium-term analysis.
That memorandum of understanding stated that:

The Treasury have constituted a dedicated Model Unit, reporting directly to the Chief
Economic Advisor. The Model Unit will be responsible for fulfilling HMT's obligations
to maintain and develop the [Treasury’s large-scale macro-economic] model set out
in this memorandum, as well as using the model and other analytical tools to help
the Treasury provide economic advice to the Chancellor as and when is required.***

However, the Treasury’s Model Unit has declined in size over recent years, according
to interviews with former officials. They interpreted this as the department placing
less emphasis and spending less resource on maintaining this particular capability.
However, the Treasury outlined to us that the overall amount of resource devoted

to modelling has not reduced and that other modelling capabilities have been built
up in other teams, such as the use of CGE modelling, including in the analysis of the
potential impacts of Brexit and the net zero transition. The department also told us
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that, in addition to the large macro-econometric model that it jointly maintains with
the OBR,""* it also uses the NiGEM macro-economic model maintained by the National
Institute for Economic and Social Research.'**

We do not know based on our research how these models were used during the
pandemic (nobody outside the Treasury could point to any analysis that had made
use of them), though they could in principle be used to simulate the macro-economic
effects of policies, and potentially form part of an epi-macro model. The department
also said that it has the capability to do input-output modelling, which makes use

of input—output tables'** to estimate how an impact on one sector may ‘pass through’
to others in the economy; as well as labour supply and micro-simulation modelling.
Again, we are unable to say if or how this was used during the pandemic. But the
Treasury told us that all of the above techniques were extensively used internally

for analysis and advice.

In recent years the then permanent secretary and chief economic adviser of the
Treasury have made statements to the Treasury Select Committee, stating in 2018
that “in the Treasury and across Whitehall there is no short-term forecasting macro
capability any more”.*** We, along with many of the interviewees for this project,

took this literally to mean that the Treasury does not have the capability to produce
forecasts. While recognising that only the OBR can produce ‘official forecasts’, it would
be necessary for Treasury analysts modelling the impact of alternative policy options
to use the same methodological and analytical toolkit (for example, macro-economic
models). No short-term forecasting capability would imply no capability to produce
forward-looking scenarios for the economy, or to consider the future impact of a range
of lockdown strategies — two of the three types of analysis that we have argued were
crucial during the pandemic.

However, a letter from the then permanent secretary to the chair of the Treasury
Select Committee in January 2021 said that the Treasury “retain[s] a significant
macroeconomic capacity, which we use for a variety of purposes: for example,

policy advice to ministers, including for fiscal events; stylised projections to analyse
different policy options (such as alternative paths for fiscal policy)”.**¢ In response to
an earlier draft of this report, Treasury officials also highlighted to us the capacity the
department still has for ‘'scenario’ analysis and nowcasting.

We remain confused about the actual state of technical macro-economic capability
within the Treasury. It is clearly capable of producing good technical work, such as

the use of the CGE model for the 2018 long-term Brexit analysis, but that involved
bringing in modelling expertise from outside of the department. While we know that
some officials had begun working on epi-macro modelling during the pandemic, we do
not know how advanced this work was, or whether these capabilities existed because
the Treasury had been actively developing its macro-economic capability or simply
got lucky with the skills of staff it had happened to hire just before the pandemic. The
department should clarify what capabilities it actively maintains in-house and, if it
does "retain a significant macroeconomic capacity” as was claimed in 2021, take steps
to reconcile that with what was previously said to parliamentarians in 2018.
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There is also an increasing reluctance to share analysis

The more significant issue seems to be with how and whether the Treasury shares

its analysis with other departments and the public. It appears that the Treasury —or

at least ministers in charge of the department —have been scarred by its recent
experiences in publishing significant analytical work, most notably on the economic
consequences of Scottish independence in the context of the 2014 referendum,**”*+#
and the department’s pre-referendum analysis of the economic impacts of Brexit.**%+2°

In the case of the analysis of the immediate consequences of Brexit, the scenarios
highlighted in the Treasury’s analysis did not match what ended up happening, and
the department came in for criticism.*** The reason the analysis did not match reality
was largely because the assumptions in the analysis around how Brexit would be
implemented did not line up with how the process ended up panning out, although
itis beyond the scope of this report to come to a judgment on this. The way in which
politicians communicated the results of the analysis also exacerbated the apparent
problems with the Treasury’s analysis, rather than the problem being the quality of the
analysis itself.*?* What is important is that the department — for whatever reason — was
subject to a lot of criticism for its published analysis and our interviewees suggested
that this meant senior officials had much less appetite to undertake similar projects in
the future, including during the pandemic.

Relatedly, the Treasury’s economic analysis often has a habit of getting into the media
without the blessing of senior officials and ministers. Many leaks were mentioned
during our research for this project. Two of the most common examples were:

+ the leak of (another set of) Brexit analysis to BuzzFeed in 2018'** - the government
was subsequently pressured into publishing this in full

+ The Telegraph’s publication of internal Treasury scenarios for the economy
and public finances in May 2020, which were used to advise the chancellor on
possible paths for the pandemic but not shared with many others in government
as we discuss in further detail above'** —interviewees who worked in the
Treasury during 2020 said that this leak led to much stricter controls on who was
permitted to see the Treasury’s economic analysis, within the Treasury as well as
in other departments.

These experiences have led the Treasury to conduct less of its own analysis — or

to guard it extremely closely if it does do it — for a few reasons. One is that partial
analysis (such as that leaked to BuzzFeed in 2018) or work that was never meant to be
published (such as the 2020 Covid scenarios) will leak or be subject to requests under
the Freedom of Information Act 2000.

The second concern of officials is that once Treasury analysis is in the public domain
—intentionally or not —it runs the risk of damaging the department'’s reputation,
especially if the subject is politically controversial and if the prediction turns out to be
wrong (which, to some degree or another, is almost inevitable with predictive analysis).
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Jill Rutter says that the department’s role in producing Brexit analysis "opened up
the Treasury to the charge that it was an active player in ‘Project Fear™.**” She argues
that this would have consequences for ministers as well, particularly Conservative
ones, who became more suspicious of official analyses. In this context, Treasury
officials may have quite justifiably been concerned about the potential risks for the
politicisation of their analysis in the context of Covid, in which debate was just as

polarised as that over Brexit.

Again this raises important questions — that we cannot fully answer based on evidence
available to external observers —about how ministerial-official relationships affected
what analysis was done during the pandemic and how it was used. Our knowledge

of what was done in the department is thin: for example, while we know that some
officials were doing epi-macro work, we do not know how much resource was provided
for this work by senior officials, or whether in fact senior officials commissioned it or
junior analysts led it, or whether it was used in policy advice and why.
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4 Recommendations

The Treasury excelled in many aspects of its response to the pandemic. The department
led the design and implementation of several major policies that helped to cushion the
economic impact of Covid and the associated public health restrictions, such as the
CIRS, SEISS and the various business loan schemes. Itis not yet—and may never be fully
— possible to quantify the precise impact of these schemes and their value for money.
But they undoubtedly averted mass unemployment and widespread business failure.
This response was made possible by:

+ the Treasury’s talented, dynamic and hard-working staff
* some notable examples of effective collaboration with delivery departments

+ judicious repurposing of existing data and systems to get support to those who
needed it as quickly as possible.

But there were also important shortcomings in the Treasury’s actions during the
pandemic, particularly in how it used and shared its macro-economic analysis and
worked with other departments on cross-cutting pandemic policy. These stood in the
way of the UK government being as effective as it could have been. Rectifying these
shortcomings would help improve policy making in ‘normal’ times and ensure the
department is better prepared for future crises, whatever they may be.

Changing the relationship between officials and ministers

Our research suggests that one of the key problems during the pandemic was that
Treasury civil servants may have focused too much on producing evidence that
supported (their perception of) ministers’ existing views, rather than providing

fully objective analysis. This fits with previous Institute for Government work has
described more generally “a culture of generalists who can act as ministerial ‘fixers™.
At a minimum, ministerial influence, combined with a weak centre of government
(discussed next), meant that whatever evidence was produced was not shared with
all those who needed it or synthesised effectively, which is likely to have hampered
effective policy making. After some bruising experiences in recent years, the Treasury
has been averse to the risk of undertaking substantial analytical projects that may end
up in the public domain.

Civil servants should be better incentivised to deliver high-quality, objective
advice to ministers. As the Institute's Whitehall Monitor has documented, relationships
between ministers and officials have created a difficult environment across
government in recentyears.” This has particularly been the case within the Treasury,
given increased scepticism among ministers about the value and objectivity of

the department's analysis.’ This situation has heightened the risk that officials are
incentivised to produce analysis and advice that accords with (their perceptions of)
ministers’ prior beliefs.
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The recommendations we make below for reforming the roles of chief scientific
adviser (CSA) and director of analysis in the Treasury, and publishing Treasury analysis
more openly, ought to help with this. Civil service management practices should

also be altered to make clear that — as in other careers —if a senior policy official is
responsible for poor advice that results in poor outcomes, this should be reflected in
their career development.”

The problem of weak accountability for the quality of policy advice is not unique
to the Treasury, as a previous Institute for Government report, Better Policy Making,
set out: "There is no clear individual in each department with the time or authority
to take responsibility for the quality of advice that goes to ministers.”” To further
foster stronger accountability for the quality of advice, a new civil service statute
should make it clear that civil servants’ role in ‘serving the government of the day’
includes a duty “to provide rigorous, high-quality and impartial advice to the
government of the day and on the wider context in which those policies will be
implemented”.® A duty to publish policy advice would likely need to accompany
this articulation of the role of the civil service, or at least a duty to publish the
evidence that underpins the advice, which would be a powerful incentive to ensure
that advice is high quality, discussed further below. Civil servants are currently able
to avoid much external scrutiny.

Strengthening the Treasury’s contribution to the centre

of government

The Treasury must be more open and collaborative with other government
departments and the rest of the centre of government. A common complaint from
those who worked closely with the Treasury during the pandemic, particularly on
decisions around social restrictions, was the Treasury’s reluctance to engage with
other departments and, when it did, it often refused to fully disclose the details of its
analysis and thinking on a subject.

Recognising that the Treasury may often be reluctant to engage with other
departments, the Cabinet Office needs to be strengthened to ensure it has the
authority to help break down departmental silos. With the authority of the prime
minister and cabinet secretary, a strengthened Cabinet Office should have the ability
to compel departments —including, crucially, the Treasury —to work constructively
together in a sustained manner, through, for example, ministerial working groups and
joint units at the official level.

Working relationships could be improved by the Treasury having greater
involvement in joint units at official level, which are more common between other
government departments. A strong and collaborative official-level working group (such
as the late-2020 Covid taskforce) can dramatically improve the joint development of
analysis and policy advice. Many of the important issues that the Treasury is grappling

The civil service—ministerial relationship is a priority research area for the Institute for Government —
interested readers can find more analysis and recommendations in Rutter J, Relationship Breakdown: Civil
service—ministerial relations: Time for a reset, Institute for Government and the Bennett Institute for Public
Policy, 2022, www.instituteforgovernment.org.uk/publication/civil-service-ministerial-relations and Thomas
A, Clyne R, Bishop M and Lilly A, A New Statutory Role for the Civil Service, Institute for Government, 2022,
www.instituteforgovernment.org.uk/publication/re g 2rvice

port/new-statutory-role-civil-service
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with at the moment have a range of complex causes that touch on issues across many
departments. The Treasury could benefit from working with analysts from other
departments to understand the root causes better. The Cabinet Office would benefit
from having a stronger standing analytical function for domestic policy issues. The
analytical function of the Covid taskforce played a crucial role during the pandemic in
synthesising evidence at the centre of government, but it took many months to start
working effectively. It is important that the Cabinet Office has this capacity for future
prolonged crises, but such a team could also serve a useful function in ‘normal’ times,
ensuring that analysis from different departments is properly shared and synthesised
to support cabinet decision making.

Animportant part of cross-Whitehall collaboration to tackle issues (particularly
crises), is the separation of synthesising evidence from policy advice and decision
making. This clear separation during the "third phase’ of decision making in the
pandemic —where departments came together to agree on a broad evidence base —is
what encouraged greater collaboration between departments, which felt that they
could discuss the evidence openly without having to cut across their ministers’ policy
preferences and choices.

There may sometimes be understandable reasons why the Treasury is reluctant to
share or discuss analysis with other departments or perceives that maintaining a more
distant role strengthens its hand. This is presumably why the department shut down
suggestions to have a structure in the centre of government pulling together evidence
from economics and other social sciences in the early stages of the pandemic. But

too often this approach achieves the opposite — making it harder to achieve the best
outcomes and weakening the Treasury’s ability to convince others in government of
the strength of its arguments.

Maintain good cross-department working practices that evolved during

the pandemic

There were many excellent examples during the pandemic of the Treasury working
closely with other parts of government, particularly in designing and delivering some
of the economic support schemes. This joint working built on existing frameworks —
such as the tax policy partnership with HMRC - but its nature was much closer during
the pandemic. The Treasury should maintain the closer working relationships with
HMRC and the Bank of England that developed during the pandemic, including
ensuring where possible that delivery experts are in the room with ministers to make
sure that suitably qualified people are able to triangulate properly between the policy
intent and what is feasible.

The tax policy partnership between the Treasury and HMRC is long established

and works well but has not always entailed quite such close working and trust as
developed during the pandemic. Sustaining what was achieved during the pandemic
will require effort from senior officials and ministers in the Treasury and HMRC,
particularly as staff move jobs and the personal connections built during the pandemic
are lost. Senior officials should think carefully about how new trusted relationships
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can be forged; for example, by reinvigorating the interchange of staff between the two
departments —which was envisaged as an important part of the tax policy partnership
but has diminished over time.®

In other areas, the Treasury’s approach to working with other departments during the
pandemic was far less constructive. An adversarial approach to advising ministers
during the pandemic led to poor-quality advice.

Formal structures for evidence gathering in a crisis

The Treasury and the rest of the centre of government should also ensure that
there is a more organised process to draw in socio-economic advice from outside
government during crises, in a similar way to how scientific advice was drawn in
through SAGE before being put to ministers. This would help in two ways:

* Itwould increase the analytical capacity of the government by making use of
external resources.

» Itwould enhance the synthesis of different types of evidence, which we argue was
sorely missing at the centre of government during the pandemic.

Some have suggested that economists and social scientists should have attended
SAGE, but this would likely have left one body with too much information to process
and a great deal of responsibility. A more practical approach would involve a parallel
committee to SAGE on socio-economic issues. Another group —involving officials as
well as possibly a subset of the members of SAGE and the socio-economics committee
- could then draw together the evidence, identifying where the key trade-offs and
complementarities are between different objectives.

Stronger use of evidence in the Treasury

Improving leadership and oversight of the use of evidence

The Treasury is supposed to be the centre of expertise for macro-economic analysis
and policy making within the UK government. But the pandemic highlighted a need for
stronger connections between the department and external research expertise, more
robust oversight of the quality of analysis done within the department and a clearer
distinction within the department between objective, impartial analysis and policy
choices. On the last of these, we do not mean that analysis should be separated from
policy advice —itis important that policy needs inform any analysis done and that
evidence is fully integrated into policy development —but rather that there is a clearer
distinction in officials’ and ministers’ minds between objective, impartial evidence and
analysis (which should not be cherry-picked and about which there should be limited
disagreement) and policy choices based on that evidence (where individuals’ views
may differ and be more grounded in ideological beliefs).

The Treasury should overhaul the role of chief scientific adviser

There is a real need for someone in the Treasury with strong research knowledge
and links to external experts, who has the freedom and authority to make the case
for more systematic use of the best available evidence, whether or not it adheres to
ministers’ prior beliefs.
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Departmental chief scientific advisers (CSAs) are supposed to serve this kind of role
- providing “an independent challenge function to their department, ensuring that

science and engineering evidence and advice is robust, relevant and high quality”.
CSAs play animportant role in:

* increasing scientific capability in departments
+ developing links to researchers outside government

+ upskilling policy teams to understand what research is being done elsewhere and
how to use itin policy making

+ ensuring adherence to the standards expected on the use of evidence
in government.

CSAs are also responsible for drawing up and publishing a department's areas of
research interest, which are supposed to highlight to external researchers those issues
that are of interest to the department and help inform the allocation of public research
funding through UK Research and Innovation (UKRI).

Civil service guidance states that “"a CSA should usually be a distinguished external
scientist or engineer, recruited externally... [because it] is an advice role that derives
authority from knowledge, the ability to convene respected authoritative groups, and
personal standing in the scientific world".*® Since these people usually continue to
hold some kind of external academic post while serving as a CSA, they typically have
more freedom than full-time, career civil servants to speak openly about their views

on the evidence.

The CSA guidance is framed in terms of ‘science and engineering’ expertise. But it is
clear in the way these roles are used across government that CSAs can be drawn from
any discipline and can and do provide advice, leadership and connections, not just
on hard science or engineering but also on social science and humanities research, to
ensure that policy makers access and make the best use of the full array of research
and evidence that is relevant to them.

The Treasury has never had a CSA in this mould.” Exactly how the CSA role is fulfilled
varies across departments, but the Treasury is unique in recent years in having a CSA
who: had no scientific background; was recruited from within the civil service, rather
than being an established external expert;” " and had no dedicated portion of time
allocated to the role as CSA.

For example, the former Home Office CSA Paul Wiles is a criminologist and the current Home Office CSA
Jennifer Rubin is a social and political scientist.

The Treasury has long been an outlier in these regards, with the House of Lords Science and Technology
Committee raising similar points in an inquiry in 2012; see House of Lords Select Committee on Science and
Technology, The Role and Functions of Departmental Chief Scientific Advisers, The Stationery Office, 2012,
www.parliament.uk/globalassets/documents/lords-committees/science-technology/CSAs/CSA-Report.pdf
Currently only one other CSA is an internal appointment —Trevor Huddleston, chief scientific adviser and chief
analyst at the DWP. The previous incumbent at the Department for Education (Osama Rahman) was also an
existing civil servant.
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Instead, the person who held the CSA role during the pandemic —who has recently left
the post - stated that he held the role because he was “the official with responsibility
for science and RGD spending and allied matters such as innovation”.** But
government spending on, and policy towards, science and R&D in the wider economy
is very different from the question of how scientific evidence is used in the policy
making process, which is supposed to be CSAs' focus.

The Treasury should address this gap by appointing a recognised external expert -
with strong research training and knowledge, and strong networks and reputation
in areas relevant to the Treasury, such as macro-economics and quantitative
economics - to be the departmental CSA. This person should build stronger links
between Treasury civil servants and external researchers and help ensure that the
department is aware of the latest research developments. This model would be
somewhat akin to how the Bank of England and the OBR are set up, where prominent
academics serving on the Monetary Policy Committee and Budget Responsibility
Committee (respectively) provide strong intellectual leadership. As one of our
interviewees put it, the prospect that one of these people will look at their work
encourages analysts to “raise their game”.

None of this is intended as a criticism of the Treasury’s recently departed CSA, who has
carried out the role admirably given his expertise and other responsibilities.

At the moment, the Treasury’s chief economic adviser takes on some of this role —
championing economics in government as the joint head of the Government Economic
Service and providing professional leadership for economists across the Treasury.
However, this person also leads major policy teams advising ministers on the macro-
economy, fiscal policy and growth, and the macro-economic and micro-economic
implications of wider policy issues, as well as leading the Treasury'’s relationships

with the OBR, Debt Management Office, Bank of England, IMF and OECD. These are
substantial responsibilities, meaning this person cannot be expected also to build and
maintain networks of academic contacts and to remain at the cutting edge of research
developments or to independently challenge the robustness and quality of evidence
used across the department. There is therefore a need for a reformed CSArole to
complement the work of the chief economic adviser.

The Treasury’s new CSA should also remedy the current absence of departmental
areas of research interest. The Treasury is, to our knowledge, the only department
that has never published any areas of research interest, as we have flagged in

earlier work on tax policy making.*? This is an important omission, given that the
Treasury has principal responsibility for several critical policy areas — notably macro-
economics and tax.

In addition to the problems with the use of evidence highlighted in this report, another symptom of the
shortfalls in the Treasury's current approach to the CSArole is that it continues to be the only department that
has not published any areas of research interest. These lists are supposed to provide external researchers

and UK Research and Innovation (UKRI, which is responsible for allocating public money for research) with an
indication of the issues that are of interest to policy makers. Compiling these lists is one of the responsibilities
of the CSA.
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The Treasury'’s director of analysis should enforce analytical standards across

the department

Most departments have a dedicated director of analysis, responsible for overseeing
the generation and use of analysis across the department and acting as the head of the
analysis function for the department. The civil service analysis function covers:

* actuaries

+ data, digital and technology professionals
* economists

+ geographers

+ operational researchers

» social researchers

* statisticians.

The directors of analysis provide an independent line of support and accountability for
the quality of analysis produced and used — separate from individuals' role within and
contributions to policy and delivery teams.

Directors of analysis are supposed to enforce analytical standards, such as those
laid out in the Aqua Book,”” the Green Book'* and the Magenta Book.'” This includes,
for example, ensuring that any analytical models are properly documented and that
someone has clear responsibility for their quality and how they are used. It also
includes overseeing the use of appraisal and evaluation in the department to ensure
the costs, benefits and risks of alternative ways to meet government objectives

are assessed and that any intervention’s design, implementation and outcomes are
properly evaluated.

The Treasury has not adhered to this model in the past. The vast majority of analysts in
the Treasury have typically been economists, rather than drawn from other analytical
functions — although this is starting to change with the recruitment of more data
scientists. The role of director of analysis has been held for many years by the person
who also serves as the director of the economics group within the Treasury. This
person has a full-time job leading a team of around 100 to provide economic analysis
and policy advice to support the government'’s objective of delivering sustainable
economic growth. This has left little capacity to serve a wider role in ensuring high
analytical standards across the rest of the department.

The Treasury’s director of analysis should be given the time and responsibility to
oversee good-quality analysis within the department, advocate for the importance
of that at board level, and ensure analysts working in the department uphold the
analysis function standards.'®
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This role should be at least director level and potentially director general level. To
ensure this person has the ability and standing to challenge analytical standards

and rigour across the Treasury’s policy areas, they should report directly to one of

the department’s permanent secretaries, rather than to one of the directors general.
They should be given responsibility for ensuring the Treasury maintains the analytical
expertise that it needs.

A new statutory duty to maintain expertise

To further guard against an erosion of expertise in the Treasury and to help ensure
that the Treasury (and all other departments) puts in place the preparations needed

to respond to future shocks (as discussed elsewhere in this report), senior officials
could be given - through a new civil service statute —a duty “to maintain and build
internal capability to serve current and future governments”. This would make the
Treasury's senior officials answerable for their investment in skills (within the budget
envelopes that ministers set) and responsible for ensuring that the civil servants in the
department are able to meet the needs not just of the current government but also of
future governments.*’

Creating specialist economist roles

We have discussed above the long-standing issue in the Treasury — and elsewhere

in the civil service — of problems developing officials’ expertise and experience.
While, as we argue elsewhere in this report, there is a case for many Treasury officials
being strong generalists who can turn their attention to issues as they arise, the
department also requires what John Kingman described as "deep domain knowledge
and experience”.** We have highlighted technical macro-economics as one area
where we —and most of our interviewees from inside and outside government — think
that the Treasury needs more senior specialists. We have previously made a similar
argument in the context of tax policy making,** while Kingman pointed to pensions and
energy markets.”® The Treasury was keen to emphasise that there are many roles in the
department reserved for trained economists. But progression to senior ranks in the
department still requires individuals to perform well against a general competency-
based assessment and to demonstrate managerial skills and take on these non-
technical responsibilities.

The Treasury should establish a set of specialist roles across all experienced

and senior grades for technical economists and policy experts. In line with
recommendations for the civil service more generally, outlined in an earlier Institute
for Government report, Opening Up,”* the Treasury should have more senior specialist
roles available, particularly for technical economists. Those working in the economics
and fiscal groups, for example, cannot progress to Grade 7 or higher (a level that
someone on the ‘fast stream’ might hope to reach with about three to five years’ work
experience) without taking on significant management responsibilities. There are
currently only a handful of individuals who are exceptions to this rule; in all cases,
those individuals’ roles in the Treasury have evolved more through accident than by
design. The Treasury should use a model similar to that which the Bank of England
uses, where officials can reach the equivalent of ‘division head’ purely based on
technical abilities, without taking on management responsibilities. A starting point
would be to create specialist roles within the Treasury up to the equivalent level
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of deputy director, the most junior rank within the senior civil service. Ultimately,

it will be important for technical experts to progress to at least director level as

well to ensure that people with this expertise have enough clout in shaping the
department’s approach and use of resources —including the reformed director

of analysis role described above. These specialists could play a significant role in
commissioning advice and advising other Treasury analysts on their research strategies
and building external networks.

Officials should be given opportunities to develop their technical skills. The
Treasury already funds some officials each year to undertake master's degrees and
the Government Economic Service offers training for economists. But this is not
enough to develop all the types of technical expertise the department needs. The
department should consider how to help officials reach the next level, potentially
through closer partnerships with economics departments in universities, providing
opportunities for secondment (in both directions) and potentially PhD studentships
(BEIS is currently trialling something like this with Manchester Business School).
This would also enhance links with academia, further contributing to the expertise
available to the department.

This would likely require greater pay flexibility. The Treasury offers a modest
‘analyst allowance’. The Treasury has told us that there are currently more than 100
people in receipt of this allowance in the department, receiving an additional average
of £3,200 a year each. But — particularly for senior specialist roles — it will need to
consider even greater pay flexibility to attract suitably skilled individuals. This is
particularly relevant for quantitative economists and finance specialists, who are very
highly paid outside the civil service. Rewarding expertise should mean that officials
are less incentivised to move around to different jobs. Churn is a huge problem within
the civil service, but particularly so for the Treasury.”” Rewarding expertise should go
some way to solving that problem.

Having said that, the Treasury has historically been able to attract technical experts —
at least for a few years — by offering the opportunity to work in exciting, highly relevant
and unique roles. The Treasury should offer the opportunity for technical experts

to work on administrative data (which HMRC often holds) and publish in academic
journals and make clear (both internally and externally) how technical expertise is
valued at the highest levelin the department to encourage more technical experts
to work in government. Many technical economists are attracted to working on public
policy questions and money is not the only factor affecting where they choose to

work. Academics are also attracted by the ability to use interesting and unusual data,
particularly if they could eventually publish their results in academic journals; many
worry that if they cannot publish, they will never get back into academia. Other parts
of government, notably DHSC, have frequent interchange with academia, in no small
part because a stintin government is more clearly beneficial to health academics than
is currently the case for economists. There are important differences between the ways
that publishing and career progression work within health and economics academia
but there are nonetheless changes the Treasury could make to ensure a stint working
in the department is more attractive to technical experts than it currently is.
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The Treasury would also benefit from encouraging other departments to establish
similar senior specialist roles. This would mean that, even in the case that officials
still feel motivated to move teams or departments, the presence of senior specialist
roles should mean they remain tied to their anchor of technical economic analysis.
This would enable the development of a network of senior specialists over time.

The Treasury, and Whitehall more generally, should also consider how to enable and
encourage the sharing of expertise and experience across departmental boundaries.

A promising development in this regard is the Darlington Economic Campus, which
brings together officials from the Treasury, BEIS (now DBT, the Department for Science,
Innovation and Technology (DSIT) and the Department for Energy Security and Net
Zero (DESNZ)), the ONS and five other government departments and arm's-length
bodies, and offers an opportunity for quantitative economic experts from multiple
departments to work together. It also offers the opportunity for individuals with these
skills to move between roles in different departments that make use of their expertise
without having to move to a new part of the country (as might currently be the case if
someone wants to move from, for example, the Treasury to the ONS). Such a model may
also naturally lead to more cross-Whitehall working: in the course of its work on civil
service relocation, the Institute for Government has been told that the Treasury senior
team in Darlington has been notably more collaborative with other departments than
its London counterparts.

A more open analytical culture within the Treasury

A lack of transparency from the Treasury with other departments during the pandemic
prevented government from operating as effectively as it could have done. The
quality and range of evidence that the department used would be improved by
opening it up to greater external scrutiny. Under current arrangements, this is a
ministerial decision. We argue above that analysis — and probably policy advice
(under certain conditions) — should be published. But there are a number of other
steps that the department could take.

Building stronger links with external experts

Before the pandemic the Treasury’s connections to academics were patchy and

ad hoc. During the early months of the pandemic, the Treasury did arrange for a
variety of academic experts to talk to officials about some of the issues that they
were grappling with. But before, during and since the pandemic, the Treasury has
maintained a largely one-way flow of information — absorbing presentations from
academics but being unwilling to open its own analysis and thinking to discussion with
academics. To be clear, we are talking about the analysis that officials are producing,
not necessarily the advice that the department provides to ministers, about which
there may understandably be concerns around sensitivity that should not necessarily
apply just to analysis. This secrecy hugely reduces the value of any contact that
officials have with academics.

Particularly given the rate of staff turnover in the Treasury, the department should
develop more formal expert networks to ensure officials know and access relevant
people. As an earlier Institute for Government report, Ways to Improve Engagement
Between Government and Academia, argued, "Responsibility for establishing such
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a network should lie with the chief scientific adviser and the head of the analytic
professions, but with the active involvement of the departmental head of the Policy
Profession to make sure that the network is used by policy professionals as well.”
There are various ways the department could do this, including the following:**

* Itcould create a centrally managed, department-wide list of experts —as the
Department for Environment, Food and Rural Affairs (Defra) has —to provide staff
with people to call up for advice, or to provide further routes into academia.

+ Itcould fund externally managed networks, which can act as a hub for people with
expertise on specific topics. A network of this sort —the Economics Observatory —
was created during the pandemic to bridge “the gap between academic research,
government policy and the general public”, managed by a team at the University
of Bristol, with ongoing funding from the Economic and Social Research Council.*
But the Treasury has no direct involvement in the observatory, meaning it is not
necessarily well tailored to the specific interests of the Treasury and, given the
current funding model, the Treasury has no guarantee that it will continue to exist.

Being more open about Treasury analysis

Greater openness may initially prompt some difficult questions for the Treasury, but
over time it should improve the work the Treasury produces —in turn providing more
helpfulinput to policy decisions —and allow the department to recognise more openly
the uncertainties under which its ministers must make decisions.

Failure to be clear about the evidence underpinning policy decisions is a widespread
problem across Whitehall, as the Transparency of Evidence review carried out by Sense
About Science made clear.”” The Treasury, like many other departments, can and
should do better.

The Treasury should publish more of its research (although not necessarily policy
advice) in a timely way. This could be done through a discussion and working paper
series on policy-relevant analytical topics, managed by a research unit. The Treasury
used to produce such working papers to provoke discussion among external experts
and improve its analysis. This happened periodically from 1977 —including during
Margaret Thatcher's,”>?"?# John Major's*” and Gordon Brown's premierships.”®*%*> Under
Tony Blair's premiership, the department even published two books co-edited by Gus
O'Donnell {then the permanent secretary of the Treasury) and Ed Balls (Gordon Brown's
political adviser in the department) setting out detailed approaches to economic
policy making.”*** But it has not, to the best of our knowledge, been done for the past
decade or more. A blogging model - similar to Bank Underground produced by the
Bank of England - should also be considered.** This would allow the department to be
more transparent without it getting bogged down in the difficulties of not having time
to bring analysis up to near-academic standards.

Publishing policy-relevant analysis sidesteps some of the issues involved in publishing
policy advice in full but would still open the department’s way of thinking on key
issues to external scrutiny and provide it with a channel to get feedback from external
experts. Other countries provide a model of what is possible. The New Zealand
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Treasury publishes information and analysis in various forms, including a fortnightly
economic update, discussion papers to stimulate debate on policy areas, a working
paper showcasing new empirical research on the New Zealand economy, and shorter
and easier-to-read analytical notes. All publications from the New Zealand Treasury
are subject to a disclaimer that they do not represent official government policy.*®
There are other models where a specific part of the ministry — separated from the
officials producing policy advice — generates and publishes policy-relevant research.
Japan's Ministry of Finance, for example, has a Policy Research Institute (PRI). The

PRI was established in 1985 and its president describes it as “a think tank of [the
Ministry of Finance]". It conducts research on finance and economics, engages with
overseas research institutions, provides technical assistance to developing countries
and conducts economic surveys on Japanese businesses. It also acts as a centre of
expertise, providing training to officials in other parts of the ministry.”’

There are arguments in favour of encouraging departments also to publish policy
advicein full, after a suitable lag. As earlier Institute for Government work has argued:

If civil servants and ministers knew that, within a reasonably short period, their most
important advice and the decisions based on that advice would be published and
scrutinised by a committee of officials or parliamentarians, it would encourage a
more serious evaluation of options and hold policy makers to a high standard of
evidence analysis and discussion.*®

This would also make going into government more attractive to external experts,

who could point to what they recommended and why. However, it is also important

to protect the private space that ministers need to take decisions. While publishing
advice in principle would likely have a net positive impact on policy making, further
work would be needed to establish exactly what advice should be published before
any decision was made to embark down this road —although the New Zealand Treasury
provides an international example of where this is done.

Improving the quality of the analysis that the Treasury produces and uses is
important not only for the quality of policy that the department develops but also
for wider government, since the Treasury ought to be setting an example for high-
quality analysis across government. It is responsible for maintaining and overseeing
the sets of guidance on the use of analysis within policy making: the Magenta Book
guidance on the design of evaluations after policies have been implemented;

the Green Book guidance on how to appraise and evaluate potential policies and
projects; and the Aqua Book guidance on producing quality analysis and modelling in
government. But the department often does not follow its own advice.

For example, as previous Institute for Government work has highlighted, tax policies are not subject to the
same value-for-money scrutiny as the Treasury imposes on spending proposals from other departments, the
Treasury permanent secretary never exercises his (and it has so far always been his) accounting officer function
for budget spending measures or spending-like tax measures and tax policies are not systematically evaluated;
see Rutter J, Dodwell B, Johnson P, Crozier G, Cullinane J, Lilly A and McCarthy E, Better Budgets: Making tax
policy better, Institute for Government, 2017, retrieved 13 April 2023, www.instituteforgovernment.org.uk
publication/report/better-budgets-making-tax-policy-better. Tax policies are also excluded from scrutiny by
the regulatory policy committee. As Sense about Science has reported, the Treasury's transparency about the
evidence it has used to inform policy decisions is also poor; see Sense about Science, Transparency of Evidence,
2018, retrieved 13 April 2023, https://senseaboutscience.org/activities/transparency-evidence-spot-check.
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Resilience and preparedness

The Treasury has many well-established systems for coping with shocks. The
department has also made changes before and since the pandemic to strengthen

its own risk management processes and how it contributes to efforts at the centre of
government to manage risks across government. These are all important and should be
sustained. But there are some areas where more could be done to increase resilience
and preparedness for future shocks, whatever they may be.

Flexible resources and systems

While some threats can be predicted, the precise shape of future risks is often hard

to pin down and there will always be shocks that are unexpected. It will also never be
possible to prepare fully for all risks, given resource constraints. Being agile in the face
of adversity will, therefore, always be an important factor - including, increasingly,
through enhanced digital, data and technology capabilities.

Staffing

One of the Treasury's great successes during the Covid crisis was its ability (in
partnership with delivery departments) to rapidly design and roll out major economic
support schemes in a matter of days. This was made possible by having bright,
motivated staff who could and did quickly turn their hand to what was needed in a
crisis, including reallocating staff between teams to provide resource where it was
needed. This flexibility is a great Treasury strength that should be maintained.

Digital, data and technology capabilities

The Treasury has already expanded its data science capabilities substantially
compared with its position in 2019, when it took its first data scientist on loan from
BEIS. It has now recruited its first chief data officer and started to build up a team of
data scientists to work across the department. These developments are welcome.

The Treasury should continue to develop its digital infrastructure. The Treasury is
often a recipient of data from other departments, rather than generating data itself.
During the pandemic, this included data that the Insolvency Service had gathered
on redundancy notifications and data on job vacancies that BEIS had collected. More
recently, the Treasury has been able to make use of data that energy suppliers have
provided to BEIS to help understand the impact of high energy prices on households
and businesses. The department, therefore, needs to continue investing time and
resources to improve the digital infrastructure that supports sharing data and

data analysis between itself and other departments, to streamline the sharing of
information and collaboration on analysis.

All Treasury officials —including policy officials and economists rather than just data
scientists — should be encouraged to think about how new data science techniques
can improve policy making. This may require specific data science training for policy
professionals. It is particularly crucial that senior civil servants in the department
receive adequate training to make them intelligent consumers of and effective
advocates for wider use of data science within the Treasury. There are some existing
initiatives that the Treasury can draw on —such as the ONS data science bootcamp, the
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Government Economic Service apprenticeship scheme (which includes data science
training) and courses that the Government Skills and Curriculum Unit offers. The new
Darlington Economic Campus is also well located to tap into the data science expertise
of the N8 group of universities in the north of England.

There is scope to use better analysis of existing data to inform understanding of
current policy questions and potentially to use more and different data to improve the
implementation of current and potential future policies. But it is also important for
officials to think about what data might be usefulin the event of future crises and
how that data might be gathered, and perhaps even to start gathering it. The Covid
pandemic highlighted many gaps in government data that limited the options for the
government'’s response. This included:

» alack of timely information on self-employed people’s incomes

+ anabsence of data on where employees work or in what industries
businesses operate

+ alack of information on the incomes and circumstances of households (as opposed
to individuals) for those who do not interact with the benefits system.

Collecting extra data — or combining existing data in new ways —will incur some cost to
government and/or the private sector. It is important that, when weighing up the costs
and benefits of additional data collection/collation, the government factors in the
potential benefits there might be in the event of future crises.

There should also be a presumption of more collaborative working and more open
sharing of data and analysis with other departments, where there are overlapping
policy interests, to help improve the quality of analysis and the coherence of policy
development. There was an overwhelming perception among interviewees in other
departments that the Treasury was unwilling during the pandemic to share details

of its assessment of the economy or the analysis underpinning the policy options it
advocated. None suggested that this behaviour was specific to the pandemic. The
newly created data science team, by definition coming into the department from
outside with links to the cross-government data and digital function, should advocate
for greater openness and model this behaviour themselves, where they have the
licence to do so, to show the benefits.

Build and maintain systems that facilitate a crisis response

The existence of the BBB helped the UK government’s economic response to the
pandemic enormously. This is a part of government that had the ability to design and
roll out guarantees to support large-scale business lending very quickly. The response
also built on schemes that had first been developed during the financial crisis. This
shows how important it is to have standing capacity that can be drawn on quickly

in a crisis. Previous public lending bodies — such as the Green Investment Bank*® -
operated for a period in the public sector before then being privatised. If a future

Durham, Lancaster, Leeds, Liverpool, Manchester, Newcastle, Sheffield and York.
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government ever considers privatising the BBB, one of the factors it should weigh in
this decision is the crisis insurance that having such capacity and systems available
in the public sector provides.

The Treasury should consider making the BBB accountable to it, rather than to the
Department for Business and Trade (DBT). This would make lines of accountability
for future economic recovery schemes clearer, with responsibility for the design,
monitoring and evaluation of the schemes all sitting with a single accounting officer.
The Treasury oversees financial services and the financial sector, leading, for example,
the government's review of patient capital.“” Interviewees told us that having the BBB
managed by the Treasury would make more sense in general; many told us that this is
probably how the BBB would have initially been set up if Vince Cable (whose idea it
was to establish the BBB) had not happened to be secretary of state for business at the
time it was set up.

The Treasury should also work with delivery departments to improve the standing
toolkit of crisis response policies that are available to the government, particularly
having an improved emergency loan guarantee scheme and a household-level
administrative dataset. As we detail above, the government'’s business support
schemes were broadly successful, but existing mechanisms (based on the Enterprise
Finance Guarantee (EFG)) were not designed for the speed and scale that were
necessary during the pandemic — to achieve the speed ministers desired, compromises
on the size of guarantee and extent of credit checks (and thus fraud prevention) had
to be made. We agree with the suggestion made in the evaluation of the BBB loan
schemes that, to improve the government'’s response in future crises, the Treasury
should consider whether to implement

an ongoing emergency loan guarantee scheme that could be activated in the event
of a future emergency (with a rolling accreditation process) [that] could enable rapid
intervention while reducing pressure on the public sector, avoiding adverse effects
on competition, and giving greater opportunity to implement fraud prevention
mechanisms from the outset.”*

The absence of a UK household dataset based on administrative data also significantly
limits the UK's ability to support incomes through fiscal transfers, and to understand
who is in most need of those transfers in the event of an emergency. The UK
government has fairly extensive individual-level data from the tax system, for those
who pay income tax or National Insurance, and household-level data for some
households in the benefits system. But it does not have comprehensive household-
level information. This limits the type of support that the government can offer and
how well it can be targeted towards households in need. The government should
explore the feasibility and cost of developing a household-level dataset, including
information on income, through, for example, linking different administrative datasets
together. The Treasury's support (and funding) would be a key driver of its success. It
could have numerous benefits in a range of policy areas. It would have helped to target
Treasury support for household energy costs over the past year. This sort of innovation,
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though, would not just be useful during crises. A recent Social Mobility Commission
report”, for example, highlights how the absence of a household-level dataset means
that the targeting of education interventions for people living in poverty is much
worse than it could otherwise be.

One important way in which the Treasury itself can improve the quality and quantity
of data available for administrative purposes is to build up data relationships with
other departments and foster trust across government. A recurring theme from

a series of roundtables that the Institute for Government hosted on data sharing
during the pandemic*® was that government departments and organisations often
refrain from sharing data for fear of someone else being able to know something
about them that they did not know themselves or did not want others to know. In the
context of the Treasury specifically, other departments worried that making more
data available to the Treasury would potentially weaken spending review submissions
and funding availability.

Fully evaluate the policies implemented during the pandemic

Itis very welcome that the Treasury has already carried out interim evaluations of the
CIRS and SEISS and published them,“*** and that the BBB has done the same for the
business loan schemes.“® The Treasury has also indicated its intentions to conduct
further evaluations of these schemes, including value-for-money assessments. It is
important to do so. These evaluations should:

+ examine how future such schemes could minimise the number of people excluded
from support

+ quantify the longer-term impacts of individuals (not) receiving support
» conduct full value-for-money assessments.

Itis also important for the Treasury to ensure that evaluations are done of the other
economic support schemes that it led, including the business grants.

All the schemes entailed difficult trade-offs between the need to roll support out
quickly and the desire to ensure public money was used wisely by minimising fraud,
error and deadweight. Itis vital to evaluate what happened to understand whether the
trade-offs were as anticipated and whether, with the benefit of hindsight and the time
to prepare for the next crisis, there is anything that could have been done differently.

Preparing for known risks

The OBR and the Treasury have well-established processes for looking at economic
and fiscal risks and the Treasury plays an important part in wider government risk
preparedness — a role that has developed since the pandemic. But there are some
areas that could be improved further.
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The OBR's analysis of fiscal risks, now contained in its annual Fiscal Risks and
Sustainability Report, is considered to be world leading.”’ It is welcome that the
Treasury issued a more substantive response to the OBR’s latest (2022) Fiscal Risks
and Sustainability Report than it has done in recent years.*” The Treasury published
a long and detailed response in 2018 to the OBR's first Fiscal Risks Report.*® But the
chancellor offered only a short ministerial statement in response to the 2019 Fiscal
Risks Report™® and only a five-page letter in response to the 2021 edition.” To ensure
that the department remains committed to properly considering and responding

to the OBR's Fiscal Risks and Sustainability Reports, the wording of the Charter for
Budget Responsibility — which currently stipulates that the Treasury “shall respond at
a subsequent fiscal event to the annual sustainability report”? - should be changed
back to saying (as the 2016 incarnation did) that “the Treasury shall formally respond
to the fiscal risks statement produced by the OBR no later than a year after its
publication date”*” to provide a clear and binding timescale for the response. Treasury
ministers should also commit to publishing a full report in response.

The Treasury Select Committee should invite ministers and officials to give
evidence onrisk preparedness around the time that the response is published
and to ask for updates on progress periodically thereafter. Previous Institute

for Government work has argued that the House of Commons should also

create a new cross-cutting committee scrutinising management of risk across
government; such a committee could also challenge Treasury ministers and officials
on their risk preparedness.”

The Treasury needs to work more with the rest of government than it did before

the pandemic to understand and prepare for risks that are not fundamentally fiscal
or economic in nature. The Treasury, much like the rest of government, was not
adequately prepared for the Covid crisis, despite a pandemic being the number one
item on the National Risk Register.

The Treasury should work with the new Cabinet Office resilience directorate to hold
departments to account on preparedness. A key role for the Treasury here is to ensure
that departments explicitly consider risk management in their spending review bids, as
set outin an earlier Institute for Government report, Managing Extreme Risks.”

The Treasury'’s fiscal and economic risk groups should also work closely with this
central unit to ensure that the Treasury is considering the range of consequences
associated with risks that are fundamentally non-economic in nature and how to
prepare for them. This should involve thinking through the specific economic and fiscal
consequences of each of the major risks identified in the National Risk Register. This is
something that the central unit may struggle to do by itself, and which the Treasury did
not do in preparation for the identified threat of a pandemic. To support this work, the
Treasury should regularly consult experts from other fields (for example, epidemiology;,
defence or cyber) on the potential outcomes and range of uncertainties associated
with any particular risk. While it will not be possible to prepare fully for all risks —and
flexibility and agility are always likely to be important elements of risk preparedness
and resilience —it is nonetheless important that the department assesses the risks and
understands the range of possible impacts it may need to respond to.
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The incentives for Treasury civil servants to take risk preparedness more seriously
should be sharpened. The recruitment of a new head of risk management with
external expertise is welcome.*® In addition, the Institute for Government has argued
in A New Statutory Role for the Civil Service that the head of the civil service should
have a statutory “responsibility to maintain the capability of the UK government...
including as regards risk management and crisis response”.”” Jill Rutter has also
suggested enshrining within a new civil service statute, responsibilities “to
undertake reasonable contingency planning to deal with potential policy changes
and emergencies” and “to identify long-term trends and potential future policy
options”. This would give the Treasury permanent secretary greater scope and
responsibility to devote some resources to risk planning, even if ministers were not
inclined to do so, and for the permanent secretary — rather than ministers —to be held
accountable to parliament for the quality of the preparations.*®

Questions for the Covid inquiry

As we have highlighted throughout this report, we have not had access to all the
information we would have needed to reach firm conclusions on some important
areas. The Covid inquiry, with its powers to compel officials and ministers to provide
evidence, will be able to make progress where we could not. There are several
questions that it would be valuable for the inquiry to explore to understand better
what happened during the pandemic and to learn lessons for the future:

+ Exactly what analysis did the Treasury do on the economic impacts of various
interventions to inform policy making? As well as looking at what officials did, the
inquiry should also ask what those officials then shared (or not) with their ministers
in policy advice and why.

» What role did ministers and officials play in limiting the extent to which the Treasury
shared analysis relevant to decision making at the centre of government or other
departments with those parts of government? Such limitations could have taken
the form of direct instruction from ministers, or officials interpreting how they
should interact with other departments based on (their perception of) ministers’
preferences and objectives. It would also be a worthwhile exercise to investigate
how the role of ministers in influencing these issues may have varied across
departments to see whether issues are specific to the Treasury.

* Why was more analysis of the economic and social impacts of restrictions not
shared with parliamentarians and the wider public (in the way that, for example,
epidemiological analysis was)?

* How and how far did Treasury ministers and officials engage with epidemiologists
and scientists inside and outside government to inform the department'’s view
of the impact and likely progression of the pandemic? When the Treasury did
engage, what evidence is there that officials internalised the insights gained
from these interactions and ultimately used them in internal analysis and policy
advice to ministers?
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