i From: ESSC
RS

HM Treasury

SCS: Rob Montanari

Date: 24/06/21

Submission: CJRS summer contingency options
Issue: to agree next steps on summer contingency options for CJRS

Timing: we are due to meet on Monday (28/06)

Decisions:
1 If there are further delays to step 4, are you minded to revisit the
tapering schedule for July or August?
2 If yes, do you have an initial view on how you would alter the tapering

schedule to allow HMRC to build this capacity — namely maintain 10%
ECs OR revert to full 80%?

3 Given the broader labour market context, which does not support a
change to the taper, and your request to come back to closed
targeting for the summer, are you inclined to urgently explore a more
expansive version of closed targeting for the summer, noting the
significant operational, policy and legal risks?

4 Following your steer to return to this, would you like us to engage
with CO / DHSC confidentially to understand the regulatory
framework related to any targeted model?

5 To note the equalities impact assessment in Annex A

Annex A: Equalities Impact Assessment

Annex B: roadmap closures in England
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Overview

1. Latest data for May shows a recovery in the labour market activity in recent months. The
number of paid employees has increased for six consecutive months, including record
growth in employee numbers (+197,000) in May. The unemployment rate (4.7% in the 3m
to April) has similarly declined by 0.4ppts since Q4 2020 and was 0.4ppts below OBR
forecast in Q1 2021. Employees numbers however remain 553,000 below February 2020
levels, with a large shortfall in the accommodation and food sector (-348,000) and
amongst under 25s (-382,000). Vacancy levels have increased sharply in May and are now
at their highest level since October 2018, with latest data suggesting that the number of
employed people per vacancy (a useful measure of labour market slack) has now returned
to around pre-crisis levels.

2. However, against this picture, some sectors remain under pressure. You recently received
advice from EGU regarding the sectoral impacts of a downside scenario (where Step 3
continued during summer). Going into summer, hospitality and leisure SMEs have
increased their debt levels by over 50% relative to pre-pandemic levels, and also have
some of the highest corporate liabilities'to turnover ratios (hospitality faring worse on the
latter). While increases in indebtedness have been compensated in most sectors by
increased net cash balances, these NPI affected sectors have also seen net cash balances
falling {due to low revenues). This combination of increasing debts and decreasing cash is
expected to continue for those firms whose revenue remains suppressed in Step 3, at the
same time as repayments on existing debts are also coming due. While available financial
data is not sufficiently granular, this combination also likely applies to aviation and travel
sectors e.g. travel agencies.

3. Inthe event that there is a further delay announced on Step 4 on 12th July, you will face
further pressure to change the course of the CIRS taper. You will shortly be receiving SPB
advice on the impact of a delay, including options on levers beyond CIRS you could use if
you wished to provide further support. However, given delivery lead-in times, we would
welcome a decision now on whether you want to consider delays or reversal of the CIRS
taper.

4. Targeting options, as an alternative to altering the taper, are only relevant to a small
subset of the labour market and would not support de-facto closures in sectors like
aviation. So following your request to come back to closed targeting, this advice also seeks
your steer as to whether to explore more expansive versions of this option to incorporate
more sectors currently facing de-facto closures, and given the significant operational and
policy complexity of these, whether these could be deployed at short notice.

Altering the taper schedule

5. When step 4 was previously delayed to 19t July, you agreed to maintain the CIRS tapering
schedule and introduce 10% employer contributions at the start of July. The reaction to

YIncludes guaranteed loans, deferred tax deferred rent
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maintaining the tapering programme has been mixed. The CBl support the decision to not
delay/alter the tapering programme when roadmap in England is delayed only a month.
Others, such as the FSB and BCC suggest that, when NPI restrictions are delayed, tapering
of support should be delayed as well.

6. Leading indicators for redundancies (such as Google searches for redundancy, ONS BICs
and HR1 notices submitted prior to making 20+ redundancies) have not increased in
recent weeks, suggesting that we do not expect redundancies to increase substantially
across May and June, ahead of the reintroduction of 10% CIRS employer contributions on
July 1st.  This is in contrast to the trend we saw at a similar point before ECs were
introduced last summer. It is worth noting that 97% of firms that claim CJRS have less than
20 employees and so are not required to submit HR1 notices. Nonetheless, we still do not
expect significant redundancies in the immediate term.

7. However, given the limitations of geographic and closure-based targeting, should you
wish to remove/reduce employer contributions for sectors de-facto closed by either a)
further delays to step 4 or b) travel restrictions over the summer, you may look to alter
the tapering schedule as g whole.

8. HMRC are preparing direction/guidance for if we are required to alter the tapering
schedule. It would take 2 weeks to update the IT system to change the tapering schedule
for a whole month. If we wanted to introduce a change to grant support levels mid-month
it would take longer, due to changes needed to the direction. In order to alter the tapering
schedule, HMRC would need to know what alterations they are making to the generosity
and the months covered. If you are minded preparing alterations to the tapering schedule
now, we need early steers about what the most likely taper reversal would be if we face
further delays to step 4. The current options would be to maintain 10% ECs from July or
revert back to full 80%. Given we have taken the position to introduce 10% ECs for July
already, we could maintain this position.

9. Adecision and announcement by 12 July would give HMRC time to build in the alteration
to the schedule for the beginning of August. There is also an option here to change
tapering schedule for July.

Decision 1: If there are further delays to step 4, are you minded to revisit the tapering
schedule for July or August?

Decision 2: If yes, do you have an initial view on how you would alter the tapering schedule
to allow HMRC to build this capacity — namely maintain 10% ECs OR revert to full 80%?

10. To note, previous SPB advice on the delay to step 4 included SEISS options related to a
delay to step 4. We continue to recommend against making any changes to SEISS 5 if a
move to step 4 is further delayed. We think the planned generosity is sufficient in any
summer scenario. Self-employed people can work while claiming the grant, and the grant
will cover up until the end of September. We expect that most people who are still unable
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to trade will have been badly affected last year, and so will meet the 30% turnover
reduction threshold required by the Financial Impact Declaration.

Limitations of the current summer contingency options

11. As discussed in our meeting on 14/06, HMRC have finished building the IT for geographic
targeting. They are now looking to build additional functionality to the geographic IT build
to cater for closed targeting. This should be complete by early July with a scheme ready
to switch on from 20 July. However, a critical part of any targeting option is the regulations
{e.g. closures) they will dock into. In our previous discussion, you were not minded for us
to initiate confidential discussions with CO / DHSC and you should note this will delay
delivery. HMRC estimate it will take up to four weeks to finalise and publish the direction
from when they receive a steer on the regulations that implement NPIs.

12. Our current targeting options for the summer are more applicable for extreme downside
scenarios than a delay to step 4. Based on previous steers, we have designed a closed
scheme based on the JSSC model. However, there are options to expand a closed
scheme’s eligibility criteria if you wanted to support those de-facto closed:

a) We could expand eligibility criteria to include legislation that imposes
restrictions short of closure on sectors (e.g. rules on table service for
hospitality). From our initial assessment of English legislation, adding these
exemptions would largely only cover hospitality, although we could explore
further options with CO / DHSC. HMRC's current IT build for a closed scheme
could accommodate these additions, with the guidance and direction on a
similar timeframe to what is outlined above.

a. Goingfurther, we could also expand eligibility to NPls we think restrict sectors,
for example where an employer is restricted by rules on travel to capture
aviation. To capture entertainment and the arts sector, we would need to
expand scheme scope to cover social distancing/capacity legislation. This
allows employers to decide if they are impacted by the additional restrictions
and would likely lead to requests from employers for guidance on how to judge
their eligibility. Given any employer could claim, this approach will increase the
error and fraud risk compared to the JSSC model, as well as add operational
and policy complexity (although these risks should be balanced against the
alternative of altering the tapering for the whole scheme). To reduce E&F, we
could agree, define and publish the list of sectors we believe to be impacted
by that legislation and are eligible, effectively resulting in sector targeting. This
returns to the issue of creating a list of sectors, which you have previously
steered against. Overall, we would need to undergo rapid policy work to assess
what is possible in this space. Finalising any direction and guidance for the
scheme could take more than 4 weeks.

13. Both models a) and b) above are reliant on whether we can link to health regulations that

are specific enough in terms of impacts on businesses affected. _
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Decision 3: are you inclined to urgently explore a more expansive version of closed targeting
for the summer, noting the significant operational, policy and legal risks?

Decision 4: following your steer to return to this, would you like us to engage with CO / DHSC
confidentially to understand the regulatory framework related to any targeted model?

Limitations of using summer contingency options post-September

14. We will provide further advice on options for winter contingencies, assuming an end to
CJRS by the end of September. For now, you should note that geographic and closed
targeting options entail amendments to the current CIRS claims system to disapply ECs
for the targeted group. When the CIRS claims system closes on 30™" September, these
targeting options will no longer be available to use. A targeted scheme post-September
could be based on the same eligibility criteria as for summer; however, the claims system
will be different. This also has implications for error and fraud risk for any scheme that
would (as for the summer) continue to rely on self-declaration. You are due to receive
further advice on error and fraud risk for the CIRS shortly.
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Annex A: Equalities Impact Assessment

1. The Public Sector Equality Duty requires public bodies and servants to have due regard to
equalities in all its work, including policy decisions. Compliance with this duty requires
consideration of the need to eliminate unlawful discrimination, advance equality of
opportunity and foster good relations with those who share a protected characteristic.
The Equality Act 2010 defines protected characteristics as age, disability, gender
reassignment, pregnancy and maternity, race, religion or belief, sex, sexual orientation,
marriage and civil partnership. The below builds on equalities advice you have received
previously. You will need to receive a full Equalities Impact Assessment should any of the
options discussed below be announced.

Closed scheme targeting

2. A closed scheme over the summer would be designed to top-up employer claims to 80%
{thereby reversing the taper) where an employers’ business is legally mandated to close.
This will incentivise employers hit hardest by NPIs to retain job matches. Who this applies
to and therefore the employees that benefit from it will depend on what restrictions are
in place when the closed scheme is turned on. Annex B sets out legally mandated closures
against England and the Devolved administrations’ roadmaps. A closed scheme will likely
never cover sectors such as aviation and travel. Legally mandated closures are most likely
to happen in the hospitality, arts and entertainment, retail and personal care sectors.
These sectors are more likely to employ those who are younger (under 25), women, those
on lower incomes and those from ethnically diverse backgrounds.

3. A closed targeted scheme will likely be overall beneficial for those it supports. The
negative impact of the policy will largely derive from those the scheme excludes (those
employees who work for businesses not legally mandated to close). To mitigate this
impact, you could expand the scope of the targeted scheme or reverse the tapering
schedule for the CIRS. However, expanding the scheme is likely to increase the error and
fraud risk and deadweight, and the decision to mitigate the impact of employees not
legally mandated to close needs to be proportionate to the risk posed by employer
contributions. Over July, August and September the Government will still be providing a
significant proportion of the costs of furlough (70% (July) then 60% (August and
September) of wages for hours not worked).

Geographic scheme

4. A geographic scheme over the summer would be designed to top-up employer claims to
80% (thereby reversing the taper) where an employer has a premises in an area that is
under restrictions set out in legislation. This will incentivise employers hit by hard
restrictions to maintain job matches whilst the rest of the economy reopens. It could
ensure there is limited regional variation in unemployment rates. Who this scheme
applies to and therefore who benefits will depend on where restrictions are placed.
Currently, the CIRS uptake is relatively even across the UK given sectors that frequently
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use the scheme e.g. hospitality, are not particularly geographically concentrated.
However, we do know that furlough take-up is currently highest in London’s local
authorities, near airports and tourist areas. The impact of a geographic scheme is difficult
to predict and will largely depend on the demographic make up of the sector and local
authority that fall into this targeting option.

5. A geographic targeted scheme will likely be overall beneficial for those it supports. The
negative impact of the policy will largely derive from those the scheme excludes. As
above, to mitigate this impact, you could expand the scope of the targeted scheme or
reverse the tapering schedule for the whole CIRS. However, expanding the scope of the
scheme is likely to increase deadweight, and any decision would need to be proportionate
to the impact of employer contributions on those not under local lockdowns.

Taper reversal for whole scheme

6. Reversing/slowing the tapering programme as a whole will likely ensure some employers
do not make redundancies where they would have otherwise done so had they been
required to increase the rate of employer contributions. This is more likely to be the case
for sectors that continue to be restricted e.g. aviation. Employees will benefit from
retaining their job match and maintaining a similar level of household income. As outlined
above, employees furloughed through the CIRS are more likely to be younger, women and
those on lower incomes.

7. However, reversing/slowing the taper will also have negative impacts on the ability for
labour force to be reallocated. This could prevent growth/recovery in some sectors and
have wider economic disadvantages.

Continuing with tapering programme

8. When announcing the taper programme at Budget, you were advised that not all sectors
will recover at the same speed and at the same extent and that introducing further ECs
in July will encourage some employers to take employees off furlough whilst it will lead
others to make redundancies. This remains the case. Sectors such as aviation and travel,
mass events, hospitality and arts and entertainment currently remain prevented from
opening their businesses to pre-pandemic levels of activity. In these sectors, employees
are more likely to be younger, on lower incomes and women. The hospitality sector
disproportionately employs people from ethnically diverse backgrounds. To continue with
the tapering programme and decision to end the scheme in September could lead to
employers making redundancies which will subsequently mean employees lose
household income. As those working in restricted sectors are more likely to be younger,
on lower incomes and women, redundancies could disproportionately affect those with
these characteristics.
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9. Given support available via the welfare system is on average less generous than average
grant awarded by CIRS, we would expect household income for these employees to also
drop significantly. To mitigate this impact, you could:

a. Extend the CJRS scheme as a whole until all restrictions are removed on all
businesses;

b. Maintain generous CIRS support for specific impacted sectors via a targeted
mechanism;

¢. Support these sectors via alternative, non-job retention support routes.

10. You are receiving regular updates on the impact of current restrictions on sectors and
routinely evaluating the current approach. We will continue to provide detailed
equalities assessment on the specific policies under consideration in the coming weeks.
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Annex B: Table of Restrictions (England only)

*The furlough numbers used in the below table are from SIC3 categories and are based on the most recent HMRC stats release (provisional figures for 30 April 2021).
Broadly, SIC1 and SIC3 categories will not capture the businesses restricted accurately and should therefore only be used as indicative figures. In some areas where sectors
do not have a singular SIC code, we have pulled together an estimation of which SIC3 codes could form the restricted sector — as such, it is an approximation.

The GVA figures are based on EGU modelling that you received advice on in relation to the outiook for sectors in an upside vs. downside scenario and are estimates relative
to February 2020. They are in themselves predicated on scenarios formed by Econ Group that were based off outturn data up to February 2021, meaning they do

not consider the latest HMT nowcast estimate up to June 2021. Estimates are based on the downside scenario, which assumes we remain in step 3 over the summer (July to
sept) and move back to step 2 in the winter {Oct to Dec). More specifically, in the table below:

2 For the impacts of Step 1 type restrictions we use the EGU estimates for GVA in March 2021 compared to February 2020.
@ For the impacts of Step 2 type restrictions we use the EGU estimates for average GVA in a step 2 scenario from October to December 2021 compared to February
2020.
@ For the impacts of Step 3 type restrictions we use the EGU estimates for average GVA in a protracted step 3 scenario from July to September 2021 compared to
February 2020.
Step Sector/businesses affected Furlough population {UK wide, Estimated GVA decline (SIC1, Value of match
{(England only), provisional for 30 April 2021) compared to Feb 2020)
Businesses legally closed; under a closure-based NP1 targeting model, the following businesses will be eligible for support (based on roadmap steps in England).

Step 1 Indoor and outdoor Whilst SIC codes cannot capture supply |In step 1, Accommodation and LBroadIy, hospitality and

| hospitality chains accurately, hospitality, Food Services saw an ccommodation sector have lower-

I Accommodation accommodation and nightclubs estimated GVA decline of - skilled roles, with lower hiring/firing

H Nightclubs held 932,600 furloughed employments. 56% compared to February 2020.  [osts — pointing to a lower value of

match.

3 Non-essential retail It is extremely difficult to capture ‘non- [Estimated GVA decline in March Some job-specific skills within the
essential retail’ using SIC3 codes. An 2021 (predominantly Step sector; retail broadly represents low
estimate could 1) of ‘Wholesale and retail’ shows [paid and low-wage roles, and lower
suggest 394,800 furloughed GVA down -4%. value of match.
employments.

7 Personal care Based on SIC3 data, personal care could [Estimated GVA decline in March May contain a mixture of low skilled
include up to 113,000 furloughed 2021 (mainly Step 1) of ‘Other roles and roles with more job-specific
employments. service activities’ is -36%. training.

7 Dancehalls, casinos etc. Based on SIC3 data this could Estimated GVA decline in March Arts, entertainment and

indoor leisure/venues represent a furloughed population 2021 for ‘Arts, entertainment and [recreation likely to be a mix of low

17 Entertainment venues and of 255,400. recreation’ shows GVA down - skill jobs and roles with job-specific

pttractions {cinemas, museums) B5% compared to Feb 2020. skills (e.g. performers).
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L Step2

Shared/not self

ontained accommodation (hotels etc)
Indoor hospitality

Nightclubs

Indoor and outdoor hospitality,
accommodation and nightclubs hold
roughly 932,600 furloughed
employments.

return to step 2 from Oct to
Dec 2021 within Accommodation
nd Food Services
ector shows GVA down an
stimated -50%.

Hospitality and accommodation
sector have low-wage / skill roles,
which suggests a less

valuable match.

Dancehalls, casinos etc.
Indoor leisure/venues
Entertainment venues and

lamusement arcades etc)

It is difficult to differentiate via SIC codes
between indoor and outdoor leisure. As
an indicative figure, these closures may
represent 255,500 furloughed
employments.

return to step 2 from October to
December 2021 within the ‘arts,
ntertainment and
recreation’ sector sees GVA down
an estimated -26% on Feb 2020.

Jobs in arts, entertainment and
recreation are likely to be a mixture
low wage/skill jobs, and a number
of roles (e.g in theatre) that require
job-specific skills.

Nightclubs
Dancehalls

SIC codes are likely to include
significantly more employments (in bars
etc). An indicative yet too high number
of employments furloughed is 336,600.

If we stay in Step 3 from July to
Sept, within Accommodation and
food services GVA is projected to
be down an est. -32%. with arts,
entertainment down -25%.

The food

service sector broadly displays
lower-value matches, whilst arts,
entertainment and

recreation may have roles with job-
specific skills.

Howeve

NPI targeting model, the following businesses will not
r, this would be extremely difficult.

? Businesses providing
upervised activities for childcare
nd outdoor sports facilities

Whilst these activities are not clearly
captured by SIC codes, we can suggest
an indication of 185,800 furloughed
employments.

Estimated GVA decline in March
021 (predominantly Step 1) shows
GVA down -35% for arts,
ntertainment and

recreation, and 4% up for Health
nd social work activities.

Whilst the broader “arts and
entertainment’ sector

contains a mixture of high and low
skill roles, health and social work is
likely to contain more skilled roles.

Step 2

Indoor sports centers,

indoor sections at attraction and self-
contained accommodation open when
used with household only

Hospitality table service,
outdoors only (Ro6/2HH)

Not all business captured will be closed,
and as such these numbers will be too

high. However an indicative number of
furloughed employments is 1,091,000.

A return to step 2 from October to
December 2021 within

the Accommodation and Food
Services sector GVA down an
estimated -50% and -26% for
‘arts, entertainment and
recreation’.

The hospitality and accommodation
sectors hold low-wage roles with low
hiring/firing costs —pointing to

la lower value of match.

Step 3

Hospitality table service
restrictions {Ro6/2HH)

Many hospitality businesses will be able
to operate, but there is scope for a large
number of employments to be affected

If remaining in Step 3 from
uly - September 2021,
within Accommodation and food

The hospitality and accommodation
sector hold lower-skilled roles, with

10
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by restrictions. An indicative figure
is 717,800.

ervices sector GVA is down an
stimated -32% compared to Feb
020.

lower hiring/firing costs — which
points to a less valuable match.

Businesses affected by

restrictions on mass gatherings and travel and tourism but not directly restricted by virtue of their activities; under any NPI targeting model,
these businesses/sectors are unlikely to qualify for support.

B Events (because of the
restriction on gatherings e.g. Ro6 and
Ro30)

Multifarious sectors like ‘events’ are
difficult to capture. Using SIC data we
can hesitantly indicate

that 217,500 furloughed employments
loperate within the sector.

he events sector cannot be neatly
represented by SIC1
odes. accommodation and food
ervices and arts, entertainment
nd
recreation estimates above may
ive an indication, but mass
vents is likely to be more heavily
ffected.

Ehe events sector is likely to hold
mixture of valuable and less
valuable jobs matches. Some roles
jre likely to require job-specific
training, whilst a number many may
hot.

Aviation (travel restrictions)

IThere are an estimated 109,700
furloughed employments within
‘aviation’. However, SICs like
‘warehousing and storage’ will contain
non-aviation employments and defining
an ‘aviation’ job is difficult.

Using last Summer as a proxy, we
an see that between August and
ctober 2020 (when restrictions
lifted, air transport saw an average -
8% reduction in GVA compared to
2019

The aviation sector houses a number
of high skill, specialist

roles which may be worth
supporting. However, the potential
timeframe for demand returning
raises questions about value of
support.

7] Tourism, travel and
accommodation (travel restrictions)

Tourism operates across wide supply
chains which are difficult to capture
definitionally. As an indicative figure,
there are 330,300 furloughed
employments in the sector. The actual
impacts are likely to be felt much
wider.

Last Summer between August and
October, ‘travel agency and tour
loperators’ saw a -88% reduction in
GVA, whilst accommodation saw an
average of -33% reduction in

GVA during the same period.

Tourism is broadly a lower wage
sector with lower hiring/firing
costs, and a lower value of match.
‘Tourism’ is a mixture of

the accommodation,

hospitality and leisure with specific
consumers.
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