Bottlenecks of State Planned Programs & Small Businesses

Businesses and the state are intertwined in a political-economy (Keynes, 1937 and
Hayek, 1944). Even in capitalist economies, the state plays a role in business finance, especially
in times of economic downturn. The state’s role could be that of a facilitator to funds, or a direct
provider of funds for small business as the recent Paycheck Protection Program (PPP) illustrates.
Perceptions of bottlenecks in state planning during economic downturn are documented in the
literature. The PPP was a U.S. government program designed as a result of the economic
downturn caused by the 2020 COVID-19 pandemic to incentivize small businesses to retain
workers at their pre-pandemic level. However, available data on the program suggest that it was
plagued with significant bottlenecks; such as implementation of the program, inaccessibility of

aid information to smaller businesses and lack of eligibility guidance.

The case of the PPP in the U.S.A. may be placed in the context of the classic debate
between Keynes and Hayek on the role of the state. The central tenet of Keynesian theory is that
government intervention can stabilize the economy. Keynes thought it essential for the
government to play a significant role in curbing unemployment and the way to do that is to get
involved in supporting the private sector and or bailing out failing businesses. Keynes argued
for: “the State, which is in a position to calculate the marginal efficiency of capital-goods on
long views and on the basis of the general social advantage, taking an ever-greater responsibility
for directly organizing investment” (Keynes, 1971, p. 164). For him, deficit spending was the
way to bring the economy out of a depression and to a point of higher employment that existed

during the interwar period.

Hayek’s argument is that Keynes’ monetary policy is short lived (Hayek, 1944). This is

because it drives down interest rates through increased money supply and regulates the economy



by granting bail-outs to private businesses. It is of the thought that prosperity of society is driven
by creativity, entrepreneurship and innovation which are possible only in society with free
markets and no government intervention. Hayek contends that Keynes strategy of the
government acting in the best interest of the public and spending now would increase inflation

and ultimately lead to “malinvestment” as interest rates would be artificially low.

Circumstantial evidence suggests that large banks took a more cautious approach to PPP
lending to minimize the legal and reputational risks that have been endemic to past government
loan guarantee programs. The burden placed on lenders of collecting and certifying that
borrowers meet the criterions set by the government, and the fact that the PPP has a proposed
0.5% interest which increased to 1%, coupled with the conflict on the initial guidance issued by

the US Treasury and SBA created a bottleneck for borrowers (American Banker, 2020).

Additionally, the uncertainty with the eligibility requirement and the loan forgiveness
criteria created a challenge for small businesses who may not be sophisticated (measured by
years of education of the owner and the firm type), or have the human resources capability to put
the loan application together in a timely manner or forge ahead in line for the loan all created a
bottleneck too great for many small businesses to overcome. There have also been reports
suggesting that the PPP was disproportionately allocated to the area less affected by the COVID
pandemic, thus the intended outcome of the PPP program to bail-out businesses that are
struggling due to the pandemic may not have been achieved. This suggests that the geographic
location of a business (urban vs. rural vs. suburban; or east coast vs. midwest vs. south vs. plains
vs. west coast) should not be ignored in understanding access to the PPP or other state funded

programs.



Conclusion

There is a need for a comprehensive literature review of the factors inhibiting access to
government funding and the policies that influence policy makers in decisions that affect small
business owners. This should not just be for the PPP but should be set within the broader context
of the role of the state in a political economy as exemplified by the debate between Keynes and
Hayek. Policy implications by the government that favor regulations that support small business
financing can help enhance the relationship between small businesses and banks as a way to foster
flexible loan requirements. Policy in this area should focus on making loans accessible to small
businesses during periods of economic recession and pandemics. Such policies should take
cognizance of the demographic, economic, geographical, historical, institutional, political, and

social milieu within which small businesses operate.
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