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1. [bookmark: _Toc51600631]Summary of policy recommendations
Entrepreneurs and small and medium-sized enterprises (SMEs) are the backbone of the UK economy. The 5.86 million UK SME provide employment to 16.6 million people (60% of all private sector employment. Thus, supporting entrepreneurs and their businesses helps safeguard existing employment and creates new employment. Our report summarizes findings of a dedicated study of UK entrepreneurs and SMEs during the height of the coronavirus pandemic. Based on the experiences of these businesses, we suggest the following recommendations for policy to protect and stimulate employment in the years ahead:

Shorter term measures

· Extending the Government Coronavirus Job Retention Scheme: government support for furloughing employees appears to be an effective measure to protect jobs. It helps buffer the effects of the pandemic for SMEs specifically since entrepreneurs often do not have the resources to sustain their business during a significant crisis. Since the UK economy is still at the start of its rebound, extending the Coronavirus Job Retention Scheme would thus help preventing a rise of unemployment, especially considering the lower employment traditionally experienced during fall and winter. This Scheme could also be offered to alleviate the effects of local lockdowns on employment.

Long-term measures 
· Providing tools and support to capture opportunities: Entrepreneurs would benefit from tools and support allowing them to assess the fitness of their business which would also help increase employment for the Post-COVID economy. Tools and training could include review of existing competencies, opportunity mapping and forecasting tools. 
· Offering COVID-Opportunity Vouchers: Experimenting with new products/services or new processes is a resource-intensive process for entrepreneurs. This process is critical precisely when the financial resources of their businesses are limited and failure in experimenting in such conditions might result in bankruptcy. Small cash grants might help to incentivize entrepreneurs and draw entrepreneurs’ attention to the need to engage in such “experiments”. They could take the form of “COVID-Opportunity Vouchers”. The small investment of public funds in this form could result in creating significant number of jobs in the future.
· Providing training and education: The challenges of working from home suggest a need for trainings and solutions for productive home working that leverages its benefits. Therefore, the government could support homeworking by supporting the training of certain skills, such as online working and communication, and leading remote teams. This could be achieved by offering “skills vouchers” for instance.
· Rewarding innovative work practices: Business owners are creating new ways of managing employees to increase productivity and chances for the survival of the business. There is a space to document and tap into entrepreneurs’ knowledge to possibly scale up new solutions to manage human resources in the post-COVID economy. Innovation prizes for innovative HRM practices that safeguard staff well-being and productivity during remote working would draw attention to such practices and help to disseminate them.
· Providing Affordable childcare: Entrepreneurs in our study embraced home-working but both men and women found it challenging to work productively especially when they had children. To make home-working more productive and less stressful for both men and women entrepreneurs, the availability of affordable childcare is thus critical.



2. [bookmark: _Toc51600632]Introduction

This report draws on data that we collected from 361 UK entrepreneurs (of which 308 are employers) between May 6th and July 13th, during the height of the pandemic, with the help of entrepreneur associations, chambers of commerce and by directly reaching out to SME owner-managers and the self-employed. Our study is part of an ongoing global research project led by us at King’s College London and covering 30 countries and will trace the impact of the COVID-19 on entrepreneurs over time. 

In this report we present previously unpublished recommendations for policy to protect jobs and support employment in the future. We use insights from our research to address the questions raised by the Economic Affairs Committee on “The effects of the COVID-19 pandemic on the labour market”. We present evidence in three parts: 
· The effects of the COVID-19 pandemic on SMEs and their employment. 
· Future prospects regarding job creation beyond the pandemic.
· Changes to the nature of work due to COVID-19 (including changes that are likely part of the ‘new normal’). 
We conclude each part of the report with policy recommendations to prevent jobs losses and leverage job creation by SMEs. 

3. [bookmark: _Toc51600633]The effects of the COVID-19 pandemic on employment in SMEs
Summary of effects 
· A staggering 61% of entrepreneurs report that the very existence of their business was under threat due to a significant decrease in trading activities. This means that in our sample alone, the jobs of 214 entrepreneurs and their 2,114 employees are at risk.
· 53.2% of entrepreneurs forecasted that they would run out of money within the next 12 months if the pandemic continued.
· Only a minority (19%) of SME employers were forced to lay off staff during the data collection period. The Coronavirus Job Retention Scheme temporarily mitigated job losses with 45% of SME employers in our sample having successfully applied for it. “Younger” companies could not benefit from the Scheme as they could not demonstrate a 2-year-plus revenue track record.

Detailed findings
Understanding the effect of the COVID-19 pandemic on the employment of SMEs requires to put this effect in the context of the overall impact of the pandemic. In our sample, 61% of business owners feel that the existence of their businesses is threatened by the pandemic. Moreover, 70% of business owners report that they either had to suspend trading (9.2%) or their trading volume decreased (60.8%). A minority of businesses (about 10%) report an increase in trading. The most prominent challenge for entrepreneurs is delays in payments. They also experience problems with paying for the upkeep of their businesses, paying their employees and purchasing the necessary supplies.

Fortunately, for most entrepreneurs the threat of job loss has not yet materialized. Most employers (81%) did not lay off staff yet but 19% had already done so (Figure 1). More than one quarter of those who laid off staff had to lay off 50% of their staff or more whereas 1.6% had to lay all of their employees (Figure 2).
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Some businesses postpone the decision to lay off staff. 53.2% of entrepreneurs predicted that they would run out of money within the next 12 months if the current situation continued (Figure 3). Some of them state that they “have cash, but will have to cut staff for long term” and that “without give help would have had to make staff redundant”. 

Figure 3


A large share of employers (43%) in our sample had furloughed staff (Figures 4 and 5). Some businesses had furloughed nearly all of their staff. These numbers corroborate those on the use of the Coronavirus Job Retention Scheme being the most utilized government support scheme in our sample (Figure 6). 
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Figure 6



Policy recommendations
· Extending the Coronavirus Job Retention Scheme
In our sample, the effect of the pandemic has a limited impact on employment, probably due to the significant use of the Coronavirus Job Retention Scheme (45%). This suggests that continuing the Scheme would help mitigating the rise of unemployment, especially during fall and winter when employment is traditionally lower. Moreover, taking into consideration that the severity of the crisis varies regionally and locally, the Coronavirus Job Retention Scheme could also be offered to alleviate the effects of local lockdowns on employment.

4. [bookmark: _Toc51600634]Employment beyond COVID-19 pandemic
Summary of prospects for future employment
· Entrepreneurs looked to the future with confidence with nearly half seeing their business surviving the crisis eventually and 1/3 expecting their business to be even larger than pre-pandemic. 
· Almost half of the entrepreneurs were able to capture new business opportunities during the lockdown.
· Entrepreneurs also anticipated an acceleration of their existing business, often tied to online services. Many expect cost savings due to increased remote working, others are reviewing their business offerings and the business model itself. Many see opportunities related to a shift in customer behaviours due to the pandemic.
· 72.5% of entrepreneurs expected to add employees to their business over the next 5 years.

Detailed findings
In general, entrepreneurs are rather hopeful about long-term future, although it should be emphasized that they tend to be over-optimistic by nature. Only 3% fear that their business is unlikely to recover from the pandemic. About half of business owners foresee that their businesses will suffer, but will eventually survive the pandemic and about one-third expect that their businesses will grow even larger after the crisis.

Almost half of the entrepreneurs were able to capture new business opportunities during the lockdown by developing new products and services (especially in the digital space), others reviewed business practices or repositioned their businesses entirely. Many entrepreneurs leveraged existing digital and online capabilities; others started to cater for the healthcare space (NHS / COVID-19 related). We also enquired explicitly about the expansion of online trade as this had received much attention in the media. Few of the entrepreneurs in our sample newly engaged with online trading or delivery. In fact, many seemed well-prepared, with 45% of entrepreneurs already having online capabilities and 9% adding new ones (Figure 7).






Figure 7


Over half of entrepreneurs (53.6%) see positive long-term impacts of the Covid-19 pandemic on their business. 172 entrepreneurs provided explanations of the nature of this positive impact. These explanations fell broadly into four categories which reflect change in the nature of the business activity; from doing more of the same in higher volume, to doing the same but more efficiently, to refocusing the business and capturing new business opportunities. 

The positive long-term forecast is also reflected in the specific job growth expectations of entrepreneurs (Figure 8). Relative to the current number of employees, few entrepreneurs expect a drop (11%) or no change (17%) in employment in the long-term (5 years). The majority (72.5%) expect to add employees to their business and most additions are expected to be substantive (i.e., nearly half of entrepreneurs expect to hire more than 5 employees). When the growth expectations are related to current employment of the businesses, almost half of business owners expect that their business will more than double in size of employment. Almost 8% of entrepreneurs expect that their businesses will grow more than 10 times bigger. Notably, while these are expectations, past research following entrepreneurs over time finds that such growth expectations are a good predictor of actual employment growth in firms[footnoteRef:2].  [2:  Stephan, U., Hart, M., Mickiewicz, T., & Drews, C.-C. (2015). Understanding motivations for entrepreneurship. Retrieved from Department for Business, Innovation & Skills www.gov.uk/government/uploads/system/uploads/attachment_data/file/408432/bis-15-132-understanding-motivations-for-entrepreneurship.pdf
] 










Figure 8


Policy recommendations
· Providing tools and support to capture opportunities
Entrepreneurs and SMEs typically have an advantage when it comes to noticing emerging trends and rapidly reacting to them. However, entrepreneurs can find it difficult to do so when they are immersed in the day-to-day running of the businesses. SMEs and entrepreneurs may thus greatly benefit from tools and support allowing them to assess the fitness of their business for the Post-COVID economy. Such tools and support could, for instance, help them systematically map new opportunities (e.g., emerging customer demand) in relation to their existing competencies. Past crises have opened-up new markets and demand for new products and services and this crisis is no different in that respect. Some entrepreneurs in our sample quickly noticed and captured opportunities in the way we now work and interact (more remotely and mediated by technology, and greater awareness for mental health). However, these entrepreneurs were in a minority and entrepreneurs, in general, would greatly benefit from forecasting tools and workshops to help them spot and capture opportunities for their business. This also concerns the support in spotting opportunities to expand their business.
· Offering Covid-Opportunity Vouchers
Agile and resilient businesses adapt and change by looking outward and experimenting with new products/services or new processes. This must not be a resource-intensive process. Ideas for new products or services can come from customers, employees, or from collaborations with other businesses. However, small cash grants might help to incentivize entrepreneurs and draw entrepreneurs’ attention to the need to engage in such “experiments”. They could take the form of “COVID-Opportunity Vouchers”, similar to Innovation and Growth vouchers schemes available in the past[footnoteRef:3], although the co-funding requirements for such voucher schemes might need to be waived for the businesses that have seen substantial cash flow issues. Moreover, as is the nature of innovation, many such experiments may fail. It is therefore critical that these entrepreneurs are equipped to design smart experiments. They should learn from their failure to better design future services/products or launch in new customer segments or markets.   [3:  For an overview of the effectiveness of past voucher schemes, e.g., Roper, S. (2018). Using RCTs as a research method for SME policy research: The UK experience. Enterprise Research Centre Research Paper 66, https://www.enterpriseresearch.ac.uk/wp-content/uploads/2018/04/ERC-ResPap66-Roper.pdf  ] 
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Summary of the changes in the nature of work
· Many entrepreneurs started working from home with over 2/3 working solely from home or working more from home. In combination with childcare (due to schools and nurseries being closed), this added pressure to over 1/5 of the respondents.
· Some entrepreneurs point to HR-related challenges caused by the pandemic, e.g. problems with recruitment and onboarding

Detailed findings
Apart from the measurable effect of the COVID-19 pandemic on employment of SMEs we observed the influence on how people work, taking into consideration both business owners and their employees. Over a third (38.6%) of entrepreneurs started to work solely from home, while others intensified working from home (22.8%; Figure 9) during the pandemic. However, over a third of entrepreneurs (37.8%) saw no change in their place of work, either because they kept working on their business premises or because they were already working from home. While some entrepreneurs noted the positives “Doing all of my meetings on Zoom saving loads of travelling time”, others also saw “Reduced productivity due to working from home”. This also concerns working from home by employees, which some business owners see as an opportunity related to cost reduction.

Figure 9


Figure 9 also presents the differences in working from home between men and women. Before the crisis more women than men (36%  vs. 25%) used to work from home (Figure 23). During the pandemic the share of women entrepreneurs working only from home rose to 68% in comparison to 45% of men (combined share of second and fourth category in Figure 9). Male entrepreneurs seem to work either partly or solely at business premises more often than women. More entrepreneurs managed their businesses from home already before the pandemic outside of London (31%) than in London (21%). Entrepreneurs based in London also reported more working from home triggered by the pandemic. Outside of London slightly more entrepreneurs still worked at their business’ premises during lockdown that in London (12% compared to 7%).

The pandemic also poses a personal challenge to entrepreneurs in terms of childcare. Just over a fifth of business owners (22.8% of 361 entrepreneurs) started caring for their children at home because schools and nurseries closed. Some noted that their main problem in the business is in fact “Restricted hours due to kids being off school.” That also relates to their employees, as the time they can devote to work is also limited, one of the entrepreneurs stated that “employees are struggling with childcare/homeschooling while trying to continue working full-time”.

Some entrepreneurs also point to specific issues related to employment during COVID-19 pandemic. When asked about problems they face during the pandemic and lockdown a couple of business owners referred to some HR-related challenges. Apart from the issues caused by the need for childcare by employees, respondents pointed to “problems with recruitment” and “reduced number of employees”, another stated that “onboarding staff is hard”. Part of the problem with recruiting employees might be related to inability to hire employees from overseas, as one of the business owners stated: “Demand for international recruitment services stopped for April and May, many contracts have been lost”. Restrictions in international travel and transport has also affected entrepreneurs, one of them complained about inability to manufacture in China. In the long run this might result in positive effect for UK economy due to moving the production of some goods back to UK, as one of the respondents saw “switching manufacturing to the UK” as an opportunity created by the pandemic.

One of the problems that many people face during the pandemic is drop in well-being. As work is an important domain of life and allows for socializing, the situation of lockdown and social distancing may threaten well-being of both entrepreneurs and employees who do not meet other people at work. One of the entrepreneurs summed this issue pointing to problem with “wellbeing of staff as a result of working remotely, absence of meaningful face-to-face contact”.

Much of the business moved online during the pandemic, including HR-related businesses providing online training and coaching. Some entrepreneurs running these kind of businesses reported increased demand for such services. Indeed, some business owners claim that online training is more efficient and they use the lockdown and remote working to develop the skills of their staff. Those two trends might result in generally accelerated development of employees, especially that some business owners extended their training offer. 




Policy recommendations
· Providing training and education
The challenges of working from home suggest a need for trainings and solutions for productive home working that leverages its benefits (such as greater autonomy over how work is organized and more time for exercise instead of commuting). On the other hand, there is also a need to build awareness of the mental health implications of home working. Few entrepreneurs in our study already noted the challenges of home working but finding solutions to those is an ongoing struggle and entrepreneurs would greatly benefit from support. Nevertheless, many of them appear to have not yet recognized these risks and building awareness could thus help prevent the most negative effects of working from home in the future. Therefore, the government could support homeworking by supporting not only the training of certain skills, such as online working and communication, but also the increase in self-awareness of threat related to homeworking. Moreover, training staff in leading remote teams will help to increase productivity and employability of those managers.
· Rewarding innovative work practices
Interestingly, SMEs and start-ups often lead the way in innovating work practices. Thus, there is also a space to document and tap into their knowledge to possibly scale up new solutions to manage human resources in the post-COVID economy. Innovation prizes for innovative Human Resource Management (HRM) practices that safeguard staff well-being and productivity during remote working would draw attention to such practices and help to disseminate them. 
· Providing Affordable childcare
With the increased level of homeworking, there is an untapped potential for mobilizing growth by giving entrepreneurs opportunity to work from home. To make home-working more productive and less stressful for both men and women entrepreneurs, the availability of affordable childcare is critical. Childcare costs in the UK are among the highest in developed economies[footnoteRef:4]. Expanding and lowering the cost of childcare including offering all day early years and after-school care that supports kids’ schoolwork and homework will not only make home working more productive, but also it would help reduce inequalities. It would make sure the UK uses the full range of its entrepreneurial talent by enabling those who cannot normally afford childcare to focus productive time on their business. Supporting homeworking could also support the development of entrepreneurship activities in some regions where there is significant untap potential. [4:  See OECD statistics of net childcare costs, net childcare cost in the UK in 2019 were at 28% of household income after accounting for different childcare benefits, for a couple with two children and at least one of the parents earning 67% of the average wage. This meant net childcare costs were the highest in the UK among all OECD countries. OECD Stat (2020). Net childcare cost for parents using childcare. https://stats.oecd.org/Index.aspx?DataSetCode=NCC, accessed July 19, 2020. ] 



10 September 2020
What percentage of employees of did you have to lay? (% of 59 who laid off staff)


Less than 25%	25%-49%	50%-74%	75-100%	All employees	7.608695652173914	4.3478260869565215	1.3586956521739106	1.0869565217391328	1.6304347826086956	Did you have to lay off staff due to the Covid-19 pandemic? (% of 308 employers)

Yes	No	18.831168831168828	81.168831168830806	
Financial resources: How many months until your business runs out of money, if the pandemic continues? (%, base 357 entrepreneurs) 

less than 1 month	1-3 months	4-6 months	7-12 month	more than 1 year	I won't run out of money	0.56022408963585435	12.885154061624682	23.249299719887929	16.526610644257687	16.526610644257687	30.252100840336063	


Furloughing employees (% of 308 employers)

yes	no	57.1	42.9	How many employees were furloughed?          
(% of 308 employers)

none	1 to 10 employees	11 to 20 employees	21 to 50 employees	no information	57.142857142857139	37.337662337662138	2.9220779220779218	2.2727272727272836	0.32467532467532467	


Government support applied for                                                                 (%, 361 enterpreneurs)

To furlough employees (Coronavirus Job Retention Scheme)	Government guaranteed loan or low interest loans	Government cash grant for businesses in specific sectors	Other deferred tax payments ('Time to Pay' arrangements with HMRC, VAT relief)	Self-Employed Income Support Scheme	Deferral of income tax	Universal credit for the self-employed	I did not apply for government support	0.39612188365651085	0.32409972299168982	0.25207756232687084	0.20775623268698123	6.9252077562326902E-2	8.033240997229954E-2	2.4930747922437681E-2	0.2742382271468144	


Expand into Online Trading/Delivery?
(%, base 361 entrepreneurs) 

Yes	No	Already existed	9.418282548476455	45.429362880886423	45.152354570637094	
Net Job Growth Expectations: Increase in Size of Business 5 years from now (%, base 342 entrepreneurs)








no change	1 to 5 employees	6 to 10 employees	11 to 25 employees	25 to 50 employees	51 to 250 employees	more than 250 employees	drop in employment	16.666666666666664	24.561403508771829	9.649122807017541	18.128654970760174	9.0643274853800939	8.7719298245613988	2.3391812865497075	10.818713450292398	
Has your main place of work changed due to the pandemic (%, 359 entrepreneurs)
men (272 entrepreneurs)	
no, working at business' premises	no, already worked from home	some change, now I work more from home	yes, now only working from home	I cannot work at all	11.8	25.4	42.6	19.5	0.70000000000000062	women (87 entrepreneurs)	
no, working at business' premises	no, already worked from home	some change, now I work more from home	yes, now only working from home	I cannot work at all	4.5999999999999996	35.6	26.4	32.300000000000004	1.1000000000000001	
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