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�e public health system in the United States, su�ering from budget and sta�ng cuts precipitated by the

Great Recession and current administration’s decisions, does not have the capacity to address the

coronavirus crisis. We are equally concerned that our current suite of disaster relief and �nancing

programs are unable to respond to the devastating blow dealt to America’s small businesses. Tuesday

evening, Treasury Secretary Steve Mnuchin warned that, absent stimulus and intervention,

unemployment in the U.S. could reach 20% in the near future.

�is depression-level job loss will largely come from America’s small businesses.

50% of Americans work for or own a small business. Many of these are local face-to-face Main Street

services — restaurants, bars, co�ee shops, barbershops, hair salons, auto repair shops, and dry cleaners

that are living on the brink. �e average small business has 27 days of cash �ow and for many restaurants,

it’s more like 16 days. For these businesses, shutting down operations for even a few days risk running out

of cash. And, “when you run out of cash, as a small business you’re dead,” says Karen Mills, former

Administrator of the SBA.

Compounding this issue is the nature of the crisis — the paradox of social distancing. People want to be

together and share experiences in a crisis, but experiential consumption has been radically curtailed:

rather than being able to go into one place to buy things and share experiences, people must stay within

their homes. �is is essential for public health. It’s bad for the economy. After 9-11 and Katrina, New

Yorkers and New Orleanians proudly went to bars to promote the recovery of the city. �at won’t happen

in 2020.

So, what do small businesses need to survive and recover from this coronavirus shock? �ey must replace

lost income as fast and e�ciently as possible. Small businesses need large injections of �exible resources

so they can both pay themselves and provide workers with paid sick leave. �ey need even more resources

if lenders and landlords don’t provide mortgage and rental forbearance (and local governments and
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utilities don’t provide tax and utility relief). At the time of writing, the U.S, Department of Housing and

Urban Development announced a suspension of foreclosures and evictions for HUD-subsidized

properties until April (details forthcoming). �is may be a good start for businesses, depending on the

terms.

�e current response is not up to this task on three counts: (1) the amount of funds currently provided are

undersized to the scale of the problem; (2) the tools are not �t to the purpose of helping small businesses

survive; and (3) the response is run through an agency that lacks the proper capacity to deliver them in the

urgent timeframe. Without �xing these issues we fear there will be a main street bloodbath that, as Derek

�ompson points out, will very soon decimate local economies across the country for a long time. A paper

released by the Economic Innovation Group as this went to press makes similar

arguments: https://eig.org/wp-content/uploads/2020/03/Main-Street-Rescue-and-Resiliency-

Program_031820pdf.pdf

So how do we proceed?

As the federal government starts what will be a wave of responses, several things are needed:

First, the federal government needs to recognize the scale of the problem. It is relatively easy to

assess the economic impact on large industries (e.g., airlines, cruise ships) where the actors are few and

the revenue losses are easily calculable. Small businesses – widely distributed across multiple sectors –are

a di�erent matter. To date, the focus has been on making available up to $50 billion in federally backed

Small Business Administration (“SBA”) loans to impacted small businesses. �is doesn’t seem near

enough. Senator Mark Warner has proposed $1 trillion in short-term loans, which begins to handle the

scale of the problem.

Doing some quick back-of-the envelope math, $50 billion in disaster loans shrinks fairly fast. If all of the 4

million main street business were to get an equal share of this money, they would each get $12,500. �is

amount may cover a month of revenue losses at some businesses, which average at about $11,500 — with

wide variations going up to $29,000 for restaurants — per J.P. Morgan Chase. However, taking a loan with

repayment rates of 3.75% over 30-years for an inde�nite period of revenue loss is an enormous risk for

small business owners to take. And, it’s not just main street businesses competing for these funds; if this

pool is expanded equally to the nation’s 30.2 million small businesses, the loans shrink to $1,655 apiece.

For most of these businesses it’s much more economical — if emotionally trying — to lower cash out�ows

by cutting employee hours or �ring employees (which is already happening and overwhelming

unemployment o�ces).

Put simply: we need a solution more on the scale of Senator Warner’s proposal, which multiplies all the

numbers above by twenty. We are heartened by the Trump Administration’s recent proposal, which

appears to augment the $50 billion of SBA disaster assistance with $300 billion of loans, focused especially

on supporting payroll. But it-alone will not be enough to keep up with the wide-array of expenses faced by

small business owners.
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Second, and equally important, the federal government must provide emergency relief that is �t to

purpose. To date, the focus is on shifting SBA into high gear, enabling the agency after it approves a state’s

application for assistance, to o�er low-interest loans for up to $2 million to small businesses su�ering

economic injury as a result of COVID-19.

�e SBA vehicle may work for some but not all businesses. SBA’s disaster assistance loan programs were

mostly designed to deal with the rebuilding necessary in the aftermath of a natural disaster, where

multiple businesses in a con�ned geographic area must renovate facilities and replace equipment

battered in a storm or �ood as well as deal with the loss of basic infrastructure, power, utilities and clean

water. It is based on the idea that disaster is geographically correlated (not everywhere at once) and time-

limited (not weeks-long). �e idea is that consumer demand will bounce back as soon as the businesses

are back in working order. “Rebuild it and they will come back” in other words. �e coronavirus crisis is

fundamentally di�erent, and the response to it should di�er as well.

�e current system struggles to meet the structure and scale of the need in a three key ways:

Lending design: �e terms and conditions of SBA loans are not �t to purpose. Economic injury loans

(EIDLs) carry a 3.75 percent interest rate for small businesses and 2.75 percent for non-pro�ts. Loan

periods can be as long as 30 years and generally require borrowers to o�er property as collateral for

the loan. EIDL assistance is available only to small businesses when SBA determines they `are unable

to obtain credit elsewhere. �ese terms do not make sense. Given the nature of the crisis, we believe

that SBA loans should be zero interest, with minimal requirements, �exible repayment schedules and

non-collateralized. Repayment terms could be forgivable based on conditions like maintaining or

partially maintaining employee pay. Moreover, rather than a traditional loan against an asset, SBA

should lend to deliver critical cash �ow and income smoothing to businesses that expect future cash

�ow, but don’t know when.

Capacity to Deliver: �e Small Business Administration does not currently have the capacity to

deliver such resources at scale. It is operating at 60% sta� capacity from 2001. Imagine: frantic small

business owners �le loan applications on line but do not receive any response, positive or negative,

for days. Approval of loan applications take three-four weeks, by which time companies are out of

business. �e Federal Reserve is also not equipped to manage this program, as their competence is

not Main Street, but Wall Street. Given that the scale of the need is probably $1-$1.5 trillion in loans

and grants, it may be that the creation of a new special-use authority is the appropriate response.

Several proposals have suggested intermediaries, such as community development �nancial

institutions, to deliver these loans. Fintech lenders with established virtual infrastructure such as Fig,

PayPal, Lending Club, Funding Circle, Venmo, Kabbage, and CashApp could also be enlisted as “rapid

response” liaisons between the federal government and local businesses. �e Administration should

also enlist the active engagement of �nancial institutions (e.g., commercial banks, credit card



companies) to ensure that access to needed capital is widely available on reasonable terms. It is

highly likely that small business owners will turn to these institutions before they try to engage the

SBA.

Ability for entrepreneurs to navigate the system. Veterans of the Great Recession of 2008 say that

entrepreneurs’ ability to navigate the existing resources that were o�ered was a huge rate limiter.

Emergency loan applications need to be simple, with quick underwriting. Within the next week, we

need to mobilize and create resources that help entrepreneurs quickly navigate what tools are

available to support them — all over a virtual, not-face-to-face, platform.

Finally, cities, counties and states have a special role to play to facilitate the �ow of capital to small

businesses or provide capital themselves. Cities and counties are networks rather than governments.

Given the constraints described above, cities need to organize economic stabilization teams of local

government, landlords, banks, merchants, utilities, business chambers, philanthropies and others to o�er

short-term, focused relief until the federal government can o�er some direct relief. �e most immediate

responses will be in the form of direct rental and mortgage relief (defer all payments for two months and

extend leases). Innovative practices and responses invented in a few cities will then move across the

country quickly as well as provide a weekly feedback loop for any and all federal action so that

interventions that are not working can be quickly adjusted. �ese city- and state- wide e�orts are already

underway across the country — from San Francisco and Seattle, to Birmingham and Erie, to

Massachusetts and Wisconsin. Because these local approaches warrant in-depth examination, we will

write a separate piece about the innovations to date in the coming days.

�ere is so much at stake as the nation scrambles to help small businesses survive. �ese �rms are not just

the engines of our economy but the heart and soul of our communities. By using the wrong tools or not

acting fast enough, we run the risk of building an economy that preserves larger companies that can stay

a�oat or have large logistics arms — the Amazons and Targets of the world — at the cost of smaller

businesses that power much of the country. �ere is a risk, in other words, that without adequate support,

the coronavirus crisis fuels another: the further hollowing out of the country.

Ross Baird is the Founder of Blueprint Local

Colin Higgins is program director at e Governance Project
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