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Treasury Report:  Working Capital Response to COVID-19 

Background 

1. You have asked for advice around how the Crown could provide targeted working 
capital support for firms that face temporary credit constraints due to the economic 
impacts of COVID-19.  This report provides an update on this work stream, seeks 
agreement for officials to progress this work and seeks your support to provide an 
update on this work in your COVID-19 response cabinet paper. 

2. Working capital solutions are a subset of recommended intervention strategies.  The 
general principles around provision of these interventions, including the working capital 
intervention, are: 

a. Be balanced and proportionate and “least regrets” 

b. Align with existing strategy and other responses 

c. Be simple to implement and understand 

d. Be timely and time-limited 

Analysis 

3. Private sector financial institutions (banks) are best placed in the first instance to 
provide support to customer firms facing hardship.  This is because they have intimate 
knowledge of their customers’ business and banking needs, infrastructure, and 
processes in place to meet these needs.  They are also incentivised to keep customers 
trading through temporary hardship.   

4. The banks, via the New Zealand Bankers Association, have publicly stated that they 
are ready and willing to support customers1. As of today we understand there is no 
immediate need for the provision of support, and providing support too early risks 
distortionary impact.  Nonetheless, it is important that the government is prepared to 
offer targeted support promptly should conditions change. 

5. Policy development around this targeted support should remain mindful of the 
government’s overall economic response to COVID-19: interventions, including those 
already announced, should be considered as components of a package. In line with 
your macroeconomic strategy, it is important that you seek to maintain broader 
economic confidence and long-term sentiment (including within the banking system) 
through the current uncertainty about the extent of economic disruption.  

6. There are interactions with the suite of other interventions that you have made or could 
make. For instance, a wage subsidy programme will provide greater benefit to labour-
intensive businesses relative to working capital support.2 On the other hand, a wage 
subsidy scheme will mitigate impacts on business cash-flow and buoy sentiment 
towards recipients, reducing the likelihood of financial distress. 

                                                
1 https://www.nzba.org.nz/2020/03/09/banking-sector-prepared-for-responding-to-covid-19/ 
2 For instance, discretionary retail trade, tourism, education, hospitality businesses account for 30% of 
employment but only 2% of lending [RBNZ] 
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7. Targeted support provided by the Crown would be best done in conjunction with banks, 
as they are best placed to understand their customers’ needs and have infrastructure 
and processes in place to provide this support. The Crown is not well placed to 
implement direct lending facilities to a large number of small firms at pace. 

8. Officials have been working on design options for a working capital support scheme.  
Such a scheme should allow the Crown to leverage the relationships, infrastructure and 
processes of commercial banks. If selected, a guarantee scheme would reduce the 
funding implications of any financial support for the Crown, as any lending is supported 
by bank balance sheets. 

9. A loan (or other types of debt facility) made available by banks to corporate entities but 
guaranteed by the Crown has the effect of de-risking the lending (from the bank’s 
perspective). This should therefore allow working capital to be made available to firms 
that banks may not otherwise be prepared to provide. 

10. In designing a working capital support scheme there are a number of factors that must 
be weighed up. These include the need to manage fiscal risk, simplicity, targeting the 
right firms, managing precedent and supporting businesses manage through the 
impacts of COVID-19. 

11. Officials consider it is critical that the scheme is co-designed with banks to ensure 
strong buy-in.  The preferred approach to this is to have officials shape up principles of 
the scheme as much as possible and then engage with banks to test and refine before 
implementation. Proposed next steps are set out later in this paper. 

12. Early thinking around the scheme framework is that it would include: 

a. Eligible firms must be otherwise viable but impacted by the COVID-19 shock; 

b. The scheme would cover new or increased borrowing, not existing borrowing; 

c. The scheme would exclude borrowing for capital expenditure; 

d. A maximum lending limit per firm; 

e. A maximum overall facility size; 

f. The scheme would operate as ‘last-in first-out’ (i.e. the bank could not advance 
other funds or otherwise accept repayment on other facilities until the scheme 
was discharged).  The bank would be required to convert repayment on other 
facilities to interest-only for the duration of utilising the scheme; 

g. Banks would be required to pass on the de-risked price to the customer (i.e. lend 
at a subsidised rate); 

h. Banks be required to lend to the maximum of their security interest before 
utilisation; 

i. Banks would be required to pay a fee to the Crown to utilise the scheme; 

j. Exit strategy linked to the underlying facility, however other design features would 
mean the bank and customer would be incentivised to exit this facility first. 

We seek your initial feedback on these features. 

13. The above represents early thinking on design. We consider they provide a starting 
framework that balances the objectives of the scheme with the interests of the Crown.  
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Officials intend to work on more detailed design over the weekend and subsequently in 
conjunction with banks.   

14. It is likely that the above scheme would be most effective in supporting small to 
medium size entities, and small corporate firms.  The limitations of this scheme are it is 
likely to assist only firms that have existing and ongoing banking relationships – 
although it is worth noting there is nothing specifically in this initial design that would 
preclude new bank customers from accessing the facility.   

15. Larger firms are likely to have bespoke and more complex needs than could be 
addressed through the provision of Crown guarantees to support borrowing. However, 
rather than a pre-specified arrangement there may be merits in considering these on a 
case by case basis. This would allow fully consideration of the case for support and the 
nature of fiscal and other risks that warrant deeper consideration with larger 
transactions and firms.  

Fiscal Implications and Risks 

17. We will provide advice on the fiscal implications as we go through the design process.  

18. If the scheme were a guarantee based facility, this has the benefit of utilising banks’ 
balance sheets to provide funding, and our preliminary advice is that a guarantee 
facility will have relatively limited immediate fiscal implications (ie, limited OBEGAL or 
net debt impact).  

19. However, a guarantee based approach does generate fiscal risks to the extent that 
firms are unable to meet their obligations. These risks can be managed through 
elements of the scheme design such as overall size, per firm limits, terms and 
conditions etc.  Officials will provide further advice on these issues. 

20. Exact fiscal implications and risks of the scheme will depend on its final design and 
uptake.  

Next Steps 

21. We understand that you are considering making announcements on this scheme next 
week. Prior to any public announcement it is important that banks are informed of and 
support the government’s intentions.  

22. Treasury has had some preliminary contact with  about 
our thinking on this scheme who has subsequently discussed with the New Zealand 
Banker’s Association. We understand that the response to this was positive. Treasury 
would look to engage banks more broadly on the work via the NZBA ahead of any 
announcements.  

23. Announcements on the scheme itself are likely best framed as the government 
standing ready to support banks to ensure that working capital is available to help firms 
manage through COVID-19. This is in contrast to announcing full details of a proposed 
scheme at this stage. The recommended approach has two benefits in that it allows 
officials to work with banks to ensure that the scheme is well designed and to ensure 

[23]

[33]
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that the scheme is implemented as and when it is needed to support banks in the 
provision of working capital to firms. We will work with your office to further develop 
communications as needed. 

24. We note this advice has been developed with some urgency. Officials will continue to 
work on more detailed scheme design and will provide further more detailed advice in 
the near term.  

Recommended Action 

We recommend that you: 
 
 
a Agree to discuss the initial design features of a working capital support scheme as a 

basis to engage with banks 
Agree / Disagree 

 
b note that the Treasury will engage with the NZBA and banks informing them of the 

Government’s intention to work in partnership with banks to support business customers 
facing hardship related to COVID-19. 

 
   
 
c agree to officials progressing detailed work in conjunction with banks to design a loan 

guarantee product. 
 
           Agree / Disagree. 
 
 
d    agree to include an update on this work in your COVID-19 financial support, Paper A: 

Business Continuity Package : Targeted wage subsidy scheme paper to seek 
endorsement that the above work is progressed 

 
           Agree / Disagree. 
 
 
 
 
 
 
Keiran Kennedy 
Manager 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
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