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Crisis and Complementarities: A
Comparative Political Economy of
Economic Policies after COVID-19
Bob Hancké, Toon Van Overbeke and Dustin Voss

We examine economic policy responses to the COVID-19 induced economic collapse in Germany (a coordinated market
economy) and the UK (a liberal market economy). The two countries responded to the symmetric economic shock with very similar
furlough and business credit schemes to stabilize the demand and supply sides of the economy. However, since these policies fed
into very different political-economic structures in both countries, they produced very different results.We attribute this divergence
to the effect of “institutional complementarities,” the notion in Varieties of Capitalism that different elements of a system are
mutually articulated and, therefore, mutually reinforcing beyond their initial contribution, or vice versa. Our results serve as a
cautionary tale to policymakers that introducing policy elements developed in other institutional contexts is complex and challenge
us to consider systematically the way in which institutional frameworks actively shape policy outcomes.

T
he COVID-19 health crisis has hit the advanced
capitalist world hard. In early 2020, only weeks after
the first cases were detected in Europe, many work-

places closed, especially in the manufacturing sector. While
many employees in the clerical service sectors were able to
work at least part of the time fromhome, that was impossible
in manufacturing, where the physical presence of both labor
and capital are crucial for production. Global and regional
supply chains ground to a halt, factories were mothballed,
workers furloughed, and sales points significantly reduced.
The COVID-19 crisis is a tragic but revealing natural

experiment that allows us to examine how similar eco-
nomic policies affect different countries. All advanced

capitalist nations were hit in very similar ways, all shut
down their economies despite the obvious costs, furlough
schemes supported workers’ incomes everywhere, and
businesses were closed and kept on life support through
cheap credit and grants, even in the market-dominated
Anglo-Saxon economies. Especially in the latter, the con-
trast with the support schemes in the wake of the financial
crisis only a decade earlier is stark: after 2008 these more
liberal economies did not introduce subsidies, business
grants, and furlough schemes and, with the exception of
banks and very large companies—both considered system-
ically important—did not interfere inmarkets on anything
like the scale we have seen in 2020. COVID-19 became
the great equalizer, in other words: all countries addressed
the very similar economic fallout of the pandemic through
very similar economic policies.

We argue that there is a nasty sting in the tail of this
story. This paper examines responses to the economic
effects of COVID-19 in Germany, a paradigmatic case
of the “Coordinated Market Economy” (CME) in the
Varieties of Capitalism framework (Hall and Soskice 2001),
where strategic links between business, labor, banks, and
government offer the organizational matrix for economic
coordination, and the UK, a “Liberal Market Economy”
(LME), where markets and contracts are the dominant
mode of economic organization. Given the magnitude of
the symmetric shock and the similarity of the substance
and timing of policy responses in these two countries, but
emblematic of the advanced capitalist world as a whole, we
would a priori expect similar, or at least convergent, effects
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in terms of how household incomes were stabilized and
businesses shielded. But that is not what happened. In
Germany, the wage subsidies ended up preserving skills
alongside jobs and the business loan and grant schemes
secured the survival of the medium-sized manufacturing
and service firms at the heart of the country’s economic
success. In the UK, in contrast, many low-skilled jobs
received repeated short-term subsidies, while very small
businesses in the service sectors were the primary benefi-
ciaries of financial support.
While no two countries are ever exactly the same, the

initial convergence in terms of shocks, active responses and
their timing would have predicted broadly similar out-
comes as well. The initial responses to the pandemic by
some governments and the disparities in health and eco-
nomic performance (Vlandas 2020) do not help us much
in understanding this variation. By examining precisely
those economic policies that were the same everywhere
(Sandbu 2021), including in Germany and Britain, we
pre-empt that argument: The active intervention by gov-
ernments, often against their own ideological predilections
and contradicting the policies adopted during the 2008
financial crisis, or against their “model” of capitalism, to
stabilize labor markets, employment, and wages, and the
cash injections for businesses that were stopped from
trading.
By examining areas where strong governments with an

almost unlimited fiscal and political mandate adopted
what everyone considered the gold standard responses to
the crisis, we also avoid an analysis in which governments
are simple passive extensions of production regimes
(Wood 2001; Howell 2003). In fact, in both countries,
the policies actually ran against the prevailing macro- or
microeconomic consensus: Germany normally abhors
deficits and activist fiscal policy, while ever since the
Thatcher era, the UK prefers market forces to sort out
an economic crisis. If the recent experience of the finan-
cial crisis is a guide, we would have expected (more)
bankruptcies and (higher) mass unemployment in the
UK, especially with a right-wing Conservative govern-
ment in office, not wage and business support schemes.
And German fiscal prudence would have suggested a
more measured approach to the economic fallout of the
pandemic. Despite all this activism, however, the eco-
nomic policies unfolded along very different lines, fol-
lowing the logic of the two distinct underlying capitalist
models.
We limit this paper to the first COVID-19 wave lasting

fromMarch until August 2020 for two main reasons. The
first is methodological: Limiting our analysis to the first
wave constitutes the “purest” comparison. By the time of
the “second” wave in the fall of 2020, governments were
not any longer just responding to COVID-19 infections
but also to the second-order effects of the policies they
adopted in the first wave. In addition, going beyond the

first wave would make us chase a moving target, which
conflates economic policies and their effects in immediate
response to the pandemic with the interaction of these
policies with underlying independent political-economic
processes and conditions. This is especially important in
the case of the UK, where the response to the first wave in
early spring 2020 was at worst only marginally affected by
the politics and economics of the looming departure from
the EU—something that was certainly no longer the case
in November and December 2020, when the government
was responding to the second wave (Sampson 2020). The
divergent outcomes that we analyze in this paper are,
therefore, as much as they can be isolated, the outcome
of responses to COVID-19, and not confounded by other
processes.
We argue here that the outcomes in Germany and the

UK were so different because of the articulation of the
policies with the existing institutional frameworks in labor
and financial markets. We build this argument on an
essential though sometimes underplayed theoretical point
in the Varieties of Capitalism (VoC) framework at the basis
of our comparative analysis: the notion of institutional
complementarities (Hall and Soskice 2001, 17–21). Trans-
lated in terms of the cases here, the effectiveness of the
policies was a result of the degree to which they tapped into
the institutional resources that the underlying production
regimes offered. Local savings banks, for example, with
close long-term relations with local companies were par-
ticularly well positioned to dispense funds quickly to
businesses that faced problems in Germany. Their absence
in the UK meant that large banks handled credit requests
from companies they did not know very well or at all. The
pre-existing structure of the industrial credit system
actively shaped the way the almost exact same financial
support instruments played out in practice.
The divergence was, therefore, not primarily due to

different initial positions in COVID-related health (it was
far from clear in February 2020 which country would be
hit hardest). Nor was it the result of government incom-
petence: Fundamentally similar policies were adopted by
two administrations that enjoy a reputation of adminis-
trative competence. And the differences in industrial
structure between the UK and Germany do not explain
much of the variation either: The need for distancingmade
German manufacturing as much a sitting duck as
London’s coffee shops; In fact, much of the service sector
in the UK stayed in business because of widespread work-
from-home arrangements, while manufacturing closed
down in many places.
The balance of this paper is organized as follows. We

begin with a short theoretical review that introduces our
argument regarding institutional complementarities in
more detail. We then present case material for the UK
andGermany, which relies on a combination of public and
official statistics, interviews, and press material. We first
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focus on labor market policies since they offered the
template for the economic support measures adopted in
other areas. A final section, then, brings out the important
comparison between German and UK business support
schemes and financial market institutions in order to
conclude with reflections on complementarities, policy
articulation, and institutional adjustment.

Policies and Institutions: The Role of
Complementarities
COVID-19 was a massive symmetric shock that produced
vast uncertainty. As a result of the extremely contagious
nature of the virus and its lack of immediate detection,
“social” distancing was introduced everywhere leading to
the closure of practically all organizations that require a
physical presence for the good or service to be produced—
much of the public sector, hairdressers, restaurants,
schools, and manufacturing. Industrial work could only
be performed more or less as normal if considered essen-
tial, while many worked from home or were furloughed,
keeping their job while paid a replacement income.
Manufacturing output fell sharply, local or regional supply
chains dried up, and since the epidemic had reached global
proportions very quickly, global supply chains collapsed.
The world, especially the OECD countries at first, experi-
enced a historic fall in economic activity as a result of a
simultaneous supply and demand shock.
The initial symmetric shock of the pandemic elicited

symmetric economic policy responses everywhere: macro-
economic “stimulus” by central banks and finance minis-
tries, wage subsidies and furlough schemes to prop up
household incomes and prevent unemployment, and
grants or cheap loans to keep businesses afloat. The
ECB, the Federal Reserve, and the central banks of Japan
and the UK embarked on quantitative easing activities on a
scale that dwarfed the bailout packages the financial sector
had received a decade earlier (Cavallino and De Fiore
2020). Finance ministries, in turn, even those that up
until recently had ignored the negative real interest rates
on government debt and insisted on consolidating their
fiscal position or imposed austerity, suddenly rediscovered
the Keynesian virtue of countercyclical spending.
Germany, Austria, Denmark, Belgium, and the Neth-

erlands, some of the coordinated market economies, intro-
duced wage subsidy schemes at a massive scale, as did
France, Italy, and Spain. Most surprisingly, perhaps, in
March 2020, barely a few weeks after the first cases
emerged in the UK, the Johnson government also decided
to hand out massive wage subsidies, and even the Trump
administration in the United States installed a furlough
scheme—in both cases for a limited time, but soon
extended when it became obvious that the pandemic was
not a short-lived crisis. Business grants became the norm
everywhere despite their obvious anti-competitive nature;
and state aid schemes for large companies in sectors such as

air transport and automotive were introduced, often expli-
citly ignoring WTO fair trade rules or EU competition
policy (Economist 2020).

However, only a few months later, after what was
considered the end of the first wave in the summer of
2020, the landscape of economic policies in the different
countries displayed remarkable variation. The UK had
stopped and started its furlough once and went on to do so
twice more by early 2021, with fluctuating degrees of
generosity. The German wage replacement scheme was
extended for eighteen months in April 2020, after only a
few weeks into the first wave, thus alleviating the burden
on business and the uncertainty of households. Credit
schemes targeted very large and very small firms in the UK,
precisely those firms that the German business support
schemes neglected. From a very similar starting point, and
with essentially identical policy instruments, both coun-
tries ended up in a very different place.

Policy failure, including poor policy design, is the
obvious explanation for these differences: Governments
simply made poor choices, both in the policies they
adopted and their implementation. While there is cer-
tainly an element of that at work here, this argument runs
up against some important limitations, not least because
the economic responses of both countries were almost
exact copies of each other at almost the exact same time, as
we described in our setup. In addition, there are also some
important theoretical objections. First of all, epistemolog-
ically the case for policy failures is hard to make. How
would we recognize failure other than ex post, i.e., when
the policy has failed? That makes the argument impossible
to falsify: By inadvertently selecting on the dependent
variable, we can no longer assess if the policy was simply a
bad idea or if the same policy may have worked under
different conditions. Moreover, the policy-failure argu-
ment also presupposes the possibility of a benchmark
“optimally designed” policy—a weak(er) administrative
version of how neo-classical economics assumes context-
free economic optimality. But context is crucial in policy.
Take the example of how car-safety regulations fail
women: Because they were designed with only men
(i.e., “male” crash test dummies) in mind, the differences
in height, weight, and general body shape have cost many
women life and limbs (Muller 2019; Criado-Perez 2019).
This was not a poorly designed policy (it prevented severe
injuries for most men) but ignored a crucial context of
its implementation: Many women also drive cars, a
rather basic social fact ignored by both engineers and
policymakers.

With neither incompetence nor policy failure as per-
suasive sufficient explanations, the key alternative position
in the debate would then ask if and especially how
institutional frameworks that provide a relevant context
for economic policies would matter. Traditionally, the
approach in this area has been one in which institutions
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are “passive” refractors: an external shock to a system is, as
it were, translated through the prevailing institutions, and
that leads to an outcome that is different from what
happens in places with other institutions (Steinmo, The-
len and Longstreth 1992, 1-31). While this helps under-
stand many outcomes, the problem is that the causality is
underspecified in this version of institutionalism: Which
elements, actors, and actions play a critical driving role in
that process?
More attention to institutional interactions, and their

power in shaping outcomes, helps overcome this causality
problem to some extent. The interactions between differ-
ent elements in the relevant institutional framework
produce new, emergent settings, which cannot be reduced
to the constitutive elements in the link between insti-
tutions and policies. This conception of institutional
frameworks is known as the theory of “institutional
complementarities” (Hall and Soskice 2001; Milgrom
and Roberts 1992). The interaction of two (or more)
mutually reinforcing elements of a particular capitalist
system can produce performance effects that are superior
to the sum of the performance effects of each of these
elements individually, and vice versa, sensible policies may
fail in the absence of elements in the institutional make-up
that reinforce their effects. The upshot is that cherry-
picking economic policies does not work in the absence
of underlying institutional elements that support them. In
this particular case, very similar furlough and business
grant schemes have fed into different systemic structures
in the UK and Germany, which produced these diverging
results.
The next section presents detailed empirical material to

support this argument. We begin with the wage subsidy
schemes that set the tone for most other support programs,
and then pivot to the business loan and grant schemes.
Starting from the obvious similarities, we will, when
unpacking their actual operation, slowly edge toward a
view of fundamentally different effects because of how
these schemes were articulated with the existing institu-
tional settings in labor markets and systems of corporate
financing.

Tales of the Unexpected
On March 11, 2020, the World Health Organization
declared COVID-19 a pandemic—a dangerous disease
that rapidly crossed national borders, engulfed entire
continents, and required dramatic responses, including
strict population confinement. Two weeks later, govern-
ments in practically all OECD economies (with the
exception of the United States) had imposed measures to
curtail the spread of the virus. Because of the particular
nature of the disease, infection was difficult to detect,
often not until it was too late. Fighting contagion thus
implied a complete preventative lockdown of close to
entire societies and economies. In a few months’ time,

GDP fell 10%–15% on an annualized basis in most
advanced capitalist economies.
The precise transition from the acknowledgement of

the problem to this all-out crisis management followed
similar timelines in Germany and the UK. Both countries
registered their first cases during the last week of January
2020 with many of the early cases tracing back to hard-hit
Northern Italy. Both the British and the German govern-
ments initially remained cautious in their approach to the
spread of the disease. The German health minister, Jens
Spahn, and his UK counterpart, Matt Hancock, at the
time both claimed that the chance of the virus spreading
further was “very low,” announcing only a few advisory
measures (Die Rheinlandpfalz 2020; Reuters 2020). As
the number of confirmed cases hit triple digits in both
countries over the following weeks, they were forced into
stronger action. The first concrete steps were taken by
German local government. On February 24, 2020, an
international trade fair in Frankfurt was cancelled, fol-
lowed swiftly by the closure of schools and public build-
ings in the town of Heinsberg (North Rhine-Westphalia)
on 26 February. Only a few days later the British govern-
ment also unfolded its first COVID-19 action plan out-
lining possible measures in the event of further spread
(Department of Health & Social Care 2020). Theory,
however, soon became reality for both countries as on
March 8, 2020, the German government advised to cancel
large-scale events, followed by the closure of schools, bars,
and restaurants in most Länder and the closure of the
border by late March 2020. The UK followed suit,
announcing a nation-wide closure of public venues such
as restaurants, pubs and gyms on 20 March 2020. Both
countries would stay in lockdown until May of that year
when restrictions of the first wave were slowly lifted. This
unprecedented constraint on social life came at an enor-
mous economic cost. In response, the British Treasury
rolled out a £330 billion ($440 billion) fiscal stimulus on
March 17, 2020, three days before the national lockdown.
A similar plan was devised in Germany where the govern-
ment officially suspended its legally enshrined debt brake
in order to roll out its aid package on March 23, 2020.
In what follows we examine the economic policy

responses in Germany and the UK to this unprecedented
social shock during the “first wave”, which lasted from
mid-February to late August 2020. The selection of cases is
important for our argument. Germany is a prototype
Coordinated Market Economy (CME) in the Varieties of
Capitalism framework (Hall and Soskice 2001), in which
strategic (non-market) coordination between businesses,
banks, and labor prevails. The UK, in contrast, is a Liberal
Market Economy (LME), which relies primarily on mar-
kets and contracts as the main economic coordination
mechanisms. Our hypothesis is that in these two coun-
tries, policies that are essentially the same in all relevant
respects will lead to different modes of implementation
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that reflect these differences in economic coordination and
do so with substantially different outcomes as a result. We
attribute this divergence to the institutional frameworks
that govern labor and financial markets and show that this
interaction between policies and institutions was guided
by their mutual articulation, i.e., the institutional com-
plementarities that tie elements in the framework together
into powerful constraints and opportunities. The test of
our argument is simple, therefore: If the results of essen-
tially identical policies are very similar in both countries,
institutional variation in the advanced capitalist world
would matter little; if they are different, however, and if
we can link those differences to structural, systemic elem-
ents in the domestic economy, these differences in terms of
institutional frameworks are critical for the way these
policies operate.

Labor Market Policies in the UK and
Germany
In response to the symmetric shock of COVID-19, work-
places in both economies quickly shut down, depriving
employees of wages and households of income. Govern-
ments in both countries responded by offering wage
subsidies to businesses so that wages were stabilized even
if the company was temporarily unable to trade. However,
as we will demonstrate, in their actual implementation
these policies differed significantly, and their effects there-
fore diverged as well. In the UK, the initial wage subsidy
scheme was generous but ultimately short-lived, and as a
result many companies planned mass layoffs in the
autumn of 2020. While they stabilized household income
to some extent, they had relatively few effects beyond (the
admittedly very important goals of) keeping unemploy-
ment low and stabilizing consumption in the comatose
COVID economies. In Germany, the labor market pol-
icies were based on the existing “short-time work” (Kur-
zarbeit) scheme that allowed for part-time employment.
There, the job retention scheme interacted with another
institutional feature of Germany’s political economy,
namely strong unions, enticing employers to think of ways
to hone and retain skills. As a result of these institutional
complementarities, these policies not only stabilized short-
term employment and household income, but also sup-
ported the development of the skills basis of the German
economy, safeguarding long-term job security along
the way.
Both schemes looked very similar at the outset. In the

UK, if a company shut down or saw its business signifi-
cantly reduced as a result of the COVID shock, govern-
ment subsidies would pick up 80% of the gross wage,
capped at £2,500 (about $3,300) as part of the Job
Retention Scheme, the official name of the program. Apply-
ing to the scheme was relatively simple and unbureau-
cratic. In the UK, the company paid the worker who was
not working and asked the government to refund 80% of

that salary. Similarly, in Germany the standard was that up
to 60% of the salary was paid, gradually increasing to 80%
over time to reflect social criteria. Neither country
required detailed documentation of financial problems.1

For its furlough scheme, Germany relied on the Kurzarbeit
model developed in response to the 2008–2009 financial
crisis, which allowed for partial wage subsidies if a com-
pany retained its workforce in part-time employment. In
the UK, in contrast, the subsidy followed an “all or
nothing” principle requiring furloughed workers to stay
home altogether without the possibility of flexible working
arrangements (i.e., at least until July 1, 2020, when flexible
wage subsidies were introduced, but only for companies
already in the scheme). Unsurprisingly, these schemes had
the support of business organizations and trade unions in
both countries (see Coulter 2020 for the UK) and even the
opposition (on the left in the UK and on the right in
Germany) agreed that the schemes were necessary for at
least the immediate future.

Relatively small differences between the schemes and
the labor markets, often deeply embedded in the institu-
tionalized employment systems of both countries, mat-
tered significantly for their implementation and effects,
however. The German Kurzarbeit scheme is more than
just a temporary arrangement to avoid unemployment.
Employers are supposed to keep their workers on the
books after the wage subsidy scheme runs out. In fact,
very early on, Kurzarbeit was extended until late 2021 on
existing terms to make that outcome a quasi-certainty. UK
employers are under no such obligation: The scheme was
(and is)—as its name suggests—a job retention scheme
but nothing else. Finance Minister (“Chancellor”) Sunak
explained ending the scheme in October 2020 by stating
that it might create false hopes of stable jobs.2

Furthermore, because of the strict (some would say
“rigid”) working time arrangements in Germany (Locke
and Thelen 1995), which are carefully monitored by
employee representatives, it was relatively easy to calculate
part-time employment. As a result, the part-time wage
subsidies under Kurzarbeit were a transparent and collect-
ively policed possibility. The flexible working time arrange-
ments in the UK, on the other hand, which are negotiated
between individual employees and their employer, particu-
larly outside the regulated public sector, made such a
calculation of working time percentage very difficult. In
otherwords, the existence ofworks councils and unionswho
manage working time rearrangements in Germany, and its
absence in the UK, increased flexibility in the furlough
scheme in the former—an instance of the institutional
complementarities at the heart of our analysis here.

Implementation of furlough schemes. By mid-summer
2020, when the British scheme in its initial form had
ended, about 9.6 million workers were furloughed, spread
over 1.16million companies or 61% of eligible employers.
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The hospitality sector registered the highest furlough rate
of 77%, while the retail sector furloughed the highest
number of workers (all data from the official website of the
fiscal agency; HMRC 2020). The German numbers are
comparable. Half of all companies in the country had
applied for wage support covering about 10 million work-
ers or roughly 25% of the workforce. In some industries,
such as hospitality, automobiles, and aviation, over 90% of
employees found themselves in Kurzarbeit schemes
(Martin 2020).
The two labor markets were not the same, of course,

even before we examine the effects of regulatory and
institutional frameworks. Self-employment is considerably
higher in Britain, for example, estimated at 17.9% of the
workforce (Office for National Statistics 2020) and these
workers were compensated under the business loan and
grant schemes that we discuss later in this paper. The all-
or-nothing nature of the UK scheme also contrasted
sharply with the considerably more closely monitored
German scheme. The gross sums spent in the UK wage
schemes were therefore higher than they needed to be and
the collapse in output was likely also higher because a
company was either operating at 100% regardless of the
actual orders, and therefore paid full wages but lost a part
of the revenue as a result of lower output, or closed
entirely, which meant that its contribution to GDP fell
to zero.
Somewhat paradoxically, the “rigid” labor market in

Germany, with its highly regulated dismissal procedures,
proved a strong starting basis for companies that decided
to shift production to what were seen as “essential
products,” usually associated with the health sector. A
structured comparison between two similar companies
in both countries that redesigned their products under-
scores the point. In late April 2020, the manufacturing
company Viessmann started producing portable ventila-
tors, mobile care units, and face masks instead of their
usual heating systems. They did so in close cooperation
with doctors from local hospitals and academic experts
from the prestigious local technical university RWTH
Aachen—a form of cooperation that is far from unusual
in Germany (Viessmann 2020).3 In an almost perfect
parallel case study in the UK, such a conversion proved
muchmore difficult:Many observers rightly laudedDyson,
the manufacturer of high-end vacuum cleaners, for being
able to design a functioning ventilator in ten days (Pooler
and Hollinger 2020; Foster and Pooler 2020), but in their
idolatry they ignored that the actual retooling of the plants
and the concomitant conversion of the workforce was
considerably less successful (surprisingly, the Daily Mail,
usually among the more nationalist voices in the UK, was
the only one to raise this counterpoint; Chadwick 2020).
Unable to gain the contract,Dyson ended the project a few
weeks and £20 million later. As this demonstrates, the
intrinsic functional flexibility of the German company

allowed it to continue to work, while the UK company
failed to translate its high-end engineering capabilities into
actual production. There are no systematic data on these
successful conversions in Germany, but there are plenty of
illustrative examples in the German press (Frese 2020;
Orth 2020).
Sectoral coverage was quite similar in both cases but,

again, with very different effects. Large parts of the manu-
facturing sector were affected by closures, as were bars,
coffee shops, and restaurants. All of these were closed
during the UK lockdown, making about 200,000 workers
in the hospitality sector technically unemployed (HMRC
2020).4 In Germany, the drop in trade resulting from the
lockdown meant that over 90% of businesses in the sector
applied for wage subsidies. The reliance of the British
economy on services is often seen as the driver of the
greater fall in output and higher rise in unemployment.
Inasmuch as this refers to low-productivity, low-wage
service companies with intensive face-to-face contacts,
such as bars, restaurants, hairdressers, and personal beauty
care, this seems correct (although in both countries these
businesses were equally affected by forced closures). But in
other service sectors, usually associated with higher value-
added activities such as consulting, finance, and law,
distancing proved less of a problem—definitely less than
in manufacturing, which requires physical presence of
both worker and machinery, especially in the sophisticated
high value-added manufacturing sector for which Ger-
many is internationally famous. All other things equal,
manufacturing would thus have been among the worst hit
sectors in this pandemic, and Germany should have been
on its knees very quickly. However, because of the intrin-
sic functional flexibility (Piore 1986) of the German
manufacturing sector, what should have been a catastro-
phe turned into a relative success, while Britain’s high
employment numbers in low value-added sectors that
were unable to trade significantly increased unemploy-
ment once COVID-19 hit.
Mass redundancies provide an area with highly conse-

quential differences in the institutional background of
labor market policies. In the UK, the layoff procedure is
basically governed by individual labor law. An employer
announces redundancies and unless there are collectively
negotiated deviations, the law stipulates how much notice
every worker needs to be given, and what the redundancy
package entails. The arrangement is far from generous,
especially by continental standards: One week of notice
pay if employed for less than two years, and an extra week
of notice pay for every year with the same employer. The
flexible labor market in the country leaves the initiative,
with very few constraints, entirely to employers. Since
many UK companies, especially small- and medium-sized
companies (SMEs), often live hand to mouth with very
low savings, the path of redundancies is usually the fastest
“tried and tested” way to cut costs; larger companies do so
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because of shareholder pressures. The overall effect is that
significant drops in economic activity are almost immedi-
ately reflected in rising redundancies and unemployment.
Ultimately then, employees and the welfare state in the
UK have paid the cost of the economic downturn associ-
ated with COVID-19.
Arrangements in Germany follow a fundamentally

different logic. Collective redundancies are always subject
to wide consultation with the works council, collective
negotiations with trade unions, or some form of bargain-
ing with other workforce representatives. Importantly, the
costs of the social plan that follows these negotiations are
in principle borne by the company, and because of the
power of the unions and works councils inside the com-
panies they usually entail quite generous redundancy
packages. Coupled with the possibility of applying to
Kurzarbeit schemes, the calculation for individual employ-
ers is almost the exact opposite of their UK counterparts:
Instead of unilaterally deciding on mass redundancies,
German employers prefer the wage subsidy schemes.
These allow them to retain their skilled workforce at a
reduced cost (which, therefore, also entices worker and
employer to jointly invest in skills; Hassel 2007).

Making sense of the differences in wage subsidy programs.
The most intriguing conclusion of this detailed analysis of
different aspects of the ostensibly very similar wage subsidy
schemes is that after only a fewmonths of implementation,
their effects appeared to diverge significantly. To a large
extent, these different effects are a function of the institu-
tional complementarities at the heart of our argument
here. The interaction of Germany’s Kurzarbeit scheme
with its strong works councils and unions elevated the
scheme from a short-term job-retention program to one
fostering long-term employment whereas British workers
always had at least one foot in unemployment.
First, the absence of strict and closely monitored work-

ing time patterns in the highly flexible UK labor market
has made part-time wage subsidy schemes very difficult to
organize. Preventing fraud without incurring exorbitant
monitoring costs forced companies either to work or close
full time. In Germany, in contrast, the rigid working-time
patterns across the economy, which are policed by works
councils and trade unions, have not led to a total collapse
of the economy due to insufficient flexibility. They have
actually been the foundation of the successful Kurzarbeit
scheme, which have allowed companies to produce on a
part-time basis without increased costs for them and wage
losses for workers.
The nature and organization of skills is another area

where superficially small differences had big consequences.
The intrinsic functional flexibility of highly skilled Ger-
man workers enabled the rapid and successful adjustment
of companies in response to collapsing product markets
and the emergence of newCOVID-related demand. In the

UK, in contrast, top-level product engineers redesigned
products to meet the same goals in a matter of days; yet,
reorganizing the company and the workforce to actually
start making the new products proved too steep a hill.

Similarly, the different organization of mass layoffs has
meant that German employers think again when produc-
tion falls, lest they face social conflict, a high redundancy
bill, and the loss of valuable skills. British employers faced
with the end of the Job Retention Scheme in late summer
2020 were subject to almost diametrically opposed incen-
tives and laid off large numbers of workers in an attempt to
balance the books.

In late September 2020, faced with a second COVID-
19 wave and rapidly rising unemployment as a result of
renewed lockdowns, UK Chancellor Sunak was therefore
forced to introduce a new version of the furlough scheme
(the existing one was scheduled to run out in its current
form at the end of October 2020). It is copied directly
from and is even closer to the German Kurzarbeit program
than the original furlough scheme, introducing a part-time
wage subsidy for companies that planned to retain workers
but were uncertain about working at 100% of capacity.
The government also picked up a maximum of 22% of the
salary (with a monthly cap of about £700/month—about
$1,000), down from 80% initially and 60% in the final
stages of its predecessor, with a monthly maximum of
£2,500. Employees were supposed to forego one-third of
their wages—with 30% of full-time work as the floor
where the scheme kicked in; and employers contributed
the remainder, about 55% of monthly wages, up from
about 20% under the old scheme. The Treasury projected
savings of about two-thirds of the initial scheme, or several
billions of pounds sterling per month, by shifting much of
the financial burden onto employers.

Since the new wage-subsidy scheme now looked almost
exactly like the German one (but with a high relative
contribution by employers), we can even better isolate
those elements that are necessary to make such a scheme
work. Three crucial elements at the basis of the German
success stand out. First, the German setup combines juicy
visible carrots with heavy sticks in the background.
Employers have invested significantly in the skills of their
workforce, which makes them reluctant to see those
go. Kurzarbeit is, in that sense, as much a job retention
scheme as a program to retain and develop skills. The stick
is provided by the highly institutionalized and expensive
mass lay-off procedure discussed earlier. Incentives for
German employers are therefore heavily skewed in favor
of participation in the wage scheme. Secondly, there is the
highly organized form of micro-corporatism in German
companies under which workers and employers jointly
negotiate and organize the actual operation of the scheme,
even though the employer applies to theMinistry of Labor
for funding. And finally, a similar point can be made for
the macro-level “embeddedness” of these measures: in
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many CMEs with corporatist national labor market insti-
tutions discussing such schemes in response to a crisis is
standard practice, while in LMEs the introduction of such
schemes is the result of ad hoc, topical negotiations during
the crisis, not before, and crucially dependent on govern-
ment initiatives. Training has an inherent long-time hori-
zon, both for the initial investment and for the
“amortization.” If it is to entice German employers to
commit to (re)training programs in the context of Kur-
zarbeit, therefore, the German government is aware that it
needs to provide an open-ended scheme, and not one
containing consecutive cliff-edges, like in the UK.
Combined, these three elements—the incentives, the

micro-corporatist, and the macro-corporatist structures—
are prominent in Germany (and many other North-West
European political economies), but almost entirely absent
from the UK scheme. Skill development remains the Achil-
les’ heel of the British training system, while employers can
hire andfiremore or less atwill; company industrial relations
remain adversarial and mired in mutual distrust; and the
encouraging signs of agreement between social partners at
the start of the crisis (Coulter 2020)maywell turn out tobe a
simple temporary alignment of short-term interests once the
shift in the financial burden is absorbed. In short, robust
union presence and embedded social dialogue have proven
to be deeply complementary to job-retention schemes,
generating a flexible yet stable and long-term system of
employment guarantee in Germany.
The next section undertakes a parallel analysis of the

business loan and grant schemes, which were introduced for
similar reasons to the wage schemes—the inability to trade
—in both countries in very similar ways. Like our analysis of
the wage schemes, the finance scheme suggests that some-
thing that looked quite similar at the outset ended up
working in very different ways in both countries, and to
large extent this had to do with the position of the financial
system in the political economies of the UK and Germany.

The Institutional Underpinnings of Business
Emergency Loans
Once the extent of the COVID-crisis had become clear,
governments throughout Europe were quick to prepare
their fiscal arsenal in order to safeguard domestic business
from an unprecedented downturn. In Britain and Ger-
many, governments turned to a complex mix of tax cuts
and deferrals, employment and welfare support, and direct
grants and business loan support schemes. Here we analyze
the implementation and effects of these business support
schemes. In the first six months of the crisis (between
March and August 2020), the UK extended direct loans or
guarantees of about £53 billion ($72 billion) while the
figure in Germany stands at around €54 billion ($66
billion). What is more, these programs have resembled
each other in terms of substance as well. Despite these

similarities, however, there have been substantial differ-
ences in their implementation, target groups, and, as a
result, their effectiveness.

Comparing business support schemes. At the heart of Brit-
ish and German efforts lay fundamentally similar business
support policies that offered cheap and easily accessible
credit to help firms weather the COVID crisis. In mid-
March 2020, the German government announced its
widely targeted KfW–Unternehmerkredit (company credit
supplied and underwritten by the public investment bank
KfW) while the British Treasury launched two separate
schemes with the Coronavirus Business Interruption Loan
Scheme (CBILS) for SMEs and the COVID Corporate
Finance Facility (CCFF) for large companies. Both coun-
tries then complemented these initial policies with another
wave of initiatives targeting firms that struggled to access
credit under the first round of schemes. The UK intro-
duced the Coronavirus Large Business Interruption Loan
Scheme (CLBILS), the Future Fund and its Bounce Back
Loans, while Germany initiated the KfW–Schnellkredit
(“instant loan” program).
The British and German flagship policies, CBILS and

KfW–Unternehmerkredit respectively, resembled each
other in many ways. Both schemes allowed businesses
access to cheap credit by providing banks with substantial
government guarantees while granting generous repay-
ment periods. In Germany, the government backed
80%–90% of business loans depending on firm size, with
a two-year grace period on repayments. The British Treas-
ury, in turn, provided a fixed 80% guarantee in addition to
covering fees and interest payments for the first twelve
months. In both cases, the policies were implemented
through government-backed investment banks in partner-
ship with local banks. In Germany, the Kreditanstalt für
Wiederaufbau (KfW—literally “Credit Agency for
Reconstruction”) assumed its long-standing role as pro-
vider and guarantor of special loans. These were processed
by the house banks (or Hausbanken in German; hence-
forth, we will use this term to designate all banks that have
long institutionalized relations with firms of all sizes) of the
applicants. In much the same vein, the British Business
Bank (BBB) administered the government’s business lend-
ing programs. However, rather than accepting applications
from any UK-based bank, the BBB organized a pool of
accredited lending institutions (initially 40, later expand-
ing to 102) to take part in the scheme.
Despite their many similarities, there were some clear

differences between the CBILS and Unternehmerkredit.
Interest rates, for example, were set at a fixed rate in
Germany while British banks operating under the Corona-
virus Business Loan Interruption Scheme were free to set
their own rates. Moreover, the Unternehmerkredit scheme
allowed firms of any size to participate and offered loans of
up to €100 million. CBILS, by contrast, was specifically
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aimed at businesses with a maximum turnover of £45
million, with loans of up to £5 million only. After initial
pushback, the British Treasury balanced its SME-focused
CBILS by organizing the Covid Corporate Finance Facility
(CCFF) in cooperation with the Bank of England (BoE).
CCFF targeted large investment grade corporations by
having the BoE directly buy up commercial paper issued
by corporations. The minimum issuance in this scheme
stood at £1 million with a maximum maturity of one year.
In addition to these initial programs, both the German

and the British government further bolstered their fiscal
support for businesses with new schemes during the
months that followed. Already in early April 2020, Ger-
many introduced the Schnellkredit catered to smaller and
younger companies that struggled to access credit under
the Unternehmerkredit. In contrast to the latter, this new
program offered lines of credit up to €800,000 at a fixed
3% interest rate with a full 100% guarantee from the KfW.
The UK, similarly, introduced the so-called Bounce Back
Loans (BBL) targeting micro-firms with loans between
£2,000 and £50,000 at 2.5% interest and a 100% guar-
antee to address the problem of mounting credit hold-ups
for small firms. The British government supplemented
this scheme with the announcement of the Future Fund
and Coronavirus Large Business Interruption Loan
Scheme (CLBILS). The Future Fund specifically aimed
at providing direct liquidity to startups which could not
access existing schemes stipulating that businesses needed
to show profitability. The Coronavirus Large Business
Interruption Loan Scheme, on the other hand, expanded
CBILS to include firms with a turnover above £45 million
as it soon became clear that a substantial share of busi-
nesses could neither access CBILS nor CCFF.

The effects of loan schemes in Germany and the UK. While
these financial support packages were tailored to help
certain groups of businesses, they also left others out of
the reckoning. This is particularly the case for the UK
where the initial policy response along the lines of CBILS
and CCFF explicitly excluded two types of firms. On the
one hand, businesses that were not (yet) profitable
remained outside the schemes’ purview, as the Treasury
was apprehensive about artificially propping up already
struggling firms (Lynch 2020; Milne 2020). Many profit-
able medium and large enterprises, on the other hand, had
nowhere to turn to either, because CBILS support capped
annual turnover of applying firms at £45m while CCFF
targeted the very largest companies in theUK, few of which
would have struggled to access funding in the first place.
While the introduction of the Coronavirus Large Business
Interruption Loan Scheme in April 2020 did appease this
previously neglected group, the Bounce Back Loans clearly
signaled that the government’s priorities lay with the two
extremes in the size distribution—the very big corporations
and the very small shops on the local high street.

This outcome contrasts sharply with what happened in
Germany. First of all, German stipulations of pre-COVID
profitability were more lenient, only making it a hard
condition for loans exceeding €800,000. The Unterneh-
merkredit was also a more broadly oriented instrument.
Not only did it not make any stipulations regarding firm
size, but the wide range of available loans made it an
attractive proposition to businesses of all sizes. Most
importantly, the close ties between firms and their Haus-
bank, the financial institution that they would normally do
business with and which had detailed knowledge of the
company’s credit situation, significantly simplified the
emergency loan application process.

Yet some firms in Germany initially struggled to access
the liquidity necessary to stay afloat. After the introduction
of the Unternehmerkredit, SMEs and their representative
associations complained that they were facing insur-
mountable obstacles trying to convince banks to guarantee
10% or 20% of the share of loans that were not covered by
the KfW (Welp and Zdrzalek 2020). This was especially
the case for those firms that had made significant invest-
ments in the runup to the COVID crisis and had been
temporarily in the red as a result, as well as for those whose
business models were most affected by the economic
shutdown. In addition, recently established firms were
also shut out as businesses that had spent fewer than five
years on the market were not eligible. Both these examples
demonstrate very clearly that the schemes were organized
around the “traditional” links between established, prof-
itable firms and their house banks and that companies
falling outside this mold faced significant problems. The
government addressed the concerns of the SMEs by
introducing the Schnellkredit, providing fully covered
loans but capped at €800,000 per application.

As a result, though very similar on paper, the coverage
and operation of the British and German business support
programs were each other’s almost perfect counterparts. In
the UK, those firms that required help most urgently also
seemed to struggle most to get it as CBILS proved highly
ineffective. In fact, in the first week of implementation
only 983 out of 130,000 applications were approved,
amounting to a (not so) grand total of only £90 million
in cash disbursements (Pratley 2020). In April 2020, the
British Chamber of Commerce (2020) polled that only
13% of applications had been successful while the remain-
ing were either left unprocessed or denied. Data on SME
business lending during March and April 2020 support
this conclusion: while lending among large corporations
spiked inMarch, a similar surge for SMEs only emerged at
the end of April.5 Things improved over time as more
banks came online, but only slightly. By mid-August
2020, still more than half of the CBILS loans were
rejected, and of the other loan and grant schemes, only
the BBLs approached its target with about 80% of appli-
cations approved. Rejection rates remained high for the
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other two schemes as well: 48% for CLBILS, and 35% for
the Future Fund6. Finally, low numbers of total applica-
tions indicate not only that many firms were unsuccessful
with their applications, but also that many were simply
ineligible for the support schemes in the first place. These
included businesses exceeding £45 million in turnover but
which were not among the top 100 in turnover.
In Germany, the situation of these medium-sized firms

was much more favorable. Supported by their house
banks, applications were submitted swiftly and passed on
to the KfW where automated assessments guaranteed
extremely high acceptance rates. In stark contrast to the
UK, however, the smallest firms, especially those with
fewer than eleven employees—making up 89% of all
businesses (Statista 2020)—and the self-employed faced
an uphill battle. They were excluded from the KfW
Schnellkredit and had to apply for emergency grants from
their local governments in the Länder instead. Given caps
on the size of programs, the bureaucratic cost of applica-
tions in many cases far exceeded the utility of the grants
available to them and cases of fraud further hampered the
efficacy of the support schemes.7

Thus, the puzzling result when comparing the effects of
business support schemes in the UK and Germany is that
the very companies that fell through the cracks in the UK
experienced the strongest support in Germany and vice
versa. While SMEs from Germany’s famed Mittelstand
faced only very limited challenges in applying for emer-
gency aid, the traditional high street shop was left out.

The institutional foundations of diversity in the business
support schemes. Why were the outcomes of these two
generally similar emergency loan programs in the UK and
Germany so different? The answer lies in the organization
of the domestic financial systems. In the UK, two funda-
mental problems effectively shut out medium-sized busi-
nesses: an information problem and an incentive problem.
Private banks that wanted to participate in the emergency
loan programs had to apply and register with the British
Business Bank. Given unclear risk and cost structures, the
number of banks participating in the schemes was limited,
which created a bottleneck from the outset. Many appli-
cants that were in dire need of financial support therefore
could not work with their usual credit institution, while
those lenders that had most expertise in working with
SMEs were unable to act as facilitators. Many SMEs were
left in the uncomfortable position of having to convince
anonymous lenders of their creditworthiness as a result.
For CBILS in particular, these credit assessments were
automated through centralized application platforms that
were plagued by glitches and resulted in very high denial
rates. In addition, the British Business Bank approved
lenders on a rolling basis, which resulted in swift approvals
for the UKs largest private institutions, principally Bar-
clays, HSBC, NatWest, and Lloyds. These four banks

together ended up dispensing 89% of the funds under the
Coronavirus Business Interruption Loan Scheme. While
providing the government with scale and capacity, these
banks also relied most on standardized application pro-
cesses with the least granular information on SMEs.
These information problems were exacerbated by

gravely misaligned incentives, which put private banks in
a difficult position. As the government did not set fixed
interest rates for the loan programs, the costs to banks of
emergency loans were mounting and, in many instances,
eligible applicants were nudged into regular loan products
which were more profitable to private lenders. Moreover,
at the outset of CBILS, much uncertainty prevailed over
the right of banks to demand collateral in the form of
personal assets from applicants. Many applicants, particu-
larly smaller firms, thus were priced out of loans during the
early weeks of the program. These problems were effect-
ively tackled only when the government introduced the
Bounce Back Loans scheme that guaranteed 100% of the
loans at a fixed 2.5% interest rate while expanding eligi-
bility criteria, making it virtually impossible for banks to
demand collateral. Unsurprisingly, data indicate that the
Bounce Back Loans program has by far been the most
popular support scheme during the first wave: by mid-
August 2020, BBL had lent over £35 billion ($47.5
billion) compared to £13.5 billion ($18.4 billion) under
CBILS. The “Malthusian” high-street shops received most
political attention and support after the initial failures of
the program, and policy emphasized protecting
unemployment statistics that were certain to explode when
support schemes turned out to be ineffective in stabilizing
these very small and micro businesses.
In Germany, the institutional preconditions of the

financial system alleviated both the information and
incentive problems that troubled the UK schemes. Most
importantly, banks of all sorts and sizes were in principle
eligible and motivated to participate as facilitators in the
support schemes. At the micro-level, relational lending
constitutes a deeply institutionalized element of Ger-
many’s post-war financial system (Zysman 1983; Deeg
1998, 2010; Hall and Soskice 2001). Small- and medium-
sized businesses in particular have maintained close per-
sonal relationships to theirHausbanken, which do not only
hold significant knowledge about their clients’ credit
history, but also about their business models, market
position, and long-term strategies.8 At the meso-level,
the publicly guaranteed KfW implemented the govern-
ment’s support schemes. Established in 1948, KfW’s
founding purpose laid in supporting post-war reconstruc-
tion efforts by facilitating and distributing funds from the
Marshall Plan. Over the course of its seventy-year-long
history, the KfW has specialized in distributing its AAA-
rated government-backed capital by providing affordable
loans to domestic and international clients, often facili-
tated through local Hausbanken.
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When COVID-19 struck, this allowed the German
government to fall back on a deeply institutionalized
system of bank-to-business and bank-to-bank links that
could easily be deployed as a public utility. Public savings
banks and cooperatives shouldered over two-thirds of the
volume ofUnternehmerkredit and Schnellkredit loans while
holding a total market share of only around 30%. Fur-
thermore, banks were actively incentivized to participate
in the loan programs by being promised an interest margin
of 0.2% and a one-off payment of €1,000 ($1,200) per
application while taking on no or very low credit risks
(Dohms 2020; Osman, Atzler, and Holtermann 2020).
The combination of these conditions resulted in extremely
high acceptance rates of 99.95% of all loan applications
that passed the initial assessment stage at the Hausbank
level. Compared to the informational hold-ups experi-
enced in the UK, this swift exploitation of the infrastruc-
tural position of theHausbanken to distribute loans shows
that the public utility function of Germany’s secondary
banking sector remains a central aspect of the German
political economy.
Yet all that glitters is not gold, even in Germany. Critics

from the ranks of Germany’s opposition parties, most
notably Green party representatives, have voiced increas-
ing concerns about Germany’s emergency loans program.9

They suggest that exceptionally high acceptance rates
indicate a lack of credit risk assessment which may provide
the basis for the rise of so-called “zombie firms,” that is,
failed businesses on life support (Chazan and Arnold
2020).
While it is too early to evaluate this risk, arguably more

worrisome than those businesses receiving help that they
do not deserve, are those that need funding but are unable
to access it. As with every deeply institutionalized system,
it seems to work well for insiders but discriminates against
those who lack access. In contrast to the UK, the very
smallest firms in Germany have struggled to get the help
they needed. As discussed earlier, businesses with fewer
than eleven employees, including the self-employed, were
a priori excluded from KfW loan programs. These could
not rely on the infrastructural support and reputation of a
Hausbank, and when lacking relevant collateral, they had
only the state financial authorities to turn to. Many of the
smallest businesses therefore complained that financial aid
was not provided fast enough and that they felt abandoned
during the process (FinCompare 2020). Whereas British
policies seemed to protect its smallest and largest firms but
not its SMEs, the German schemes ended up protecting
the latter, the heart of the country’s economic model, but
did so at the expense of the former.
In addition, the distribution of emergency grants by

local authorities in Germany to those businesses ineligible
for bank loans was significantly hampered by swiftly rising
numbers of fraudulent applications. Federal authorities
investigated a total of 20,000 individual cases, which led

some Länder to temporarily suspend their grant schemes
altogether (Ruhr Nachrichten 2020). In stark contrast,
there are little to none known cases of fraud related to the
emergency loan programs facilitated by KfW and the
Hausbanken. Notably, and yet again, the picture in the
UK is an almost perfect inverse of the situation in Ger-
many. Here, authorities soon realized that the relatively
unregulated Bounce Back Loans in particular were ripe for
“being abused and defrauded on an industrial scale,” in the
words of an anonymous senior banker cited in the Finan-
cial Times (Thomas and Morris 2020). Estimates from
December 2020 suggest that more than half of the £43
billion lent under the BBL program could be lost with
fraud being a major source of financial damage
(UK Parliament 2020).

Germany’s almost diametrically opposite experiences
regarding efficacy and fraud in the loan schemes are, again,
best understood from the perspective of complementar-
ities between different elements in the institutional frame-
work and policies. The UK faced immense challenges to
distribute emergency loans in an orderly fashion because of
a lack of mutual articulation of different elements in its
financial system. Germany, in turn, could rely on the
formal and informal existing ties between local Hausban-
ken and recipient firms during the vetting process. How-
ever, when Germany could not fall back on its deeply
institutionalized financial infrastructure, the country faced
very similar problems with fraud.When local governments
were forced to distribute emergency grants directly, they
became an easy target for professional fraudsters. Only
where coordinated institutional resources meshed to create
beneficial complementarities could frictionless financial
support be guaranteed.

In sum, despite initiating similar business loan pro-
grams, the effects of the financial interventions in Ger-
many and the UK could hardly have been more different.
Not only did the British programs suffer from comparative
inefficiencies during their first weeks, but the Treasury’s
policies also targeted a different set of firms than their
German counterparts. The German programs sought to
stabilize the country’s industrial base of Mittelstand firms
while the British government targeted very large and very
small firms at either extreme of the scale. This puzzling gap
between the similarity of the formulation of these policies
and their diverging outcomes is a function of variation in
the supply-side institutions in Germany and the UK. In
the former, the crisis programs are an extension of deeply
institutionalized relations between firms, banks, and the
state. These institutional legacies allowed German banks
and the KfW to overcome information asymmetries
regarding firms’ solvency. The German banking sector
thus could do what it has done so well for decades—act as
the key cog in business-state relations to facilitate indus-
trial development. Instead of ending up in the dustbin of
history with the large commercial banks (Hardie et al.
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2013), relationship banking, the model at the core of the
German system, showed its strengths during the COVID-
19 crisis.
In the UK, on the other hand, financial support for

businesses has primarily been a countercyclical tool. In its
essence, the Coronavirus Business Interruption Loan
Scheme is a rerun of the 2009 “Enterprise Finance
Guarantee” designed to stabilize the economy during the
Great Financial Crisis. Whereas the German government
explicitly decided to work through the KfW, the UK had
no choice but to engage with commercial banks. Lacking
the institutional resources available to Germany, the
Treasury ended up introducing Bounce Back Loans to
overcome the limitations of CBILS. As a result, Bounce
Back Loans became the most important funding line for
British business; in contrast, the comparable Schnellkredit
in Germany has been a residual measure at best.

Conclusion: Institutions and Economic
Policies
Crises such as COVID-19 offer a window into the key
mechanisms that underpin political-economic systems:
What is often disguised under a layer of normality in other
periods forces itself to the forefront in such moments of
high tension. A detailed analysis of the responses to the
economic fallout of the health crisis by governments in
two very different varieties of capitalism, the CME Ger-
many, and the LME UK, at first glance seems to suggest
that both converged in their reactions. A similar shock in
different systems led to essentially the same economic
policy responses, at the same time, carried by different
government coalitions but with similar support from
business and labor. A more nuanced analysis of the
economic policies as part of a set of mutually reinforcing
institutional arrangements—“complementarities” in the
VoC vocabulary—suggests a very different conclusion,
however. Both the furlough and the business support
schemes were implemented in very different ways in both
places and with diverging effects. In combination with
other elements in the institutional setup, furlough schemes
minimized unemployment but also, and importantly,
preserved high, specific skills in Germany while mainly
acting as a short-term buffer to unemployment shocks in
the UK. Small and medium-sized enterprises did well out
of the loan schemes in Germany but not in the UK, while
the very largest and smallest companies benefited in the
UK but considerably less so in Germany. Wherever we
look, policies that appeared to be part of the same broad
family of economic responses ended up producing very
different effects—mainly as a result of how they interacted
with underlying systems and strategies on the supply side
of the economy. If this is true for policy responses to
COVID-19 in Germany and the UK, it is probably also
the case in other domains and other countries. Examining
how policy is shaped by institutional complementarities,

especially when importing elements without the full insti-
tutional infrastructure, should help us understand at
which points policies fail because of systemic reasons,
and what minimum systemic adjustment is necessary for
them to work (see Levy 1999; Jacoby 2000 for early
discussions of these insights).
This has significant implications for policymaking. If

the effects of policies are as dependent on underlying,
often deeply rooted, institutions as we suggest here, simply
introducing policy elements developed elsewhere becomes
very difficult, if not impossible. Their effectiveness
depends to a large extent on the existence of institutions
that may be hard to construct or manipulate. Policies need
to be compatible with these underlying institutional
frameworks and the incentives they produce for actors
operating within them, else they run the risk of failure, or
worse, make a bad situation worse. This is not only a call
for care with policy innovation, but also advocates con-
sidering the unintended (but not necessarily unknowable)
interactions between different elements in a political econ-
omy. Since these issues are not context-specific but more
general problems of policymaking, this idea is likely to
travel outside the UK and Germany to the further corners
of the capitalist world, and perhaps even beyond.
Our examination of economic policy responses to

COVID-19 also suggests a correction to a very specific
recent debate in the comparative political economy frame-
works that we use to understand the world. Our attention
to institutional complementarities and the way they shape
policy outcomes suggests quite strongly that divergence in
capitalism can play out in sometimes unexpected ways.
We discovered that when examining the effects of differ-
ences in the organization of the labor market—but these
differences had always been quite significant and, there-
fore, perhaps not particularly surprising.
More surprising, perhaps, these complementarities were

also extremely important in the business loan and grant
schemes, where our analysis intersects with a vibrant
debate on the reach of global financialization and the
convergence of national financial systems (Van der Zwan
2014). There is no doubt that the German banking
system—once the hallmark of Zysman’s (1983) “bank-
led” system—has become more “market-led” as a result of
increased disintermediation and exposure to global finan-
cial markets (Hardie et al. 2013). Even some of the more
conservative savings banks have not been immune to the
lure of new financial products and services (Schwan 2020;
Cassell 2021). But the rise of market-based banking
should not be interpreted prematurely as the sure-fire
demise of the German relational banking model nor as
the end of meaningful typologies of financial systems.
Instead, existing institutional complementarities tend to
be quite durable and as a result, both market-based and
relational styles of banking can coexist under the roof of
one coherent type of capitalism.
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In particular, the swift exploitation of the infrastructural
position of the Hausbanken to distribute loans demon-
strates that the public utility function of Germany’s
secondary banking sector remains as central to the system
as ever. While large commercial banks did indeed cut ties
to domestic capital markets and turned to Wall Street and
international investment banking, most of the smaller
local banks remained true to their traditional role of
providers of industrial credit and served as the gatekeepers
to business support schemes during the crisis. Deeg (2009;
2014) argues that this process of institutional bifurcation
has effectively protected large parts of the German finan-
cial system from the pressures of international markets,
rather than absorb them into the global financialization
vortex. Our findings suggest that most banks in coordin-
ated market economies still have the capacity to serve as
active intermediaries and to engage not mainly or exclu-
sively with other financial actors, but also—and crucially
so—with the real economy. Put differently, more than
simply retaining its institutional features, this system is still
very much alive in a functional sense as well. In sum, a
large part of the German financial system is, and remains,
bank-led, and precisely that part was at the core of the
response to COVID-19.
Financial systems and labor markets in Germany and

Britain remain very different, and when mobilized in a
crisis like the one that COVID-19 has provoked, these
differences may be matters of—literally—life and death. A
perspective that builds on institutional complementarities
develops explanations for success and failure that go well
beyond the quality of policies or policymakers and forces
us to think more systematically about the way institutional
frameworks actively shape outcomes.We suggest that even
though they will never be the whole story, they are an
important and almost certainly a necessary element in
understanding differences across capitalist systems—even
when everything else suggests that we are or should be
witnessing deep, systemic convergence.
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Notes
1 See Wired “The UK’s coronavirus furlough scheme,
explained by experts,” July 29, 2020 (https://www.
wired.co.uk/article/uk-furlough-scheme-job-protec
tion) for a concise and transparent description of the
UK scheme. HMRC 2020 gives statistical details on the

schemes. A description in English of the German
scheme can be found in Bloomberg “Explaining Kur-
zarbeit, or Saving Jobs the German Way.” (https://
www.bloomberg.com/news/articles/2020-04-03/how-
germany-pays-workers-when-their-work-dries-
up-quicktake).

2 By early 2021, the wage scheme had been stopped and
restarted twice.

3 In addition to Viessmann’s press release, see Handels-
blatt “Heizgerätehersteller Viessmann baut nun auch
Beatmungsgeräte,” April 20, 2020 (https://www.
handelsblatt.com/unternehmen/mittelstand/familie
nunternehmer/familienunternehmen-gegen-corona-
heizgeraetehersteller-viessmann-baut-nun-auch-
beatmungsgeraete/25752624.html?ticket=ST-
2272808-aybJrtDWpjwSwhpbJ03W-ap2).

4 See data from the Office for National Statistics 2020,
not seasonally adjusted.

5 See the Bank of England, Monetary financial institu-
tions’ loans to UK small and medium-sized enterprise
(https://www.bankofengland.co.uk/statistics/details/
further-details-about-monetary-financial-institutions-
loans-to-non-financial-businesses-data).

6 For day-by-day data, see https://www.gov.uk/govern
ment/collections/hm-treasury-coronavirus-covid-19-
business-loan-scheme-statistics#Bounce-Back-Loan-
Scheme.

7 Note that business grant schemes are independent from
the government-backed loan schemes in substance and
practice. The former concerns direct transfers from the
government to firms and does not rely on banks acting
as intermediaries. The higher degree of anonymity
might serve as an explanation why Germany saw rela-
tively more instances of fraud in the grant scheme than
in the loan programs; see Financial Times “Germany
cracks down on coronavirus aid fraud,” April 19, 2020
(https://www.ft.com/content/c2123b10-2fa5-4fe7-
9422-44de8541f527).

8 One might reasonably suspect that the dependence on
the close ties between Hausbanken and firms invited
fraud. Hausbanken could be much too positively pre-
disposed towards ailing SMEs to be trustworthy facili-
tators. But there are currently no registered cases of
fraud in the business loan programs. Given the critical
attitude of the opposition parties—notably the Greens
and the liberal FDP—to the business loan schemes,
such cases would quickly have surfaced if they existed.
The main reason for this absence of fraud seems related
to the residual 10%–20% that banks have to cover from
their own funds—at least for the Unternehmerkredit
scheme—the grave reputational costs to banks, and
ultimately the severe penalties, including up to five years
in jail.

9 A term famously coined by Germany’s finance minister
Olaf Scholz (SPD).
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