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The Covid-19 pandemic has had an unprecedented impact on the financial situation 

of businesses, although the decisive policy response of governments has effectively 

staved off the increase in insolvencies so far. Production and sales have dropped due to 

a fall in consumer demand, the effects of lockdown measures and the disruption of local 

and global supply chains. The policy response has been prompt and strong. However, an 

abrupt and uncoordinated withdrawal of measures could lead to wide-scale corporate 

distress, including bankruptcies, causing lasting economic and social damage and further 

economic divergences. This holds especially for the euro area, given its single monetary 

policy. Therefore, as broad corporate support measures start to expire, there will gradually 

be a need to replace them with more targeted schemes.  This note presents an overview of 

recent data and developments relevant for assessing the solvency position of the corporate 

sector in 2020, mindful of the fact that information is often incomplete or preliminary, and 

differs greatly from country to country. It looks at simulations of the potential impact of 

the pandemic on companies’ financial positions and the ways in which they may address 

liquidity gaps: by using cash buffers, new borrowing and government support. In addition, 

the note provides an overview of the policy tools deployed and an indication of when they 

are expected to expire. Lastly, the note looks at the prospects for firms, and SMEs in 

particular, to access finance in the post-pandemic period.  

1. Corporations experiencing solvency distress  

The crisis has had a significant impact across the corporate sector, exerting 

particular pressure on financially vulnerable firms and pushing a number of 

previously healthy firms into financial distress. Simulations based on firm-level data 

show that – without accounting for government support measures (with the exception of 

short-time work schemes) or new borrowing – 23% of EU companies would have 

experienced liquidity distress by the end of 2020 after exhausting their working capital 

buffers.1  

The impact of the pandemic on the financial position of companies differs greatly 

across economic sectors. Firms in leisure, tourism, and contact-intensive services have 

seen the largest losses in turnover and profit. Besides accommodation and food services, 

the most affected sectors include transport (due to restrictions), car manufacturing (durable 

goods whose purchase is often postponed during crises), basic metals (an input to many 

durable goods), and textiles (Figure 1). Other sectors, such as information and 

                                                 
1 The Commission simulation estimates firms’ revenues and costs during 2020 by applying a Covid-19 

shock to firms’ end-2018 balance sheets and accounts for firms’ existing liquid asset buffers (cash or 

working capital) as of end-2018. The firm-level data is obtained from the Orbis database. If companies 

are allowed to only draw on cash buffers, 34% of them are found to be in financial distress. 
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communication services, manufacturing of essentials such as food and pharmaceuticals, as 

well as manufacturing of computers and electronics were better able to maintain output. 

Consequently, the fraction of firms that are in liquidity distress after exhaustion of 

working capital buffers ranges from 8% of all firms in the manufacturing of computers 

and electronics to 75% in the accommodation and food services sector.  

Liquidity distress is more likely to translate into solvency concerns for firms that 

were financially vulnerable at the onset of the crisis. Such vulnerable firms, defined by 

their high likelihood of default pre-crisis2, may face greater difficulties in accessing credit. 

For the economy as a whole, almost half of all firms that would have been in liquidity 

distress by the end of 2020 because of the Covid-19 shock, were already at a high risk of 

default before the crisis and therefore are more likely to face solvency concerns in its 

aftermath. On the sectoral level, among firms running into liquidity distress during the 

pandemic, relatively few firms in the hardest hit sectors were financially vulnerable before 

the Covid-19 outbreak. To give an example, just 38% of firms in liquidity distress due to 

the Covid-19 shock in the accommodation and food services sector were financially 

vulnerable before the outbreak of the pandemic, while 80% of firms in liquidity distress in 

manufacturing of computers and electronics were financially vulnerable pre-crisis. This 

finding underpins that the severity of the shock appears to be the main cause of liquidity 

distress in the hard-hit sectors while it is firms’ underlying fundamentals that primarily 

influence their ability to weather the shock in the less affected sectors.  

Cross-country differences in the probability of liquidity distress derive from a 

combination of factors such as, for example, the countries’ output structure, the 

exposure to the pandemic and the strength of containment measures. After activation 

of the working capital buffer, and not accounting for the national corporate support 

policies, apart from the labour support schemes applied uniformly across all Member 

States, fewer than 20% of firms are found to be in liquidity distress in Austria, Denmark, 

Germany, Lithuania, Luxembourg and Romania; while 30% or more would experience 

such distress in Belgium, France, Italy, Latvia, Slovakia and Spain. 

2. Corporate debt dynamics 

As the Covid-19 crisis has unfolded, the euro area corporate sector has addressed 

liquidity shortages by resorting to own cash reserves, new borrowing and 

government support schemes. Corporate credit picked up significantly in 2020, with 

bank borrowing reaching a multiple of the pre-pandemic levels in some countries (Figure 

2). The scale of borrowing has led to a reversal of the decade-long deleveraging trend 

among SMEs.3 A large part of the credit uptake is likely to have been used for building 

liquidity buffers to cope with the increased uncertainty surrounding the economic 

situation, rather than financing investments.4 While fresh financing has helped the 

corporate sector alleviate liquidity pressures and strengthen buffers, it has also increased 

                                                 
2 The likelihood of default pre-crisis is assessed using firms’ liquidity, leverage, and profitability 

characteristics. The assessment uses the ratio approach pioneered by Altman E. (1968, 2000), which has 

shown to perform well in predicting bankruptcy in a sample of countries and sectors. The two variants 

of the Altman Z-score model, gives more weight to working capital and leverage and profitability, 

respectively. See Altman et al. (2017), “Financial distress prediction in an international context: A 

review and empirical analysis of the Altman Z-score model”, Journal of International Financial 

Management and Accounting, 28:2.  
3 According to the SAFE survey, SMEs’ debt-to-assets ratio rose to 8% over Apr-Sep 2020 (from -4% 

during Sep 2019-Apr 2020). 
4 European Commission (2020), Alert Mechanism Report 2021, 18 November 2020, COM (2020) 745 final. 
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its leverage – which could hamper their ability to invest in the future.5 Government loan 

guarantees are a mitigating factor for the credit risk of both corporates and banks, but may 

pose a risk of increased fiscal costs in the medium to longer term, in case these guarantees 

are called. 

The increased financial distress across the corporate sector is not yet reflected in 

NPL ratios. The share of euro area corporate non-performing loans (NPLs) stood at 

5.23% of total loans in Q2-2020, marginally lower than in the previous quarter (5.26%) 

and down from 6.29% in Q2-2019.6 While it is clear that the debt-servicing capacity of the 

private sector has been adversely affected by the pandemic, government credit guarantees 

and loan repayment moratoria have so far prevented a rise in loan defaults. Thus, the 

headline NPL ratios – based on a rather stable NPL stock and the increasing loan 

denominator – do not yet reflect the underlying deterioration in the credit profile of 

borrowers. Additionally, the number of bankruptcies in 2020 decreased compared to 2019 

(Figure 4), owing to administrative delays and, in some countries, loan repayment 

moratoria and the temporary relaxation of bankruptcy regulations.  

Once the unprecedented public support measures expire, a number of businesses are 

likely to default on their debt obligations, leading to higher NPLs and insolvencies.7 

As of Q3-2020, loans under moratoria amounted to €587 billion, of which about 60% was 

related to corporate loans. Moreover, €289 billion in loans were subject to public 

guarantee schemes, with a coverage of nearly 70% for these exposures (EBA).8 Once 

these measures are phased out, the companies’ ability to, repay debt will be a function of 

initial indebtedness levels, the impact of the crisis (different across firms’ business model, 

size, country and sector) and future revenue prospects. Overall, the volume of NPLs is 

expected to rise across the EU, although the timing and magnitude of this increase remains 

uncertain.  The stronger capital position of banks compared to the financial crisis should 

help them to better absorb the shock this time. The Commission’s NPL Action plan9 

provides policy guidance for reducing risks in the banking sector, including by tackling 

NPLs early, in order to ensure that banks are in a position to support the economic 

recovery. 

3. Covid-19 support schemes 

All euro area countries have put in place public guarantee schemes and all but one 

have implemented some form of loan repayment moratoria.10 Between these two 

broad categories, 109 measures were deployed in response to Covid-19.11 However, the 

extent of government intervention in support of the economy has gone well beyond credit-

support measures: the impact of deficit-increasing, pandemic-related discretionary 

                                                 
5 Source: Demmou, L., et al. (2021), "Insolvency and debt overhang following the COVID-19 outbreak: 

Assessment of risks and policy responses", OECD Economics Department Working Papers, No. 1651, 

OECD Publishing, Paris, https://doi.org/10.1787/747a8226-en. 
6 Refers to loans and advances from domestic banks. On the EU level: 5.05% in Q2 2020, down from 5.08% 

in Q1 2020 and 5.55% in Q2 2019. Source: ECB Statistical Data Warehouse.  
7 A solvent business is one that has positive net worth – its total assets being larger than its total liabilities. 
8 The EBA figures are based on a sample of 147 banks, covering more than 80% of the EU/EEA banking 

sector in asset terms.  
9 https://ec.europa.eu/finance/docs/law/201216-communication-non-performing-loans_en.pdf 
10 The latter were in some cases private, i.e. on a voluntary initiative by lenders. 
11 As reported to the ESRB by January 8, 2021. Of the reported measures, 61 related to public guarantees 

and 48 to moratoria. Source: ESRB COVID-19 policy measures, and 

https://www.esrb.europa.eu/news/pr/date/2020/html/esrb.pr201218~341881f7b9.en.html. Dedicated 

analysis forthcoming in early 2021. 

https://www.esrb.europa.eu/news/pr/date/2020/html/esrb.pr201218~341881f7b9.en.html


 

4 

budgetary measures is estimated at around 4% of euro area GDP in 2020 on top of the 

operation of automatic stabilisers and EU actions (Table 1).12 The State aid Temporary 

Framework, now extended until end-2021, increased possibilities for public support 

towards supporting the economy. Noting significant heterogeneity among countries, 

preliminary ESRB research estimates that, at the EU level, beneficiaries (both firms and 

households) have taken up some 32% (of the total amount) of the measures announced.13 

Most of this uptake is related to public guarantees. There are differences in the uptake of 

the measures across countries, depending on measures’ design, demand and possible 

administrative bottlenecks. In addition, there has been a widespread use of moratoria, 

particularly by SMEs. In some countries, over 20% of all corporate loans are eligible for 

moratoria.  

The blanket approach to supporting firms used in the early stages of the crisis is 

expected to gradually give way to more targeted actions that channel financing to 

firms that both need it and are viable. Many measures were set to expire at end-2020, 

even amid numerous prolongations, and more can be expected to be phased out over the 

course of 2021. Some remain more open-ended, in particular those of a non-fiscal nature 

(Figure 3). A recent Group of 30 report14 emphasizes the importance of distinguishing 

between a) quick temporary policy measures that mitigate the adverse short-term impacts, 

b) measures that have a more lasting effect and should be phased out gradually, and c) 

measures that are desirable but may be unachievable in the immediate term. The policy 

mix employed will need to carefully balance risks from cliff edges, and manage medium-

term fiscal and financial stability risks. Moreover, it will need to reflect structural 

transformations related to the digital and green economy, which will affect business 

models and the labour market – for some sectors more than for others – in the post-crisis 

phase.  

Sound insolvency and pre-insolvency procedures will be key for dealing with a 

potential surge in corporate insolvencies. Efficient insolvency frameworks align 

incentives in such a way that viable debt is repaid, while unviable debt is quickly resolved. 

It will be important to build on the progress so far achieved in this area in implementing 

the Country Specific Recommendations. In addition, the current crisis context, national 

insolvency regimes will likely need a capacity boost, and sometimes reforms, to 

adequately process the forthcoming case-flow. To this end, the Recovery and Resilience 

Facility (RRF) can provide substantial incentives and support. Given the temporary 

measures adopted to relax or suspend the requirements to file for bankruptcy, as well as 

loan repayment moratoria, even the usual annual flow of insolvencies (that happen in non-

crisis times) is currently adding to a potential backlog (Figure 4).15 Preserving productive 

capacity amidst insolvencies will be vital.  

 

                                                 
12 As a result, for the first time in over a decade, surveyed euro area SMEs reported an improvement in 

access to public financial support (+14%, from -3%). Source: ECB SAFE survey, Apr – Sep 2020. 
13 The measures included are public guarantees and loans, direct grants, tax deferrals and reliefs. As there is 

no data on the take-up of the public support credit insurance schemes, that measure is omitted from the 

calculation. Source: ESRB WG: Financial stability implications of Covid-19 measures, presented at the 

EFC in January 2021. 
14 Reviving and Restructuring the Corporate Sector Post-COVID: Designing Public Policy Interventions. 

Group of 30, Dec 2020.  
15 European Commission (2021), Assessing Insolvency Frameworks across the EU: Issues and challenges in 

the post COVID-19 outbreak context, 7 January 2021, Ref. Ares(2021)131432. 
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4. Financing of non-financial corporations going forward 

As firms exhaust own funds and support schemes taper off, it will be essential to 

preserve an effective credit channel. Firms will need external financing sources both to 

address liquidity shortages and for investment. However, surveys indicate that credit needs 

already seem to be outpacing credit availability in all euro-area countries, indicating a 

widening of the external financing gap. About 10% of SMEs indicated access to finance as 

their principal concern, compared to 7% in early 2019.16 They are especially reliant on 

banks as their access to capital markets is limited.  

While euro area banks entered the current crisis with generally stronger loss-

absorption capacities, credit standards have started to tighten. Compared to the onset 

of the 2008 Global Financial Crisis, euro area banks now have more capital, better 

liquidity positions and more stable funding structures, even though their profitability 

remains low. Throughout most of 2020, banks were deemed more willing to lend and 

interest rates were in decline. This was supported by monetary, regulatory and fiscal 

emergency measures, both on national and euro area level. Nonetheless, in the third and 

particularly in the fourth quarter of 2020, euro area banks had, on aggregate, started to 

tighten credit standards to companies, particularly SMEs, as perceptions of company level 

and economy wide risks increased.17 

A further tightening of credit conditions is expected. According to the ECB’s Bank 

lending survey, banks expect to further tighten credit conditions and raise collateral 

requirements. Their assessment of borrowers’ financial positions, credit profiles and cash 

flows will be more challenging, given the need to recalibrate existing credit risk 

estimation models. Similarly, surveyed SMEs expect bank credit conditions to tighten due 

to worsening corporate balance sheets and an uncertain macroeconomic outlook. Larger 

firms, who have some advantage in generally stronger initial capital positions and credit 

standing, share the concern that the general economic outlook might have become an 

impediment to their access to external finance.18  

Issues for discussion 

 How do Ministers assess overall the risk of insolvencies among corporates in their own 

countries? What are the main concerns? 

 What is the appropriate approach towards the phasing-out of the support measures for the 

corporate sector?    

 What are Ministers’ views on how to accurately identify distressed yet viable firms and 

provide them with adequate financing? 

 

 

 

                                                 
16 ECB SAFE survey, Apr – Sep 2020.  
17 A net percentage of 19% in Q3 2020 and 25% in Q4 2020 (expressed as a difference in the a) share of 

banks that reported tightening and b) easing standards) of banks tightening their credit standards is 

above historical levels (since 2003) but still below the peaks in Q4 2007- Q1 2009 and Q4 2011. Source 

ECB Bank Lending Survey, Jan 2021. 
18 A net 48% of large enterprises and 41% of medium-sized enterprises reported this concern, up from -25% 

and -28% respectively.  For SMEs, the ratio was 41%, from 30% during the previous survey iteration. 

ECB SAFE survey, Apr – Sep 2020. Net terms or net percentages equal the difference between the 

percentage of enterprises reporting that a given factor has increased and the percentage of those 

reporting that it has declined. 
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Figure 1: EU firms in financial distress upon 

Covid-19 impact (with annual costs higher 

than revenues, accounting for own buffer use) 

Figure 2: Bank credit to NFCs – Euro Area 

(loans and debt securities) 

 

 

Note: The working capital buffer represents capital that can 

easily be converted to liquid assets, i.e. current assets minus 
current liabilities. To correct for possible data issues or pre-

crisis problems, if the firm's starting position in terms of 

liquidity or working capital is negative, it is set at zero. 
Representative estimates are derived through re-weighting based 

on the Eurostat Structural Business Statistics. Companies w/ 

more than 10 employees only. Figures exclude CY, MT, IE and 
NL due to data issues. The simulations abstract from any policy 

support aside from short-term work schemes. 

Source: ECB BSI database. For 2020, the projection corresponds 

to twelve times the monthly average (monthly data available 

until November 2020). 

  

Figure 3: Expiration of Covid-19 policy 

measures 

Figure 4: Corporate bankruptcy declarations 

  

Note: fiscal measures include direct grants, public guarantees, 

tax measures and most moratoria measures. Other measures 

include micro and macroprudential measures. Source: ESRB. 

Note: data is seasonally adjusted. Source: Eurostat. 
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Table 1. 

 

 


