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T
he World Health Organization 
(WHO) on March 11th 2020 declared 
COVID-19 pandemic; the global 
outbreak of disease has led to 
relevant implications for the whole 
world economy. In the last weeks 

this aspect has contributed to increase the interest 
and awareness of the stakeholders about the 
expected evolutions of the health emergency, 
which has already caused dangerous effects in 
terms of human lives and other heavy discomforts.

The widespread of the disease has unfortunately 
followed an exponential road: starting from 
China, several outbreaks have emerged within 
the European Union in Europe (Italy, Spain and 
France particularly hit among others) as well as in 
the UK and US, forcing all the involved countries to 
put in place hard countermeasures to tackle the 
situation.

Although at the moment the future development 
of the emergency is still under investigation by the 
scientific community, a series of hypotheses can 
be figured out with the purpose of expressing 
opinions on the potential impacts of the event, in 
particular on the domestic economy.

1 It is worth to note that the incentives included in the last Italian Government decree n. 34 (named “Decreto Rilancio”) as of 19th May are not 
considered in this release of the research study and may have a mitigating effect. 

Following the first release of the study on 2nd 
March 2020 Cerved Rating Agency (hereinafter 
also called “CRA” or the “Agency”), leveraging on 
its experience on the domestic market, submits 
this second research paper, aimed at estimating 
short and medium-long term impact of COVID-19 
emergency on the Italian non-financial corporates.

In its role of reference rating tool for the Italian 
market, Cerved Rating Agency, according to its 
credit rating methodology, has already addressed 
and will continue to perform all the relevant 
activities for the monitoring and the assessment 
of the creditworthiness of the rated entities in the 
changing environment.

For the sake of clarity, it is worth to mention that 
the estimates in this paper take into account and 
weight the government aids1 up to the 15th of May 
2020. Considering that the last decrees from the 
Italian Government and the support addressed by 
European institutions may support the economic 
recovery in the medium-long term, Cerved Rating 
Agency will monitor the situation and will consider 
the option to dedicate in the next months another 
specific study on the impacted companies and 
related connections.

INTRODUCTION
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T
he projections in this study reflect 
Cerved Rating Agency opinion 
on the expected economic and 
financial trend of the Italian non-
financial companies and their 
overall creditworthiness in case of 

occurrence of a range of hypothesised scenarios 
related to the COVID-19 emergency.

The document presents five distinct sections as 
follows:

1. the first section illustrates the general 
considerations on the COVID-19 
phenomenon, including the evolution of 
the pandemic crisis in the first months of 
2020, denoting extraordinary high levels of 
sanitary emergency;

2. the second section describes the huge 
economic and social disruptions following 
the widespread of the pandemic with 
specific focuses on global, European and 
Italian situations;

3. the third section, drawn-up with the 
academic contribution of the professors at 
Department of Economics of the University 
of Genoa, is instead dedicated to a set 
of hypotheses underlying the so called 
“new normal”, i.e. the reshaped economic 
and social framework in the COVID-19 
aftermath and the key drivers of changing 
business models for the corporates; 
 
 
 
 
 
 
 
 
 

1 The simulation portfolio consists of almost 30.000 Italian non-financial corporates having an outstanding rating as of mid of February 2020.

4. the fourth section contains an estimate 
of the selected scenarios on the simulation 
portfolio1 represented by Italian non-financial 
companies; the final output is obtained 
through the application of quantitative and 
qualitative analyses which considered a set 
of underlying assumptions. The analysis 
evidences, inter alia, the most impacted 
sectors and their individual level of expected 
riskiness, according to the hypothesised 
scenarios. This section also shows an 
estimate of the expected evolutions (on 
average) of the most representative financial 
indicators, stressing the potential impact on 
the profitability and financial structure of the 
Italian non-financial companies following 
the application of the scenarios;

5. finally, the fifth section depicts the possible 
evolutions and risks of the pandemic crisis 
by extending the analysis to a so called 
“Phase 3” of the emergency.

The Annex of the document contains further 
details on the aforementioned topics as well as the 
Agency’s rating scale.

PREFACE
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Cerved Rating Agency has assessed the possibility of occurrence of quite different economic conditions based on the impact of 
COVID-19 sanitary emergency on the world economy, considering the soft, intermediate and hard case scenarios.

Probability to happen Soft case scenario: high
Intermediate case scenario: 

medium
Hard case scenario: low

Severity Medium Medium-high High

Total lockdown period 1.5 months (no more closure 
after May 2020)

From 2 to 4 months (second 
wave of Covid-19)

Up to 6 months (several waves 
of Covid-19)

Government measures 
effect Significant Moderate Limited

Macroeconomic context

Quick economic rebound after 
lockdown

Limited increase in the 
sovereign risk

Very slow economic recovery
Mild increase in the sovereign 

risk

Economic depression and no 
recovery in the short term

High increase in the sovereign 
risk 

EXHIBIT 1 – SUMMARY OF THE ADOPTED SCENARIOS

In light of these scenarios Cerved Rating Agency, leveraging on the academic collaboration of the department of Economics of the 
University of Genova, has developed a comprehensive framework for the assessment of the creditworthiness of the counterparties 
aimed at integrating the standard evaluation criteria with the so called “new normal” elements, according to the following scheme:

EXHIBIT  2 – CERVED RATING AGENCY COMPREHENSIVE ASSESSMENT FRAMEWORK
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A key role in this schema is played by the so called “new normal” elements, which are supposed to have an impact on the resilience 
of the companies following the spread of COVID-19 depending, among others, on the reference sector and size of the company. More 
in detail, the chart below depicts the drivers considered and the related mainly impacted sectors:

EXHIBIT 3 – NEW NORMAL ELEMENTS AND MOST IMPACTED SECTORS

The three scenarios were applied to the simulation portfolio by using a qualitative and quantitative approach, in light of a series 
of assumptions. The simulation portfolio can be retained as highly representative of the Italian non-financial companies; it currently 
shows an average probability of default1 (“PD”, namely the expected probability for each individual corporate to incur in a default 
within 12 months, i.e. February 2021) of 4.5%. The applications of the hypothesis underlying the above-mentioned scenarios led to the 
following outcomes:

• in the soft case, a resulting average PD is equal to 7.7%, ranging from 2.4% to 12.9% depending on a specific sector. This 
outcome is due to the fact that the scenario presents a relatively restrained worsening with respect to the current economic 
conditions and the behaviour of the portfolio of rated entities follows this expected relatively limited increase of the riskiness;

• in the intermediate case, a resulting average PD is equal to 9.7%, ranging from 3.3% to 15.2% depending on a specific sector. 
This outcome is due to the fact that the scenario presents a remarkable worsening with respect to the current economic 
conditions and the behaviour of the portfolio of rated entities follows this expected significant increase of the riskiness;

• in the hard case, a resulting average PD is equal to 15.5%, ranging from 6.5% to 22.0% depending on a specific sector. This is 
due to the fact that the scenario is extremely severe and the behaviour of the portfolio of rated entities follows this expected 
very significant increase of the riskiness.

The application of the negative scenarios generally determines a migration of the rated entities towards the lower rating classes, 
hence resulting in a reduction of the number of ratings in the investment grade and an increase of those in the speculative grade 
cluster. The hypothesised deterioration in the creditworthiness would strongly affect particularly risky sectors, i.e. those not able to 
react promptly to the “new normal” economic and social environment and key risk drivers.

1 The Cerved Rating Agency native default definition adopted for rating models development purposes considers the following events: 1) bankruptcy and other legal proceedings; 2) 
debt restructuring; 3) missed or delayed disbursement of a contractually required interest or principal payment, whenever this information is available in a public register (e.g. relevant 
protests on trade bill or check) or other prejudicial actions (e.g. judicial mortgages, distrait of property). Starting from this definition, Cerved Rating Agency probability of default for 
each rating class is then calibrated on average aggregated default rates by geographical area and industry provided by Bank of Italy on the segment of non-financial Corporates.
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Risk area Current 
distribution

Soft scenario 
distribution

% change 
current vs 

soft

Intermediate 
scenario 

distribution

% change 
current vs 

intermediate

Hard 
scenario 

distribution

% change 
current vs 

hard

Safety 15.23% 7.23% -8.00% 5.86% -9.38% 2.15% -13.09%

Solvency 40.29% 32.33% -7.96% 27.77% -12.52% 11.68% -28.62%

Vulnerability 37.88% 39.63% 1.76% 34.93% -2.94% 29.34% -8.54%

Risk 6.60% 20.81% 14.21% 31.44% 24.84% 56.84% 50.24%

EXHIBIT 4 – SUMMARY OF THE IMPACT ON THE DISTRIBUTIONS OF THE PORTFOLIO BY RISK AREA (CURRENT VERSUS STRESSED SCENARIOS)

The tables below depict the impacts of the soft, intermediate and hard scenarios on the distribution of the rated entities within 
thesimulation portfolio by risk areas1 , compared to the current situation:

This general deterioration of the risk profiles is a direct consequence of a lower profitability and of a worsening of the financial 
structure of the companies, as detailed in the study. In synthesis, the rating distributions are supposed to move as illustrated below:

In synthesis, the designed scenarios would imply a passage:

• of almost 16% of the portfolio from the investment to the speculative grade in the soft case;
• of almost 22% of the portfolio from the investment to the speculative grade in the intermediate case;
• of almost 42% of the portfolio from the investment to the speculative grade in the hard case.

1 Risk areas defined according to Cerved Rating Agency rating scale, available in the Annex of this paper. It is worth to note that, by construction, the “Solvency” and the “Vulnerabili-
ty” areas present the highest levels of turnover and variability in the migrations of the counterparties after the application of the stressed conditions.

EXHIBIT 5 – SUMMARY OF THE EVOLUTIONS OF RATING CLASSES THROUGH THE SCENARIOS
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COVID-19 PANDEMIC: A GLOBAL HEALTH EMERGENCY

The outbreak of the COVID-19 was extremely dynamic and many countries undoubtedly were not prepared to face adequately an 
emergency of such magnitude. In general terms, the governments of the impacted countries with the collaboration of the scientific 
community have adopted a common categorisation in phases of the phenomenon, depending on the severity of the crisis:

1. phase 1: period of time between the rise of the crisis and the first signals of decrease, denoted by the highest peaks of the 
contagion and the consequent lockdown of almost all the commercial activities. This phase has already ended in many countries 
across the world;

2. phase 2: period of time between the first signals of decrease and the expected decline, denoted by a sensible reduction of the 
contagion and the consequent gradual reopening of almost all the commercial activities. This phase is currently ongoing in many 
countries across the world;

3. phase 3: future period of time after the expected decline, not fully defined and still under assessment not only from the medical 
point of view.

According to the last reports of the WHO these are the key points to be monitored in order to understand at what stage the 
pandemic is and how to organise the so called “Phase 3”:

• despite over 5 million cases and 330 thousand casualties1 all over the world, the contagion curve is flattening in Europe and Asia 
but it is still upward sloped in the Americas. The end of lockdown depends on ability to control transmission chain & control 
importing chains;

• there is no evidence whether hot weather will have any significant impact on the virus; in fact Flu does occur in tropical countries 
despite high average temperatures. Moreover there is no evidence that catching COVID-19 once may protect people from 
getting it again. The debate is open on so called “immunity passport” and health clearance at airports with masks;

• there is still high chance of a second wave given the low number of population infected (<10%);
• at the moment virus is evolving but not mutating; in fact there is no evidence so far that it is linked to a particular severity profile 

or infectiousness;
• trying to measure the risk of import of the virus, as happening in China, especially post travel bans;
• looking at previous epidemics to figure out safest way to solve the situation: SARS was completely eradicated, MERS does 

reoccur with 30% mortality rate but at a lower transmission rate.

The main COVID-19 outbreak moved to Europe and many European Countries already overpass China in terms of people infected 
and fatalities. 

Sovereign Government enforced different responses to the pandemic: the Italian model that encompasses a strict lockdown to 
people and the closure of non-essential businesses has been followed by Countries like Spain and France; a milder approach is in place 
in Germany where the number of cases and mortality rates remain far below the numbers of other European countries.

Sweden response to COVID-19 is almost unique in the European context. In fact, it is the one of few European countries that 
adopted a more relaxed approach to the issue: no lockdown for the population, no border closure, non-essential businesses still 
operating and no bans for public gatherings. Still some measure has been enforced like remote work and social distancing, closing of 
universities and colleges (but schools remain open).

1 These figures reported in the paper by Cerved Rating Agency refer to the public data available on the website of WHO, which is the responsible party for the contents of this 
information
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This proxy adopt some 
guidelines commons to the 
theory of “herd immunity”, 
introduced by UK PM Boris 
Johnson in the mid of March but 
promptly denied the following 
days. Herd immunity is when 
large portions of the public 
are exposed to a disease and 
become immune, but it is usually 
talked about in the context of 
vaccination programs.

EXHIBIT 6 – NUMBER OF CONFIRMED COVID-19 CASES, BY DATE OF REPORT AND WHO REGION, 30TH DECEMBER 2019 THROUGH 21TH MAY 2020

Source: WHO

In the recent weeks the situation in Italy looks definitely better as the country entered into the so called “Phase 2”. At the beginning 
of April, Italy reached a sort of “plateau” of the curve with an official peak in the second half of April. Hospital’s intensive cares, after 
being operating for two months in critical conditions, are starting to experience some relief and overall the containing measures 
helped out to slow down the curve of contagion.

EXHIBIT 7 – ITALY COVID-19 DATA

Source: Dipartimento Protezione Civile database
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According to the Decree dated April 26th 2020, Italy is easing some lockdown measures from 4th May. The decision came after a long 
debate and has been supported by a team of business and medicine expert. As the probability for a second wave remains high the 
Premier urged population to keep respecting social distancing. Like Italy, many other countries are now easing lockdown measures 
and hope to return to (relative) normality. But what are the risks for lifting quarantine measures too early? The issue is still at the 
centre of the medical debate; looking back it is worth to mention the Spanish flu, the most severe pandemic in the recent history that 
affected the world in 1918. In particular what happened to the city of San Francisco is an example of wrong timing for lift of lockdown 
measure: when new flu cases started to drop off in November 1918, the city reopened and the order to wear masks was removed. In 
December new flu cases began to pick-up again in San Francisco. A new order to wear protection masks was issued but most of the 
population defied the order. Inevitably the death toll due to Spanish flu doubled in a month making San Francisco one of the most-hit 
cities in the US.

A paper of Correia, Sergio and Luck, Stephan and Verner, Emil, Pandemics Depress the Economy, Public Health Interventions Do 
Not: Evidence from the 1918 Flu (March 30, 2020) further investigate the economic consequences of a pandemic and economic costs-
benefit of non-pharmaceutical intervention (NPI) with regards to the pandemic Spanish flu of 1918. The research suggests that cities 
that intervened earlier and more aggressively do not perform worse and, if anything, grow faster after the pandemic is over. Further 
the paper indicates that NPIs not only lower mortality but may also mitigate the adverse economic consequences of a pandemic.

More than a century has passed and medicine made enormous progress since then but the caution must be adopted handling 
pandemic situations. Was Italy prepared to face the crisis? Looking at some figures regarding the general healthcare system, it emerges 
a picture showing that, with some exceptions, the national healthcare system was able to respond pretty well.

EXHIBIT 8 – CURRENT EXPENDITURE ON HEALTH, % OF GROSS DOMESTIC PRODUCT The first relevant statistics is related to 
the public spending aimed to public health. 
Compared to main OECD Countries they 
show an expenditure on healthcare as % of 
GDP perfectly in line with the OECD average 
but lower when compared to corresponding 
values of peer countries in the Euro Area like 
France and Germany. Obviously, the high 
government debt Italy has accumulated in the 
last decades limits the resources to readdress 
to public spending.

Source: OECD – Health care stats database

Looking at the historical evolution of the current expenditure on health care per capita, it may be observed that following the 
rebound post-sovereign debt crisis (2011-2012) the growth rate experienced a downtrend fashion, underperforming other European 
peers.

EXHIBIT 9 – ANNUAL GROWTH RATE OF CURRENT EXPENDITURE ON HEALTH, PER CAPITA, IN REAL TERMS

Source: OECD – Health care stats database
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In terms of physicians density, Italy can 
count on 4 physicians per 1.000 population, 
ranking well above OECD average.

EXHIBIT 10 – DENSITY OF PHYSICIANS PER 1.000 POPULATION (HEAD COUNTS) 2018

Source: OECD – Health care stats database

Finally, the following exhibit shows a picture total acute care hospital beds per 100.000 population sample: Italy underperformed 
France, Germany and the OECD average while is more in line with Countries namely Spain and UK.

EXHIBIT 11 – ACUTE CARE HOSPITAL BEDS PER 100.000 POPULATION

Source: WHO, Regional Office for Europe
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THE MACROECONOMIC FRAMEWORK

World

The pandemic emergency due to COVID-19 is causing a significant worsening in the global economy, as also detailed in the 
comprehensive statistical report issued on mid-May by the Committee for the Coordination of Statistical Activities. Not surprisingly, 
the uncertainties on business continuity, confidence and the overall consequences of lockdown measures (including social distancing) 
are depressing the world economies and some preliminary data are just confirming that the human kind is facing one of the worst 
crises ever.

EXHIBIT 12 – IMF REAL GDP PROjECTIONS (IN %)

GROSS DOMESTIC PRODUCT
The International Monetary Fund (IMF) 

in its report, the World Economic Outlook, 
issued in April 2020, see a massive drop 
of the World real GDP for 2020 with Italy 
scoring -9.1%, worst decrease in the 
Advanced Economies, but followed by 
a partial rebound in 2021. Among G-20 
group only China and India are supposed 
to avoid recession in 2020. 

Source: IMF, World Economic Outlook, April 2020

WORLD TRADE
The situation looks dreadful also for the international trade. According to the research by WTO “Trade set to plunge as COVID-19 

pandemic upends global economy”, April 8th, 2020, World trade is seen to contract between 13% and 32% in 2020 depending on the 
scenario considered. Economists of WTO believes this crisis will have a higher severity on international trade than 2008 financial crisis 
as the protection measure and travel restrictions could delay the economic recovery. Signs of deterioration of international trade were 
already clear in 2019 due to commercial tensions, in primis between US and China, and slowing economic growth.

EXHIBIT 13 – EUROPEAN VS. ITALY MERCHANDISE EXPORT GROWTH RATE

Source: WTO database

The weakening of global trade 
could seriously jeopardise the 
economic recovery; historically 
export driven companies will need 
to reassess their business model 
and potentially re-channelling 
their output to the internal market. 
This topic is discussed further 
along the research.
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FINANCIAL MARKETS
As the COVID-19 crisis bursts the real winner in financial markets is one: Volatility. Historically negatively correlated with Equity, 

the CBOE VIX Index surged heavily (+447% within the same interval). The VIX Index, also called the “Fear Index” and modelled by the 
Chicago Board Options Exchange (CBOE), is a real-time market index that represents the market’s expectation of 30-day forward-
looking volatility. Derived from the price inputs of the S&P 500 index options, it provides a measure of market risk and investors’ 
sentiments. Many financial operators, investors, analysts and portfolio managers look to VIX values as a way to measure market risk.

After the Central Banks massive intervention and supported also by decreasing number of positive cases in Europe, the US Indexes 
at the end of March showed an impressive rebound. During March and April the American indexes managed to record the fastest ever 
bear market (> 20% drawdown) followed by the third fastest recovery from lows.

EXHIBIT 14 – SP500 (LEFT AXIS) VS VIX (RIGHT AXIS) COMPARISON

Source: Investing.com

COMMODITIES
The markets dynamics during the COVID-19 turmoil may be understand better also through the commodities’ and, in particular, 

crude oil quotations. The demand for oil is in free fall due to the lockdown measures and on 20th April the US crude oil futures 
contracts expiring on May turned negative for the first time ever.

According to the OPEC April Monthly report, due to the global COVID-19 impact, the world oil demand forecast was revised lower 
by 6.9 mb/d with further around 12 mb/d expected contraction in the 2Q of this year.

On the supply side, on 12th April, OPEC+ agreed a 9.7 mb/d oil production cut for the May-June period and further 7.7 mb/d cut for 
the July-December period.

EXHIBIT 15 – GLOBAL SUPPLY AND DEMAND FOR CRUDE OIL (MB/D)
The same drivers afflict Copper 

quotations with Future Copper index 
down 20% at the end of April. Copper 
can be considered as a thermometer 
of the world business activity as it is 
used extensively in different sectors. 
China is the world’s top consumer of 
copper and the disruption in China’s 
key manufacturing regions caused by 
the spread of Covid-19 is likely to hit 
further copper price.

On the flip-side, gold prices remain 
high touching a 7-year high on April; 
the widespread market uncertainties 
are underpinning the rally of gold that 
maintain its safe-haven ranks during 
crisis. 

Source: OPEC March Monthly report, MOMR Appendix Tables (March 2020)
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EMERGENCY MEASURES: FED, ECB AND OTHER CENTRAL BANKS
As soon as it became clear that the COVID-19 situation was serious, many central banks moved quickly in order to restore confidence 

on the market easing their monetary policy.

The first Central Bank to move was the Chinese Central Bank (PBOC) that launched a first stimulus of 1000 billion yuan (132 billion 
euros) at the beginning of the crisis and went even further on mid-February cutting interest rates as its economy was threatened by 
an outbreak of a deadly COVID-19.

In the US, the Federal Reserve initially cut rates by 50 bpts on 3rd March but subsequently took an emergency action on 15th March 
bringing key rates to near zero and announcing a brand new $700 billion Quantitative Easing program. Moreover, on 9th April, the FED 
announced a new plan to provide up to $2.3 trillion of loans to further support the economy.

In a coordinated action together with Japan, UK, Canada and Switzerland Central Banks, also the European Central Bank (ECB) 
announced a new accommodative measure to support the Euro Area economy; the Pandemic Emergency Purchase Programme 
(PEPP) has an overall envelope of Eur750 billion and includes purchases of all the asset categories eligible under the existing purchase 
program (APP).

EXHIBIT 16 – ECB TOTAL ASSET EXPANSION RATE INDEX VS. EURO AREA GDP GROWTH INDEX (01.01.2008 = 100)

Source: St. Louis FED dataset; ECB dataset; Bank of Canada

As showed in the chart over the 
last 13 years almost all major Central 
Banks expanded their Balance sheets 
following the program of monetary 
easing post financial crisis. The 
extraordinary measures put in place to 
fight the COVID emergency determine 
a further increase of total assets.

The concept of “no-free lunch” 
remains on the background: in theory 
the increase of money supply could 
end up in hyperinflation scenarios 
but current inflation and inflation 
expectation data remain under control 
and in some cases below the inflation 
target of Central Banks.

Moreover, on 5th May the Germany’ constitutional court expressed a judgment regarding the Public Sector Purchase Programme 
(PSPP). The court considered a claim that PSPP was illegal as it could be considered as a mean to directly financing Eurozone 
governments, drifting from ECB mandate. The judges concluded that the ECB needed to prove that the program was justified, giving 
ECB 3-month ultimatum deadline to justify stimulus scheme. The court asked the Bundesbank to withdraw from the PSPP if the ECB 
fails to provide a satisfactory explanation in three months. Germany’s Bundesbank is the major participant in the ECB scheme and 
losing it as a participant would raise questions about the scheme and the euro’s future.

COUNTRY SPECIFICS
Compared to the first release of the Cerved Rating Agency report The impact of COVID-19 on Italian non-financial companies the 

economic and social environment has changed rapidly. First of all, the epicentre of the COVID-19 moved from China to Europe and 
US. In fact, China is currently recording almost zero new cases of COVID-19 and even the city of Wuhan reopened plants and factories. 
China successfully managed to stop the contagion both in Hubei and in the rest of the country, regions applying extremely severe 
measure that turned out to be successful. The recent economic data are showing that some business activities are rebounding; China’s 
official Purchasing Managers’ Index rose to 52 in March and 50.8 in April, above the 50-point mark that separates monthly growth from 
contraction, rebounding from a plunge to a record low of 35.7 in February.

Despite this early signal of recovery, China reported that its first quarter GDP contracted by 6.8% in 2020, the first such contraction 
in three decades.
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EXHIBIT 17 – CHINA MANUFACTURING PURCHASING MANAGERS INDEX (PMI)

Source: Investing.com

As more and more Chinese returns to normal life, the economic activities recoup strength also via the so called “revenge spending”: 
the term describes how shopping-starved consumers will come out of quarantine and overcompensate by making more purchases 
than normal. China’s e-commerce market is also showing promising signals. Despite so, the level of warning remains high as scientists 
fear a second wave of COVID-19.

While China starts to shows positive signs, the epicentre of the crisis moved to Europe and America. 

America surpassed China and Italy in terms of COVID cases very quickly and is now the first Country in terms of positive cases. 
President Trump extended the federal government’s social-distancing guidelines through the end of April while many States adopted 
total lockdown measures. The economic consequences started to manifest both on the real economy and financial markets.

The US economic data reflects the current situation: the real GDP growth contracted by 4.8%, worst drop since 2008 while looking at 
labour market, the number of Americans filing for unemployment benefits reached a total of 30 million at the end of April. Overall the 
U.S. economy shed over 20 million nonfarm jobs in April, the biggest monthly drop ever, vividly illustrating the economic devastation 
caused by the COVID-19 pandemic; unemployment rate jumped to 14.7%, a post war high, from 4.4% of March. Moreover Industrial 
production fell 5.4% in March from February, the largest drop since January 1946 and Retail sales fell -8.7% in March from February.

EXHIBIT 18 – US WEEKLY UI CLAIMS

Source: Federal reserve Bank of St. Louis database



16

CRA – EVOLUTION AND IMPACTS OF THE COVID-19 PANDEMIC EMERGENCY ON ITALIAN NON-FINANCIAL CORPORATES

MAY 2020 THE MACROECONOMIC FRAMEWORK

EXHIBIT 19 – US REAL GDP (QOQ)

The US Government approved an outstanding rescue package of $2.2 trillion to fight the COVID-19 crisis. The key points of the 
stimulus include $250 billion for direct payments to individuals, £350 billion for small businesses and almost $500 billion for distressed 
companies. An additional help package of nearly $500 billion for the small-business loan program, as well as for hospitals and testing 
was approved on 24th April.

Source: Federal reserve Bank of St. Louis database
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Europe

EUROPEAN GDP FORECASTS
The Spring 2020 Economic Forecast published by European Commission draws a severe picture of the EU economy. The 

consequences of the COVID-19 pandemic will hit hard the countries of the Old Continent despite the efforts and comprehensive policy 
response at both EU and national level. The scenario looks dreadful particularly for Italy, with the GDP seen to contract by 9.5% in 2020 
followed by a recover in 2021 but still not sufficient to recoup the previous levels of growth. The EU economy is forecast to contract by 
7.5% in 2020 and grow by around 6% in 2021 but the range of GDP drop and rebound will differ among Countries.

EXHIBIT 20 – EU GDP FORECAST

 Source: Spring 2020 EU Economic Forecast

RESPONSE TO THE ECONOMIC CRISIS
The initial response from European Commission was to apply the full flexibility of the EU fiscal rules and set up a €37 billion 

COVID-19 Response Investment Initiative to provide liquidity to small businesses and the health care sector. In addition, on 2nd April, 
the Commission launched a new initiative called SURE - Support mitigating Unemployment Risks in Emergency, helping to preserve 
jobs and support families. It also proposed to redirect all available structural funds to the response to the COVID-19. Farmers and 
fishermen will also receive support, as will be the most deprived of aid. 
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Italy

In Italy the situation is slightly improving: after the initial cluster located in Codogno (Lodi province, north of Italy) and the subsequent 
quarantine and total isolation imposed by the Government to the former “red Zone” (14 small countries in Lombardy and Veneto) the 
situation quickly escalated nationwide. The national health system was on the brink of collapse as hospitals struggled to accommodate 
the growing number of people affected by the virus.

After passing the peak of the contagion curve, the entire the Government released most of the lockdown measures nationwide on 
May 4th as the country entered into the so called Phase 2. The risk that during this phase the contagion curve could climb back in some 
areas remains. A new study from the Imperial College of London “Report 20: Using mobility to estimate the transmission intensity of 
COVID-19 in Italy: A subnational analysis with future scenarios” warns that the country could see a huge second wave of new COVID-19 
deaths under eased travel restraints.

The COVID-19 pandemic represents a major shock for the global and EU economies, with very severe socio-economic consequences. 
The spread of COVID-19 weighs on the Italian business activity, already characterised by a poor growth environment, and pose some 
serious downside risks to its economy. The estimates for the Italian GDP are pretty much unanimous in seeing a drastic fall in 2020 
followed by a robust pick-up from 2021.

EXHIBIT 21 – ITALIAN REAL GDP OUTLOOK

Source: IMF, CEBI (Cerved Centrale dei Bilanci), GS, CONFINDUSTRIA, UBS, MEF, Bank of Italy

Also the data coming from the industrial production are showing a widespread weakness due to the lockdown. On April the Italian 
purchasing managers’ index (PMI) has hit an all-time low in the COVID-19 emergency. It fell to 31.1 points in April, from 40.3 in March. 
The index also showed that new orders collapsed in April, to an all-time low of 11.6, from 31.1 in March. 

EXHIBIT 22 – ITALIAN PURCHASING MANAGERS' INDEX

Source: IMF, CEBI (Cerved Centrale dei Bilanci), GS, CONFINDUSTRIA, UBS, MEF, Bank of Italy
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Despite the flat growth showed in the recent years particularly for Real GDP and productivity, Italy maintained an outstanding 
integrity in terms of Government Balance. The data published by IMF, Fiscal Monitor - April 2020, clearly shows how Italian General 
Primary Balance (Public Balance before interest expenses) remained quite stable all over the fiscal period 2011-2019, over-performing 
the entire Euro Area, G-7 and G-20 groups. The projections made by IMF see a higher fiscal spending in 2020 to fight the COVID-19 
emergency, followed by a quick rebound in 2021.

EXHIBIT 23 – IMF GENERAL GOVERNMENT PRIMARY BALANCE, 2011–21

Source: IMF, Fiscal Monitor, April 2020

In response to the crisis, the Italian Government issued some economic relief measures aimed to support businesses and families 
in this difficult situation. On 16th March the emergency decree “Cura Italia” was presented; hereafter a summary of the enforcement 
adopted:

• national health system: 3.5 billion that will allow the hiring of 20k healthcare workers; the National Emergency Fund increased by 
1.65 billion, 150 million are allocated for overtime for healthcare workers and another 340 million for the increase in ICU beds. 
There are 50 million for subsidised loans or contributions to companies that produce masks and related products (managed by 
Invitalia) and, among other things, the possibility of requisitioning movable properties or hotels to face the emergency with a 
budget of 150 million;

• workers and families: 10 billion to support the employment and that encompass new resources for Wage Integration Fund 
and Supplementary Fund for those employers who are not entitled to benefit from the Funds under the ordinary rules. For all 
freelances and season workers a bonus una tantum of 600 euro. Moreover Social security contributions are suspended for these 
categories. There is an extension of parental leave up to 15 days (with 50% wage guaranteed) and a 600 euro baby-sitter bonus 
as schools will remain closed;

• credit system and the supply of liquidity for companies: the expected suspension of mortgage and loan instalments arrives, with 
public guarantees (5 billion euro); further it is increased the PMI Guarantee fund.

The Fiscal area the delay of tax payments and the suspension of withholding tax payments, social security contributions and 
premiums for compulsory insurance are confirmed.

Finally, there will be measures for the categories directly affected by the crisis: among the economic sectors mentioned, transports 
and retailers with a tax credit equal to 60% of the rent for the month of March for shops. Among other measures, it has been issued a 
pack of 85 million to schools for technological equipment to support e-learning.

On 8th April a new decree targeted liquidity issues for Italian PMI. More in detail the Italian Government and Cassa Depositi e Prestiti 
will provide guarantee to up 400 billion Euros to finance the businesses. This so called “Liquidity Decree” provides a public guarantee 
(the Garanzia Italia) in respect of new loans that will be granted to Italian enterprises by banks, Italian and international financial 
institutions and other entities (the Lenders). The Garanzia Italia will be issued by SACE S.p.A., i.e. the Italian export credit agency (SACE).

The Garanzia Italia will be available up to the maximum aggregate amount of Euro 200 billion, among which at least Euro 30 billion 
for SMEs, which have fully used the coverage already provided for by the guarantee of the SMEs central guarantee fund (Fondo 
Centrale di Garanzia per le PMI). The Guarantee covers:

• 90% of outstanding loan principal amount in respect of Enterprises having less than 5,000 employees in Italy and whose total 
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turnover does not exceed Euro 1.5 billion;
• 80% of outstanding loan principal amount in respect of Enterprises having more than 5,000 employees in Italy and whose total 

turnover is higher than 1.5 billion but does not exceed Euro 5 billion;
• 70% of outstanding loan principal amount in respect of Enterprises whose total turnover is higher than Euro 5 billion.

The Garanzia Italia can be granted at the following main conditions:

• up to 31st December 2020, for loans with a maturity not higher than 6 years;
• the relevant Enterprise (i) as of 31 December 2019, shall not be an “undertaking in difficulty” and, (ii) as of 29 February 2020, had 

not non-performing exposures, (according to the applicable European Union law categories);
• the amount of the relevant guaranteed loan will not exceed the higher of the following: (i) 25% of total turnover of the relevant 

Enterprise in 2019, as reported in its financial statement; or (ii) the double of the annual wage bill of the relevant Enterprise for 
2019, as reported in its approved financial statement;

• the relevant Enterprise (and any other Enterprises located in Italy belonging to the same group) shall undertake that it will not 
approve any dividend distribution or share repurchase during 2020;

• the loan covered by the Guarantee shall be used for covering the costs relating to employees, investments and working capital 
used in manufacturing facilities and business activities located in Italy.

The fees due to the Lender for the granting of the loans shall be limited to the reimbursement of costs incurred by the Lender and 
such costs shall be lower than the costs which would have been requested by the Lender in respect of similar loans not having the 
benefit of the Garanzia Italia, as documented and certified by the legal representative of such Lender.
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Re-shoring or nearshoring?
How supply chain will de re-designed?

Outsourcing and offshoring have been a dominant phenomenon in the international division of labour over the past 30 years. 
In particular, the development of Global Value Chains (GVCs), i.e. the location of various stages of production in (sometimes) many 
different places across the globe, spurred by the decline in transportation costs and the increased coordination power entailed by the 
advancements of the Information and Communication Technologies (ICTs) has been increased steadily, at least until the end of the 
great financial crisis, when they have started to remain broadly stable or even mildly decline1. The development of GVCs have been 
spurred by firms’ desire to optimize their production processes and exploit the different location specific comparative advantages, 
which in turn had led to lower costs, higher productivity and, ultimately, lower prices.

The spur of the COVID-19 pandemics, with the stop of production in China, one of the most important nodes in many GVCs, and 
the associated disruptions in most western countries that rely on Chinese intermediates, have led some commentators to argue that, 
in the near future, it is likely to witness a significant reduction in the importance of global value chains, with most western firms that 
will re-shore at least some stages of their production activities. The idea is that firms have been learning that, because GVCs trade 
is in large part a trade of intermediate goods, relying too much on a fragmented production system might reduce their resilience to 
external shocks. Indeed, it has been shown that the disruption in a supplier’s production engendered by a natural disaster tends to 
cause significant output losses to its customers, even when the natural disaster has occurred in the same country of the customer2. 
This is because the production of intermediates often entails important bilateral sunk investments that are specific to the customer-
supplier pair: in other words, finding a substitute when a supplier is hit by an important shock can be difficult but also very costly for 
the firm. 

 
This suggests that, in the short run, it might be not very likely to witness important re-shoring of some stages of production and/or 

shorter GVCs, precisely for the (monetary and non-monetary) investments that firms have sunk into their bilateral relationships with 
their suppliers. Indeed, it might even be possible that the expertise to produce certain components has been lost and therefore very 
difficult to be found at home. 

Nevertheless, it might be the case that firms might be more willing to take a kind of “wait-and-see” strategy if they were contemplating 
to offshore new stages of their production activities before the spread of the COVID pandemic. Indeed, a wait-and-see strategy might 
also be motivated by the unusual increase in economic policy uncertainty that has been characterising the world since the outburst of 
the COVID pandemic: the Economic Policy Uncertainty Index displays an increase of 50% since January 2020 at global level, but even 
larger increases in Europe, where the index has increased by about 77%3. A recent study from the World Bank4 has found that a 1% 
increase in the above-mentioned uncertainty index is correlated to a reduction of 0.02 percentage points in the growth of trade, but 
also in the growth of trade associated to GVCs. If the level of uncertainty were to persist at the levels identified in March and if the 
correlation identified in the World Bank study is indeed capturing a causal relationship, one could expect a sizable reduction in the 
growth of trade embodied in GVCs, ceteris paribus.

In the medium-term, if the policy uncertainty will have returned to more “normal” levels, it is possible that firms will re-consider 
their offshoring-reshoring decisions, which in turn will affect the dimension, structure and length of some GVCs. However, it should be 
borne in mind that if the current pandemics has highlighted the vulnerability of global value chains, a European firm would not have 
been much more resilient if instead of relying on Chinese suppliers had relied instead on European ones, as testified by the German 
association of manufacturers (BDI), who has recalled the utmost importance of their Italian suppliers. In other words, the Agency thinks 
that the real lesson of the COVID-19 pandemics is that firms might wish to reconsider the trade-off between more diversification of 
their intermediate suppliers on one side and the larger sunk costs entailed by the establishment of more supplier-relationships on the 
other. The hope is that, with perhaps the exception of very few crucial goods for health and safety, firms will be allowed to evaluate this 
trade-off without too intrusive implicit explicit protectionist policies. In any case, a global shock is impossible to be diversified away.

1 For instance, OECD data suggest that, in the case of OECD countries, the foreign value-added content of gross exports, which used to be about 6% in 2005, raised to 10% in 2012, to 
fall to 7% in 2016. In the case of the European Union, the numbers are 10.4%, 14.3% and 11.6%, respectively.
2 See, for instance, Barrot J.N., and Sauvagnat J. (2016). “Input specificity and the propagation of idiosyncratic shocks in production networks”. The Quarterly Journal of Economics.
3 See https://www.policyuncertainty.com/global_monthly.html.
4 Costantinescu C., Mattoo a. and Ruta M. (2019). “Policy uncertainty, trade and global value chains”. Policy Research Working Paper 9048. The World Bank Group.

https://www.policyuncertainty.com/global_monthly.html
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Revenge and impulse spending

In China, during recent weeks, cities are slowly coming back to life. Confidence is returning and Chinese consumers have spent 
more than normal to compensate for the renunciations made during the COVID-19 emergency isolation period. Most of the 3,600 
jewellers in China’s largest chain, Chow Tai Fook Jewellery Group, have reopened and there are already queues outside each store. The 
same goes for luxury maisons like Chanel, Louis Vuitton, Ferragamo and Hermes. China Skinny, a very famous marketing company, 
predicts an explosive recovery of the tourism sector, both domestic and foreign, based on what happened after the end of the SARS 
emergency in 2003. During the Golden Week in October 2003, the first joyful event after the SARS crisis, the number of flights jumped 
200% with respect to the previous year. According to the China Daily, the desire to spend seems stronger than in the past and focuses 
mainly on unnecessary goods: luxury, catering, entertainment and travel will be, at least on paper, the industries most involved in this 
revival of consumption in the post COVID-19. 

Analysts call such phenomenon “revenge spending”, a rebound phenomenon of spending linked to the recovery of part of the 
purchases postponed during the closure, reinforced by the therapeutic and emotional value of shopping. It derives from the desire to 
retaliate against a period of austerity an is characterized by impulsive buying, especially on superfluous goods, after weeks of spending 
on essential products such as food, disinfectants and masks, in order to get revenge against the virus.

Possible explanations of such behaviour are provided by psychology and behavioural economics. Among others, an interesting 
study published on the Journal of Economic Psychology in 2014 (Impulsive consumption and reflexive thought: Nudging ethical 
consumer behaviour by L. Lades,) proposes a cue-triggered ‘wanting’ neuroscientific mechanism underlying impulsive buying. The 
author suggests that when people have self-image discrepancies, i.e. are deprived of an “identity-related need”, the perception of cues 
associated to high identity-expressive potential goods can induce a ‘want’ to consume these goods. More in general, in psychology 
studies, researchers have suggested an association between impulsive buying and “well-being”, whereby individuals with a high level 
of impulsive trait tendencies have a low level of basic psychological need satisfaction. Indeed, psychological affective and cognitive 
conditions can be severely affected, among other things, by long lasting stress situations like those generated by natural disasters.

A few studies in marketing and consumer research literature have analysed consumption practices in the aftermath of recent 
disasters like wildfires, tornados, hurricanes and earthquakes (l. Daniel, “The Role of Consumption in Post-Disaster Recovery: A Literature 
Review and Practical Insights”, 2018). This literature suggests that consumption contributes to restore individual and community well-
being. In particular, some studies find that disaster affected people tend to consume goods and services with prevalent experiential 
and symbolic benefits. Moreover, a 2009 study by Sneath, Lacey and Kennett-Hensel (“Coping with a natural disaster: losses, emotions, 
and impulsive and compulsive buying”, Marketing Letters,) suggests that during the period of post-disaster recovery, people tend to 
consume impulsively in order to manage stress and depression.

Although the nature of this emergency is different from those described in the literature, it is possible to imagine that some 
impulsive consumption behaviour may occur after the lock-down period. It is likely that some revenge spending will also occur in 
Italy, but to a lesser extent than in China, due to the lack of tourist flows and a more relatively economically weakened middle class. 
Within the industries that are usually interested by the phenomenon of revenge spending, it is likely that catering, entertainment and 
travel will be more involved with respect to luxury. In fact, according to a recent survey carried out by BEM Research on the Google 
Consumer Survey platform, to the question “What is the first thing you will do when the quarantine is over?” the Italians answered (1) 
I will wait several days before doing something (44.8%), (2) I will have a party (20.5%), (3) I will go to a restaurant (19.3%), (4) I will travel 
to Italy (12.4%), (5) I will travel abroad (3%). On the other hand, luxury industry experts predict that the market will undergo a major 
restructuring in the next months. Indeed, 30% of global consumption in the sector is attributable to the Chinese, who are responsible 
for two thirds of its growth in recent years; moreover, three quarters of their consumption is made abroad. Hence, it is reasonable 
to expect that the revenge spending on luxury goods will be probably supported mainly by foreign countries and, in particular, by 
Chinese who might be the first to return to buy Made in Italy.
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Trade shock

Non-pharmaceutical interventions aimed at reducing the transmission of the COVID-19 virus adopted by most of governments 
around the world, include social distancing and the shutdown (partial or total) of entire sectors of the economy. Moreover, restrictions 
on movements and increased border controls have raised trade costs and reduced international trade (exports of some medical 
supplies and food have even been banned and some complex value chains have been disrupted). Such measures, coupled with the 
drastic reduction of demand associated to lost income and uncertainty, significantly affect societies and have important economic 
effects.

Focusing on international trade, as recently noted by the World Trade Organization1, at the onset of the pandemic, trade was 
still far from its pre-2008 crisis trend and was already decreasing due to the slowing of the most important trade drivers, GDP and 
investments, and to the recent trade “tensions” that have increased uncertainty. Available trade data does not yet reveal the impact 
of the pandemic on international trade, however a significant decline can be inferred by observing the JP Morgan global Purchasing 
Managers’ Indices (PMIs) for March, that showed export orders in manufacturing dropping to 43.3 relative to a baseline value of 50 
and new services export business falling to 35.5. 

All analysts predict a significant reduction in international trade in 2020. WTO estimates a decline in global (merchandise) trade of 
between 13% and 32%, and some recovery in 2021 based on three possible scenarios (a V-shaped, U-shaped and L-shaped recovery) 
for world GDP growth, ranging from -4.8% to -11%. Depending on the GDP growth scenarios, European exports are expected to fall by 
between 12%-33%, while imports will decrease by between 10%-25%. Lower predictions come from the European DG TRADE’s Chief 
Economist team that has estimated a 9.7% decrease in global trade for 2020; for the EU27, the predicted GDP growth reduction would 
result in a decrease of 9.2% in extra-EU27 exports of goods and services, and an 8.8% decrease in extra-EU27 imports in 2020.

Indeed the trade elasticity (the ratio of trade growth to GDP growth) in the 1990s was often greater than 2. After the financial 
crisis, trade growth slowed and the elasticity decreased and remained around 1 over the last decade (its long-term average is about 
1.4). In the WTO forecast model, the L-shaped scenario predicts a trade-to-GDP elasticity of 2.1. Moreover, the response of trade to 
GDP reductions is expected to rise as the crisis persists, since it can induce a larger decrease in spending on durables that are highly 
tradable.

R. Baldwin2, a leading economist in the field of international economics, argues that the trade collapse will be particularly severe 
because of the simultaneity of demand and supply shock characterising the COVID-19 crisis. In particular, he suggests that supply-chain 
contagion will be a major amplifier of the trade fall, since manufacturing industries in less-affected nations are facing difficulties in 
getting imported industrial inputs from the hard-hit nations, and subsequently from each other. Indeed, given the high interdependence 
of international supply chains, there might be “reverse supply-chain contagion” as China recovers from the epidemic3. Furthermore, 
trade in services, accounting for a quarter of global trade in goods and services, might take longer to recover, especially for those that 
are not transacted via internet, since social distancing (both voluntary and selective) is likely to persist. These include services linked 
to education, travel, tourism, catering, air passenger transport, transport and distribution and other business services that require the 
movement of skilled and unskilled professionals across borders.

As far as Italy is concerned, a Confindustria report issued at the end of March 2020 predicts a reduction of exports of about 5% 
linked to the expected reduction of international trade. Moreover, in a survey conducted at the beginning of April on a sample of about 
4000 firms, it emerges that 21.8% (18.7%) of them stated that they had suffered a high (medium) impact on their business because of 
the drop in demand for final consumer goods and/or services from abroad. Similar results are reported for intermediate and/or capital 
goods. Interestingly, among the strategies hypothesized to overcome the damage of the epidemic, about 20% of firms responded that 
they wanted to recalibrate/change export destination countries.

1 https://www.wto.org/english/news_e/pres20_e/pr855_e.htm.
2 “The Greater Trade Collapse of 2020: Learnings from the 2008-09 Great Trade Collapse”, Richard Baldwin, VOX CEPR Policy Portal, 7th April 2020.
3 In the presence of international supply chains, the process of adjustment of inventories can act as a channel of transmission of a demand shock to trade through the so called 
“bullwhip effect”, i.e. an amplification of the initial (negative) demand signal along the supply chain due to an adjustment of production and stocks to the new expected levels of output. 
This effect can amplify trade fluctuations with respect to GDP and can be weakened by a better management of inventories together with a more efficient and synchronized circulation 
of information.

https://www.wto.org/english/news_e/pres20_e/pr855_e.htm
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The OCSE organization has provided some recommendations to keep international trade flowing. Such proposals require 
international co-operation in order to reduce trade tensions and distortions and include the improvement of transparency on trade 
related policy and intentions, the maintenance of the flowing of supply chains and the avoidance of the application of export restrictions 
and other trade barriers. 

Keeping supply chains running smoothly requires different interventions that depend on the nature of the supply chain and on the 
structure of the global production. Some argues that after COVID-19 crisis supply chains should be re-nationalized or shortened, in 
order to reduce global exposure. However, it has been shown that internationally diversified production can improve firms resilience1. 
Indeed, firms involved in international trade are usually bigger; often exhibit higher innovative activity and higher productivity and such 
features might explain their capacity to recover faster after crisis2. In particular, Agostino et al. 2019, on the basis of a representative 
sample of Italian companies, show that there is a “Global Value Chain effect”, i.e. that the technical efficiency gain is greater for both 
suppliers and final companies placed within GVC than for the same types that sell exclusively on the domestic market3. 

Such results suggest that measures aimed at keeping the flowing of international trade should include some support for firms 
involved in global supply chains. At the same time, the vulnerability of strategic supply chains need to be reduced by means of 
appropriate investments (e.g. digital infrastructures) and policy interventions (trade facilitations) aimed at improving their resilience. 

1 See for example Peter S. Eppinger, Meythaler N., Sindlinger M. and Smolka M. (2017) “The great trade collapse and the Spanish export miracle: Firm-level evidence from the crisis”, 
The World Economy.
2 See among others Brancati R., Marrocu, E., Romagnoli, M., and Usai. (2018) “Innovation activities and learning processes in the crisis: evidence from Italian export in manufacturing 
and services”, Industrial and Corporate Change, and Fassio, C. 2018) “Export-led innovation: the role of export destinations”, Industrial and Corporate Change.
3 Agostino M., Brancati E., Giunta A., Scalera D. and TRivier F. (2019) “Firms’ efficiency and global value chains: An empirical investigation on Italian industry”, The World Economy.

https://onlinelibrary.wiley.com/action/doSearch?ContribAuthorStored=Eppinger%2C+Peter+S
https://onlinelibrary.wiley.com/action/doSearch?ContribAuthorStored=Meythaler%2C+Nicole
https://onlinelibrary.wiley.com/action/doSearch?ContribAuthorStored=Sindlinger%2C+Marc-Manuel
https://onlinelibrary.wiley.com/action/doSearch?ContribAuthorStored=Smolka%2C+Marcel
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Is it the time for a “new” digital age?

The implementation of digital technologies and the transformation of conventional processes into digital ones, as driven by the ICT 
industry, are changing economic and social relations: communication, consumption habits, business structures, job markets, value 
chains, innovation and market structures have been deeply affected by digitalization.

The economic literature suggests that digitalization is one of the most important engine of innovation, competitiveness and 
economic growth, as recently shown by an empirical study conducted over a sample of 74 countries observed over the period 2006-
2016 (Godwin M. et al., 2020, “ Digitalization and economic growth: A comparative analysis of Sub-Saharan Africa and OECD economies”, 
Telecommunications Policy). Moreover, as suggested by a report of the European Investment Bank, based on the 2019 EIB Investment 
Survey, firms that have implemented digital technologies tend to perform better than non-digital firms, have better management 
practices, are more innovative and productive, grow faster, create higher paying jobs and will be probably less hit by the crisis.

The importance of digital technologies (including internet, mobile phones, platforms, big data and artificial intelligence, 3D printing, 
block-chain, and practices strictly related to technology use, like crowdfunding) has become remarkably evident during the COVID-19 
pandemic. In particular, by analysing anonymous location data collected in February and March 2020 over 20 million US devices, it has 
been shown that the diffusion of high-speed internet has increased the ability of people to self-distance and stay at home, particularly 
in high-income regions (Chiou L. and Tucker C., “Social distancing, internet access and inequality”, 2020, NBER Working Paper 26982). 
Moreover, digital technologies have allowed economies to limit the negative consequences of the pandemic and to avoid the total 
disruption of economic and social activity during the lockdown, particularly for sectors like health, retail, education and manufacturing. 
Remote work, videoconferencing, telemedicine, e-learning and e-commerce have become the most useful tools to face the emergency 
and have given a boost to digital transformation. 

Focusing on e-commerce, the economic research on the shift from offline to online consumption has emphasized that it induces 
higher price competition, lower prices, allows the provision of a larger range of differentiated thereby increasing consumer welfare 
(e.g. Brynjolfsson and Hu, 2003). Moreover, digital trade can also have expansionary effects at an aggregate level. A study conducted 
by the European Commission, based on the 2015 EU online consumer survey, finds that the introduction of e-commerce as a new retail 
technology has an overall positive impact on the economy in almost all EU Member States by increasing households consumption by 
about 1% and GDP by 0.14%. The introduction of regulatory measures aimed at reducing online trade costs, as those introduced by 
European Commission in 2015, can further boost household consumption and GDP (“The Macro-economic Impact of e-Commerce in 
the EU Digital Single Market”, JRC Technical Report, 2015).

Indeed, a Nielsen survey of online sales of consumer goods conducted over the last week of February and the first week of March 
shows an increase of more than 80% with respect to last year and an increase of 40 percentage points for the period before the 
COVID-19 emergency. The boom in online shopping is mainly about basic necessities, followed by household goods, clothing, with 
a preference for sportswear, home fitness equipment, games and toys. Within consumer electronics, sales of accessories such as 
webcams, monitors, headphones and microphones have grown in association with the diffusion of e-learning and remote work. Social 
distancing has boosted sales of vacuum cleaner robots, smart home devices. However, the health emergency has caused a decline in 
e-commerce sales of clothing, furniture, footwear and, to a significant extent, in the tourism sector.

Many analysts share the idea that the adoption of digital will continue and that e-commerce will continue to develop after the crisis. 
When stores will reopen and social distancing measures will be weakened, the role of online commerce is likely to become even more 
important as many people will prefer to shop online rather than queuing the store and take risks for their health. In many, if not all, 
cases, the digital solutions which are introduced over the coming weeks and months will remain in place long after the pandemic has 
stopped. 

Overall considerations suggests that the reduction of the digital divide is becoming a crucial policy issue, since digital adoption rates 
in the EU are lower than in the US as suggested by European Institutions.
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A POSSIBILE “NEW NORMAL”:

STRUCTURAL CHANGES IN SUPPLY AND DEMAND

The future of work

COVID 19 will have short-term effects on the nature and organization of work and therefore on firms’ productivity; moreover, it 
might also accelerate a few long-term trends already operating in the economy in most advanced countries over the past 20-30 years.

 
In the short term, the social distance measures will lead to an increase in production costs and a reduction in measured labour and 

total factor productivity: indeed, firms operating in service sectors such as tourism, restaurants, transportation, hotels and the like will 
have to produce well below capacity for possibly a long period. Similarly, some factories will be forced to operate with more shifts than 
before and to keep workers at larger distances, thus possibly reducing the intensity of the work process, which in turn might impair 
labour productivity. Moreover, the strong increase in uncertainty brought about by the pandemics might reduce physical capital 
accumulation (Baker et al. 2020)1, which would put a further drag on labour productivity growth. Similarly, firms might need time and 
resources to find (possibly sub-optimal) substitutes in the case of supplier bankruptcies, which again might slow down productivity 
growth, at least in the short-medium term. For a comprehensive assessment of the likely impact of COVID-19 on productivity growth, a 
helpful discussion is in di Mauro and Syverson (2020)2. Authors mention the existence of possible positive effects of the pandemics on 
productivity growth thanks to a broader adoption of ICT technologies in the workplace, the increase in some forms of intangible capital 
triggered by the pandemics and a reallocation of resources across firms. These positive effects identified by di Mauro and Syverson 
(2020) might however be counterbalanced by the higher costs associated to a repatriation of some production activities (re-shoring) 
and the phenomenon of zombie firms, i.e. firms that in normal conditions would die -freeing resources for more productive firms- but 
that the current rescue packages introduced by most governments might artificially keep alive.

However, there can be also additional effects associated to the COVID pandemics that might trigger more thorough restructuring 
at the firm level. Indeed, there is a rapidly growing literature -mainly referred to the US experience- showing that firms pick up the 
opportunity of recessions (when adjustment costs tend to be lower) to radically restructure their workforce, possibly investing in 
technologies that disproportionally substitute routine jobs and favour workers that complement them (Jaimovich and Siu (2020) and 
Hershbein and Khan (2018))3. 

Therefore, if this recession will have similar effects to the great financial crisis of 2008, it might be expected further ICT- capital 
deepening, a boost in the demand for highly qualified workers with cognitive and computer skills and a reduction in the number of 
routine jobs, giving raise to both a jobless recovery but also to further polarization in the job market, with the associated implications 
of increasing income inequality. Interestingly, Hershbein and Khan (2018) also report, for the US local areas more hardly hit by the 
2008 recession, an acceleration in the skill requirement only in the case of routine cognitive vacancies posted by firms, but not in the 
case of routine manual jobs vacancies, which are instead more likely to be substituted by automation. Similarly, if the social distance 
measures imposed by the spread of the pandemic will constitute the “new normal”, labour productivity in the case of manual jobs 
might be permanently reduced. This could push firms in the manufacturing sector to accelerate the substitution of robots to manual 
workers employed in routine jobs, which will save labour costs and make the firm’s structure more resilient to a future pandemic crisis.

 
This in turn suggests that manual workers, who are perhaps those more likely to suffer from the COVID-19 pandemics -because 

they are now less likely to telework and are more exposed to the virus- are also those more likely to experience job losses, longer 
unemployment spells as well as wage declines in the aftermath of the pandemics. Massive and careful public programs aimed at 
retraining the most affected worker categories will have to enter into the toolkit of policymakers at the end of the crisis.

1 Backer S., Bloom N., Davis S. and Terry S. (2020). COVID-induced economic uncertainty. NBER Working Paper No 26983.
2 Di Mauro F. and Syverson C. (2020). The COVID crisis and productivity growth. Voxeu.org.
3 Hershbein B. and Khan L. (2018). Do Recessions Accelerate Routine-Biased Technological Change? Evidence from Vacancy Postings. The American Economic Review, 108(7), 1737-
1772. Jaimovich N. and Siu H. (2020). Job polarization and jobless Recoveries. The Review of Economics and Statistics, 102, 1, 129-147.
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SCENARIOS AND IMPACTS ON ITALIAN NON-FINANCIAL COMPANIES

Assumptions and scenarios

GENERAL ASPECTS
For simulation purposes, according to the premises mentioned before, Cerved Rating Agency has proposed a number of hypotheses 

aimed at defining the risk drivers considered in its rating models, in order to analyse the potential impact of the sanitary emergency 
on the Italian non-financial companies.

SCENARIOS
For the sake of this study Cerved Rating Agency has considered three scenarios, varying by the severity of the impact and the 

probability of occurrence. One key point that is worth to mention is that all the scenarios are built from the current environment and 
incorporate the lockdown measures imposed on 23th March; depending on the severity of the scenarios, the days of lockdown could 
either end up after 1.5 months (current environment) or increase due to virus persistence (hypothesis).

• The soft scenario: incorporates the lockdown of 1.5 months that most of the activities have passed through and assuming that 
the curve of contagion will keep decreasing avoiding a new lockdown period; this will determine a remarkable and fast boost of 
business confidence even though some sectors will have some trouble to come back to previous business levels as the demand 
for highly discretionary goods and services remain capped. The macroeconomic emergency measures will turn to be effective 
to restore confidence and companies will manage to limit the negative economic consequences to the FY2020. Export driven 
sectors will benefit from the rebound in the international trade;

• the intermediate scenario: assumes a longer lockdown period (total lockdown period ranges from 2 to 4 months); after 
the initial lockdown release, a second wave of COVID-19 contagion will hit the country making necessary to re-impose some 
lockdown measures. According to the aforementioned paper of the Imperial College of London “Report 20: Using mobility to 
estimate the transmission intensity of the virus in Italy: A subnational analysis with future scenarios”, if the population will not 
respect social distancing, Italy could experience a significant amount of new COVID-19 cases with just 20% of mobility increase; 
thus, the introduction of new lockdown measures must be taken into consideration; the economic recovery will be very slow 
and not homogenous. The loss of confidence from consumers due to a second wave of contagion will be extremely dangerous 
for the economy;

• the hard scenario: considers the possibility that an effective cure will not be ready for at least 12 months or even that a vaccine 
will not be found at all. People will learn to live with virus and several waves will affect the world in the future. The Agency 
assumes that after the initial ease of the lockdown measures, the number of positive cases will pick-up again, forcing the 
authorities to re-impose the precautionary measures for a longer period (total lockdown period up to 6 months). Eventually, 
the entire economic system will be completely transformed and a severe recession will hit the entire world; some sectors will 
never operate in the way they use to do before the emergency and the “normal” habits of people will change permanently. The 
economic measures enforced worldwide will have very limited effect and a significant reduction of the international trade is 
expected. Export driven sectors will not benefit as the target market will shift to the internal one.

SIZE
A specific attention in the analysis is set on the size of the company, which may have an impact on the expected resilience of 

the firm to the pandemic crisis. The adopted size definition relies on the guidelines provided by the European Commission in its 
Recommendation 2003/36:

• Micro: company having less than 10 employees and turnover (or total balance sheet) up to 2 million €;
• Small: company having less than 50 employees and turnover (or total balance sheet) up to 10 million €;
• Medium: company having less than 250 employees and turnover up to 50 million € or total balance sheet up to 43 million €;
• Large: company having more than 250 employees and turnover over 50 million € or total balance over 43 million €.

In general terms, smaller companies are seen to show lower resilience to the emergency; while in the soft scenario the emergency 
package could somehow mitigate the negative effect on their business, in the worst case scenario only a certain number of medium 
and large companies will show satisfactory level of resilience. 

NEGATIVE IMPACT ASSUMPTIONS
Lockdown: the quarantine imposed is arguably the main negative impact for non-financial companies. All those industries not 
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deemed as essential suffered from shut down of the activities that translate into lower revenues for FY2020. Soft scenario includes 1.5 
months of lockdown; intermediate scenario assumes a longer period of shut down within a range of 2 to 4 months with some activities 
that will reopen before others as a consequence of a new wave of contagion. Worst case scenario assumes a lockdown of up 6 months.

Discretionary goods: additional negative impact on revenues is assumed for goods and services deemed as discretionary or 
luxury. More in details, in addition to the missed revenues due to the shut-down, companies that produce and/or sell discretionary 
and expensive products could reasonably expect a lagged recovery of sales as the emergency is going to change purchase priorities 
mainly due to the fact that, in the crisis aftermath, many consumers will experience financial difficulties which will compel them to 
postpone non urgent purchases.

Operating leverage: an important factor considered is the cost structure of specific sectors. Capital intensive industries face 
relevant fixed and semi-fixed costs and are more exposed to the business risk measured through the volatility of cash flows. During 
periods of economic turmoil the volatility of cash flows tends to increase significantly; in this context, companies that show particular 
flexibility in terms of operational leverage and that are characterised by low fixed costs can adapt more easily the business expenses 
to the current cycle; the resilience to stressed economic conditions is a key factor in limiting the variance of margins and profitability.

Supply chain disruption: particularly the context of intermediate and hard scenario considers a sever supply chain disruption 
that exacerbate the procurement activity of the companies with negative consequences for the stock management. In case of severe 
disruption of the internal trade, many companies will struggle to get access to raw materials, semi-finished goods and final products 
to resell. 

Commodity quotations - low oil price environment: the sensible drop of commodity prices is considered a negative driver for 
the energy industry and some utilities. The “low for long” oil price environment can be particularly dangerous for the overall economy 
as the risk for deflation increases. 

Macroeconomic measures: the extraordinary help packages, enforced by governments, include, inter alia, an easy access to credit 
lines for the companies. As a consequence, the model expects an increase of the debt stock and an overall financial leverage as the 
liquidity obtained will be used mainly to finance the net working capital and to cover personnel expenses. Even though the liquidity 
provided is essential to help the companies along this crisis, it is reasonable to expect an overall increase of the private debt levels at 
the end of the period considered.

POSITIVE IMPACT ASSUMPTIONS
Macro-economic measures: the economic help package enforced by the Italian government and European Commission will 

certainly bring some relief to companies. More specifically, the use of Cassa Integrazione (the Italian layoff scheme) and SURE will 
determine a cost reduction for companies; the effect is maximised in the soft scenario and progressively weaken as the Study shifts 
to intermediate and hard scenario under the hypothesis that not all the companies will manage to have access to this source and that 
the total amount available will not be enough to meet the needs in covering the excess in the costs of personnel. Another important 
mitigation factor is the temporary suspension of paying the principal versus banks (loans moratorium ex decree “Cura Italia”) that will 
help companies to improve liquidity for the FY2020. As above the effectiveness of these measures will weaken in the intermediate and 
hard scenarios.

Export: among the mitigation factors it has been considered that in the soft scenario the export may have a positive impact on 
revenues as global trade will start to pick-up again and some historical export driven sectors, such as equipment, textile manufacture, 
food and beverage and the automotive industry could, indeed, exploit this recovery. As aforementioned, in the worst case scenarios 
the export factor is not going to smooth revenues drop as the global trade deteriorates as well.

 
Essential business activities: some industries will continue to operate regardless the future evolution of the pandemic. Essential 

businesses as the agriculture sector, food and beverage, pharma, oil and gas sector and utilities are excluded from the shut-down 
of activity measure and will record a less reduction in terms of revenues. A positive stress has been applied to the revenues of some 
sectors that are seen to benefit from the COVID-19 emergency, at least in the soft scenario: namely, the entire pharma sector is seen 
to benefit from the boost of demand for medicines, agriculture and food and beverage from the increased consumption for basic 
needs goods.

Digital boost: another important phenomenon is the recourse to remote work for many information and services companies. 
The demand for reliable internet systems, stable connections and digital platforms for e-commerce and web calls is a massive driver 
for telecommunication and internet companies. Thus, the information and telecommunication sectors are seen to benefit from an 
increase of demand for e-commerce systems, remote work and telecommunication services.

Revenge spending: as aforementioned, revenge spending is an important driver of the recovery that is currently occurring in 
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China. It is possible to imagine that some revenge spending will also occur in Italy, but to a lesser extent than in China, due to the lack of 
tourist flows and a relatively more economically weakened middle class. Nevertheless the model has incorporated a mitigation factor 
for sectors like accommodation and restaurants or textile and clothing.

E-commerce: according to the research “L’eCommerce B2c: il motore di crescita e innovazione del Retail” made by the Osservatorio 
eCommerce B2c Netcomm – Politecnico di Milano, the value of online purchases in Italy in 2019 reached 31.6 billion euros, +15% 
compared to 2018 and the increase in absolute value is the highest ever (4.1 billion euros); information technology and electronics 
devices lead the ranking followed by clothing. This trend is seen to continue and will help companies with on-line selling features to 
keep selling its products.

Food delivery: always referring to the study of Osservatorio eCommerce B2c Netcomm – Politecnico di Milano, in 2019 the online 
Food & Grocery market was worth up to 1.6 billion euros, + 39% compared to 2018. The only Food delivery sector generated 566 
million euros with a growth of + 56% compared to 2018. According to the report of Just Eat with focus on COVID-19 emergency, the 
food delivery service is considered important or essential by 90% of the interviewed (sample included 30.000 respondents) and almost 
60% declare to order food on-line regularly during this period. Despite the penetration of food delivery remain concentrated to the big 
Italian cities, during the lockdown the food delivery service helps many restaurants to smooth the dramatic fall of revenues.

The starting point of the analysis is the contraction of revenues due to the emergency situation. The shut-down of non-essential 
businesses, enforced by the Government Decree of 17th March 2020 n. 18, has determined missed revenues for the sectors affected, 
roughly proportional to the effective period of the shutdown. In numbers, the soft scenario incorporates the lockdown period of 1.5 
month that translate to limited decrease of revenues; for the intermediate scenario has been hypothesised a not uniform reopen 
strategy with some activities that could expect to reopen sooner (lockdown up to 2 months) than other activities (up to 4 months). In 
this scenario, therefore, the reduced revenues will have a greater impact. The hard scenario, finally, assumes a lockdown period of up 
to 6 months (missed revenues up to 50%) Additionally, this study assumes that a revenues contraction will be experienced by most of 
the sectors as the uncertainties over the economy will reduce the demand for goods and services. 

Even for sectors deemed anticyclical and defensive the revenues curve is going to turn down as a global economic downturn will 
bring down overall consumptions with higher magnitude in the case of intermediate and hard scenario. Only essential businesses 
will avoid the revenue contraction linked to the shut-down and some sectors like the pharmaceutical, food and information and 
communication will even experience sales increase at least in the best case scenario.

Consequently, the Study turns its focus on companies’ costs and margins. The economic rationale is based on the assumption that 
a decrease in business volumes and revenues will have a sensible influence on operating returns. At this point Cerved Rating Agency 
has clustered the expected behaviour of the corporates upon the operating leverage and the incidence of fixed and semi-fixed costs 
(SG&A): moreover, high leveraged sectors are generally more exposed to the business risk measured through the volatility of cash 
flows. 

As aforementioned, this research considers the potential mitigation effects of some emergency measures enforced by the 
Government. The cost analysis speculates a reduction of fixed and semi-fixed costs due to Cassa Integrazione introduction. Taking 
into consideration that at the time of writing there are no official data available related to the payment of Cassa Integrazione for each 
sector studied, it seems to be appropriate make some assumptions on the percentage of costs that will be saved thanks to this tool. 
More in details, the Cassa Integrazione will help to save SG&A costs proportionally to the severity of the scenario: high impact on the 
total operating costs in the soft scenario, medium impact for the intermediate scenario and a low impact for the hard scenario. 

Another external factor that will affect companies income statement is the measure introduced by the Italian Government decree 
on debt service (payment of principal and in some cases interest instalments) suspension. In this case, it has been made assumptions 
on the lower financial charges for most of the sectors due to the recourse to this tool made available by the Government. Temporarily 
lowering the costs of debt help companies to smooth the negative impact of crisis and slightly improve the profitability. Obviously 
EBITDA margin indicator is not affected by this mitigating factor but EBIT interest coverage and indirectly PFN/PN will benefit from it.

Finally the last item to be considered is the net debt by sectors. Cerved Rating Agency hypothesis is that an external shock will 
have a significant impact on the net working capital of the companies. More in detail, a worsening in the net working capital leads 
to a sudden addition of financial need or increase in “funding gap”. The consistent absorption of cash flow trigger liquidity needs to 
be funded using external sources; hence it is plausible that a number of companies will increase their short term bank liabilities to 
overcome the funding gap but adding up debt in their financial structure. A general increase in the financial leverage is a consequence 
of the rise of short term financial debt. Additionally, the provisions of Decree n. 23/2020 of the Italian Government will contribute 
to facilitate the fresh money distribution through the banking systems as the Government will stand as guarantor for loans. Under 
this point of view, the access to liquidity for most of the companies struggling to cope with short term obligation will necessary pass 
through increased overall debt. 
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The financial structure of most of the companies is seen to leverage up as the cash received will be immediately used for short term 
liabilities and personnel salaries while the new debt stock is assumed to be short to medium term.

As mentioned above the effects from an external shock caused by COVID-19 will be heterogeneous, depending on the size of the 
company, its business model and the industry in which it operates. Such differentiating factors have also been taken in consideration 
in this study.

The change in revenues, margins and financial structure of the companies has been assessed by examining some of the most 
important financial ratios. Again, a decrease of the revenues and the operational leverage will have an impact on the operating 
margins of the company: ratios like EBITDA margin and EBIT interest coverage have been studied to infer the magnitude of the 
external shock. Cerved Rating Agency also expects to see material changes in terms of financial structure as the companies will add 
more debt (mainly short-medium term) to fund their day-by-day operations; hence the attention is focused also on the evolution of the 
debt ratio (Net Financial Debt / Equity). Eventually, the study estimates how the change of these key ratios will have a material impact 
on credit ratings and related average PDs.

In the previous section several anti-crisis measures put in place by foreign governments and central banks from the beginning of 
the emergency have been highlighted. There is no doubt that monetary and fiscal stimulus around the world will help to mitigate the 
negative consequences of the COVID-19 emergency and Italy could potentially benefit also from positive indirect spillover. Arguably, 
the massive amount of liquidity provided by Central Banks all over the world, together with other specific macroeconomic measures, 
will be helpful to fund liquidity shortfall of companies and to foster private consumptions. The quantifying of the positive effects 
on the Italian non-financial corporates, included in the sample, has been elaborated in accordance with the more recent regulatory 
framework. 

DETAILS OF ASSUMPTIONS BY SECTOR
According to the sector clustering applied by the Agency the assumptions in terms of revenues, operating leverage and net working 

capital vary with the industry considered. The Agency is expecting that a general deterioration of the economic dynamics following the 
spread of COVID-19 will affect economic performance, financial structure and payment dynamics across all the sectors, in particular 
with reference to the most relevant ones described hereinafter.

Agriculture: one of the excellences of the Italian economy, this sector is seen to be resilient to the COVID-19 crisis. The demand for 
essential goods increases during pandemic as people tends to spend more on these goods and to fill up storages. Some disruption is 
possible on the supply side as there are fewer workers available. This could potentially lead to higher prices for fresh foods, fruits and 
vegetables. The elasticity of demand to price for these items remains in any case pretty low.

Equipment: this sample contains the Mechanical precision industry and including some of the most export driven companies in 
Italy. Considered as one of the most important sector due to high skilled workforce, innovation and high quality products, it is also 
a strongly cyclical and deeply affected by the economic downturn. The export share is a firm defensive point, particularly in the soft 
scenario where it is hypothesised a strong rebound of the international trade. In the hard scenario, on the contrary, this group would 
suffer considerably as the global trade contracts and the internal market will remain depressed for long time.

Manufacturing (except textile, pharmaceutics, automotive, food, fuel and equipment): except for essential manufacturers, 
the overall manufacturer sector is seen to be strongly impacted by lockdown. Moreover, once the lockdown is lifted, the 
expectations are that not all the sub-categories will resume their operations homogenously. The shape of demand will be different 
so an additional negative impact on revenues is considered. Characterised by high operational leverage and capital needs, a 
drop in revenues will result in the contraction of margins arising from capital intensive structure that generates high fixed costs. 
Disruption over the supply chain and sluggish payments will contribute to deterioration in the net working capital which will have to be 
additionally funded by external finance sources, namely short term bank facilities and bank overdrafts. The “new normal” definition of 
work organisation will require considerable investments to reshape the workplace in compliance with social distancing criteria.

Manufacturing textile: depreciation of plants, machineries and equipment together with salaries have a significant relevance in 
the cost structure of the companies operating in this sector. The Agency has differentiated this group from the manufacturing set for 
the importance of the fashion-clothing industry for Italian export. On the other hand, the Agency expects sensible supply difficulties 
for all the Italian fashion districts (i.e. textile-clothing, leather goods, goldsmiths, and eyewear). For this reason the Agency considers a 
relatively bigger contraction of revenues and a more severe decrease of operating margins as the high fixed costs weigh in. The cash 
conversion cycle for these companies is seen to weaken further given the already fragile environment of the industry where payment 
delays and bad debts are not uncommon. Export and revenge spending could help to smooth out the drop of business activity in the 
soft scenario hypothesis.
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Pharmaceutics industries: the boost of demand for medicines, sanitizers and medical devices for hospitals and population is 
the main driver for the sector. Furthermore the rush for the COVID-19 vaccine could generate positive spillovers; high expenses for 
R&D1 and fairly high margins characterise the business model of these players. The risks remain in the supply chain as producers 
and exporters might face difficulties in procurement and distribution of raw materials and semi-finished products, particularly in 
intermediate and hard scenario. The impact on revenues are seen positives both in soft and intermediate scenario, with different 
magnitude; in the hard scenarios the economic crisis will have negative consequences also for pharma industries both in terms of 
reduced revenues and in terms of higher costs (higher risks of R&D impairments). This category is assumed to not request salary 
integration helps nor loan suspension tools.

Automotive manufacture: extremely cyclical sector with a relevant export drivers. The Agency expects difficulties in procurement 
of raw materials and semi-finished products, significant drop both in domestic and foreign sales with highly negative effects for the 
biggest European industry players. The demand for cars and cars components even in pre-crisis period was already showing signs of 
distress and is expected to drop significantly also in the future due to the nature of the goods produced that can be labelled as high 
discretionary. Moreover, this industry is capital intensive, characterised by high fixed costs, hence inflexible. On the other hand the 
salary integration measures like Cassa Integrazione will offer only a short term relief, not sufficient to cope with the heavy and durable 
drop of production. 

Food and beverage manufacture: this sub-sector has not been impacted by the general shutdown as it is deemed essential 
business. Additionally, private consumption for food is seen to increase in this period as people focus on most important goods 
and “brace for the worst”. Revenues are projected to increase in the soft scenario and also in the intermediate scenario. In the hard 
scenarios, private consumptions and saving are assumed to decrease dramatically and even first necessity goods will be impacted 
negatively. Furthermore a structural lack of agricultural workers, in the previous years compensated by migration flows, could reduce 
supply of food and lead to significant price rise. This category is assumed to not request salary integration helps nor loan suspension 
tools.

Fuel and gas industry: this sample includes upstream and midstream business lines for the Italian oil sector. The negative impact 
on this group is twofold; despite the industry kept operating during the lockdown, the drop of the overall economic activities and 
restriction to movement measures are the main driver for the revenues decrease. On the top of that, the low quotations of crude oil on 
financial markets (lowest prices in thirty year period) weigh in and contribute to further fall of revenues. The cost structure is typically 
dominated by high fixed costs both for salaries and energy consumptions. 

Electricity, gas, steam and air conditioning supply: this sample is strongly affected by commodity risk. As already shown 
commodities have been hit hard by the spread of COVID-19 and low commodities price environment affects revenues and margins. 
Additionally, the sector will experience a lower consumption of energy components due to a general slowdown of the domestic 
economy. 

Water supply, sewerage, waste management and remediation activities: considered as a non-cyclical, defensive sector, this 
group is expected to show some resilience to the emergency, at least in the soft scenario. For this reason, the decrease in revenues 
has been smoothed. In the intermediate and hard scenarios, some sample components namely waste management companies and 
remediation activities will suffer more the economic contraction.

Construction: highly cyclical sector, the COVID-19 emergency could further weaken a sector already characterised by stagnating 
growth and high capital intensity. A sales reduction is expected due to both lockdown and contraction of demand for expensive goods 
and the high level of fixed costs will penalise even more the operating margins. According to the study of Cresme of March 2020, the 
construction sector could lose up to 34 billion Euros this year.

Wholesale and retail trade (except textile, pharmaceutics, automotive, food and fuel products and equipment): the key 
factor for this group is private consumer spending. Lockdown measures are a significant threat for small and medium retailers that 
see their only source of income vanishing while still facing relevant fixed costs as utilities, rents and personnel. Some operators can 
exploit e-commerce but Italy ranks still below the European average in terms of digital transactions. Big malls and hypermarkets will 
face challenging times even after the emergency as people may tend to avoid crowded places, or more generally, to go out less. Some 
product shortage is likely to happen for imported goods.

Clothing retailers: fashion and luxury sector is projected to experience hard times even in the soft scenarios. The lockdown effect, 
the decrease in demand of highly discretionary/luxury goods and the massive drop of tourist purchases for the FY2020 are three 
elements that will hit this group of activities. If the revenge spending phenomenon will spread consistently in Italy, this category will 

1 Research and Development.
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experience benefits but social distancing measures remain a huge headwind for stores and boutiques.

Drugstores and pharmacies: as already mentioned, the pharmaceutical sector clearly assumes a big relevance when it comes 
to healthcare and safety matters. The Italian market structure is mainly represented by wholesalers, small laboratories and family 
owned retailer pharmacies. Pharmacies remain open during the lockdown and the increase in demand for medicines during the 
health emergency is positive driver for the sector at least in the soft and intermediate scenarios. Some issues can show up in the hard 
scenario as the general private consumption is seen to drop dramatically and supply/procurement disruption could affect negatively 
this sample.

Car resellers: this sample shares the problems of the car manufacturer industry via a sensible reshape of the future demand that 
will be sensibly reduced. Costs of personnel in absolute terms are not so high as in the manufacture industry but resellers suffer low 
margins as the prices are very often decided by the big auto makers, leaving no room for price determination. The outcome depends 
on the scenario considered: in the soft scenario private saving and consumptions will show some resilience and could rebound quite 
quickly in the Phase 2 allowing the car market to improve.

 
Food and beverage retailers: similarly to the relative manufacture industry, this group has been exempt from shutdown and is 

still operating despite the measures of social distancing are affecting the number of daily customers. Risks of procurement and stock 
turnover in the hard scenario.

Distribution of fuel and gas products: gas service stations are experiencing a drop in revenues due to lower transportation 
activities and vehicle movements. Additionally, the price of fuel is decreasing while fixed taxes on the product remain active. 
Retailers that pay lease or rent for the gas station are more prone to experience financial difficulties as lower level of income could not 
be sufficient to cover fixed costs. Workers strikes and supply disruptions are additional source of risks.

Transporting and storage: heterogeneous group where big players and small individual businesses coexist; depending on the 
goods transported some operators are still working quite regularly while others are experiencing massive drop of business volumes. 
Companies that have important foreign routes are more exposed as border closure and controls are in place. In general lower business 
activity directly affects transportation and logistics businesses; nonetheless, the big drop in commodity prices translates into more 
affordable fuel and gas that could partially mitigate the aforementioned negative effects. It must be noted that the sample in exam 
does not include airlines.

Accommodation and food service activities: strongly related to tourism activity, this group of companies suffers from travel bans 
and, more in general, a lower propensity to travel as long as the fear of potential contagion remains high. Hotels and accommodation 
services were the first to be affected by the lockdown and will most likely be the last activities to reopen. Food delivery could help 
soften the lockdown effect but clearly at the expense of lower volumes. Key driver for this category is the new normal/future of work 
as the operators will be required to apply social distancing measure strictly at cost of lower customers per day. It is also important the 
revenge spending driver.

Information and communication: in a context of constrained movement by people, information system and telecommunication 
could somehow show relative stability in business activities due to lower correlation with the virus outbreak. E-commerce is becoming 
alternative, and in some cases, the predominant mode to generate income and the need to create websites and enable e-commerce 
is driving up the demand for the services offered by this group; additionally the possibility to activate the remote work enabled many 
companies to continue their activities. Based on this assumption, it has been considered a slightly positive impact on economic and 
financial performance for these companies in the soft and intermediate scenario. In the hard scenario, no sector is safe from the 
severe economic crisis and this group can see themselves exposed to the risk of impairments due to the high levels of intangible assets 
that characterise these companies. 

Real estate: a sample that shares some of the issues already described in the construction section. The value of real estates in a 
context of deep crisis can fall dramatically leading to devaluations in the balance sheet of the companies. Commercial real estate are 
suffering the most as they are strongly exposed to the business cycle but also private lessors could experience some rent payment 
delays and delinquencies, particularly in the intermediate and hard scenarios. 

Professional, scientific and technical activities: lockdown and social distancing is affecting all that professional activities that 
require physical presence. For this category, it is not assumed a severe revenues reduction after the lift of the lockdown. The activities 
will resume pretty much regularly but many businesses will need to enforce social distancing measures in their work environment. In 
the worst case scenario will negatively impact this group too.

Administrative and support service activities: similar assumptions as that made for the previous group although these activities 
are seen to benefit from remote work and internet services as they not always need the physical presence of the operator to offer their 
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services. In the worst case scenario will negatively impact this group too although some resilience is expected.

Tourism related supporting activities: arguably one of the most exposed sectors to COVID-19 side effects. Here the magnitude of 
revenue contraction is emphasised as more and more companies report a significant drop of travel reservations, tours and supporting 
activities. This will inevitably imply highly negative consequences on the cash flow generation and financial stability, hence on the 
general level of riskiness of the companies involved. The FY2020 will be dramatic and the consequences of the COVID will continue to 
affect this sector beyond the 12 months period and all over the Phase 3.

Others: residual group encompassing the other sectors not previously specified. For simulation purposes, average values have 
been considered in the hypotheses.

The identified key drivers have a different impact depending on the sector of the company and could imply a relevant differentiation 
in the risk profiles. The scheme below summarises the most impacted sectors for the so called “new normal” drivers:

EXHIBIT 24 – IMPACTS BY SECTOR OF THE “NEW NORMAL” DRIVERS
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Evolution of key-financial ratios

Cerved Rating Agency has assessed the impact of the soft scenario for the main economic sectors included in the considered 
portfolio, forecasting the expected average values of the following key financial ratios:

• EBITDA margin;
• EBIT interest coverage;
• Net Financial Debt on Equity.

EBITDA MARGIN
CRA has analysed the evolution of the margin levels of the companies by sector, as detailed hereinafter:

Sector Current 
EBITDA margin

Soft scenario 
EBITDA margin

Intermediate 
scenario 

EBITDA margin

Hard scenario 
EBITDA margin

Manufacturing (except the specified subcategories) 7.4% 3.1% 1.7% -8.7%

Manufacturing – Textile and clothing 6.1% 1.2% -0.3% -10.7%

Manufacturing – Pharmaceutics industries 11.2% 11.8% 11.5% 10.1%

Manufacturing – Automotive 7.5% 2.8% 1.2% -9.0%

Manufacturing – Food and beverage 5.6% 6.5% 6.0% 4.3%

Manufacturing – Fuel industry 5.9% 5.2% -4.4% -12.7%

Manufacturing – Equipment 7.3% 3.3% 2.0% -7.7%

Electricity, gas, steam and air conditioning supply 24.7% 15.9% 12.0% -0.6%

Water supply; sewerage; waste management and 
remediation activities

8.9% 8.8% 8.2% -5.3%

Construction 6.8% 1.9% 0.6% -10.4%

Wholesale and retail trade (except the specified 
subcategories)

4.4% 1.0% -1.7% -12.4%

Wholesale and retail trade – Textile and clothing 4.7% -0.4% -4.6% -12.5%

Wholesale and retail trade – Drugstores and pharmacies 5.0% 5.8% 5.3% 3.8%

Wholesale and retail trade – Automotive 2.5% -3.1% -7.4% -15.5%

Wholesale and retail trade – Food and beverage 2.8% 3.7% 3.2% 1.3%

Wholesale and retail trade – Fuel distribution 2.0% 0.8% 0.7% -0.5%

Transporting and storage 6.0% 4.8% 2.6% -1.2%

Accommodation and food service activities 10.5% 5.4% 1.4% -6.6%

Information and communication 8.5% 8.7% 0.2% -4.9%

Real Estate 40.7% 40.6% 34.5% 12.1%

Professional, scientific and technical activities 7.9% 4.3% 3.1% -6.0%

Administrative and support service activities 8.5% 4.9% 3.7% -6.0%

Tourism related supporting activities 3.5% -3.4% -11.1% -17.1%

Agriculture 8.4% 8.6% 7.3% 6.3%

Other sectors 11.6% 7.0% 0.2% -5.1%

Total 6.6% 3.6% 1.8% -7.5%

EXHIBIT 25 – EBITDA MARGIN AVERAGE VALUES BY SECTOR
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The average values of the EBITDA margins at individual level reflect the overall decrease in the operating margins due to reduced 
business volumes, also due to the lockdown. It is worth to note that the most relevant decrease regards the automotive industry and 
tourism, whose levels of margins may drop significantly even in case of soft scenario respectively from 6.1% to -3.1% and from 3.5% 
to -3.4%.

Less exposed sectors like “Agriculture” or “Water supply; sewerage; waste management and remediation activities” are expected to 
show more robust behaviour in terms of margins, as not particularly affected in this scenario.

Finally, it is even expected a margin increase for pharma industry due to the higher demand generating additional revenues, whilst 
the increase in EBITDA margin for drugstores and pharmacies would reach 5.8% from current 5.0%.

EBIT INTEREST COVERAGE
CRA has analysed the evolution of the margin levels of the companies by sector, as detailed hereinafter:

Sector
Current EBIT 

interest 
coverage

Soft scenario 
EBIT interest 

coverage

Intermediate 
scenario EBIT 

interest coverage

Hard scenario 
EBIT interest 

coverage

Manufacturing (except the specified subcategories) 5.23 2.91 1.38 -0.54

Manufacturing – Textile and clothing 4.89 1.75 -0.26 -0.55

Manufacturing – Pharmaceutics industries 10.04 14.98 11.71 0.50

Manufacturing – Automotive 5.49 0.88 0.33 -0.66

Manufacturing – Food and beverage 3.90 8.58 5.96 2.12

Manufacturing – Fuel industry 9.75 5.00 -4.04 -8.67

Manufacturing – Equipment 7.74 2.51 0.17 -0.48

Electricity, gas, steam and air conditioning supply 3.47 1.05 0.16 -0.39

Water supply; sewerage; waste management and 
remediation activities

5.10 9.86 3.53 0.09

Construction 2.64 0.68 0.33 -0.18

Wholesale and retail trade (except the specified 
subcategories)

5.43 2.07 -0.09 -0.19

Wholesale and retail trade – Textile and clothing 3.78 -0.89 -1.32 -1.41

Wholesale and retail trade – Drugstores and pharmacies 5.29 57.21 72.42 49.46

Wholesale and retail trade – Automotive 3.74 -0.85 -1.92 -2.04

Wholesale and retail trade – Food and beverage 3.55 7.75 7.30 7.02

Wholesale and retail trade – Fuel distribution 3.69 2.05 1.01 -0.22

Transporting and storage 4.58 4.07 0.60 -0.05

Accommodation and food service activities 2.70 1.70 0.20 -0.07

Information and communication 3.91 3.14 2.23 -0.84

Real Estate 2.09 -0.06 -0.11 -0.16

Professional, scientific and technical activities 6.60 3.60 1.86 -0.62

Administrative and support service activities 5.14 3.97 2.85 -0.19

Tourism related supporting activities 3.87 -0.05 -0.36 -0.80

Agriculture 1.47 3.35 0.21 0.11

Other sectors 3.74 0.40 0.27 -0.04

Total 3.82 1.66 0.24 -0.30

EXHIBIT 26 – EBIT INTEREST COVERAGE AVERAGE VALUES BY SECTOR
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Due to a general decrease of margin levels and increase of interests, the ratio EBIT interest coverage generally shows companies’ 
minor capacity to guarantee regular debt service, as detailed in the exhibit above. It may be observed that the most outstanding 
impact regards sectors already showing lower levels of EBIT interest coverage ratio. With the exception of pharmaceutical sectors and 
other more countercyclical as for instance “Agriculture” and “Manufacturing – Food and beverage”, all the other industries will show a 
considerable decrease of EBIT / Interest coverage ratio. In many cases the EBIT turns negative, affecting profitability and posing further 
risk to the possibility to perform sound business continuity and, consequently, weakening companies’ debt service capacity.

NFD / EQUITY
CRA has analysed the evolution of the margin levels of the companies by sector, as detailed hereinafter:

Sector Current NFD / 
Equity

Soft scenario 
NFD / Equity

Intermediate 
scenario NFD / 

Equity

Hard scenario 
NFD / Equity

Manufacturing (except the specified subcategories) 0.75 1.03 1.09 1.14

Manufacturing – Textile and clothing 0.72 1.05 1.24 1.96

Manufacturing – Pharmaceutics industries 0.39 0.25 0.26 0.32

Manufacturing – Automotive 0.53 0.75 0.83 1.47

Manufacturing – Food and beverage 1.06 0.84 0.86 0.96

Manufacturing – Fuel industry 0.18 0.28 0.24 0.28

Manufacturing – Equipment 0.40 0.63 0.74 1.17

Electricity, gas, steam and air conditioning supply 0.46 0.52 0.62 0.15

Water supply; sewerage; waste management and 
remediation activities

0.53 0.59 0.61 1.07

Construction 0.91 1.50 1.60 3.17

Wholesale and retail trade (except the specified 
subcategories)

0.89 1.30 1.52 2.35

Wholesale and retail trade – Textile and clothing 0.93 1.56 2.00 3.56

Wholesale and retail trade – Drugstores and pharmacies 0.63 0.40 0.40 0.45

Wholesale and retail trade – Automotive 1.16 1.97 2.53 4.25

Wholesale and retail trade – Food and beverage 0.92 0.68 0.70 0.82

Wholesale and retail trade – Fuel distribution 1.09 1.68 1.74 2.35

Transporting and storage 0.56 0.76 0.86 1.04

Accommodation and food service activities 0.92 1.88 2.33 2.84

Information and communication 0.39 0.46 0.58 0.92

Real Estate 0.56 0.72 1.03 11.29

Professional, scientific and technical activities 0.24 0.32 0.37 0.62

Administrative and support service activities 0.58 0.72 0.77 1.27

Tourism related supporting activities 0.46 1.17 1.68 2.60

Agriculture 1.10 0.93 1.00 1.17

Other sectors 0.43 0.68 0.84 1.11

Total 0.70 0.95 1.05 1.48

EXHIBIT 27 – NFD / EQUITY AVERAGE VALUES BY SECTOR 
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In terms of debt structure, expressed by NFD1 / Equity ratio, the soft scenario also presents a general increase of the debt levels 
for the entire portfolio, as detailed in the table above. In fact, the eased access to bank credit lines and overdraft made possible by the 
emergency economic measures translates into a higher financial leverage for companies.

The average values of the NFD / Equity for all the considered sectors reflect the overall increase in the short term debt. It is worth 
to note the increase for “Textile”, “Construction” and “Tourism related supporting activities” sectors, whose levels of debts may rise 
significantly even in case of soft scenario.

Furthermore, a slight decrease of the NFD / Equity ratio is expected for pharma industry, drugstores and pharmacies due to overall 
improvement of their economic performance, while the levels for “Agriculture” are expected to be steady.

1 Net Financial Debt = Financial Debt – Liquidity (cash and cash equivalents).
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Impacts on ratings

The simulation of the impact of the scenarios on the Cerved Rating Agency’s ratings has been performed using the observed portfolio 
consisting of almost 30.000 entities having an outstanding public rating issued by Cerved rating Agency. The sample is sufficiently 
representative of the Italian non-financial companies in terms of sectors, geographical distribution, size, legal form, economic trends 
and financial structure as well. The magnitude of the rating migrations is naturally dependent on the applied scenario and yields to 
different behaviours for different sectors according to their clustering within the portfolio.

ANALYSIS BY RATING CLASS
The following distributions denote the gradual worsening of the creditworthiness of the portfolio depending on the growth of the 

severity of the scenarios compared to the current rating classes:

A gradual shift towards the worse rating classes is expected depending on the severity of the scenarios.

ANALYSIS BY RISK AREAS
The following lines describe the drilldown of the rating classes by CRA’s risk areas.

EXHIBIT 28 – RATING DISTRIBUTIONS (CURRENT VERSUS STRESSED SCENARIOS)

Risk area Current 
distribution

Soft 
scenario 

distribution

% change 
current vs 

soft

Intermediate 
scenario 

distribution

% change 
current vs 

intermediate

Hard 
scenario 

distribution

% change 
current vs 

hard

Safety 15.23% 7.23% -8.00% 5.86% -9.38% 2.15% -13.09%

Solvency 40.29% 32.33% -7.96% 27.77% -12.52% 11.68% -28.62%

Vulnerability 37.88% 39.63% 1.76% 34.93% -2.94% 29.34% -8.54%

Risk 6.60% 20.81% 14.21% 31.44% 24.84% 56.84% 50.24%

EXHIBIT 29 – RISK AREA DISTRIBUTIONS (CURRENT VERSUS STRESSED SCENARIOS)
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The application of the scenario implies a general rise of the portfolio riskiness. More in detail, the shift in the distribution yields 
to a global increase in the worse rating classes, with a relative increase of almost 50% in the risk area in the worst scenario. Also the 
number of the best rated companies, which are still able to preserve their original creditworthiness, will decrease, i.e. only 2.1% of the 
counterparties would remain in the “Safety” area.

Stressed conditions may induce a decrease in the portions of portfolio in the investment grade: it is expected an increase of the 
speculative grade ranging from 16% to 42% depending of the severity of the scenarios. The occurrence of the hard scenarios would 
imply the presence of only 13.8% of the counterparties within the investment grade.

Risk area Current 
distribution

Soft 
scenario 

distribution

% change 
current vs 

soft

Intermediate 
scenario 

distribution

% change 
current vs 

intermediate

Hard 
scenario 

distribution

% change 
current vs 

hard

Investment 55.52% 39.56% -15.97% 33.63% -21.90% 13.82% -41.70%

Speculative 44.48% 60.44% 15.97% 66.37% 21.90% 86.18% 41.70%
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Sector Current 
average PD

Soft scenario 
average PD

Intermediate 
scenario average 

PD

Hard scenario 
average PD

Manufacturing (except the specified subcategories) 3.7% 6.4% 7.9% 13.8%

Manufacturing – Textile and clothing 4.2% 8.6% 11.3% 17.0%

Manufacturing – Pharmaceutics industries 2.5% 2.4% 3.3% 11.4%

Manufacturing – Automotive 3.7% 7.5% 9.1% 18.6%

Manufacturing – Food and beverage 3.9% 3.2% 5.6% 6.8%

Manufacturing – Fuel industry 2.3% 5.5% 6.3% 15.8%

Manufacturing – Equipment 3.2% 6.9% 8.6% 13.9%

Electricity, gas, steam and air conditioning supply 5.0% 7.7% 9.4% 15.5%

Water supply; sewerage; waste management and 
remediation activities

4.3% 4.3% 9.7% 14.8%

Construction 7.1% 12.9% 15.2% 22.0%

Wholesale and retail trade (except the specified 
subcategories)

3.9% 7.8% 9.9% 15.2%

Wholesale and retail trade – Textile and clothing 4.5% 9.3% 11.1% 17.8%

Wholesale and retail trade – Drugstores and pharmacies 3.5% 3.0% 5.4% 6.5%

Wholesale and retail trade – Automotive 3.8% 8.9% 10.7% 17.4%

Wholesale and retail trade – Food and beverage 4.6% 3.7% 6.7% 7.9%

Wholesale and retail trade – Fuel distribution 3.1% 5.8% 6.9% 13.4%

Transporting and storage 4.8% 9.2% 11.1% 17.4%

Accommodation and food service activities 6.6% 10.3% 12.1% 19.1%

Information and communication 5.1% 5.0% 8.3% 12.7%

Real Estate 6.0% 8.8% 10.3% 18.1%

Professional, scientific and technical activities 4.6% 9.4% 10.3% 16.5%

Administrative and support service activities 5.1% 9.4% 11.3% 17.1%

Tourism related supporting activities 5.8% 10.1% 10.9% 18.9%

Agriculture 5.7% 4.5% 8.9% 10.1%

Other sectors 5.3% 9.5% 10.5% 16.8%

Unlimited Partnership 4.3% 8.4% 10.5% 21.6%

Sole Proprietorship 6.7% 13.9% 16.8% 28.3%

Total 4.5% 7.7% 9.7% 15.5%

EXHIBIT 30 – PD DISTRIBUTIONS BY SECTOR (CURRENT VERSUS STRESSED SCENARIO)

ANALYSIS BY SECTOR
Cerved Rating Agency has also quantified the impact of the disease in terms of probability of default1 for each sector, inferring the 

expected default rates for the portfolio in case of occurrence of the scenarios.

1 The average default probability is calculated as mean value of the average PD assigned to each rating class.
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In general terms, it is worth to highlight how the effects of the lockdown may have a significant impact on the creditworthiness of 
the considered portfolio, denoting a relevant worsening on the sample PDs. In the soft scenario only less risky sectors like the pharma 
industries or the agriculture can effectively reduce their expected riskiness, as the effects of the lockdown are considered to be less 
impacting.

It can be observed how even in the soft scenario the lockdown measures and the sensible drop of demand for goods and services 
determine a worsening of the probability of default across almost all the sectors, but the effect is not homogeneous. In fact, the 
industries deemed as essential and not affected by the productivity shutdown might manage to even improve their probability of 
default; the clearest example regards the pharmaceutical industry that is assumed to be not affected by the production shutdown and, 
at the same time, to benefit from the increased demand for medicines and sanitisers. Positive outcome also for the food and beverage 
chain value that encompasses both the food production sector and the food wholesale/retail sector with the GDOs that benefit from 
the increased demand for essential goods at least during the first phase of the emergency. Moreover, to cope with the movement 
limitation, many GDOs are reported to have improved their grocery delivery services with the demand for this kind of services that 
skyrocketed in the biggest cities of Italy; it is the result of the new Digital Age factor as introduced and described before in this research 
and that will play an ever increasing role in businesses now on. The sector that most will benefit from this new digital impulse is the 
“Information and communication” sample that is seen to slightly improve its PD at least in the soft scenario.

The revenge spending factor is another key element that helps the reading of this output. As early mentioned, it is possible to 
imagine that also in Italy some impulsive consumption behaviour may occur after the lockdown period, but to a lesser extent than in 
China, due to the lack of tourist flows and a more relatively economically weakened middle class. It is reasonable to expect that the 
revenge spending on luxury goods and fashion items will help the economic recovery for these sectors at least in the soft scenario.

Most export driven sectors are seen to show some resilience at least in the soft scenario given the assumptions that the global 
trade will experience a strong rebound in the second half of the year and for this reason, some of the excellence Italian sectors like the 
automotive and equipment industry would somehow manage to limit the damages suffered during the first part of the year. 

The intermediate and hard scenarios see a heavy worsening of the PD’s of the portfolio with particular impact on that sectors more 
exposed to the COVID-19 crisis. It is easy to see how the worst performer sectors in the hard scenario are the construction industry, 
the accommodation and food services, tourism, real estate and the clothing-fashion retailers. A significant disruption in the worst case 
scenario is expected also for the information and communication group that, even if more resilient in the soft scenario, will experience 
important impairment losses for R&D and intangible assets. As the global trade is seen to freeze in the hard scenario, many export 
driven industries will suffer the disruption of the value chain and expensive re-shoring processes. 

The future of work section highlighted how it could be a “new normal” work organization that will affect almost all the sectors of 
the economy. In case of new waves of COVID-19 social distancing will become permanent and some professions requiring the physical 
contact will be damaged the most. If these business activities will not succeed to set up a safer way to run their business, the economic 
consequences could be harsh; for this reason the PD for “Professional, scientific and technical activities” is expected to be higher than 
the average of total sector.

The decrease of crude oil price, already heavily affected sectors like “Manufacturing – Fuel industry” and “Wholesale and retail trade 
– Fuel distribution” may cause additional issues and negative effects. As far as the retail distribution of fuel is concerned, the lack of 
habitudinal customers is only partly compensated by the increase of home delivery services in lockdown period.
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ANALYSIS BY SIZE
Beside the analysis by sector, the following table describes the evolution of the PD by size of the company:

The sizing effect has an impact on the riskiness of the considered portfolio. As already evident in the initial values, the risk levels 
of larger companies are lower than the rest of the portfolio (which also include a small portion of Unlimited Partnership and Sole 
Proprietorship). Such behaviour is confirmed across all the simulation scenarios in a proportional way. In this context, it is worth to 
notice a set of key elements:

• larger counterparties are likely to receive the major portion of the government aids addressed for the layoffs, as bigger firms 
usually absorb the highest labour force;

• it is reasonable to assume that smaller companies, typically less robust from a financial prospective, will generally suffer more 
the economic crisis especially in some sectors;

• the global increase of the riskiness in the hard scenario is more relevant and has a widespread effect across all the company 
types.

Regarding the key drivers evidenced in this paper, the following aspects can be identified:

• larger companies, although more resilient, may suffer in case they could not reshape to the so called “new normal”;
• small and medium companies, even if more affected in more severe scenarios, could have the opportunity of a better recovery 

depending on the ability of adapting to digitalisation or the willingness to readjust the productive activities to new client segments 
or new markets;

• micro companies, although severely affected by the pandemic crisis, may be keener to a faster adaptation to the future of work 
and could therefore mitigate the effects.

ANALYSIS BY GEOGRAPHICAL AREA
Beside the analysis by sector and size, the following table describes the evolution of the PD by geographical area of the company 

(place of the headquarter):

Size Current 
average PD

Soft scenario 
average PD

Intermediate 
scenario average 

PD

Hard scenario 
average PD

Large 2.0% 3.6% 3.8% 8.5%

Medium 3.2% 5.5% 6.2% 10.3%

Small 4.7% 8.6% 11.7% 17.7%

Micro 7.2% 10.7% 13.6% 21.0%

Not available (Unlimited Partnership and Sole 
Proprietorship)

5.4% 9.7% 12.4% 22.4%

Total 4.5% 7.7% 9.7% 15.5%

EXHIBIT 31 – PD DISTRIBUTIONS BY SIZE (CURRENT VERSUS STRESSED SCENARIO)

Geographical area Current 
average PD

Soft scenario 
average PD

Intermediate 
scenario average PD

Hard scenario 
average PD

North East 4.0% 6.9% 8.7% 14.2%

North West 4.4% 7.5% 9.4% 15.3%

Centre 5.2% 8.6% 11.0% 17.1%

South 5.2% 8.9% 11.3% 17.3%

Islands 6.0% 9.3% 11.9% 17.8%

Total 4.5% 7.7% 9.7% 15.5%

EXHIBIT 32 – PD DISTRIBUTIONS BY GEOGRAPHICAL AREA (CURRENT VERSUS STRESSED SCENARIO)



43

CRA – EVOLUTION AND IMPACTS OF THE COVID-19 PANDEMIC EMERGENCY ON ITALIAN NON-FINANCIAL CORPORATES

MAY 2020 SCENARIOS AND IMPACTS ON ITALIAN NON-FINANCIAL COMPANIES

The widespread of the pandemic, originally more evident in the north of Italy, is supposed to have an impact in all the regions of the 
country. The effects of defaults of the companies would imply further negative effects especially for more risky areas, as for instance 
the increase in the unemployment rates and the reduction of the gross domestic product.
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EVOLUTIONS AND HORIZONS: PHASE 3 OF THE EMERGENCY

Sinthesis of the scenarios

Looking forward, Cerved Rating Agency has shaped a further three scenarios world trying to highlight potential driver and risks 
in each outcome. The Phase 3 of the COVID-19 emergency is seen to stage beyond 12 months’ time horizon and will be discussed 
hereafter.

Even if the future of the pandemic is not clear, some assumptions and hypotheses and related impacts and risks can be figured out, 
as evidenced hereinafter.

PHASE 2 PHASE 3

1

2

3

SOFT SCENARIO QUICK REBOUND

INTERMEDIATE SCENARIO SLOW REBOUND

HARD SCENARIO ECONOMIC DEPRESSION
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Descriptions and risks

SCENARIO “QUICK REBOUND”

Description
An effective vaccine will be available at an affordable price for most of developed and emerging markets. Additionally, new medicines 

and medical devices will be found to be successful in the fight to the virus; COVID-19 positive recovery rate will increase substantially 
all over the world and as the time goes by, the virus will disappear spontaneously as happened in the past with viruses as plague, 
smallpox, Hispanic flu, etc.

Both Phase 2 soft and intermediate scenario could potentially evolve to a V-shape recovery with different time horizons. 

A classic V economic rebound will take stage and there will be no major consequences in the medium term. Critical driver for the 
rebound will be private consumption and revenge spending eased by new economic measures provided by the Government and 
Central Banks. The introduction of direct payments to householders could revamp consumer spending and add new energy to the 
economy. Particularly in case of soft and intermediate scenario where private savings could be protected from or slightly eroded by 
the crisis, the demand for non-essential/luxury goods is a potential positive factor to be considered in the Phase 3.

Risks
One of the main issues could be the excessive confidence ultimately leading to a state of euphoria on financial markets (risky assets 

to rally but valuations not justified by economic fundamentals); moreover the inflation risks due to massive monetary and fiscal easing 
policies remain on the background. Finally, as mentioned before, the phenomenon of “zombie companies” will occur due to capital 
misallocation. 

SCENARIO “SLOW REBOUND”

Description
In this outcome the discovery of an effective cure for the virus will be delayed; there is a high chance of slow rebound and 

recessions for countries that will not manage to enforce strong economic measures. Both Phase 2 intermediate and hard scenario 
could potentially evolve to a U-shape recovery with different time horizons; even though the hard scenario will be catastrophic for the 
economy, slowly the world will manage to reorganize applying sanitary proxies to the business models. This new interaction will need 
time to be enforced and become effective but eventually a new equilibrium will be found.

Risks
Geo-political tensions among states will lead to rising populisms. The economic recession will hit worldwide and a new potential 

Sovereign Debt crisis will emerges as fiscal expansive measure enforced to fight the sanitary emergency will leverage up States Balance 
Sheet; moreover higher inflation will depress consumptions.

SCENARIO “ECONOMIC DEPRESSION”

Description
Worst case scenario in which no vaccine will be found effective; the efforts in terms of human and financial capital will be titanic but 

eventually no cure will result appropriate. 

People will learn to live with the virus on seasonal basis but mortality rate will remain high all over the world and particularly 
dramatic in emerging and poorer countries. Business models will struggle to adapt to a new reality where social distance and tougher 
movement restrictions will be absolutely necessary. 

Risks
The risk of a massive economic depression all over the World similar or even worse to 29’ Crisis is strong. Geo-political tensions 

will exacerbate and the risks of a possible ItalExit and debt redenomination will be discounted by the markets. The accommodative 
measure will results in massive devaluation of currencies and episodes of hyperinflation will appear also in developed countries.

Cerved Rating Agency will strictly monitor the evolution of the COVID-19 pandemic in the next months and will consider the option 
to express a more detailed opinion on the situation.
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Details on the macroeconomic framework

WORLD

American labour market
Overall the U.S. economy shed over 20 million nonfarm jobs in April, the biggest monthly drop ever, vividly illustrating the economic 

devastation caused by the pandemic; unemployment rate jumped to 14.7%, a post war high, from 4.4% of March.

Financial Markets
The impressive market reaction to COVID-19 is testified by the fact that the SP500 set a record high on 19/02/2020 (3393) when the 

number of COVID-19 cases worldwide were 75 204 of which 99% located in China; on 23/03/2020 the SP500 Index recorded its fastest-
ever Bear Market dropping 34% from February peak. A bear market is usually defined as a 20% decrease in prices; S&P 500 took just 
16 trading sessions to close down 20%.

If the first quarter 2020 was the worst quarter from 1987 for the American indexes, on April the Dow Jones and S&P 500 posted their 
best month since 1987, climbing 12% and 11%.

 Source: Spring 2020 EU Economic Forecast

EXHIBIT 33 – SP 500 BEAR MARKETS COMPARISON

Source: Investing.com
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ITALY

Italian macroeconomics figures
Looking closely to the numbers for the Italian economy forecasted by the European Commission it is clear how bad the COVID-19 

will affect the country. The drop of the Italian GDP is second worst in all the EURO Area and, as already noted, the rebound forecasted 
in 2021 will be robust but not sufficient to regain the previous levels. The significant deterioration of demand and the low crude oil 
prices will shape a disinflationary environment in 2020 all across Europe and Italy makes no exception. The unemployment rate is 
seen to increase and to remain firmly above the EURO Area average also in 2021. A critical aspect regards the public balance and the 
public debt; the emergency will require a substantial drift from the previous budget with inevitable increase of the gross public debt 
that is seen to reach 158.9% of GDP.

Leverage and composition for debt maturity for Italian companies
In a comparison with the great financial crisis it can be seen that Italian companies lowered their financial leverage giving them 

more room for new debt. Indeed, businesses face the current crisis with a more balanced financial structure. Overall the financial 
leverage decreased by 10% but large differences remain among industries. The debt composition shows also a greater incidence of 
long term debt over short term debt. 

 

Italy forecasts 2019 2020 2021

GDP growth (% YoY) 0.3 -9.5 6.5

Inflation (% YoY) 0.6 -0.3 0.7

Unemployment (%) 10 11.8 10.7

Public budget balance (% of GDP) -1.6 -11.1 -5.6

Gross public debt (% of GDP) 134.8 158.9 153.6

Current account balance (% of GDP) 3 3.4 3.3

EXHIBIT 34 – EUROPEAN ECONOMIC FORECAST ITALY

Source: Investing.com

Source: Cerved and Bank of Italy

EXHIBIT 35 – DEBT COMPOSITION OF ITALIAN COMPANIES (2007 VS. 2018) %
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The economic measures anti COVID-19
The economic measures taken by the Italian Government to face the COVID-19 emergency are aimed to target four branches. 

Throughout a set of decrees1 the Italian Government is keen to provide support to public health system, families and businesses. 
Hereafter it is represented a summary of the main features of the decrees.

 

1 “Decreto legge” n.23 of 8th April 2020, “Decreto legge” n.19 of 25th March 2020, “Decreto attuativo sul Fondo di solidarietà per i mutui sulla prima casa” of 25th March 2020, “Decreto 
legge” n.18 of 17th March 2020.

PUBLIC HEALTH LABOUR MARKET LIQUIDITY MEASURES FISCAL MEASURES

1.65 billion Euro to refinance 
the National Emergency 
Fund.

A plan to hire up to 20,000 
health personnel for the 
national health system.

The allocation of resources 
for overtime health workforce 
has been increased by 250 
million Euros.

The increase of intensive care 
beds and in the pulmonology 
and infectious diseases units 
while private structures must 
make available the medical 
staff on duty, the premises 
and their equipment (for 
a total cost of 400 million 
Euros).

The tax effects of the sales of 
compassionate drugs were 
neutralized, equalizing the 
sale of these drugs to their 
destruction for VAT purposes.

A tax credit of 50% of the 
costs incurred for the 
sanitation of workplaces is 
introduced, with a ceiling 
for the benefit of 20k Eur. 
A similar tax credit is also 
introduced for expenses 
relating to the purchase 
of personal protective 
equipment (such as, for 
example, surgical masks, Ffp2 
and Ffp3, gloves, protective 
visors and protective 
glasses, protective suits and 
shoes), or all purchase and 
installation of other safety 
devices designed to protect 
workers from accidental 
exposure to biological agents 
or to guarantee interpersonal 
safety distances (such as, 
for example, barriers and 
protective panels).

Up to 10 billion Euro to sustain 
the occupation and income; more 
specifically: 4 billion Euro for “Cassa 
integrazione in deroga” (i.e. wage 
guarantee fund) extended for the 
entire national territory, for all 
employees, of all production sectors. 

Employers, even companies with 
fewer than 5 employees, who 
suspend or reduce their business 
following the COVID-19 emergency 
can apply for this measure for a 
maximum duration of 9 weeks.

The ABI has signed an agreement 
with INPS and trade union 
organizations that allows workers 
suspended from work due to the 
Covid-19 emergency to receive the 
wage guarantee fund in advance 
600 Euro bonus for self-employed 
workers and VAT numbers. 

The compensation goes to an 
audience of almost 5 million people.
The institution of the ‘Fund of last 
resort income’, worth 300 million 
Euros to support professional 
lawyers and others excluded from 
the compensation of 600 euros, for 
a total of 500,000 people. Layoff 
procedures have been suspended.

Incentives and contributions for 
sanitation and safety at work
Workers with a gross annual income 
of up to 40k Euro who perform their 
work in the workplace (not in smart 
working) in March are granted an 
incentive of Euro 100 (in proportion 
to the number of days worked).

Provisions in support of working 
parents, following the suspension of 
the school service: with an allocation 
of approximately 1.3 billion, parental 
leave is provided for 15 additional 
days to 50% of the remuneration 
treatment or, alternatively, 600 euro 
voucher.

Loan moratorium
The micro, small and medium-
sized enterprises (SMEs), 
professionals and sole 
proprietorships based in Italy 
and not classified as financially 
distressed will benefit from 
an extraordinary moratorium 
on an overall loan volume 
estimated at around 220 
billion Eur. Until 30 September, 
lines of credit, overdrafts and 
instalments due to expire are 
frozen. On these exposures 
there is a partial guarantee, 
free of charge, from the PMI 
fund.
SACE Guarantees
Duration up to 6 years to 
guarantee 100% of new loans 
not exceeding 25k Eur. 100% 
of new loans up to 800k Euro 
(90% from Ministry; 10% 
Confidi) and 90% of corporate 
loans up to 5M Euro. Moreover 
Italy’s state lender Cassa 
Depositi e Prestiti and SACE will 
provide additional guarantees 
up to 200billion Euro to 
support the export.

Solidarity Fund for mortgages 
for the purchase of the first 
home: the operations of the 
so-called Gasparrini fund have 
been expanded which allows 
the holders of a mortgage 
contract for the purchase of 
the first home, who are in 
specific situations of temporary 
difficulty, to benefit from the 
suspension of the payment of 
instalments up to 18 months.

Suspension, without limits of Revenues, 
for sectors most affected by the 
crisis, payments of contributions and 
withholdings for employees of March 
and April are suspended. The payments 
resume in a single solution by May 
31, 2020, or by instalments up to a 
maximum of 5 monthly instalments 
of the same amount starting from 
May 2020. The sectors concerned are: 
tourism-hotel, spa, passenger transport, 
restaurants and bars, entertainments 
(cinemas, theatres), sports, education, 
amusement parks, events (fairs / 
conferences), game rooms and betting 
centres.

Suspension of VAT payments for the 
months of April and May for taxpayers in 
the 5 most affected provinces (Bergamo, 
Brescia, Cremona, Lodi and Piacenza) 
on the sole condition that they have 
suffered a decrease in turnover or fees 
of at least 33 percent in the March 2020 
compared to the same month of the 
previous tax period and in April 2020 
compared to the same month of the 
previous tax period.

The suspended payments are made, 
without the application of penalties 
and interest, in a single solution by 30 
June 2020 or by payment in instalments 
up to a maximum of 5 equal monthly 
instalments starting from the same 
month of June 2020.

Sanitation: a tax credit of 50% of the 
costs incurred for sanitising workplaces 
is introduced, with a ceiling for the 
benefit of 20 thousand euros. A 
similar tax credit is also introduced for 
expenses relating to the purchase of 
personal protective equipment or all 
purchase and installation of other safety 
devices designed to protect workers 
from accidental exposure to biological 
agents or to ensure interpersonal safety 
distances. The deadline for sending 
the pre-filled tax declaration has been 
postponed from 23 July to 30 September 
2020.

EXHIBIT 36 – MEASURES ADOPTED BY THE ITALIAN GOVERNMENT

Source: Ministry of Economy and Finance 
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Cerved Rating Agency has analysed the corrective measures in response to the crisis put in place by the Italian Government. These 
measures, adopted starting from March 2020, mainly aim at:

• reducing the risks of the contagion through lockdown measures;
• providing companies with incentives for the adoption of medical tools and procedures;
• amplifying the possibility to rely on the Sovereign Guarantees for loans;
• granting special conditions (i.e. low interest rates and easier access) to bank loans and mortgages for the impacted companies;
• reducing the fiscal charge for the impacted companies;
• sustain the employment .

It is worth to note that in its simulation Cerved Rating Agency has considered the possibility that the companies may have a 
differentiated access to these aids depending on the scenario severity, also considering the possible delays in the implementation and 
effective availability of these measures.
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Cerved Rating Agency rating scale

The rating of Cerved Rating Agency is expressed on an alphanumeric scale of 13 degrees, sorted by 4 macro areas (safety, solvency, 
vulnerability and risk). The rating classes denomination allows to clearly identify risk homogeneous macro areas.

EXHIBIT 37 – CERVED RATING AGENCY RATING SCALE FOR CORPORATE NON-FINANCIAL CORPORATES
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