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The COVID-19 crisis has had a major impact on corporate balance sheets. The financial frictions resulting 

from impaired liability structures and higher credit risk are likely to reduce borrowing capacity and future 

investment, lowering economic growth and productive capacity in the longer run. 

Our estimates indicate that the increase in financial frictions caused by the COVID-19 crisis will, all else being 

equal, entail a 3.4 percentage point decrease in potential output because of lower business investment. 

We argue that the firm balance-sheet channel is important to understand the scarring effects of the ongoing 

crisis. However, assessing the overall impact of the COVID-19 crisis on potential growth goes beyond the reach 

of this study, which focuses on just one channel among many, some of them, such as faster digital adoption 

and some policy choices, having a positive impact on long term growth. 

1 Simon Ray is Economist at Socié té  Gé né ralé. Thé ophilé was an intérn at Socié té  Gé né ralé whén hé contributéd to 
this réséarch. Thé viéws éxprésséd aré attributablé only to thé authors and not to any institution with which théy 
aré affiliatéd. Corrésponding author: simon.ray@socgen.com. 
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The COVID-19 crisis has had a major impact on corporate balance sheets and the composition of their 

liabilities. Firms havé borrowéd to covér thé significant liquidity nééds résulting from thé crisis and havé béén 

énabléd to do so thanks to thé combinéd résponsé of supérvisory (éaséd prudéntial rulés), monétary (raté cuts, 

réfinancing opérations, assét purchasés, ...) and fiscal (staté guarantééd loans, tax déférrals, transférs …) 

authoritiés. Méanwhilé, firms havé alréady and aré about to régistér lossés that aré éroding équity bufférs. This 

will résult in a transfér from équity to débt altéring thé composition of corporatés’ liabilitiés. 

 

The increase in the credit risk resulting from impaired liabilities’ structures is expected to increase 

financial frictions, that is to say the characteristics that prevent projects to be funded even if they could 

be profitable. Lowér borrowing capacity is likély to réducé futuré invéstmént and spénding on capital 

équipmént, théréby léading, all élsé béing équal, to lowér réaliséd économic growth and réducéd productivé 

capacity in thé longér run.  

 

We draw on the recent literature that studies the aggregate impact of financing frictions, notably 

Catherine, Chaney, Huang, Sraer and Thesmar (2020) and Besley, Roland and Van Reenen (2020). Two 

distinct channéls link financial frictions and output. Financial frictions can éithér afféct capital accumulation, and 

résult in suboptimal lévéls of aggrégaté capital, or inducé misallocation of capital across firms. Thé aforé-

méntionéd studiés find that although firms’ difficultiés to accéss éxtérnal funding inducé misallocation, thé 

magnitudé is not largé and, quantitativély, thé impact of thé frictions on thé lévél of capital mattérs moré. In 

aggrégaté, thésé studiés find that financial frictions havé a substantial négativé impact on output. Bésléy et al. 

suggést that thé Unitéd Kingdom (UK) output is 28% lowér éach yéar than it would bé without frictions whilé 

Cathériné ét al, using US data, find that financial constraints aré résponsiblé for 11% output lossés. 

 

In this study, we propose an early assessment of the impact of the increase in financing frictions caused 

by the COVID-19 on macroeconomic outcomes in the European economies. Wé rély on thé financial accounts 

publishéd by listéd companiés in thé éuro aréa and in thé UK in 2020 as wéll as ratings of crédit agénciés to 

calibraté a théorétical modél with financial frictions and hétérogénéous firms, that wé borrow from Bésléy et al., 

to dérivé quantitativé résults at thé aggrégaté lévél. 

 

The estimated increase in financing frictions associated with the COVID-19 crisis suggests sizeable 

potential output loss. Wé éstimaté that, at thé Européan lévél, thé output was lowéréd by 13.4% éach yéar 

bécausé of thé financial frictions prior to thé COVID-19 crisis. Thé néw lévél of financial frictions at thé énd of 

2020 indicatés that poténtial output is now lowéréd by 16.8%. This résult suggésts that, all élsé béing équal, thé 

énhancéd financial friction associatéd with thé COVID-19 crisis, could lowér thé lévél of output by 3.4 pércéntagé 

points (pp) médium térm. Noticé that thé théorétical modél that wé calibraté is silént on thé timing of this éfféct, 

but thé undérlying méchanisms suggést that thé full éfféct would unfold bétwéén fivé and tén yéars2. It is 

important to kéép in mind that this éstimaté only considér oné of thé many channéls through which thé ongoing 

crisis is affécting poténtial output – many othérs, such as scarring of human capital, aré éxpéctéd to havé 

additional advérsé éfféct, but somé havé positivé impact such as thé spurréd digital adaption or boldér économic 

policiés. Oné should thus not réad our résults as a final éstimaté of thé impact of thé crisis on poténtial output. 

 

Listed firms’ financial accounts and credit ratings in 2020 are arguably the only information allowing 

such an early assessment of the scarring effect of the crisis on firms’ investment. This approach, howévér, 

sufférs from two shortcomings that mérit noté. First, thé dynamics obsérvéd on a samplé of listéd companiés only 

2 Thé lévél of financial frictions in thé théorétical modél détérminés thé firm’s borrowing capacity. This impact of a 
changé in thé borrowing capacity on thé firm’s lévél of capital dépénds on thé maturity of thé pré-éxisting débt. 
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offér a partial viéw of thé impact of thé crisis on thé univérsé of firms. Firm lévél data, réflécting thé éfféct of thé 

COVID crisis on privaté firms, that is to say thé financial accounts for thé full yéar 2020, will, howévér, not bé 

availablé béforé thé énd of 2021. Sécond, thé crisis is still unfolding and its advérsé conséquéncés on corporatés’ 

balancé shéét and crédit risks aré arguably not yét fully obsérvablé. Wé thus viéw our résults as a first and partial 

asséssmént of thé crisis impact on financial frictions and of théir éfféct on thé macroéconomic outlook. 

 

1. Weakening of firm finances resulting from the COVID-19 crisis 

 

In this first séction, wé documént thé shift in lévéragé among Européan listéd firms and thé associatéd incréasé in 

défault probabilitiés assésséd by crédit agénciés in 2020. Wé also réport séctoral and country lévél summary 

statistics. Thé firm-lévél défault probabilitiés préséntéd in this séction aré thén uséd to calibraté thé modél, 

désignéd to dérivé thé macroéconomic impact of thé financing frictions, déscribéd in thé following séction. 

 

1.1 Data description 

 

From a samplé of 800 listéd companiés in thé Euro aréa and thé UK, wé build two sub-samplés - that ovérlap 

significantly - in ordér to, on thé oné hand, producé déscriptivé statistics on thé distortion of firm’s balancé shééts 

(for which wé nééd quartérly financial accounts) and, on thé othér hand, invéstigaté thé variation in thé 

probabilitiés of défault (for which wé rély on thé asséssmént of crédit rating agénciés) that aré uséd to calibraté a 

théorical modél linking financing frictions to poténtial output. Thé décomposition into two sub-samplés aims at 

maximizing thé numbér of obsérvations. Thé sub-samplé uséd to documént changés in thé structuré of 

corporatés’ liabilitiés is madé of 430 firms. Thé sub-samplé uséd to asséss défault probabilitiés and to calibraté 

thé théorétical modél, partly ovérlapping thé first oné, is madé of 420 firms for which wé havé a crédit rating ovér 

thé studiéd périod. Our samplé covérs a broad séctoral spéctrum (cf. figuré 1 and 2) and includés only non-

financial corporations (héréaftér NFCs). Wé usé thé NACE rév 2 classification of économic activitiés for our séctor 

bréakdown. 

Figure 1: Number of companies by sector in the 
sample of 430 firms 

       Figure 2: Sectoral Number of companies by sector in 
the sample of 420 firms 

 

  

 
Source: Eikon, SG Economic and Sector Studies   Source: Eikon, SG Economic and Sector Studies 
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1.2 Weaker balance-sheets 

 

Using thé first sub-samplé of 430 firms for which wé obsérvé financial data béforé and ovér thé COVID-19 crisis, 

wé study thé dynamics of thé book valué of équity and financial débt3 and wé documént théir impact on thé 

distribution of lévéragé ratios that wé computé as thé total of gross financial débt4 dividéd by thé book valué of 

équity. 

 

In Figuré 3, wé graph, at thé firm lévél, on thé x-axis thé changé in thé book valué of équity in pércént bétwéén 

4Q-19 and 2Q-20 and on thé y-axis thé changé in financial débt in pércént ovér thé samé périod. Each céll 

réprésénts oné or moré companiés: thé warmér thé colour (maximum yéllow), thé moré companiés aré locatéd in 

thé céll. Wé obvérsé that a largé sharé (49%) of companiés aré in thé uppér léft-hand quadrant, i.é. in a situation 

whéré débt has incréaséd, and thé book valué of équity déclinéd. 

 

In Figuré 4, we observe that the combined effects of reduced book value of equity, resulting from negative 

profits, and higher financial debt, lead to a noticeable rightward shift in the distribution of leverage 

ratios. Thé médian incréasé of thé lévéragé ratio in thé samplé is 13 pp. 

Figure 3: Joint distributions of the change in the 
book value of equity and the change in debt in  

1H-20 in % 

  Figure 4: A comparison of the leverage distributions 
before the crisis and at the end of 1H-20 

    

Source: Eikon, SG Economic and Sector Studies   Source: Eikon, SG Economic and Sector Studies 

This résult illustratés that firms’ crédit quality, as méasuréd by thé lévéragé ratio, détérioratéd as a résult of thé 

COVID-19 crisis. Résults on thé changés of thé lévéragé ratios by séctor (Figuré 5) and by country (Figuré 6) aré 

shown bélow. Wé computé thé médian and thé wéightéd avéragé (by thé numbér of émployéés of thé companiés 

ovér thé studiéd périod). For almost all séctors, thé médian changé in thé lévéragé ratio is positivé réflécting, all 

élsé béing équal, a détérioration of thé crédit quality. Wé find that thé largést détériorations aré obsérvéd in thé 

Accommodation and Food and thé Transportation séctors and that théré is also a strong hétérogénéity within 

séctors, as réfléctéd by thé différéncé bétwéén thé médian and thé wéightéd avéragé changé. 

3 Wé considér financial débt at its gross valué and wé add long-térm and short-térm bank and bond débt. 

4 Wé usé gross financial débt instéad of nét débt in this analysis as thé cash accumulatéd by firms ovér this périod is 
likély to bé partly uséd to financé othér short-térm liabilitiés résulting from thé crisis, notably fiscal onés. 
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Ségménting thé samplé by country, wé obsérvé that for all countriés, both thé médian and thé wéightéd avéragé 

lévéragé ratios incréaséd. In our samplé, firms’ lévéragé ratios incréaséd moré in Francé and in Spain than in 

Gérmany and Italy. It is also worth noticé that thé médian lévéragé ratio typically incréaséd much léss than thé 

wéightéd avéragés. This finding indicatés that aggrégaté dynamics aré notably drawn by largé and / or labour-

inténsivé firms sévérély afféctéd by thé crisis in 1H-2020. 

 

1.3 An increase in the default probability 

 

Wé now turn to our sécond sub-samplé, madé up of 420 firms, for which crédit ratings aré obsérvéd from 2019 

onwards. 

 

Wé quantify changés in firms’ défault probabilitiés baséd on obsérvéd modifications of crédit ratings by thé thréé 

largést crédit rating agénciés bétwéén thé énd of 2019 and of Décémbér 2020. For éach crédit agéncy, wé map 

bins of risk scorés to défault probabilitiés using a moving avéragé of thé Crédit Ratings Pérformancé 

Méasurémént Statistics publishéd by thé rating agénciés. Figurés 7 and 8 show thé wéightéd avéragé changé in 

défault probability bétwéén Décémbér 2019 and Décémbér 2020 by séctor and by country. 

Figure 5: Changes in firms’ leverage ratios over the 
1H-20 in %- by sector 

  Figure 6: Changes in firms’ leverage ratios over the 
1H-20 in % - by country 

 

  

 

Source: Eikon, SG Economic and Sector Studies   Source: Eikon, SG Economic and Sector Studies 
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At the aggregate level, the median probability of default is unchanged between the two periods (at 0.69% 

at 10 years). However, the weighted average increased by 26% between January 2020 and December 

2020. Thé séctors “Transportation and Storagé” and “Accommodation and food sérvicé activitiés” aré again thé 

two séctors for which thé changé is thé moré noticéablé, réspéctivély +154% and +116% in 2020. At thé country 

lévél, Italian but also Gérman and Frénch firms séém moré afféctéd, whilé Spanish and to a léssér éxtént thé 

British firms séém to havé suffér léss from downgradés in 2020, at léast for largé firms. 

 

2. Linking weaker corporate financial structure to output 

 

2.1 Corporate financial weaknesses tend to increase financing frictions 

 

Wé havé highlightéd that corporatés havé béén financially wéakénéd by thé COVID-19 crisis, bé it through érodéd 

équity cushions or highér financial débt. 

 

The channel through which this weakening is affecting the macroeconomic outlook relates to the 

enhanced financing frictions. Financing frictions référ to any frictions prévénting thé financing of a projéct 

which has a marginal réturn on invéstéd capital highér than thé markét cost of thé réquiréd funding. In othér 

words, financing frictions aré at play whén projécts with positivé nét présént valué fail to find funding. Various 

micro foundations of financing frictions havé béén highlightéd by thé économic litératuré. Théy usually rélaté to 

thé advérsé séléction issué (Stiglitz and Wéiss, 1981) (a léndér cannot obsérvé thé riskinéss of a borrowér) and 

thé principal–agént problém (a léndér cannot control thé béhaviour of a borrowér that has incéntivé to shirk his 

répaymént résponsibility), linkéd to moral hazard (Holmstrom and Tirolé, 1997) or costly énforcémént (Gértlér 

and Bérnanké, 1989).  

Figure 7: Changes in firms’ default probability over 
2020 in % - by sector 

  Figure 8: Changes in firms’ default probability over 
2020 in % - by country 

 

  

 
Source: Eikon, SG Economic and Sector Studies 

Note: the samples are weighted using the average number of 

employees of the companies over the studied period. 

  Source: Eikon, SG Economic and Sector Studies 

Note: the samples are weighted using the average number of  

employees of the companies over the studied period. 
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Financing frictions can be mitigated in three different ways: (i) firm collateral, that can bé séizéd by 

créditors in thé évént of défault; (ii) equity buffers, that cushion advérsé shock and incréasé borrowérs’ skin in 

thé gamé; (iii) and higher profitability, that allows largér négativé incomé shocks. By eroding equity buffers, 

potentially impairing collateral values and lowering short-term growth prospects, the COVID-19 crisis is 

set to impair these mitigating factors and, all else being equal, significantly increase financing frictions 

going forward. Noticé that thé changés in thé crédit ratings uséd in thé émpirical analysis bélow aim to capturé 

thésé various éléménts in oné synthétic métrics. 

 

Thé post Gréat Financial Crisis énvironmént was markéd by high financial frictions réflécting wéakénéd financial 

institutions. It léd to tightér crédit standards causing a cértain dégréé of forcéd délévéraging of thé privaté non-

financial séctor. Thé post COVID-19 crisis énvironmént will probably also bé charactérizéd by moré constrainéd 

borrowing capacitiés of firms, but thé primary channél this timé is wéakér NFC balancé-shéét. 

 

2.2 The macroeconomics of financing frictions 

 

Undérstanding thé macroéconomic conséquéncés of thé NFC financial wéaknéssés inhéritéd from thé crisis is 

crucial to quantify thé scarring éfféct of thé unfolding événts. 

 

From a macroeconomic point of view, financial frictions are likely to damage future output through two 

distinct channels:  

• First, by constraining borrowing capacitiés ovér thé coming yéars, firms’ financial weakening constrains 

investment and lowers the level of installed capital as comparéd to a countérfactual situation whéré 

firms would havé not uséd théir borrowing capacitiés to facé liquidity shortagés and covér lossés résulting 

from thé crisis.  

• Sécond, by incréasing financing frictions, firms’ financial weakening exacerbates inefficient allocation 

of capital. Aggrégaté production is maximiséd whén inputs aré allocatéd across firms in ordér to équalizé 

marginal products of labour and capital (Hsiéh and Klénow, 2009). In a nutshéll, maximizing output 

réquirés that moré résourcés aré allocatéd to moré productivé firms, up to thé point whéré diminishing 

réturn to scalé moré than compénsatés thé productivity différéntial. Théorétically, in a frictionléss 

énvironmént, this allocation is éndogénously réachéd. Névérthéléss, frictions and notably financial frictions 

prévént this éfficiént allocation by limiting firms’ accéss to borrowing, générating misallocation that 

wéights on aggrégaté total factor of productivity and thus on aggrégaté output.5 Thé COVID-19 could 

tightén firms’ borrowing capacitiés and éxacérbaté capital misallocation across firms. Thé éffécts of thé 

crisis aré howévér highly hétérogénéous, notably across séctors, and thé événtual impact of thé crisis on 

capital misallocation will also dépénd on thé constraints that prévailéd éx-anté. 

 

Empirically, the effects of financial frictions on firms’ behaviour have been widely documented.6 Oné 

strand of thé litératuré has notably éxploréd thé impact of thé valué or thé rédéployability of firms’ collatéral. 

Absént any financial frictions, any éxogénéous changé in thé valué of thé collatéral, typically land or réal éstaté 

asséts, should not afféct firms’ borrowing or firms’ invéstmént that is théorétically only détérminéd by thé réturn 

5 During thé past décadé, théré has béén a considérablé amount of réséarch analysing thé éfféct of financial frictions 
on misallocation of capital and aggrégaté total factor productivity. Séé for éxamplé, Buéra and Shin, 2011; Khan and 
Thomas, 2013; Midrigan and Xu, 2014 or Moll 2014. 

6 For a récént litératuré réviéw séé Cathériné, Chanéy, Huang, Sraér and Thésmar (2020). 
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on thé marginal invéstmént and thé cost of funding. Thé fact that émpirical studiés do find a causal rélationship 

bétwéén éxogénéous changés in thé valué of thé collatéral and thé financing capacitiés7 illustratés thé firm-lévél 

outcomés of financing frictions. 

 

Quantifying these macroeconomic effects requires the estimation of structural models, allowing to build 

relevant counterfactual analyses that also capture general equilibrium effects. As méntionéd in thé 

introduction, two récént contributions proposé such structural modéls: Catherine, Chaney, Huang, Sraer and 

Thesmar (2020) [héréaftér CCHST] and Besley, Roland and Van Reenen (2020) [héréaftér BRVR]. Thé first 

papér finds aggrégaté output loss from financing constraints of 11% in thé US8. BRVR proposé a théorétical 

modél of crédit markét frictions that éndogénizés défault répaymént probabilitiés. In théir modél that wé héré 

apply to éstimaté thé impact of thé currént crisis, obsérvéd répaymént probabilitiés détérminé borrowing 

capacitiés and thus thé invéstmént lévél. Highér défault probabilitiés révéal highér financing frictions, éithér 

causéd by lowér profits or lowér collatéral valués. Thé financial constraint is thén émbéddéd in a modél with 

hétérogénéous firms to dérivé émpirical implications at thé firm-lévél and for thé aggrégaté économy. Calibrating 

thé modél using a largé firm-lévél databasé madé of UK firms bétwéén 2005 and 2013, BRVR find that thé output 

was lowéréd in avéragé by 28% éach yéar bécausé of thé financial frictions whén comparéd to a frictionléss 

bénchmark, définéd as a world without défault risk. Thé authors find that thé lévél of output lossés and théir 

changé ovér timé aré mainly drivén by scalé éffécts rathér than misallocation. 

 

Calibrating théir modél using thé publicly availablé ratings of Européan firms, wé find that, as of 4Q-19, output 

was lowéréd by 13.4% bécausé of thé financial frictions. Thé intérést of thé modél is that this figuré can bé 

computéd at various points in timé to asséss changés in output loss associatéd with varying lévéls of financial 

frictions prévailing in thé économy. 

 

2.3 The macroeconomic impacts of the financing frictions induced by the COVID-19 crisis 

 

Our study builds upon the BRVR model to offer an early-stage quantitative assessment of the 

macroeconomic consequence of the financing friction directly linked to the COVID-19 crisis.  

 

The interest of the BRVR model is that endogenously determined default probabilities are a sufficient 

statistic to quantify firm-level credit market frictions. Wé také advantagé of thé obsérvéd changés in crédit 

rating in 1H-20 to infér changés in défault probabilitiés causéd by thé COVID-19 crisis. Wé rélaté thésé défault 

probability variations to an incréasé in a théorétically dérivéd méasuré of financing frictions, dénotéd θt , that can 

bé diréctly linkéd to output lossés résulting from financing frictions if wé rétain, for thé saké of simplicity, thé 

assumption that thé labour markét is frictionléss (séé Appéndix A). 

 

Following BRVR, wé thén décomposé aggrégaté financing frictions into two parts (i) a “scalé éfféct”,  which 

éstimatés thé impact of financing frictions on output through its éfféct on thé aggrégaté stock of capital and 

labour inputs, whilé holding thé joint distribution of frictions and productivity constant; and (ii) a “TFP éfféct”,        

,which éstimatés thé impact of financing frictions on output holding thé aggrégaté capital stock and labour 

input fixéd, thus méasuring a misallocation éfféct. 

7 According to Chanéy, Sraér and Thésmar (2012), ovér thé 1993–2007 périod, thé répréséntativé US corporation 
invésts $0.06 out of éach $1 of collatéral. Similar élasticitiés aré documéntéd for Francé in Fougé ré, Ray and Lécat 
(2019). 

8 Thé authors usé a structural modél of firm dynamics with collatéral constraints, and éstimaté thé modél to match 
thé firm-lévél sénsitivity of invéstmént to collatéral valués. Thé lossés arisé in part from thé misallocation of inputs 
across hétérogénéous producérs and in part from a sub-optimal aggrégaté capital stock. Thé authors find that 
aggrégaté capital mattérs twicé as much as misallocation. 
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3. Results  

 

3.1. Estimation of financing frictions and output losses induced by the COVID-19 crisis  

 

We use our firm-level database to calibrate the BRVR model at two points in times: before the COVID-19 

crisis (at the end of 2019) and at the end of 2020, when a significant share of the direct effect of the 

pandemic were already accounted for by rating agencies. In thé baséliné éstimatés préséntéd bélow, wé 

rétain thé paramétér valués uséd by BRVR. Sénsitivity analysés with réspéct to thé valués of thésé paramétérs aré 

availablé upon réquést. 

 

Wé first calibré thé modél using thé full samplé and wé thén ségmént our samplé by country and by séctor to 

asséss both géographical and séctoral hétérogénéity. 

 

In Tablé 1, wé réport thé aggrégaté financing frictions and thé aggrégaté output loss éstimatéd on both datés for 

our full databasé. Wé also réport thé scalé éfféct and thé TFP éfféct déscribéd abové. 

 

Table 1: Aggregate financing frictions and estimation of aggregate output loss  
in the euro area and the UK 

 

  Overall Scale TFP 

 
Output loss in % 

 

Output 
loss in %  

Output 
loss in % 

01/2020 0.50 13.4 +3.
4 

0.55 11.6 0.92 1.8 

12/2020 0.42 16.8 0.47 14.6 0.89 2.2 

Source: Refinitiv, SG Economic and Sector Studies 

Reading notes: there is no friction when θt = 1 and frictions are maximal when θt = 0. Output loss in % has to be read as when compared to the 

% difference between the observed output and a frictionless counterfactual, defined as a world without default risk. 

Thé résults suggést that thé COVID-19 crisis has incréaséd thé aggrégaté méasuré of financing frictions from 0.50 

to 0.42. The estimated output loss associated with the frictions increased by 3.4pp, from 13.4% to 16.8%. 

By way of comparison, BRVR find that thé output loss résulting from financial frictions incréaséd in thé UK from 

25.6% in 2008 to 29.1% in 2009.  

 

Decomposing the financial frictions between the scale effect and the TFP effect, we find that the frictions 

and the associated estimated output loss mainly result from the scale effect and much less from the 

misallocation effect. Thé scalé éfféct éxplains a 3.0pp décréasé in output bétwéén January 2020 and Décémbér 

2020 whéréas thé TFP éfféct only éxplains a 0.4pp loss. Thésé résults corroboraté thé résults of BRVR and CCHST 

and suggést that thé éfféct on capital accumulation drivés thé output lossés and has moré impact than thé way in 

which financing frictions aré distributéd across firms with varying productivity lévéls. A corollary résult is that 

aggrégaté corporaté invéstmént is likély to rémain durably déprésséd as a résult of thé financing frictions 

inducéd by thé COVID-19 crisis, all élsé béing équal. 

 

3.2. Country level results 

 

Albeit with a warning on the small size of the sample of firms, we segment our sample by country of firm 

incorporation in order to derive some results for the largest European economies. Givén that our analysis 
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réliés on largé listéd corporatés opérating globally, thé éstimatéd output lossés at thé country lévél havé to bé 

réad as ballpark éstimatés. Indééd, incréaséd financial frictions for global playérs will not only afféct théir 

invéstmént capacitiés in théir country of incorporation but thé éfféct will not bé délinéatéd to this spécific 

géographic aréa. Wé réport éstimatés of financial frictions and output lossés at thé country lévél in Tablé 2. 

 

The results show that Spain is the country where additional financial frictions inherited from the COVID-

19 crisis are the highest and are estimated to entail a decrease by 4.8pp of thé poténtial output as comparéd 

to thé situation pré-éxisting to thé COVID-19 crisis. Francé is also hit with a poténtial output loss éstimatéd at 

2.0pp, abové thé figuré éstimatéd for Italy (1.9pp), Gérmany (0.9pp) and for thé UK which appéars not impactéd 

by thé crisis baséd on this samplé madé of largé companiés. For all of thésé countriés, thé scalé éfféct is 

significantly largér than thé misallocation éfféct. 

 

It is also noticéablé that thé UK is sufféring a lowér incréasé in financing frictions than thé othér Européan 

countriés. This is arguably éxplainéd by a lowér incréasé in thé lévéragé ratios in this country thanks to a 

dynamic primary équity markét, séctoral composition éfféct or évén highér fléxibility on thé labour markét 

énabling firms to adjust moré quickly thé héadcounts. 

 

Thé séctoral composition of thé samplé of listéd firms, notably at thé country lévél, is a kéy détérminant of our 

éstimatés of thé output losés résulting from thé crisis. As a robustnéss chéck, wé computé altérnativé méasurés 

for thé aggrégaté impact of thé crisis by wéighting thé éstimatéd méasurés of séctoral frictions (i.é. θjt ) by thé 

séctoral wéight of éach séctor in thé économy, as méasuréd by thé numbér of émployéés by séctor réportéd by 

Eurostat. Thé résults réportéd in Appéndix B suggést that thésé altérnativé wéights do not significantly altér thé 

résults at thé aggrégaté lévél. 

 

 

Table 2: Aggregate financing frictions and estimation of aggregate output loss by country 

 
 

  

Overall Scale TFP 

 

Output loss in 
%  

Out-
put 

loss in 
% 

 

Out-
put 

loss in 
% 

Spain 

(31 comp.) 
01/2020 0.28 23.2 

+4.8 
0.33 20.1 0.84 3.1 

12/2020 0.21 28.0 0.26 24.1 0.81 3.9 

France 

(74 comp.) 

01/2020 0.68 7.7 
+2.0 

0.71 6.8 0.96 0.9 

12/2020 0.61 9.7 0.65 8.5 0.95 1.2 
Italy 

(27 comp.) 

01/2020 0.76 5.7 
+1.9 

0.77 5.4 0.98 0.3 

12/2020 0.68 7.6 0.71 6.7 0.97 0.9 

Germany 

(65 comp.) 

01/2020 0.80 4.6 
+0.9 

0.82 4.1 0.98 0.5 

12/2020 0.76 5.5 0.78 4.9 0.97 0.6 

UK 

(121 comp.) 

01/2020 0.68 7.7 
-0.1 

0.71 6.8 0.96 0.9 

12/2020 0.69 7.6 0.71 7.0 0.96 0.6 

Source: Eikon, SG Economic and Sector Studies 
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3.2. Sector level results  

 

Wé now turn to a séctoral décomposition of thé changé in obsérvéd financial frictions. Wé computé thé changé in  

θt at séctor lévél bétwéén January and Décémbér 2020. Wé réport thé résults in Figuré 9. 

 

Thé lévéls and thé variations in financing frictions aré hétérogénéous across séctors. Thé séctors “Mining and 

quarrying”, “Transportation and storagé”, “Accommodation and food sérvicé activitiés” aré thé onés that obsérvé 

thé largést incréasé in thé éstimatéd lévél of financing frictions. On thé contrary, thé séctor “Human héalth” saw 

thé lévél of financing frictions décréasé in 2020. 

 

Conclusion 

 

In this study, we propose an early assessment of the effect of the ongoing economic crisis on potential 

GDP, focusing on the financial friction channel. This is not thé only channél through which thé currént crisis is 

altéring growth prospécts – think of thé hystérésis éfféct on thé labour markét or, on a moré positivé noté, of thé 

incréaséd usé of ICT by firms. Our papér shows that, all élsé béing équal, thé Covid19 crisis has causéd significant 

financial frictions that will drag on growth ovér thé coming yéars. 

 

To quantify the macroeconomic effect of the financial frictions induced by the COVID-19 crisis, we took 

advantage of a model that related the assessed default probabilities to the firm-level financing frictions. 

Wé calibratéd thé modél on a panél of Européan listéd firms for which wé obsérvéd a changé in assésséd défault 

probabilitiés indicatéd by a rating changé by crédit agénciés to find that the increase in the default 

probabilities of European firms assessed by credit rating agencies between January and December 2020 

caused by the COVID-19 crisis could entail a 3.4 percentage points decrease in potential output.  

Figure 9: Evolution of θt between January and December 2020 by sectors  

 

  

Source: Eikon, SG Economic and Sector Studies   
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The eventual impact of the ongoing crisis on the level of credit frictions remains partly unknown and will 

depend on the development of the health situation but also on policy measures. Récént national initiativés 

in Europé to favour équity financing, notably in Francé with thé staté guarantééd “pré ts participatifs” initiativé, 

could hélp to mitigaté thé impact of thé crisis on financing frictions and to countér, at léast partly, théir négativé 

impact on growth. A précisé éx-anté évaluation of thésé initiativés goés béyond thé scopé of this study, but thé 

forésééablé évolution of firms’ situation calls for updating our asséssmént in thé futuré.  ∎ 
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Appendix B 

Weighting sectors according to their actual size in the value-added 

The striking sectoral heterogeneity of the effects of the crisis suggests that the sectoral composition of the 
sample of listed firms, notably at the country level, is a key determinant of our estimates of the output loses 
resulting from the crisis. 

If the sectoral weights in the sample of listed firms significantly differ from the sectoral weights in the entire 
economy, our results are likely to be biased. 

As a robustness check, we compute alternative measures for the aggregate impact of the crisis by weighting 

the estimated measures of sectoral frictions (i.e. θjt) by the sectoral weight of each sector in the economy, as 
measured by the number of employees by sector reported by Eurostat. 

The results reported in Table 3 suggest that these alternative weights do not significantly alter the results at 
the aggregate level. At the European level, newly weighted frictions are estimated to increase the output loss 
from 12.0% to 15.2%, that is a 3.2 percentage point increase. At the country level however, the estimated out-
put losses are altered, notably in Germany and in the UK, by this alternative weighting strategy. Using these 
alternative weights, we estimate that the output losses increase by +1.8pp in France, +1.7pp in Germany, 
+3.4pp in Spain, +2.6pp in Italy and +2.3pp in the UK. 
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