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Foreword 

Over the past decade and prior to the crisis provoked by the COVID-19 pandemic, an extended period of 

accommodative monetary policy was warranted to ensure sufficient market liquidity and low borrowing 

costs to support credit transmission to the real economy. At the same time, it has contributed to 

unprecedented sovereign and corporate debt issuance. While aspects of the global financial system have 

been strengthened due to implementation of G20 financial reforms, weak asset quality and the anaemic 

performance of many banking sectors, coupled with growing risks in market-based finance, have given 

rise to emerging vulnerabilities that amplified stress amid the impact of the pandemic.  

As a result, governments and businesses entered the COVID-19 crisis with insufficient buffers to guard 

against shock. In particular, corporate leverage is elevated in many OECD countries, particularly for 

non-investment grade corporates in advanced and emerging market economies, making them particularly 

vulnerable to deteriorating economic and market conditions. In 2020, the economic consequences of 

COVID-19, which put severe stress on businesses while cost of financing spiked, has required swift and 

strong government actions. Without it, rising insolvencies and bankruptcies could have an inevitable impact 

on national economies and global growth prospects. 

This report offers a review of various forms of government financing support programmes for businesses, 

and explores how they have been applied during the current crisis. It also outlines the particular challenges 

for certain businesses, such as non-investment grade corporates and SMEs, amid scarce financing. In 

addition, it presents conceptual considerations on how best to facilitate sufficient financing to ensure that 

viable businesses continue to remain solvent. For example, more than half of SMEs witnessing significant 

losses in revenue during the COVID-19 lockdowns, and many of them remain fragile and lack sufficient 

reserves to survive in the absence of government support.  

To support the design of future financial support programmes, the OECD has conducted simulation 

analysis to assess whether governments should consider other ways to support businesses without 

incentivising further indebtedness or undermining the financial flexibility of companies.  

Importantly, this work suggests that the use of preferred equity could provide the much needed financial 

flexibility by lowering businesses’ debt burdens, rather than adding to them. Such equity would help firms 

temporarily absorb sharply falling operating earnings and avoid distress, thereby allowing firms to grow 

and invest into the recovery. Notably, policy considerations and provisions for implementation would 

require further analysis, particularly to account for characteristics across markets and industries.   

This report has been prepared to support the work of the OECD Committee on Financial Markets. It is part 

of a body of work on ongoing surveillance of global financial markets and risk transmission mechanisms 

related to the economic and financial consequences of the COVID-19 pandemic. The report and 

accompanying analysis has been prepared by Catriona Marshall, Riccardo Boffo and Robert Patalano 

from the OECD Directorate for Financial and Enterprise Affairs. It has benefited from contributions and 

comments from members of the OECD Committee on Financial Markets, including a survey on 

governments’ crisis financing programmes for businesses. As well, the note benefited from comments from 

OECD colleagues, Mathilde Mesnard from the Directorate for Financial and Enterprise Affairs, and Kris 
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Boschmans, Miriam Koreen and Stephan Raes from the Centre for Entrepreneurship, SMEs, Regions and 

Cities, which has made major contributions to overcome SME challenges during COVID-19. Further 

analysis may be found on the COVID-19 hub: www.oecd.org/coronavirus/en/policy-responses.  

 

 

OECD Committee on Financial Markets 

This OECD Committee on Financial Markets promotes efficient, open, stable and sound financial 

systems, based on high levels of transparency, confidence, and integrity, so as to contribute to 

sustainable and inclusive growth. 

In supporting this objective, the Committee promotes the contribution of financial institutions, including 

institutional investors and capital markets, to savings and investment to finance economic growth. It 

also contributes to the enhancement of policy approaches in the financial sector, such as promoting 

efficient and transparent public debt markets. The Committee also promotes effective financial 

education and consumer protection to enhance financial inclusion. To help achieve these objectives, 

the Committee engages in efforts to: 

 Develop proactive surveillance of financial developments and in-depth analysis of the 

implications of evolving financial structures on economic growth and market stability; 

 Engage in policy dialogue, including with Committee delegates through semi-annual Committee 

meetings, with public and private sector participants through financial roundtables in Paris and 

Tokyo, and via global fora on fintech and sustainable finance; 

 Promote good practices through legal policy instruments, including the OECD’s Framework for 

Effective and Efficient Financial Regulation. 

 

 

http://www.oecd.org/coronavirus/en/policy-responses
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Introduction 

The current stress in financial markets as a consequence of the COVID-19 pandemic has severely 

strained access to credit for businesses, ranging from large corporates to SMEs.1 Elevated market risk 

aversion has led to the doubling of corporate credit spreads in major markets, which in turn has raised 

financing costs for businesses to levels that could contribute to distress and default. 

During the 2008 global financial crisis, severe market disruptions were largely addressed by central 

bank liquidity facilities and finance ministry lending programmes that brought credit directly to 

businesses, or provided effective incentives for banks to extend lending during a period of heightened 

uncertainty about the stability of financial systems.  

The current financial stress is distinct, as the shock is exogenous to the financial system and has 

caused stress directly to the real economy. The consequences of the pandemic, and policy responses, 

have contributed to sharp declines in consumption and investment. Business output and revenues across 

industries have fallen dramatically. This has exposed underlying structural vulnerabilities in the corporate 

sector, including the rise of corporate debt to GDP and very high levels of leverage in many OECD 

countries.2  

As such, the decline in company revenues amid rising debt costs has eroded interest payment 

capacity, and drawn attention to the potential for very high levels of distress and default. In addition, 

many banks that would be expected to lend to businesses are constrained by weak earnings from the 

continuation of low policy rates and the prospect of sharply rising non-performing loans due to declining 

economic output.   

This current predicament across many OECD countries complicates crisis responses for two 

reasons: first, non-investment grade debt (associated with highly leveraged firms with low interest 

coverage) is most often excluded from central bank lending programmes, either due to legal or risk 

management (e.g. collateral policy) restrictions, and; second, provision of credit to SMEs and private 

companies is normally achieved through incentives and lending through banks, many of which may not be 

in a position to take on even a portion of credit risk in the current environment. 

Programmes have been developed and launched in a number of countries to help businesses 

continue to have access to financing at rates that do not erode their debt capacity to the point of 

insolvency (see Annex A). Yet, most non-investment grade corporate issuers and many small to medium-

sized companies are left without access to programmes either due to restrictions or, in some cases, as 

resources to fund the programmes have already been depleted.3 Therefore, additional consideration is 

                                                
1 For more information on consequences of the COVID-19 pandemic and related policies to support SMEs, please see OECD (2020) Coronavirus 

(COVID-19): SME policy responses.  
2 For more information, please see Patalano, R, and C. Roulet (2020), Structural Developments in Global Financial Intermediation: the rise of 

debt and non-bank credit intermediation, OECD (2020) Business and Finance Outlook, and also OECD (2020),Evolution and Trends in SME 

Finance Policies since the Global Financial Crisis. 
3 For further analysis on the coverage of programmes, please see OECD (2020), OECD Economic Outlook, Issue Note 3: Assessment of 

government crisis programmes to support businesses, June 2020.  

http://www.oecd.org/coronavirus/policy-responses/coronavirus-covid-19-sme-policy-responses-04440101/
http://www.oecd.org/coronavirus/policy-responses/coronavirus-covid-19-sme-policy-responses-04440101/
https://ideas.repec.org/p/oec/dafaad/44-en.html
https://ideas.repec.org/p/oec/dafaad/44-en.html
http://www.oecd.org/daf/oecd-business-and-finance-outlook-26172577.htm
https://www.oecd.org/industry/smes/Trends-SME-Finance-Policy-July-2020.pdf
https://www.oecd.org/industry/smes/Trends-SME-Finance-Policy-July-2020.pdf
https://www.oecd-ilibrary.org/sites/0d1d1e2e-en/1/3/2/3/index.html?itemId=/content/publication/0d1d1e2e-en&_csp_=bfaa0426ac4b641531f10226ccc9a886&itemIGO=oecd&itemContentType=
https://www.oecd-ilibrary.org/sites/0d1d1e2e-en/1/3/2/3/index.html?itemId=/content/publication/0d1d1e2e-en&_csp_=bfaa0426ac4b641531f10226ccc9a886&itemIGO=oecd&itemContentType=
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needed to determine how to effectively utilise central bank and government resources to continue, and 

perhaps expand current lending programmes, to ensure companies are not forced into insolvency, and/or 

forced to reduce their capital investments or number of employees as a result of COVID-19 stress. 

This discussion note offers a preliminary review of support programmes for businesses, with a 

focus on non-investment grade corporates and small to medium-sized enterprises; to present 

current challenges amid scarce financing for financial support programmes. It also includes conceptual 

considerations in the form of simulation analysis to better understand how to ensure available financing for 

businesses that would have remained solvent if not for short term stress related to COVID-19. The analysis 

conducted in this report suggests that the use of retractable preferred equity could provide the much 

needed financial flexibility to absorb sharply falling operating cash flows and avoid distress, thereby 

allowing firms to grow and invest into the recovery. 
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The slowdown of economic activity caused by the COVID-19 outbreak and related emergency measures 

implemented to tackle the health crisis have led to severe difficulties for companies to meet their financial 

obligations. Many of the fixed costs, such as rents and interest payments, remain due while cash flow 

earmarked to meet these obligations has vanished. As a result, many otherwise sound companies are 

facing acute liquidity constraints, which could materialise into insolvency. The effect on non-investment 

grade companies, including Small and Medium Enterprises (SMEs) has been particularly severe, due to 

higher levels of vulnerability and lower financial resilience. With this in mind, the following section will 

outline the terms, coverage, and limitations of existing COVID-19 financing support programmes for 

businesses. Given the limited support for smaller non-investment grade companies, a preliminary overview 

of pre-COVID-19 financing support for SMEs will be outlined, with reference to the appropriateness of 

programmes for smaller companies where possible.  

1.1. In context: the use of financing support programmes for SMEs 

Financing support programmes for SMEs have been used in various forms by governments to facilitate 

both credit to businesses to improve growth, support employment, and diversify business activities in the 

economy. Due to the importance of SMEs in supporting sustainable economic growth, productivity gains, 

and employment, governments utilise SME lending during normal and crisis periods, in different forms.4  

During the Global Financial Crisis, financial authorities in various advanced economies initiated 

programmes to facilitate lending through the banking system to SMEs. The US primarily relied on lending 

through loans guaranteed by the Small Business Administration and also purchases through the Term 

Asset-Backed Securities Loan Facility (TALF). In the UK, bank lending programmes to companies were 

facilitated by the Bank of England to ensure proper intermediation to the real economy. During the Euro 

area financial crisis, the ECB altered its collateral policies to allow pooled collateral of SME loans by banks, 

which indirectly supported SME lending. Also, many governments subsequently expanded credit 

guarantees to SMEs for the purpose of inducing banks to reopen their lending facilities, thereby reducing 

the risk taken on banks’ balance sheets when granting new loans. Additionally, some venture capital (VC) 

funds were channelled through public/private co-investment funds managed by private sector fund 

managers.5  

In many countries, Credit Guarantee Schemes (CGSs) represented a key policy tool to address the SME 

financing gap while limiting the immediate burden on public finances. A number of European OECD 

countries also introduced credit mediation schemes that exhibited evidence of success and continued in 

                                                
4 For comprehensive overview of the use of financing support for SMEs, please see OECD (2020), Financing SMEs and Entrepreneurs, and for 

an overview of the effective implementation of programmes, please see OECD (2015), G20/OECD High-Level Principles on SME Financing. 
5 ECB (2013), SME financing, market innovation and regulation. Speech by Benoît Cœuré, Member of the Executive Board of the ECB, Eurofi 

High Level Seminar organised in association with the Irish Presidency of the Council of the EU. 

1.  Review of government financing 

support programmes for businesses 

https://www.oecd.org/cfe/smes/financing-smes-and-entrepreneurs-23065265.htm
https://www.oecd.org/finance/G20-OECD-High-Level-Principles-on-SME-Financing.pdf
https://www.ecb.europa.eu/press/key/date/2013/html/sp130411.en.html
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many countries, evolving into longer-term initiatives to support SMEs which encounter difficulties in credit 

and insurance markets.6 Small firms with fewer than 50 employees have been the main users of these 

programmes.7 

Credit guarantees can have a positive impact on companies’ access to debt finance, because the 

arrangements increase the availability of credit and/or reduce its costs. This is critically important in crisis 

periods, such as the current situation. Yet, less is known about the financial sustainability of these 

programmes, and results are mixed with respect to economic additionality.8 There is some evidence that 

credit guarantee schemes (CGS) have positive effects on employment levels while there is a lack of 

evidence for improved company performance in terms of investments and productivity. Some studies 

suggest that loan guarantees are associated with increased default risk of beneficiary companies.9 These 

mixed results will be given additional consideration, and motivate a subsequent assessment of different 

types of government support to ensure that businesses are not only given temporary support, and are not 

forced to accept reduced financial flexibility from higher levels of debt as a result of  terms that may prolong 

earnings losses. 

Lastly, in the years since the global financial crisis, some government financing programmes have 

facilitated equity financing for SMEs.10 For example, the European Investment Fund, and sub-initiatives 

such as the European Angels Fund, offer co-investing and technical advisory. The result is that the venture 

capital industry has received increased public support, mainly through public funds co-investing with 

private actors. 

In sum, governments and central banks in OECD countries have provided support to SMEs at every point 

of the capital structure – through direct lending, indirect lending through banks, partial or full credit 

guarantees, grants and subsidies, and co-invested equity. These examples provide a convenient backdrop 

to assess a range of liquidity and lending programmes to small businesses affected by the consequences 

of COVID-19. 

1.2. COVID-19 financing support programmes targeted to SMEs 

The economic impact of COVID-19 has heightened market risk aversion in ways not seen since the global 

financial crisis. Stock markets declined over 30% in March; equity and oil price volatility spiked to crisis 

levels; and credit spreads on non-investment grade debt widened sharply as investors shed risk.11 The 

unfolding contagion in corporate credit markets has raised solvency concerns across affected countries. 

Businesses, particularly small and medium enterprises (SMEs) and non-investment grade corporates 

experienced a sharp deterioration of liquidity due to supply and demand disruptions caused by the 

pandemic and containment measures, and have found it difficult to meet short-term cash needs for 

operational expenses and debt repayment.12 Faced with these shortfalls, companies are left with little 

choice but to safeguard solvency by reducing costs and employment.13 In the event that these actions are 

                                                
6 See OECD (2011), Credit Mediation for SMEs and Entrepreneurs, and OECD (2017) Evaluating Publicly Supported Credit Guarantee 

Programmes for SMEs. 
7 Wehinger, K. (2012), SMEs and the Credit Crunch: Current Financing Difficulties, Policy Measures, and a Review of Literature.  
8 The extent to which an activity (and associated outputs, outcomes and impacts) is larger in scale, at a higher quality, takes place more quickly, 

takes place at a different location, or takes place at all as a result of intervention. Additionality measures the net result, taking account of 
deadweight, leakage, displacement, substitution and economic multipliers.  
9 OECD (2017), Evaluating Publicly Supported Credit Guarantee Programmes for SMEs. 
10 OECD (2020), Financing SMEs and Entrepreneurs. 
11 OECD (2020), Global Financial Markets Policy Responses to COVID-19. 
12 See for an in-depth analysis of the impact on SMEs: OECD (2020), SME Policy Responses to COVID-19.  
13 Deutsche Bank (2020), Special report: The impact of COVID-19 on US small businesses.  

https://www.oecd.org/finance/Evaluating-Publicly-Supported-Credit-Guarantee-Programmes-for-SMEs.pdf
https://www.oecd.org/finance/Evaluating-Publicly-Supported-Credit-Guarantee-Programmes-for-SMEs.pdf
https://www.oecd.org/finance/SMEs-Credit-Crunch-Financing-Difficulties.pdf
https://www.oecd.org/finance/Evaluating-Publicly-Supported-Credit-Guarantee-Programmes-for-SMEs.pdf
https://www.oecd.org/cfe/smes/financing-smes-and-entrepreneurs-23065265.htm
https://read.oecd-ilibrary.org/view/?ref=127_127003-tvl9kqbfy9&title=Global-Financial-Markets-Policy-Responses-to-COVID-19
https://read.oecd-ilibrary.org/view/?ref=119_119680-di6h3qgi4x&title=Covid-19_SME_Policy_Responses
https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fresearch.db.com%2FResearch%2FnamedFileProxy%2F2795-9468bcb5_9454_4639_9c06_89be362f401c_604%2F9468bcb5_9454_4639_9c06_89be362f401c_604.pdf%3Ffiletoken%3DYYY122_bKIneRCvK69BqaBiNilbhM4OyEpH%252FXpEyylzoxetN1aFiB7B%252BRhanxzaPOgHRcPgJrE2Iveo4ihBA%252BFm5p4ti5xMr7r98gHJ1FMxMhlM0zA%253D&data=02%7C01%7CRobert.PATALANO%40oecd.org%7C0c912ff83a874937633708d7dc8b21d3%7Cac41c7d41f61460db0f4fc925a2b471c%7C0%7C1%7C637220362493906847&sdata=m%2FBwwcR1opM9bvJv1d9V4LdjE4P45r4VVMca%2BQL7wsY%3D&reserved=0
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not effective, business and household default rates are likely to increase significantly, particularly for SMEs, 

eroding the asset quality of banks and other financial institutions.  

The liquidity constraints facing companies and business in light of COVID-19 are broader in scope and 

potentially more disruptive than in previous crises.14 On the supply side, measures to contain the virus 

such as lockdowns and quarantines have led to reduced productivity and increased unforeseen expenses, 

while supply chain interruptions have led to shortages of intermediate goods. On the demand side, a 

dramatic and sudden loss of consumption and subsequent revenue for SMEs affects their ability to operate, 

causing loss of net earnings unless drastic cost cutting measures are taken. These constraints reach 

beyond those faced by SMEs in 2008, which were centred around a highly-distressed financial sector. 

Figure 1. COVID-19: cash flow challenges need tailored policies 

 

Note: Additional countries are considering the introduction of direct equity contributions. These include France and Turkey.  

Source: OECD (2020), Global Financial Markets Policy Responses to COVID-19.  

Non-investment grade corporates and SMEs tend to be more reliant on bank financing than larger 

corporates, and have limited options to access finance. In addition, the perceived risk of default for these 

companies tends to rise faster than for larger companies during economic downturns, with the fixed cost 

of screening and monitoring for borrowing being relatively more important due to the heterogeneity of 

financial information.15 In the current COVID-19 crisis, non-investment grade corporates and SMEs are 

facing a combination of lower cash inflows due to reduced revenues and higher cash outflows due to higher 

financing costs, causing stress and even bankruptcy in some cases.16 For others this will require stalled 

investment and the forced dismissal of employees, unless capital injections can be sought in the short-

term to resolve cash flow constraints. In this regard, results of a survey to OECD Committee on Financial 

Markets (CMF) member countries17 observes that the main policy measure taken by governments has 

been the creation of partial and full guarantees, followed by moratoriums on tax payments and new short-

term loans.18 The credit guarantees serve different purposes, including incentives to increase the amount 

                                                
14 OECD (2020), SME Policy Responses to COVID-19.  
15 OECD (2020), Current and 2002/03 Coronavirus Epidemics: Some Conceptual Notes, Addendum to DAF/CMF(2020)4.  
16 OECD (2020), Supporting businesses in financial distress to avoid insolvency during the COVID-19 crisis. 
17 As of June 2020, 32 out of 37 CMF Delegate countries had responded to the questionnaire. 
18 See for an overview of SME policy response to COVID-19: OECD (2020), SME Policy Responses to COVID-19. 

https://read.oecd-ilibrary.org/view/?ref=119_119680-di6h3qgi4x&title=Covid-19_SME_Policy_Responses
http://www.oecd.org/coronavirus/policy-responses/supporting-businesses-in-financial-distress-to-avoid-insolvency-during-the-covid-19-crisis-b4154a8b/
https://read.oecd-ilibrary.org/view/?ref=119_119680-di6h3qgi4x&title=Covid-19_SME_Policy_Responses
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that lenders can offer through the protection against unexpected losses. This would prevent the bank from 

taking on significant additional credit risk in an economic recession, while enhancing credit intermediation 

to the real economy. The guarantee in this situation acts as a first loss buffer on the credit exposure, 

similarly to how the equity maintained by banks for capital adequacy purposes acts as a buffer against 

bank losses. Beyond this, a number of respondents indicated that they are implementing, or considering 

implementing, direct preferred equity contributions or co-investment programmes.  

1.3. COVID-19 financing support programmes available to businesses 

1.3.1. Programmes overview 

In light of global market contagion, recent actions by central banks to lower policy rates and extend bond 

purchasing programmes as well as other crisis facilities have been important in addressing liquidity 

challenges facing companies. To date, more than 160 jurisdictions have announced monetary and fiscal 

support programmes on an unprecedented scale, including the significant expansion of the European 

Central Bank (ECB) and US Federal Reserve’s asset purchase programmes.  

In addition to its asset purchase programme, the ECB has also announced temporary collateral easing 

measures to accommodate requirements on guarantees. These include government and public sector 

guaranteed loans to SMEs in the context of the Additional Credit Claims (ACC) framework. The objective 

of this is to provide liquidity against loans benefiting from the new guarantee schemes (as part of the fiscal 

support package) adopted in Euro area Member States, which enable them to be pooled by banks as 

collateral.  

The United States Federal Reserve (Fed) has announced a number of crisis liquidity and lending 

programmes that span purchases in the public capital markets of government, mortgage, and corporate 

bonds19 and in the private loan market. The Main Street Lending Program will support bank lending by 

offering to purchase loans that meet certain criteria to all for-profit companies and non-profit organisations 

with up to 15,000 employees or revenues of less than USD 5 billion. Principle repayments are deferred for 

two years, and interest payments by one year, with restrictions on buybacks, dividends and compensation 

for borrowers to reduce moral hazard. The Fed will purchase 95% of the loan, that banks underwrite using 

their own credit standards and retain the remaining 5% to ensure sufficient credit risk to incentivise rigorous 

loan review.20 There are five facilities, three of which are already operational, that can fund up to USD 600 

billion in loans. Beyond this, the US has approved a USD 2.4 trillion fiscal stimulus (including tax provisions, 

direct loans and grants for SMEs). This amount stands at around three times the size of the USD 700 billion 

of support included in the Troubled Asset Relief Program (TARP) package adopted in October 2008. These 

measures are unprecedented in size, yet the primary beneficiaries of liquidity provided to banks as of May 

2020 appear to be relatively larger investment grade corporates.21 

Addressing short-term liquidity in the financial system will not be enough to address acute insolvency risks 

for businesses including SMEs as a result of COVID-19. Immediate and targeted financial support is 

needed to address the emerging solvency challenges that rapidly engulf SMEs and speculative grade 

corporates affected by the pandemic. In the majority of OECD countries, pre-existing financing support 

programmes for these firms have been expanded in addition to new programmes being introduced (see 

Figure 1). This support includes loan guarantees, direct loans and grants, equity investment, as well as 

                                                
19 The US Fed has removed the USD 700 billion cap allowing unlimited purchases in future. 
20 As of 8 June 2020, the programme status was fully operational, yet the terms of the programme remain open to comments and may be subject 

to change. https://www.federalreserve.gov/newsevents/pressreleases/monetary20200608a.htm 
21 For further analysis on the coverage of programmes, please see OECD (2020), OECD Economic Outlook, Issue Note 3: Assessment of 

government crisis programmes to support businesses, June 2020. 

https://www.federalreserve.gov/newsevents/pressreleases/monetary20200608a.htm
https://www.oecd-ilibrary.org/sites/0d1d1e2e-en/1/3/2/3/index.html?itemId=/content/publication/0d1d1e2e-en&_csp_=bfaa0426ac4b641531f10226ccc9a886&itemIGO=oecd&itemContentType=
https://www.oecd-ilibrary.org/sites/0d1d1e2e-en/1/3/2/3/index.html?itemId=/content/publication/0d1d1e2e-en&_csp_=bfaa0426ac4b641531f10226ccc9a886&itemIGO=oecd&itemContentType=
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facilitation of central bank lending (for example, through loan support programmes including those outlined 

above), with a number in place prior to COVID-19. Increasingly, governments also use structural support 

measures for digitalisation, innovation and reskilling to enhance SME resilience and recovery. 

Figure 2. Government and central bank support programmes 

Types of support programmes for private companies and SMEs in the European Union, Japan, and United States 

 

Source: OECD research: European Commission; EU Competitiveness of Small and Medium-Sized Enterprises (COSME); EU Fund for Strategic 

Investments (EFSI); Japan Federation of Credit Guarantee Corporations (JFG); Japan Ministry of Economy, Trade and Investment (METI); 

United States Small Business Association (SBA); United States Small Business Investment Companies (SBIC); and United States Federal 

Reserve System (Fed) Main Street Loan Facility (MSLF) and Term Asset-Backed Securities Loan Facility (TALF). 

Loan guarantees have been provided by many countries globally, showing this instrument to be the 

preferred instrument deployed throughout the current crisis.22 Countries are using credit guarantees to 

support liquidity in the system and to encourage lending, which would otherwise experience tighter 

underwriting standards during downturns. In this regard, terms are variable depending on the country, 

ranging from a guarantee of 70 - 100% of the loan, generally depending on the size of the company needing 

the loan. Smaller companies generally obtain guarantees that are more favourable. The duration of the 

guarantee is generally up to seven years with the possibility to extend it is some jurisdictions, such as in 

France. The cost of the different programmes is kept very low, ranging from an interest-free guarantee to 

rates around 2-4%.  

In the United States, the Small Business Administration (SBA) has earmarked USD 377 billion to support 

SMEs, most of which will be in the form of loan guarantees through its existing SME loans programme23. 

In the case of the Paycheck Protection Program, the loan will be fully forgiven (loan amounts were equal 

to 2.5 months of average payroll costs) should the loan be used to retain payroll, rent, mortgage payments 

and utilities, subject to certain programme requirements. Further, the maximum loan size for some SBA 

facilities has been increased, fees waived and interest rates reduced, with the United States Treasury 

Department and regulators working together to expedite the approval process. SBA also offers economic 

                                                
22 Loan guarantees were also among the most common instruments used prior to the COVID-19 crisis, see OECD (2018) Fostering Markets for 

SME Finance. 
23 US Small Business Administration, Paycheck Protection Programmes: https://www.sba.gov/funding-programs/loans/coronavirus-relief-
options/paycheck-protection-program-ppp  
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relief grants of up to USD 10 thousand, economic injury loans up to USD 150 thousand, bridge loans of up 

to USD 25 thousand, as well as relief on principal and interest payments for existing SBA microloans 

issued before September 2020.  

Public sector loans, the majority of which are administered through market intermediaries, have also been 

expanded, or introduced, in Japan and 14 EU countries; most of which are aimed at meeting medium-term 

cash flow needs and maintaining SME employment throughout the COVID-19 crisis and subsequent 

recovery. Grace periods on principal and interest payments (e.g. for 1 year or more in at least 10 EU 

Countries) have been introduced on existing SME loans as well as favourable rates and terms for new 

loans. These measures are likely to support liquidity in solvent SMEs in the event of a V shaped recovery,24 

however in the event of an L shaped recovery,25 future debt service and other fixed costs would give rise 

to insolvency risk with the risk of large scale bankruptcies and a disproportionate burden on the government 

(and taxpayer). Japan’s securitisation support programmes for SME loans have been expanded to facilitate 

the supply of unsecured funds to SMEs, through securitisation methods such as ‘purchase-type’ and 

‘securitisation of account receivables’. In this regard national development banks play a fundamental role 

in many countries in administering the loans and providing adequate national coverage. 

Fiscal support for SMEs in Europe has increased in several ways. With the help of EU budget guarantees, 

the European Investment Fund will be able to incentivise banks to provide liquidity, which could deliver 

around EUR 8 billion in financing to at least 100,000 SMEs and mid-cap companies. Also, the European 

Investment Bank will free up a further EUR 20 billion in working capital lending to SMEs.26 As of the end 

of April, 24 EU countries had either expanded or announced new guarantee schemes to support banks in 

providing SME loans. The majority of these measures include specific provisions for smaller companies 

(Austria, Denmark, France), whereas others can be used by any company affected by COVID-19 

(Germany, UK). However, the extent to which these guarantees translate into direct support for smaller 

companies  depends on their exact application. In some countries, where partial guarantees have been 

applied, SME associations have expressed fear that risk-averse banks will not extend credit.27  

Notably, all EU countries and the United States have offered some form of deferral or reduction of tax and 

social security contributions, yet the exact application of these measures varies. Most countries offer tax 

deferrals for all companies, although some schemes specifically target small to medium-sized companies 

with requirements that companies retain all their employees. Other programmes focus on postponing the 

payment of taxes for companies (Croatia, France, Italy), with some allowing for earlier repayments of tax 

refunds from the previous year (France and United States). 

In addition, some countries have committed to co-invest equity in various forms to combat the 

consequences of COVID-19 without further burdening companies with debt. Among them, are the German 

government’s programme to provide equity in the form venture capital financing, which is set to be 

expanded to facilitate the continuation of financing rounds for innovative start-ups, with the goal to secure 

jobs and innovation in Germany. The set of measures include: (i) a public venture capital umbrella-fund, 

in which investors will be provided with additional public funds in the short term as co-investment for 

financing rounds of start-ups, and (ii) simplified venture capital and equity substitutes for young start-ups 

and small SMEs without venture capital funds among their shareholders. Other countries, such as Latvia 

                                                
24 In a V shaped recovery, the economy suffers a sharp but brief period of economic decline with a clearly defined trough, followed by a strong 
recovery. V shapes are the normal shape for recession, as the strength of economic recovery is typically closely related to the severity of the 
preceding recession. 
25 In an L shaped recovery, the economy suffers a severe recession and does not return to trend line growth for many years. The steep drop, is 
followed by a flat line makes the shape of an L. This is the most severe of the different shapes of recession. 
26 The European Commission has launched two packages of measures: the Coronavirus Response Investment Initiative (CRII) and the 
Coronavirus Response Investment Initiative Plus (CRII+). These measures mobilise cohesion policy to flexibly respond to the rapidly emerging 
needs in the most exposed sectors, such as healthcare, SMEs and labour markets, and help the most affected territories in Member States and 
their citizens. 
27 Eurada, European Association of Development Agencies: http://www.eurada.org/wp-content/uploads/2020/03/COVID-19-Most-frequent-
measures-for-SMEs.pdf   

http://www.eurada.org/wp-content/uploads/2020/03/COVID-19-Most-frequent-measures-for-SMEs.pdf
http://www.eurada.org/wp-content/uploads/2020/03/COVID-19-Most-frequent-measures-for-SMEs.pdf
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created equity funds for distressed companies. In this case the equity fund includes both public 

(EUR 75 million) and private (EUR 50 million) funds and is managed by ALTUM (the Latvia Development 

Bank). Another eight countries have implemented, or are considering facilitating equity contributions. 

A number of countries have also established clear requirements to delineate between the borrowing 

function, which can be extended by central banks, and limit potential losses to state resources. This 

practice insulates central banks from some of the consequences related to loss and helps to preserve 

independence. For example, programmes that constitute a fiscal risk, including direct loans and 

guarantees, have been extended by either by governments or their agencies. In the case of MSLF, 

although the Fed is a majority contributor to the programme, the Treasury’s USD 75 billion equity 

contribution to the programme’s Special Purpose Vehicle (SPV) is a clear effort by design to insulate the 

central bank from potential losses. Another area of practice is direct support to SMEs via loans and 

guarantees with grant elements as well as support to key private SME financing markets. For example, 

the US Treasury has provided direct financing to SMEs via SBA lending and guarantee facilities, and 

intends to support the secondary market via the market based MSLF. The complementarity of programmes 

is therefore vital in providing comprehensive and adequate support to businesses, including non-

investment grade businesses.  

1.3.2. Programme terms 

The terms of the current programmes vary in several important ways:28 

 Duration of credit. Some lending programmes are designed to be short-term and provide 

emergency liquidity, while others provide loans for several years. The latter suggests that SMEs 

would need to transition to bank or market-based financing after the initial support. While longer-

maturity loans increase the potential for credit losses, particularly in a non-V shaped recovery, the 

signalling effect from securing medium-term lending helps restore market participants’ and private 

lenders’ confidence. The results of the OECD questionnaire highlight that the programme duration 

generally ranges from 12 months to 7 years and in some cases is further extendable. In some 

cases the beginning of the repayment is delayed for 6 or 12 months not to cause further pressure 

on the borrower. 

 Type of financing instruments. Across various programmes, capital includes short-term funding 

for working capital, unsecured loans, partial and full guarantees, and forms of equity. The choice 

of capital has consequences for the leverage, interest payments, and thus financial flexibility of the 

SME borrower. Where additional short-term borrowing may stave off immediate default due to a 

cash injection, it can nevertheless make the entity more fragile due to higher debt and interest 

payments. Likewise, guarantees may lower debt costs imposed by banks, and may even 

incentivise additional bank lending, but partial guarantees still carry the risk of higher losses in 

parts of lending that may be beyond banks’ level of comfort with respect to credit risk. The most 

common programmes are credit guarantees and short term loans to corporations, according to 

questionnaire responses. The terms are generally very favourable, with interest rates ranging from 

0 to 4% in general. Some exceptions are present such as in Mexico and Turkey, where interest 

rates are higher and can reach 6.5 to 9.5%. Given the generally high levels of interest and inflation 

rates in these countries, the terms are still advantageous for companies. These terms, as well as 

the percentage covered by the credit guarantee, are generally more favourable for SMEs. The 

duration is short-medium term, ranging from 1 to seven years. A handful of countries have 

implemented equity contributions through their national development banks. In this regard, the 

European Commission has expanded the State Aid Temporary Framework to enable well-targeted 

                                                
28 For a full overview of current financing support programmes terms, please see Annex A.  
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public interventions in the form of recapitalisation aid to non-financial companies in need, to help 

reduce the risk to the EU economy as a whole. 

 Banking vs direct lending. Where loans are provided, their distribution can be in the form of bank 

lending, funding by the fiscal authorities or through the central bank, or provided directly by an 

agency (such as a small loan agency or investment authority). One key difference is that bank 

lending requires the government or central bank to incentivise lending and credit risk assessment 

to ensure that banks are willing to extend loans and pass on benefits to SMEs. The most common 

lending programme, according to the OECD questionnaire, is indirect lending through banks. A 

challenge with bank lending is that it relies on bank tolerance for risk taking, and sufficient 

regulatory capital: during a crisis, however, banks tend to be reluctant to lend to high-risk 

borrowers, and would require substantial incentives to do so, such as full or nearly full guarantees. 

Also, a potential benefit of the bank programmes is that by ensuring banks’ have at least some 

exposure to potential credit losses, they will employ their credit risk management capabilities to 

reduce this, thereby also protecting taxpayer resources in government lending programmes. 

Programmes are able to incentivise banks by providing origination fees (usually paid by the 

borrower) and credit assessment fees (government compensation to the banks).  

 Bank vs non-bank lending.  Most of the programmes assessed appear to utilise bank lending to 

help facilitate transmission of lending to SMEs. As banks are legal counterparties to national central 

banks and are supervised as depository institutions, there is a clear rationale for choosing to utilise 

banks as counterparties to facilitate government lending to businesses. Nevertheless, there are 

examples of current and past crisis facilities where non-bank borrowers engage directly with special 

purpose vehicles set up by authorities (for example, the New York Fed’s Commercial Paper 

Funding Facility) where speed and efficiency may be called upon, non-bank lenders – particularly 

those with expertise in SMEs – might also be called upon to contribute financing for SMEs. For 

example, non-bank lenders that provide direct lending to SMEs, including working capital, could 

partake in borrowing through facilities that then lend to SMEs. This would eliminate concerns over 

non-bank counterparty risk, as the lending would be collateralised with the SME loans. One 

example of this is Netherlands’ Qredits programme, which provides small loans to SMEs via a non-

profit organisation (Qredits). 

 Borrowing costs. SME lending rates can range widely within and across countries due to credit 

risk, collateral, local inflation and policy rates, and other factors. Under normal circumstances, 

credit spreads on borrowing could range from the short-term policy rate plus 5% to over 10% in 

high-income economies.29 The borrowing costs set by the programme are critically important. If 

rates are too high, businesses will find them prohibitively expensive and will not be able to borrow 

at viable rates. Yet, if the borrowing costs are too low, they may incentivise borrowing for firms that 

should otherwise improve financial flexibility, thus putting government resources at risk. As 

corporate default rates are dependent upon the state of economic growth and employment, the 

comprehensiveness of overall government programmes (fiscal, monetary, and macroprudential) 

are important to stem corporate losses. In this regard, many countries provide interest free loans 

or with low borrowing costs ranging from 2 to 4%. Only in some cases is the rate higher, reaching 

a range between 7 to 9.5% for example in Mexico and Turkey. These rates reflect the long-term 

risk-free rate of these countries as measured using 10-year national bonds.  

 Credit criteria. Where loans or guarantees are concerned, the credit criteria for lending is a critical 

component of the programmes, for several reasons. First, these parameters give an indication of 

the risk tolerance of government in extending these programmes, and the appropriate pricing 

mechanism. The credit criteria for the Federal Reserve’s Main Street for-profit loan facilities are 

                                                
29 OECD (2020), Financing SMEs and Entrepreneurs 2020 

https://www.oecd-ilibrary.org/docserver/061fe03d-en.pdf?expires=1590405854&id=id&accname=guest&checksum=7D6D404138A690714576EF3CCE454AEB
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expressed as Debt to 2019 adjusted EBITDA multiples30 of 4x and 6x, which loosely equate to low 

investment grade (BBB) and the higher end of non-investment grade (BB).31 Other programmes 

could have interest coverage ratios, such as EBITDA over debt interest or amortisation payments, 

or cash flow metrics. The looser the metrics, the greater ability to reach the full range of SMEs, but 

the greater the risk to lenders. The cash flow calculation basis, including reference years or last 

12-month metrics are also key given the impact of the crisis on earnings.32 In order to provide loans 

and credit guarantees many jurisdiction ask, as the only requirement that companies be viable, 

which is to be profitable in 2019. Others require the firm to have been operating for at least one 

year, possibly to avoid the risk of moral hazard. In some countries where previous programmes 

where already in place, credit restrictions have been eased to facilitate the injection of credit. 

 Limitations or restrictions. Limitations and restrictions come in many forms, and help ensure that 

borrowers are not taking advantage of government programmes either through amounts of usage 

or benefits accrued to senior management or equity holders. Limitations tend to be related to 

ensuring that the borrowing provides temporary help or replaces lost market access, but does not 

contribute to materially higher leverage, making firms more vulnerable and therefore complicating 

government exit. Some jurisdiction have limited the amount a single company can borrow based 

on its 2019 results. One example is Italy, where the amount of loans cannot exceed the more than 

25% of the turnover, and double the company's personnel costs related to 2019. Restrictions could 

constrain corporate behaviours, such as no dividend payouts or buybacks, restrictions on executive 

management compensation (e.g. no bonuses or stock rewards), maintenance of employee staffing 

levels, or restrictions on retiring existing higher-yield debt. Some restrictions relate to the industries 

that are allowed to borrow, sometimes excluding specific sectors and in other cases providing credit 

only to the most severely hit sectors or firms (such as Spain, which created a programme focused 

on the SME Tourism sector).  

 Exit. Mechanisms that facilitate borrowers’ exit from programmes should, and are often, built into 

the terms of the crisis lending programmes. In particular, when market and borrowing conditions 

normalise, SME borrowers would have an incentive to switch back to private or financial sector 

sources of capital. In this manner, at least some of the exit mechanisms of such loans appear to 

(i) have pricing that is higher than borrowing costs during normal lending conditions, although that 

may not be categorically true across all facilities and programmes; (ii) are flexible enough to allow 

SME borrowers to pre-pay loans, and (iii) have certain restrictions that incentivise SME 

management to exit the programmes when market conditions stabilise. In Belgium, some 

programmes include a loss-sharing mechanism under which banks will be the first to cover losses 

on their portfolios of guaranteed loans, while the State guarantee will only cover second losses up 

to a maximum of 80%, lessening the criticality of government support and facilitating refinancing 

on similar terms. 

1.4. Limitations with existing financing support and considerations to refine 

programmes 

Despite efforts, the programmes outlined above continue to have a number of shortcomings and risks. 

These cut across the implementation of the support, administering facilities, as well as terms, pricing and 

requirements of the respective programmes. Key challenges and limitations can be grouped into four main 

categories, these include: credit risk; liquidity; implementation, and; moral hazard concerns. 

                                                
30 Earnings before interest, taxes, depreciation, and amortisation (EBITDA) 
31 Authors’ calculations, based on Moody’s descriptive statistics of corporate issuers that fall into these categories; noting that leverage is but 
one of a number of criteria, such as interest coverage ratios. 
32 For example, the MSNLF calculates leverage ratios based on 2019 EBITDA. Resulting leverage ratios based on 2020 EBITDA could therefore 
be much greater.  
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1.4.1. On credit risk and assessment:  

 As government lending to business entails some form of credit risk, mitigating such risk could come 

in the form of: (i) charging a sufficiently high rate so as to cover expected and unexpected losses; (ii) 

accepting collateral, which may be difficult to secure (businesses may have already pledged it to 

other lenders); (iii) thorough credit risk analysis to limit exposures to companies that suffer from 

eroding viability even if the COVID-19 stress had not occurred. As such, direct unsecured lending 

facilities may expose the government to undue risk, while loans administered through banks allow for 

some level of credit assessment. Nevertheless, or perhaps because of thorough credit assessments, 

banks may still not invest in the absence of full or nearly-full guarantees, even if some level of funding 

support is provided. This is a concern in a number of existing COVID-19 support programmes.  

 To address this, while continuing to facilitate bank lending, governments could also opt for 

co-investment facilities in senior or subordinated / junior debt, with a conditional requirement or 

clear incentive that ensure banks continue to conduct credit assessment. In the case of equity, the 

European Fund for Strategic Investments (EFSI) provides a strong foundation in which the fund 

co-invests in European SMEs. Through vehicles such as this, equity could be offered to SMEs with 

private equity investors. Beyond this, the Main Street Loan Facilities allow for co-lending (pari 

passu), with incentives such as loan origination fees and credit management fees that give banks 

more incentives to lend, such that the implicit yield (with all of the fees paid to banks) much higher 

for the banks than the facilities to incentivise them to participate and conduct credit risk 

assessments. Similar examples are being implemented in countries such as Finland, Latvia and 

Netherlands, with co-investments in distressed companies.  

 In addition, structures that pool funds, with criteria and conditionality that can be set or made to be 

in line with existing SBA or EFSI programmes, could be used with private equity participation in the 

review and pipeline preparation. However, in any such programme, preferred equity may be utilised 

to address risk concerns, in that the private co-investors would take the first loss. 

 It will also be vital to define credit approval guidelines that optimise the trade-off between taxpayer 

money at risk versus no support for illiquid but solvent firms. Fast tracked approvals, if applicants 

can pledge insurance claims or other receivables, may also facilitate rapid support. While 

governments strive to protect taxpayer resources from loss, they should also weigh this against 

the societal costs and distributional effects of bankruptcies, unemployment costs to the 

government, and the hysteresis effect on unemployment that lowers economic productive capacity 

over the medium-term.  

 One element that does not appear in most programmes, except the equity investment programme in 

a small number of countries, is the use of incentives associated with equity investing to reduce the 

credit risk associated with SME lending. In this sense, government policy toward SMEs might better 

consider that leverage has contributed to the current fragility of SMEs, and therefore incentives to 

attract additional equity, such as from private equity investors or pooled equity investors. In this 

regard, countries that decided to proceed with equity investing did so trough co-investing with private 

investors or through national development banks. This has mainly targeted medium to large-sized 

companies and in some cases involved only a temporary equity injection, such as in the case of Italy. 

Other funds target mainly start-ups in the attempt to safeguard potential future companies. In this 

respect, current facilities might have considered several layers of funding costs, such that SMEs that 

were able to reduce leverage in their capital structure through equity injections might have received 

lower financing rates. Such incentives would also send a positive signal that exit strategies are 

incentivising equity investing and ensure that SMEs are more resilient when programmes end. 

Government programmes could also facilitate this through temporary tax incentives for equity 

participation in SMEs that have been approved for government programmes.  
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1.4.2. On liquidity concerns: 

 Prospects of relatively liquid secondary markets for SME loans will be important to stimulate 

lending by banks, even in the absence of credit risk concerns through significant guarantees. Banks 

may be more willing to participate in SME lending if there is a secondary market for loans and exit 

prospects in case of bank liquidity needs.  

 Providing central bank support in the form of broader collateral eligibility, or through securitised 

asset purchase progammes (such as the US Term Asset-Backed Loan Facility and Japanese SME 

securitisation programme), liquidity can be improved and a market for SME loans supported. 

Moreover, government offering high percentages of credit guarantees helps improve the liquidity 

in the financial system as this has been the most widely implemented measure. 

 Liquidity will be particularly important in the case that risk mitigants in the form of guarantees have 

not been sufficient to incentivise banks to extend SME financing. Therefore, another option to 

support a secondary market for SMEs would be the creation of an investment vehicle with banks 

being senior in the capital structure and the government junior; the vehicle would buy SME loans 

originated by banks. The US Main Street Loan Facility (MSLF) is based on a similar first-loss 

structure, although its main creditor is the Fed rather than private sector investors.  

 Given that private equity and credit investors, CLO managers, and distressed debt investors have 

specific expertise in assessing such loans, one gap in the framework of existing programmes is that 

there is not yet a pooling mechanism to allow for banks (or existing facilities) to efficiently sell pools 

of SME loans to private sector buyers through traditional or fintech platforms. Since efforts have been 

made to bring such expertise to help banks facilitate non-performing loans (e.g. bad asset disposal 

vehicles), similar efforts could be made to improve transparency and liquidity for performing loans. 

1.4.3. On the implementation of programmes:  

 Operational issues involving insufficient capacity to administer loans by banks and institutions have 

been observed in a number of OECD countries. These include application requirements, processing 

times, and liquidity constraints, and have been key challenges in the rollout of COVID-19 SME 

support. This high workload can lead to time delays from the date of application until the first payment 

is conducted. A number of countries have made efforts to address this challenge by prioritising rapid 

or fast tracked access to bank loans, such as Switzerland and Germany for example. 

 In the US for example, only a small number of banks were accepting applications at the beginning 

of some SBA programmes.33 The number of banks with ongoing application processes has 

increased, but the removal of the maximum employee count from 500 in some sectors (including 

hospitality) has created demand pressure on administering banks, with some reaching internal 

exposure limits (such as asset caps34 and liquidity ratios). Other countries have faced similar 

issues, with slowed loan issuance and increasing workloads. 

 Standardising or simplifying procedures in due diligence can help speed up application processing 

times, and protection of intermediaries including through ‘hold harmless’35 with respect to fraud and 

other legal issues may also ease processing constraints. In addition, the use of technology to 

standardise SME loan and cash flow documentation, as well as introduction of AI and blockchain 

at the credit assessment and loan distribution stage (particularly for online banks) may improve 

speed and efficiency of loan disbursement. Increasing the speed of loan disbursements may be 

                                                
33 Financial Times (2020), Frustration as US rescue funding is beset by delays. 
34 Wall Street Journal (2020), Fed Eases Wells Fargo’s Asset Cap to Lend to Small Businesses Harmed by Coronavirus.  
35 The hold harmless clause is a statement in a legal contract that absolves one or both parties in a contract of legal liability for any injuries or damage 
suffered by the party signing the contract. A company may add a hold harmless agreement to a contract when the service being retained involves 
risks that the party does not want to be held responsible for legally or financially. 

https://www.ft.com/content/d16d8020-64d5-4342-8818-61f4caa5bcbb
https://www.wsj.com/articles/fed-eases-wells-fargos-asset-cap-to-lend-to-small-businesses-harmed-by-coronavirus-11586360144
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critical in the case of companies with high connectivity,36 where rapid support could reduce the risk 

of cascading bankruptcies and a loss in employment. 

1.4.4. On moral hazard: 

 Moral hazard could occur if extraordinary support provided through business financing programmes 

leads to undue risk taking in the expectation of future support. In the current COVID-19 crisis, 

however, moral hazard considerations may differ from those of past crises. For example, SMEs that 

have been forced to shut down and will benefit from temporary support are unlikely to take undue 

risks or expect support to remain available (other than in a global pandemic shutdown scenario).  

 Mitigants such as credit risk monitoring guidelines, conditionality, and protection against losses 

(through gradual disbursement linked to monitoring) can reduce the risk of moral hazard and undue 

burden on the government and taxpayer. When programmes begin, the first occurrence of moral 

hazard is likely to involve the companies that were distressed prior to the impact of COVID-19 

seeking financial support despite very limited prospects of a return to solvency even in a V shaped 

recovery. Moral hazard could be minimised through sufficiently high lending rates aligned with 

levels of credit risk, restrictions on mechanisms that would allow executive management or 

shareholders to accrue benefits at the expense of debtors, and even conditionality that would be 

found in financial covenants (e.g. restrictions on any major asset purchases or sales). 

 Credit analysis or extending only short-term support with gradual disbursements to firms with 

leverage ratios above a critical threshold could also mitigate this risk. However, if (i) the 

programmes continue, (ii) the probability of an L shape recovery scenario has increased and (iii) a 

participating firm does not satisfy key eligibility requirements (i.e. through significant deviation from 

budget or breach of critical financial ratios indicating insolvency prior to the crisis) additional support 

could be limited or not granted (unless other factors can be taken into consideration, such as 

maintaining employment or facilitating orderly restructuring processes). 

Box 1. Equity contributions during the COVID-19 pandemic 

This box addresses policy actions by governments that have implemented equity injections in distressed 
companies due to the COVID-19 pandemic. Among the respondents to an OECD Committee on 
Financial Markets (CMF) questionnaire, 9 countries have taken concrete steps to inject equity, these 
are: Finland, Germany, Hungary, Ireland, Italy, Latvia, Lithuania, Netherlands and United Kingdom. 
Other countries are considering the possibility to implement such measures in the future, such as 
France and Turkey.  

The need for resources: Equity and hybrid instruments 

This global pandemic, characterised by long lockdowns, has led to cash flow shortages and increased 

financing needs for many companies. The corporate sector, which is already facing high leverage, has 

seen an increase in debt, either through loans directly from governments or through credit guarantees. 

In line with this, the majority of countries that responded to the CMF questionnaire have implemented 

measures to facilitate access to credit. In contrast, some countries have also taken steps to implement 

equity instruments that can reduce debt and leverage, providing recapitalisation to businesses in need. 

This have been implemented in two main ways, either as an equity contribution using co-investment; or 

a direct preferred equity contribution made through a government institution (such as a national 

development bank). In some cases, the two approaches have been combined. 

                                                
36 High connectivity (either through ownership or the production chain) can cause cascading bankruptcies, which occur when bankruptcy in one firm 
can have an impact on one or many other firms increasing their risk of bankruptcy. Bloomberg (2020), Some Companies Are Too Connected to Fail. 

https://www.bloomberg.com/opinion/articles/2020-04-13/some-companies-are-too-connected-to-fail
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Table 1. Comparison of equity programmes 

Country/Key 

features 

Type of 

equity 
Size Key terms 

Firms 

targeted 
Intermediary 

Finland 
Common and 

hybrid 

EUR 

150 million 

Stabilisation financing (equity and convertible 
bonds). Investments made with the existing owners 

is a maximum of 50%. 

Medium and 

large 
National agency 

Germany Common EUR 2.6 billion 

Public funding to VC investors for start-ups as part 
of co-investments with private investors. The 

German Fund will provide equity injections for large 
non-financial companies. Start-ups and SMEs can 

be supported if they are deemed strategic. 

SMEs and 

large 

National 
development 

institution 

Hungary Common 
HUF 

371 billion 

Four capital programmes that also involve private 
capital. The programmes will be co-managed, by 

public and private capital fund managers. 

SMEs, start-
ups and 

strategic 

National 
development 

institution 

Ireland 
Common and 

hybrid 
EUR 2 billion 

The fund will invest in non-financial firms across the 
capital structure, in a range of instruments from 

equity to debt and hybrid instruments. 

Medium and 

large 
National fund 

Italy Common Not specified 
Wide range of capital strengthening operations for 

non-financial firms, although of temporary nature. 

Medium and 

large 

National 
development 

institution 

Latvia Preferred 
EUR 125 

million 

Equity investment fund including public (EUR 75 

million) and private (EUR 50 million) funds. 
Large 

National 
development 

institution 

Lithuania Common 
Up to EUR 1 

billion 

Equity investment fund including up to: EUR 100 
million of the State budget, EUR 400 million for 
government-guaranteed bonds, EUR 500 million 

from private investors. 

Medium and 

large 

National 
development 

institution 

Netherlands Common EUR 32 million 

The government co-invests (50%) via interest-free 
loans in a closed-end venture capital fund that 

provides equity to firms. 
Start-ups Private fund 

UK 
Common and 

hybrid 

GBP 500 

million 

The government will issue convertible loans 
between GBP 125,000 to GBP 5 million to 
innovative companies subject to at least an equally 

matched agreed funding from private investors. 

Start-ups 

National 
development 

institution 

Source: OECD Committee on Financial Markets (CMF) questionnaire, OECD 

Among the co-investment strategies, which combine public and private capital, the following terms have 

been adopted: 

Germany: The “Corona Matching Facility”, a EUR 2 billion package, will provide additional public 

funding to venture capital investors via the national development bank and the European Investment 

Fund to be used for funding rounds for start-ups as part of co-investments made jointly with private 

investors. Moreover, venture capital financing and equity replacement financing will be available for 

small businesses and start-ups via regional promotional institutes. The German Fund for stabilising the 

economy will provide up to EUR 600 billion of guarantees and equity injections for large non-financial 

companies with balance sheet higher than EUR 43 million, sales higher than EUR 50 million and at 

least 249 employees. Companies start-ups and SMEs can be supported if they are of particular 

importance for the security of the country or the economy. 

Lithuania: The Lithuanian Government has established the “Aid Fund for Business”. The Fund will 

invest in medium and large-sized enterprises if termination of their activities is likely to cause a chain 

reaction and affect related entities and/or have significant socio-economic consequences. Among other 

aims, the fund is thought to implement of specific objectives (e.g. sustainable and green investment) 

set out in the Investor Agreement in certain economic sectors. The amount of funding is EUR 100 million 

of state budget, EUR 400 million of government-guaranteed bonds and private investors up to 

EUR 500 million. 
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Netherlands: Through the programme “Seed Capital”, the government co-invests (50%) via 

interest-free loans in a closed-end venture capital fund that provides equity to innovative start-ups in 

different fields such as medical technology (health care), life sciences, sustainability, transport sector 

or IT. The programme, which was open from 1 January 2020 to 31 March 2020, has increased its 

budget in response to the COVID-19 crisis from EUR 22 million to EUR 32 million. 

Among the countries using a direct preferred equity contribution, the following terms have been 

adopted: 

Ireland: The Ireland Strategic Investment Fund (ISIF) established a EUR 2 billion Pandemic 

Stabilisation and Recovery Fund that will focus on stabilising medium and large enterprises employing 

more than 250 staff or with annual turnover in excess of EUR 50 million. The fund will have the flexibility 

to invest across the capital structure, investing in a range of instruments from equity to debt and hybrid 

instruments. This will enable businesses to access the capital they need in the most appropriate form 

that best suits their individual circumstances.  

Italy: For non-financial companies with a turnover of over EUR 50 million, the national development 

bank is authorised to create a special fund enabling a wide range of capital strengthening operations, 

although of temporary nature, in favour of large companies registered in Italy. Among the possible 

operations, the national development bank will also be able to grant credit and guarantees, subscribe 

financial instruments, acquire shares in the secondary market, and raise convertible bonds. The gains 

and value added will be tax exempt. To finance the acquisition of shares the bank will be able to issue 

bonds which will be granted from the government.  

A first step leading to innovative instruments. 

The main aim of the different approaches is a common one: to reduce the leverage of stressed 

companies and improve the future economic recovery, both for companies and for governments, which 

will be able to reap any economic and financial upside benefits of equity investment. In this regard, a 

number of additional countries are considering equity contributions in light of possible benefits 

compared to debt. Suggestions have been made for the creation of a European equity fund*, which 

would allow all EU countries to share the risks involved but also to share the future rewards of broad 

participation in Europe’s industry.  

* Corona and Financial Stability 4.0: Implementing a European Pandemic Equity Fund, Vox, 2020: https://voxeu.org/article/implementing-

european-pandemic-equity-fund 

Source: OECD Committee on Financial Markets (CMF) questionnaire, OECD, conducted in May 2020. 

https://voxeu.org/article/implementing-european-pandemic-equity-fund
https://voxeu.org/article/implementing-european-pandemic-equity-fund
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Taking into consideration the limitations outlined in Section 1.4, comprehensive and effective support 

programmes should provide appropriate financing support to businesses without undue burden on the 

government (and taxpayer). In keeping with this, programmes should also consider any unintended 

financial stability concerns as a result of this support. This should include considerations on whether 

existing programmes incentivise additional indebtedness or constrain exits, and how monetary policy 

normalisation (and other policy developments) may impact programme performance. As such, improving 

financial flexibility of businesses, from large corporates to small firms, is important. Without it, many firms 

would be severely constrained to invest in real or intangible assets to support productivity, employment, 

and a sustainable recovery. 

In refining existing programmes and introducing new support, a first step should be a review of existing 

public sector financing vehicles to identify where higher capital contributions and disbursement objectives 

are warranted (i.e. good uptake, administrative and support track record). The complementarity of 

programmes in terms of end beneficiary and asset risk should also be taken into consideration. As such, 

support programmes should be structured to address the needs of businesses, including private 

companies, with specific characteristics (including size in terms of turnover and headcount, financials, 

sector, and connectivity) and incentivise the participation of private sector investors with risk preferences 

that are compatible with the terms of the programme, including price, duration, and monitoring among 

others. 

The performance and risks associated with financial support programmes are more difficult to estimate in 

a highly volatile macroeconomic environment. Even with preliminary signals of a U-shaped recovery,37 

concerns that a protracted economic shock could hinder subsequent recovery remain. Given this uncertain 

outlook, the OECD Secretariat has conducted analysis (see Annex B for full analysis and simulation 

assumptions) to assess government risk exposures related to direct debt and preferred equity support. In 

particular, this analysis provides a conceptual framework38 to estimate expected government returns 

(positive, breakeven, negative) in various recovery and capital structure scenarios, showing that preferred 

equity – if designed correctly – could reduce the government’s exposure to loss while providing businesses 

with greater financial flexibility upon exit of the programme.  

                                                
37 OECD (2020) Interim Economic Outlook, March; IMF (2020), Global Financial Stability Report, April.  
38 Simulation analysis has been undertaken to help guide governments and related entities in the design of debt or equity support programmes. 

The analysis does not take into consideration specific factors relating to the implementation of these programmes, on which further analysis 

would be needed.  

2.  Further consideration of potential 

types of financial structures to support 

businesses 

https://www.oecd.org/economic-outlook/
https://www.imf.org/en/Publications/GFSR/Issues/2020/04/14/global-financial-stability-report-april-2020
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2.1. Support in the form of government debt or preferred equity contributions 

A debt contribution by the government could be envisaged when companies have a pre-existing line of 

credit from a public institution and/or are deemed to be illiquid but structurally solvent. This support may 

be used by firms in priority to fund their current liabilities. Given debt seniority, government losses are 

generally minimised in a downside scenario, however the implications of incremental debt on capital 

structure sustainability warrant further attention. Therefore, a preferred equity contribution could provide 

direct support to businesses, increasing loss absorption capacity and financial flexibility. A retractable39 

form of preferred equity, as opposed to common equity, could also be favoured given uncertainty about 

firm valuations and returns on government investment. Despite a limited policy track record, a number of 

OECD countries have begun to implement programmes that include direct equity contributions (see Box 1).  

The benefit of a preferred equity approach is three-fold. First, while equity is lower in the capital structure 

and prone to higher losses after default, the use of equity rather than debt reduces leverage and thus the 

probability of default. Should equity be used to replace maturing debt, it could also prompt an increase in 

the credit rating, which would result in a lower cost of borrowing and more cash available for reinvestment. 

Second, if the government partners with other equity investors – including private equity – to reduce 

leverage, it could both bring needed expertise to the investment process, and help reduce leverage further 

for the same amount of government participation.40 Third, as private equity holders would not be able to 

receive any dividends or sell their stake before government equity is redeemed, there is an incentive to 

run companies prudently to preserve cash flows and make investments in the real economy. 

In keeping with this, and to help policymakers better understand the conceptual benefits and drawbacks 

of direct debt and preferred equity support – the simulation analysis outlined in this section has adopted a 

number of indicative assumptions (see Annex B, Table A B.1. for more information). Notably, a shock to 

EBITDA41 is assumed to occur in two phases: first, through an initial EBITDA shock in year 1; and second, 

either through a long-term reversion to 2019 EBITDA or a potential EBITDA haircut calibrated based on 

the expected operational recovery of firms. Ultimately, further analysis is needed to ensure an accurate 

correspondence between GDP forecasts and operational (EBITDA) performance for a sample of 

programme firms.42 However with incomplete information, the following firm operational recoveries have 

been assumed: 

 For firms experiencing a strong recovery, a 25% shock to 2019 EBITDA in year 1 and a full recovery 

to 2019 EBITDA levels by the end of the programme (2024) are assumed.  

 Firms experiencing a partial recovery are expected to exhibit a 50% shock to 2019 EBITDA in year 

1, with a 25% haircut to 2019 EBITDA in the long term.  

 Firms experiencing structural deterioration (distress) are expected to exhibit a 75% shock to 2019 

EBITDA in year 1, with a haircut of 50% to 2019 EBITDA in the long term. 

 A probability distribution is applied to the three firm groups to estimate aggregate government 

returns from support programmes in a number of economic recovery scenarios. 

 

                                                
39 This retractable form removes the significant market price risk associated with publicly traded equity, and also the liquidity risk associated 

with the sale of preferred stock. In essence, the government would trade the upside price returns for greatly reducing downside risk of loss. 
40 This may also bring benefits in the form of expertise in assessment, implementation and management of investment programmes, reducing 

the burden on the government.   
41 Earnings before interest, taxes, depreciation, and amortisation (EBITDA). 
42 The simulation analysis outlined in this note provides a conceptual tool for CMF Delegates and policymakers to simulate the performance of 

programme SMEs and firms in their respective markets. Please note, indicative results in this note are based on assumptions outlined in Annex 
B, do not use industry data, and assume that more half of firms may not recover in full to 2019 EBITDA levels by 2024.   
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The size of the contribution in either debt or preferred equity is determined by the expected debt refinancing 

need of the firm. This is measured by the annual debt rollover, which is the annual amount of debt that 

needs to be paid back or refinanced in the next 12 months (indicating the current liabilities of the firm), and 

is an appropriate proxy for the level of support that firms may need to remain a going concern43 without 

adequate access to financing. For example, in the event that a firm had USD 5 million of debt in 2019, a 

debt to EBITDA multiple of 5x and 25% annual debt rollover, the contribution amount to roll over short term 

debt would be USD 1.25 million. A 5% interest rate and a 4 year linear principal amortisation is applied to 

the debt contribution, while a 10% dividend yield and exit after 4 years (2024) is applied in the case of the 

preferred equity contribution.44 The higher yield on preferred equity is consistent with market practice for 

compensating lower parts of the capital structure at higher returns. 

In addition, returns on government support are determined in the simulation analysis using an asset 

coverage approach, using an Enterprise Value (EV) multiple for firm valuation purposes. Therefore, debt 

and preferred equity coverage is determined using a calculation of EV that is equal to the market value of 

debt, plus any equity (market capitalisation), minus cash.45 In the event that the implied value of the 

common equity (market capitalisation minus the value of preferred equity) of the programme firm remains 

positive, then the firm will not default and the government will be repaid on the debt or redeem the preferred 

equity in full. Taking into consideration these assumptions, a number of key findings can be observed that 

will be valuable in designing support programmes with similar features. 

At the firm level, the expected rate of financial returns on debt and equity contribution is highly dependent 

on the recovery of firms’ revenues, profit margins, and also the timing of improving cash flows.46 In this 

respect, return on principal and interest of debt is distinct in that it is highly dependent on the timing of cash 

flows; in the event that cash flows are not able to cover required debt payments in a stress period, firm 

default and restructuring could result in significant loss in value. If this occurs, both debt and equity holders 

would be worse off than in a situation in which the firm eventually recovers to provide full repayment to 

debt and equity holders. By contrast, an equity contribution will be recovered in the event that there is 

sufficient equity value in the firm at the end of the programme period, irrespective of the residual returns 

to equity during the holding period. For example, throughout the programme, insufficient EBITDA could 

cause a postponement of equity dividends, but the firm can remain a going concern (i.e. continue to make 

routine expenses including servicing existing debt). Thus, using equity is important not only because it 

lowers leverage but it also provides greater financial flexibility during stress periods, which subsequently 

allows firms to unlock their intrinsic value when the economy recovers.  

Defining suitable programme terms will help minimise losses and enhance the likelihood that the 

government will receive a return on its principal investment. For example, integrating an assessment of 

credit ratings and enterprise values of firms at the beginning of the programme can help increase the 

probability that a critical number of programme firms will experience a full or partial EBITDA recovery at 

the end of the programme, mitigating the risk of extraordinary losses for the government. For example, 

should a lower share of firms be in distress at the end of the programme, the expected return on investment 

                                                
43 Going concern is an accounting term for a company that has the resources needed to meet its financial obligations when they fall due. 
44 A corporate tax rate of 20% is assumed, representing a rough average of OECD member country rates. The cost of existing outstanding debt 

by firms is estimated at varying rates of 6%, 8% and 10% respectively in line with historical SME financing costs.  Capital expenditure (capex), 
which is the amount required to buy, maintain, or improve fixed assets (such as buildings, vehicles, equipment, or land) is assumed at 10% of 
EBITDA for all programme firms, with a 10% capex growth in the event that a firm has sufficient free cash flow. Restrictions on dividends to 
common shareholders are also assumed. 
45 Enterprise Value (EV)= debt + equity - cash, therefore the implied equity value = EV - debt + cash, where the EV is calculated based on a 

sector or other reference EV multiple.   
46 For further consideration of expected financial recovery rates and loss given default (not included in this simulation), see OECD (2020) OECD 

Economic Outlook, Issue Note 3: Assessment of government crisis programmes to support businesses, June 2020. 

https://stats.oecd.org/Index.aspx?DataSetCode=CTS_CIT
https://stats.oecd.org/Index.aspx?DataSetCode=SMES_SCOREBOARD
https://www.oecd-ilibrary.org/sites/0d1d1e2e-en/1/3/2/3/index.html?itemId=/content/publication/0d1d1e2e-en&_csp_=bfaa0426ac4b641531f10226ccc9a886&itemIGO=oecd&itemContentType=
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for the equity contribution would be higher than that of a debt contribution,47 given that the programme rate 

for equity is higher, which (as shown through the return on investment) allows the returns on performing 

equity to help compensate for losses on failing firms. Notably, the design and credit risk management of 

the facility can help support EBITDA recovery leading to financial recovery by the government at exit (plus 

a potential return that can compensate for losses among a limited proportion of highly distressed firms).   

Preferred equity support can reduce government exposure to a loss in certain scenarios,48 by reducing 

leverage and improving interest coverage in participating firms. If the share of firms in high distress (likely 

to result in default and bankruptcy) remains below a certain threshold (known as the breakeven threshold), 

the government could expect a higher return on investment from the equity contribution compared to a 

debt contribution. When the government makes a positive return on investment, equity will tend to 

outperform debt. Conversely, when the government makes a loss, equity will tend to underperform debt. 

In the simulation, when the share of highly-distressed firms at the end of the period (i.e. experiencing 

structural deterioration)49 remains below a 30% breakeven threshold,50 the preferred equity investment will 

outperform debt. In the event that only 10% of firms are highly-distressed at the end of the programme, 

the expected government returns (measured by the internal rate of return, IRR) would be 6.7% for the 

preferred equity contribution portfolio versus 3.3% for the debt contribution portfolio (see Figure 3). Further, 

in the event that 20% of firms are highly-distressed at the end of the programme (with an equally distributed 

residual probability for the strong and partial recovery firms), the expected government return would be 

3.2% for the preferred equity contribution versus 1.5% for the debt contribution (see Figure 3).51 

Given the seniority of preferred equity versus common equity, the government could expect to receive a 

return on its investment so long as the implied equity value of the firm is higher than the government’s 

contribution. However in a downside scenario, in which as many as 40% of firms are highly-distressed 

(experiencing structural deterioration), the return for both contributions would be negative, but less so for 

debt as the financial recovery is higher (with debt being senior in the capital structure). For example, in the 

case that 40% of firms are highly-distressed at the end of the programme period, the aggregate return on 

investment (IRR) for the preferred equity contribution would be estimated at -4.7% versus an aggregate 

IRR of -2.0% for the debt contribution (see Figure 3).  

Governments and policymakers may want to consider programme terms that reflect an optimal structure 

given the financial characteristics of domestic firms and certain risk parameters. For example, adequately 

pricing the programme using the interest rate on debt, or dividend rate for equity, can help compensate for 

expected losses from firms that experience high distress. An equity investment can be more effective in 

doing this only when there is a sufficient proportion of programme firms that experience a strong recovery 

and can compensate for losses from firms in high distress (see Figure 4). However, the pricing of 

government support should be consistent with market conditions and sustainable with respect to firms’ 

cash flow generation (in addition to a valuation approach). 

 

                                                
47 With the debt contribution, the rate of recovery is consistent with other observed indicators in the simulation, including the interest coverage 

ratio (ICR), which determines how easily a company can pay their interest expenses on outstanding debt. 
48 In the event that the higher return on investment /Internal Rate of Return (IRR) more than compensates for losses on investments in distressed 

firms. 
49 Most likely causing default and bankruptcy.  
50 In which 30% of firms experience structural deterioration leading to default and bankruptcy.  
51 See Annex B, Table A B.4 and Table A B.7 for more information. 
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Figure 3. Government returns on preferred equity exceed that of debt when the proportion of 
structurally deteriorated firms remains below a breakeven threshold 

Return (IRR) sensitivity for a debt or preferred equity contribution based on the proportion of structurally deteriorated 

firms  

 

Note: Indicative simulation for conceptual purposes, not based on current industry information.   

Source: OECD calculations. 

Figure 4. The price of programme capital will impact the breakeven threshold for an equity or debt 
contribution portfolio 

Return (IRR) sensitivity for a debt or preferred equity contribution based on the proportion of structurally deteriorated 

firms 

 

Note: Indicative simulation for conceptual purposes, not based on current industry information.   

Source: OECD calculations. 

Effective pricing and functioning of a programme requires that all relevant government institutions (e.g. 

central bank, treasury, and central government) coordinate to ensure that the programme reflects financial 

and policy considerations in a deliberate and integrated manner to balance preservation of taxpayer 
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resources with supporting a resilient recovery, and how much downside risk they wish to take on to do so. 

The analysis in this section shows the relative benefits of debt and equity approaches: debt may be 

preferable when outcomes are highly uncertain, or where policies and support programmes are insufficient 

so have material impact to contain the crisis and support recovery.52 However, where the central bank 

policies and the envelop of government support financing is substantial, there is a case to be made that 

preferred equity (operational challenges notwithstanding) could serve to allow business to be more resilient 

to invest and grow into the recovery, contributing to the sustainability of higher employment. In addition, 

when implemented as a whole of government approach, a financial support programme in the form of 

preferred equity can create signalling that can help to build confidence with existing creditors and investors 

about firms’ recovery, which in turn helps maintain access to short-term liquidity. 

Given excessive corporate leverage in the financial sector of many OECD countries, additional 

consideration should be given to programme terms that help incentivise equity investment, rather than 

adding further leverage and interest payments which erode financial flexibility and the resilience needed 

to emerge from the crisis. To this end, simulation analysis can help identify trade-offs between capital 

structure sustainability and government returns when providing support. This is important when 

considering the extent to which programmes can help support firms that are not represented in existing 

support programmes, such as non-investment grade firms or larger SMEs with high leverage. Equity like 

instruments can absorb temporary and first losses, as dividends can be waived or delayed without leading 

to default. This suggests the higher cost of limited financial flexibility for debt, while equity can continue to 

perform as long as it is not restructured and EBITDA recovers. 

Therefore, when providing support, it is important to ensure that the total amount of outstanding debt after 

the initial contribution is lower than a reasonable valuation for the firm. In other words, equity value should 

clearly be positive. This ensures that the government only supports companies which have a reasonable 

expectation of long term equity value. For example, when there is sufficient equity value remaining in the 

firm, equity investment can both reduce leverage and mitigate against losses.53 However, firms exhibiting 

limited financial flexibility (high debt multiples and low EV multiples) at the start of the period, have a low 

implied equity value and hence represent firms in which equity investment is likely to yield first-losses in a 

downside scenario. Put differently, the government can expect positive returns on investment only when 

the starting debt multiple is reasonably low compared to the EV multiple to imply positive equity value. 

Firms with adequate equity value will be more able to withstand a period deteriorating revenue and 

earnings performance, and therefore are less likely to experience distress. As such, government equity 

investment will support much needed financial flexibility in times of crisis. Figure 5 (panel A) shows that 

adequate debt coverage by enterprise value is less likely to be maintained in the case of a debt 

contribution, leading to potential debt distress (when debt outstanding exceeds enterprise value). On the 

other hand, an equity contribution will keep leverage at more manageable levels, as the firm benefits from 

the loss absorption characteristics of equity (waived or delayed dividends, lack of amortisation or 

mandatory repayment) as operational performance and enterprise value recover. The avoidance of default 

through lower leverage and improved flexibility to use cash flow to repay capital is critical to overcome 

periods of acute but temporary stress. 

                                                
52 Simulated performance based on valuation coverage may not fully capture the range of downside and tail economic outcomes, or interim 

fluctuations of firm cash flow in practice. Therefore, uncertainties about simulated projections should be taken into account when designing 

programmes that must consider potential losses and recovery rates. 

53 A risk-return trade-off states that the potential return rises with an increase in risk. For example, low levels of uncertainty may be associated 

with lower potential returns, and high levels of uncertainty or risk may be associated with higher potential returns. 
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Figure 5. An equity contribution can support greater debt coverage and loss absorption 

Debt coverage based on enterprise value and debt outstanding for a debt versus equity contribution (partial recovery 

firm B) 

   

Note: Indicative simulation for conceptual purposes, not based on current industry information. Firm B (partial recovery firm) is used in the base 

case scenario in which a 5% interest rate and a 4 year linear principal amortisation is applied to the debt contribution, and a 10% dividend yield 

and exit after 4 years (2024) is applied to the preferred equity contribution. IRR values represent the total expected return using various 2019 

debt and EV multiples.  

Source: OECD calculations. 

 

Figure 6. Equity support is effective in reducing debt to EBITDA multiples over time 

Average debt to EBITDA evolution over the period for a debt and preferred equity contribution  

 

Note: Indicative simulation for conceptual purposes, not based on current industry information.   

Source: OECD calculations. 
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In addition, a preferred equity contribution will be more effective in reducing debt to EBITDA multiples 

throughout the period of the programme (see Figure 6) relative to the debt contribution. The EBITDA shock 

from the subsequent crisis as a result of the COVID-19 pandemic will naturally increase debt to EBITDA, 

however as EBITDA recovers throughout the programme, debt to EBITDA multiples will improve with both 

a debt 54 or equity contribution. Equity, by nature, will be more effective in reducing leverage and in turn 

debt to EBITDA multiples, with the simulation indicating an average end-of-programme multiple of 4.6x in 

the event that 40% of firms experience a strong recovery, 40% a partial recovery, and 20% experience 

high-distress (see Figure 6). At the firm level, in the event that a firm experiences a partial recovery (25% 

long term haircut on 2019 EBITDA), the debt to EBITDA multiple could be expected to reduce from 7.4x to 

4.5x following an equity contribution, and from 9.9x to 5.8x in the case of a debt contribution (see Annex 

B, Table A B.2, A B.3 and A B.6). 

Both the equity and the debt contribution see leverage declining throughout the programme, but only an 

equity contribution supports a decline in leverage below that of pre-crisis levels. Whereas, with debt 

contribution, leverage remains above pre-crisis levels throughout the programme (see Figure 6 above). In 

addition, and in the event of a downside scenario, with 40% of firms experiencing high-distress, the 

simulation suggests that equity can help reduce the average leverage position of all programme firms to a 

sustainable level (see Figure 7). In addition, the lower the proportion of distressed firms in the programme, 

the better overall average level of capital structure sustainability at the end of the programme. For example, 

should only 10% of firms experience high-distress (structural deterioration), the average debt to equity 

multiple of firms in the programme could be expected to reduce to 4.0x in the case of a preferred equity 

contribution versus 5.2x in the case of debt (see Figure 7).  

 

Figure 7. Even in a dire economic scenario, equity support is effective in reducing debt to EBITDA 
multiples 

Sensitivity of average debt to EBITDA at the end of programme based on the proportion of structurally deteriorated 

firms 

  

Note: Indicative simulation for conceptual purposes, not based on current industry information.   

Source: OECD calculations. 

                                                
54 In the case that a covenant on new indebtedness is observed.  
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In light of the simulation analysis results, there is a strong case for the value of a preferred equity 

contribution in providing immediate and appropriate liquidity support to non-investment grade corporates 

and SMEs. However, certain conditions are needed to ensure that government (and taxpayer) money is 

not being put at undue risk. These include appropriate eligibility requirements (taking into consideration 

ex-ante capital structure sustainability), credit assessment and programme due diligence to limit downside 

risks. In addition, if the government could partner with other equity investors – including private equity – to 

conduct programme due diligence and provide financing that reduces leverage, it could also bring needed 

expertise to the investment process and increase participating firms’ financial resilience.  

2.2. Additional considerations  

Access to finance remains one of the most significant challenges for the creation and growth of a range 

private companies, including non-investment grade corporates and SMEs. This challenge has been 

exacerbated by the financial and economic crisis resulting from the COVID-19 pandemic. Many firms have 

suffered a double shock, involving stress directly to the real economy that has led to a drop in output and 

consumption combined with a tightening in credit terms. Government support measures, including those 

discussed in this note, provide a part of the much needed support to private companies, yet many remain 

in financial distress with limited access to liquidity support. 55 

Preparing solvent firms for recovery and future economic growth should be an important component of 

financial support measures. In doing this, creating a market that can provide continued financing at 

appropriate rates for companies following an exit from any government support is vital. In this respect, the 

crisis also provides an opportunity to improve the policy framework for financing and open up new channels 

that can support companies with potential to contribute to productivity-led growth. Furthermore, financial 

support should increasingly be focused on strengthening recovery and resilience of firms, in particular 

SMEs, by strengthening their capacity to adopt digital technologies, skills and innovation. 

This note provides a conceptual analytical framework to assess financing options, as well as outlining 

country-specific evidence, to help governments and policymakers who are in the process of designing 

support programmes for illiquid but solvent firms. Important considerations and further analysis will be 

needed to define the implementation and reach of these programmes taking into consideration the specific 

context in countries and jurisdictions. To this end, the OECD aims to continue to aide policymakers in 

measuring the effectiveness of business financing support programmes, and provide analysis that can help 

contribute to the design and potential implementation of new or extended support. In doing this, further 

research would be needed to assist the development of recommendations. 

 

                                                
55 For an overview of SME policy responses to COVID-19 and an analysis of the impact on SMEs, see OECD (2020), SME Policy Responses 

to COVID-19.  

https://read.oecd-ilibrary.org/view/?ref=119_119680-di6h3qgi4x&title=Covid-19_SME_Policy_Responses
https://read.oecd-ilibrary.org/view/?ref=119_119680-di6h3qgi4x&title=Covid-19_SME_Policy_Responses
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Annex A. Preliminary assessment of government support programmes 

to businesses 

Table A A.1. Non-exhaustive list of programmes in OECD countries 

Based on publicly available information, as of 20 May 2020 

Jurisdiction Purpose Type Programme Total size Terms Terms - Rates Capital 

struct

ure  

Firms 

targeted 

Restrictions Channe

l 

Australia Credit and 
liquidity support 

to businesses 

Guarantee Coronavirus 
SME Guarantee 

Scheme 

AUD 40 

billion 

Under the Scheme, the Government will 
guarantee 50 per cent of new loans 
issued by eligible lenders to SMEs. 

The Scheme will enhance lenders’ 
willingness and ability to provide credit, 

supporting many otherwise viable 
SMEs to access vital additional funding 

to get through the impact of 
Coronavirus. The Scheme will be 
available for new loans made by 

participating lenders until 30 September 
2020. 

The Government will provide eligible 
lenders with a guarantee for loans with 

the following terms: 

SMEs, including sole traders, with a 
turnover of up to USD 50 million. 

Maximum total size of loans of 
USD 250,000 per borrower. 

Loans will be for up to three years, with 
an initial six month repayment holiday. 

Unsecured finance, meaning that 
borrowers will not have to provide an 

Rates not published Debt SMEs  Banks 
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Jurisdiction Purpose Type Programme Total size Terms Terms - Rates Capital 

struct

ure  

Firms 

targeted 

Restrictions Channe

l 

asset as security for the loan. 

Australia Credit and 

liquidity support  
Loan Structured 

Finance Support 

Fund 

AUD 15 

billion 

Provides authorised deposit-taking 
institutions (ADIs) in total with access to 

funding from the Reserve Bank of 
Australia 

Rates not published Debt Financial 

Institutions 
 Direct 

Australia Credit and 

liquidity support 
Loan Term Funding 

Facility 

AUD 90 

billion 

Reinforcement of the benefits of a low 
cash rate by reducing funding costs for 

banks, which in turn will help reduce 
interest rates for borrowers. To 

encourage lending to businesses, the 
facility offers additional low-cost funding 
to banks if they expand their business 

lending, with particular incentives 
applying to new loans to SMEs. 

Fixed interest rate of 
0.25 per cent 

Debt Financial 

Institutions 
 Direct 

Austria To ensure the 
economic 
survival of 

companies 

Guarantee Corona Aid Fund EUR 15 

billion 
Austria will assume 100%  state liability 

for emergency loans. This enables 
banks to grant working capital loans of 

up to EUR 500,000. 

With a guarantee of EUR 500,000, the 
Republic's guarantee covers 90% of the 
loan amount. The upper limit for this is 

a maximum of 3 monthly sales or 
double the total annual wages and 
salaries or, in reasonable justified 

cases, the liquidity requirement of up to 
18 months. The term is a maximum of 5 
years and can be extended by up to 5 

years. 

For the 100% guarantee 
product, a 3-month 
Euribor + 75 basis 

points loan rate applies 
with an upper limit of 0% 

in the first two years. 

For the 90% guarantee 
product, a loan interest 

rate of up to 1% and 
guarantee fees, which 
are prescribed by the 
EU and are between 

0.25 and 2% depending 
on the size of the 
company and the 

duration of the 
guarantee, apply. 

Debt SMEs  Banks 

Belgium Credit and 
liquidity support 

to businesses 

Guarantee  EUR 50 

billion 
Guarantee scheme for all new loans 

and credit lines with a maximum 
duration of 12 months, which banks 

provide to viable non-financial 
businesses and the self-employed. 

Rates not published Debt All  Direct 
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Jurisdiction Purpose Type Programme Total size Terms Terms - Rates Capital 

struct

ure  

Firms 

targeted 

Restrictions Channe

l 

Upon expiry of the guarantee scheme, 
the amount of losses incurred on loans 

under the guarantee scheme will be 
assessed. The burden will be shared 
between the financial sector and the 

public sector 

Brazil Credit and 
liquidity support 

to businesses 

Loan Emergency 
Employment 

Support Program 

BRL 40 

billion 
Aimed at carrying out credit operations 

with entrepreneurs, business companies 

and cooperative companies, with the 
exception of credit companies, for the 

purpose of paying their employees' 

payroll; annual gross revenue greater than 
BRL 360 000 and less than or equal to 
BRL 10 000 000 based on the  2019. 

Term of 36 months for payment and 6-
month grace period for payment to start, 

with interest capitalisation during this 

period. 

Interest rate of 3.75% of 

the amount granted 
Debt SMEs  Banks 

Brazil Providing 
liquidity to the 

financial system 

Loan Special 
Temporary 

Liquidity Facility 

BRL 670 

billion 
The BCB was allowed to grant loans to 
financial institutions backed by financial 

letters collateralised by loan pools or 

securities 

Rates not published Debt Financial 

Institutions 
 Direct 

Brazil Credit and 
liquidity 

support to 
businesses 

Deduction  BRL 55.8 

billion 

Deduction on reserve requirement on 
savings deposits conditional on credit 

provision to micro and small companies 

For up three years, financial institutions 

are allowed to deduct up to 30% of their 

reserve requirements on savings deposits 
provided that the deducted amount is 
used in credit operations for micro and 

small companies. Financial institutions 
must provide 5% of the loans to micro and 
small companies by August 10, 2020; and 

another 5% by September 8 2020. If a 
financial institution fails to comply with the 
measure, it will not receive remuneration 

on the 30% on its savings-reserve 

Rates not published Debt SMEs  Banks 
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Jurisdiction Purpose Type Programme Total size Terms Terms - Rates Capital 

struct

ure  

Firms 

targeted 

Restrictions Channe

l 

balance until the end of 2020. For those 
that are unable to grant this earmarked 

credit, it will be possible to buy Term 
Deposit with Special Guarantees (DPGE) 

from institutions operating in the 

regulatory segments S3, S4 and S5 [BCB 

Circular No. 4,029/2020].  

Brazil Credit and 
liquidity 

support to 
businesses 

Loan  BRL 231 

billion 

Fostering credit for small and medium-
sized enterprises The minimum capital 

requirement for credit for small and 
medium-sized enterprises (SME) was 

reduced, fostering credit provision for the 
segment — with annual gross revenue of 

BRL 15 million to BRL 300 million. 

Precisely, the amount of risk-weighted 
assets  (RWA) relative to credit risk 

exposures of these operations goes from 

100% to 85% — criteria also valid for new 
or restructured operations carried out from 

Abril 1st to 31st December 2020 [BCB 

Circular Nr. 3,998/2020]. 

Rates not published Debt SMEs  Banks 

Canada Credit and 
liquidity 

support to 
businesses 

Loan Business Credit 
Availability 
Program 
(BCAP) 

valued at 
CAD 40 
billion 

Loans up to CAD 6.25 million. Rates not published Debt SMEs  Direct 

Canada  Loan Canada 
Emergency 
Commercial 

Business 
Account 

 Loans up to CAD 40 000; If the loan is 
repaid by December 31, 2022, 25 per 

cent (up to USD 10 000) will be 
forgiven; If the loan is not repaid by 
December 31, 2022, the remaining 

balance will be converted to a three-
year term loan at 5 per cent interest 

Interest free Debt SMEs  Direct 

Canada Credit support 
to businesses 

Loan Canada 
Emergency 
Commercial 

Rent 

 Loans, including forgivable loans, to 
commercial property owners who in turn 

will lower or forgo the rent of small 
businesses for the months of April 

Rates not published Debt   Direct 
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Jurisdiction Purpose Type Programme Total size Terms Terms - Rates Capital 

struct

ure  

Firms 

targeted 

Restrictions Channe

l 

Assistance (retroactive), May, and June 

European 
Union 

Credit and 
liquidity 

support to 
countries 

Loan Pandemic 
Crisis Support 

credit lines 
(ESM) 

~ EUR 240 
billion 

2% of the respective country's GDP as 
of end-2019, as a benchmark 

Rates not published Debt  Available until 
the COVID 19 
crisis is over; 
commitment 
to finance 
direct and 

indirect 
healthcare, 
cure and 

prevention 
related costs 

due to the 
COVID 19 

crisis 

Direct 

European 
Union 

Credit and 
liquidity 

support to 
businesses 

Guarantee Partnership with 
EIB and EIF 

EUR 40 
billion 

Guarantee schemes to banks based on 
existing programmes, dedicated 

liquidity lines to banks, and dedicated 
asset-backed securities (ABS) 

purchasing programmes to allow banks 
to transfer risk on portfolios of SME 

loans 

Rates not published Debt SMEs  Banks 

Finland Credit and 
liquidity support 

to businesses 

Loan BUSINESS 
DEVELOPMENT 

AID 

EUR 400 

million 
Employ up to five people (including the 

entrepreneur/entrepreneurs). Sole 
entrepreneurs are not eligible for the 
grants provided by ELY Centres. The 
aid can amount to a maximum of 80% 

of the imputed eligible costs, 

the amount of the aid may not exceed 
10 000 euros. 

Up to 70% of the granted funding may 
be paid in advance 

Rates not published Debt SMEs  Banks 

Finland Credit and 
liquidity support 

to businesses 

Loan FUNDING FOR 
BUSINESS 

DEVELOPMENT 

EUR 250 

million 
Finnish-based SMEs with 6-250 

employees and mid-cap companies 
with a maximum turnover (own or 

group) of EUR 300 million. Preliminary 

Rates not published Debt SMEs  Banks 
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Jurisdiction Purpose Type Programme Total size Terms Terms - Rates Capital 

struct

ure  

Firms 

targeted 

Restrictions Channe

l 

funding for companies during business 
disruptions: maximum of EUR 10,000. 

The grant for a study is 80% of the 
project's approved total costs. Up to 

70% of this grant may be paid in 
advance. The funding provided by 

Business Finland has a maximum value 
of EUR 10 000.  Development funding 

for companies: maximum of 
EUR 100 000. The amount of funding 

for a development project is 80% of the 
project's approved total costs. Up to 

70% of the amount of funding may be 
paid in advance. The funding provided 
by Business Finland has a maximum 

value of EUR 100,000 (making the total 
project budget EUR 125 000). 

Finland Credit and 
liquidity support 

to businesses 

Recapitalisatio

n 
stabilisation 

program 
EUR 150 

million 
Companies with a significant 

employment impact and turnover in 
Finland: 

Turnover at least 10 million. in 2019, 
Number of employees in Finland over 

50, Business profitable before the 
interest rate crisis and the company has 
the conditions for it in the future as well 
- EBITDA positive in 2019 or two of the 

three previous years positive (2017-
2019) 

Due to the interest rate crisis, the 
financial position deteriorated 

significantly 

The company has not been over-
indebted before the interest rate crisis 

Tesi's investments range from 
EUR 1-10 million. 

The terms of the 
investment are negotiated 

on a company-by-

company basis 

Equity Medium-

large 
 Banks 

Finland Credit and Guarantee Start-SMEs EUR 12 Start Guarantee: Directed at companies Rates not published Debt SMEs  Banks 
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Jurisdiction Purpose Type Programme Total size Terms Terms - Rates Capital 

struct

ure  

Firms 

targeted 

Restrictions Channe

l 

liquidity support 

to businesses 
Guarantee billion which have been operating for a 

maximum of three years. The bank 
applies the guarantee from Finnvera on 

behalf of your enterprise. SMEs 
guarantee: coverage can be up to 80%. 
directed at companies which have been 
in operation for more than three years. 

It can be used to cover a loan of 
maximum EUR 150 000. 

France Credit and 
liquidity support 

to businesses 

Guarantee Reinforcement of 

the Treasury 
 Guarantee up to 90% on liquidity 

enhancement loans from 2 to 7 years 
used to guarantee long and medium-
term loans, movable and immovable 

leases, financial leases, etc. Term: 2 to 
7 years (can be extended to 15 years 
[max.] for loans with a security interest 
in a real estate asset or in the case of a 

sale and leaseback of real estate) 

Up to EUR 5 million for SMEs and up to 
EUR 30 million for ETIs Elimination 

period reduced to 6 months (BPI 
programme) 

A guarantee fee, ranging 
from 50 basis points to 

200 basis points per year 
depending on the size of 
the borrower as well as 

the maturity of the loan, 
shall be payable to the 

State by the borrower 

Debt VSEs, 
SMEs and 

Mid-cap 

companies 

 Direct 

France Credit and 
liquidity support 

to businesses 

Guarantee Confirmed Line 

of Credit 
 Up to 90% guarantee on confirmed 

credit lines for a period of 12 to 18 
months. Used to guarantee the renewal 

of confirmed ST lines of credit 
(overdrafts, overdraft facilities, 

discounts, daily, etc.) For financing the 
business operating cycle. Guarantee 

equal to the duration of the CT line (up 
to EUR 5 million for SMEs and up to 

EUR 30 million for Mid-cap companies) 

4-month waiting period. (BPI 
programme) 

Rates not published Debt SMEs  Direct 

France Credit and 
liquidity support 

Loan Midterm 

financing 
 Used for one-off cash requirements and 

an exceptional increase in working 
Rates not published Debt VSEs, 

SMEs and 
 Direct 
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Jurisdiction Purpose Type Programme Total size Terms Terms - Rates Capital 

struct

ure  

Firms 

targeted 

Restrictions Channe

l 

to businesses capital requirement, linked to the 
economic situation 

EUR 50 000 to EUR 5 million for SMEs, 
and up to EUR 30 million for Mid-cap 

companies 

Term: between 3 and 5 years, of which 
6 to 12 months of deferred depreciation 

Unsecured loan on the assets of the 
company or its manager. (BPI 

programme) 

Mid-cap 
companies, 

with at least 
12 months 
of balance 

sheet 

France Credit and 
liquidity support 

to businesses 

Loan Midterm 

financing 
 Partnership with the Regions and co-

financed 

Allows financing a cash requirement 
related to a cyclical difficulty, a 

temporary fragile situation, or a working 
capital requirement that does not allow 

normal operating conditions. 

Financing ceiling: EUR 10 000 to 
EUR 300 000. 

Term: 7 years, including 2 years of 
deferred capital amortisation 

Rates not published Debt VSEs, 
SMEs and 
Mid-cap 

companies 

 Direct 

France Credit and 
liquidity support 

to businesses 

Loan State-
guaranteed 

loans 

EUR 
300 billion 

One-year treasury loan. 

At the end of the first year, the company 
may decide to amortise the loan over a 

further 1, 2, 3, 4 or 5 years. 

This cash loan may cover up to three 
months of sales up to a maximum of 
25% of sales excluding VAT in 2019 
(i.e. the equivalent of one quarter of 
activity), or of the last financial year 
ended. As an exception, for newly 

created or innovative companies, this 
ceiling is set at 2 years of payroll. 

The loan benefits from a State 
guarantee of: 

90%, for companies with < 5 000 

The cost of the loan will 
be made up of each 

bank's own financing cost 

(interest rate), without 

margin, plus the cost of 

the State guarantee. 

Debt All These loans 
may not be 
covered by 

any other 

guarantee or 
security, 

except when 
they are 

granted to 

companies in 
France 

employing 

more than 
5 000 

employees or 

Direct 
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Jurisdiction Purpose Type Programme Total size Terms Terms - Rates Capital 

struct

ure  

Firms 

targeted 

Restrictions Channe

l 

employees and < EUR 1.5 billion 
turnover. 

80%, for companies > 5 000 employees 
and < EUR 5 billion turnover 

70%, for companies > 5,000 employees 
and > EUR 5 billion turnover 

generating 
sales of more 

than EUR 1.5 

billion. 

France Credit and 
liquidity support 

to businesses 

Guarantee Expansion of the 
Cap France 

export 

reinsurance 
scheme for 

short-term export 

credits 

EUR 5 
billion 

The State will reinsure, via Bpifrance 
Assurance Export, private insurers to 

support the credit insurance market on 
short-term export receivables (less than 

2 years), with 2 levels of cover:  In 
addition to the cover offered by private 
insurance Or to maintain coverage on 
clients who are more difficult to insure. 

This scheme will be valid for a wide 
range of export destinations (beyond 
the 17 currently covered), including 
European Union states and OECD 

members. The ceiling for government 
intervention in this scheme is doubled 
to €2 billion, thanks to the guarantee 

provided for in the amended finance law 
of 23 March 2020. For companies, this 

measure will make it possible to 
maintain a credit insurance scheme to 

secure cash flows. For insurers: a 
public reinsurance capacity enabling 

them to cope with a general increase in 
international payment incidents due to 

the deterioration of the global economic 
situation 

Rates not published Debt All  Banks 

France Credit and 
liquidity support 

to businesses 

Guarantee Activation of 

reinsurance 

public on  

credit insurance 

EUR 10 
billion 

To allow companies to continue to 
benefit from credit insurance coverage 

they need in order to continue their 
activity with their French SME and mid-

cap customers 

Rates not published Debt SMEs  Banks 
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Jurisdiction Purpose Type Programme Total size Terms Terms - Rates Capital 

struct

ure  

Firms 

targeted 

Restrictions Channe

l 

Germany Grants to 
cover 

operating 
costs 

Grant Immediate 
Assistance 
Programme 

Total of 
EUR 50 
billion 

foreseen 

Support  of up to EUR 15 000 per firm Rates not published Debt Self-
employed 
and small 

businesses 
with fewer 

than 10 
employees 

 Direct 

Germany Providing 
liquidity to 

affected firms 
through 

programs with 
unlimited 

credit 

Loan Partnership with 
KfW 

 Firms will be able to apply for 
immediate loans through the KfW with 
100% government guarantee worth up 

to 25% of 2019 revenue, capped at 
EUR 500 000 and EUR 800 000 for 
firms with 10 to 50 employees and 

those with more than 50 employees, 
respectively. Screening will be eased 
and based on past profitability only, 

conditions comprise an a maturity of ten 
years. 

Interest rate of 3% Debt Firm size 
limitations 
for liquidity 
support will 
be adjusted 

upwards 

Loans can be 
converted to 
regular KfW 
loans over 

time following 
usual risk 
screening 

measures by 
banks. 

Banks 

Germany Credit support 
to businesses 

Recapitalisati
on 

 EUR 2 
billion 

Co-investment in start-ups through the 
KfW bringing forward a first tranche of 
an already planned future fund of EUR 

10 billion 

Rates not published Equity Start-ups  Banks 

Germany Credit and 
recapitalisation 

support to 
businesses 

Guarantee Economic 
stabilisation 

fund 

EUR 600 
billion 

EUR 100 billion for recapitalisation, 
EUR 400 billion of guarantees for 
corporate liabilities and a credit 

authorisation for EUR 100 billion to the 
KfW for refinancing purposes. 

Rates not published Equity/
Debt 

Large 
companies 

with 250 
employees 

or more 

 Banks 

Greece Credit and 
liquidity support 

to businesses 

Loan Repayable 
advance 

payment scheme 
for financing 

enterprises 

EUR 2 

billion 
It is targeted at companies having 

temporary financial difficulties due to 
the coronavirus outbreak, as 

demonstrated by a significant reduction 
of their turnover and taking into account 

the number of their employees. The 
scheme will help to ensure that liquidity 

remains available in the market, to 
counter the damage inflicted by the 

Rates not published Debt All  Direct 
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Jurisdiction Purpose Type Programme Total size Terms Terms - Rates Capital 

struct

ure  

Firms 

targeted 

Restrictions Channe

l 

outbreak and to preserve the continuity 
of economic activity after the outbreak. 

Greece Support the 
provision of 

working capital 

loans to 

businesses 

Guarantee  EUR 2 

billion 
Guarantees in the order of EUR 2 

billion, on basis of PIB funds, will be 
issued by the Hellenic Development 

Bank (HDB), which will be leveraged by 
the Greek banks, to reach a total 

amount with liquidity provided to the 
enterprises up to EUR 7 billion. 

Rates not published Debt All  Banks 

Greece Support the 
liquidity of 

SMEs 

Loan Loan instalment EUR 1.2 

billion 
Loan instalments of small and medium-

sized enterprises (SMEs) will be 
covered by PIB funds with a cost of 
EUR 800 million for three months. 

Rates not published Debt SMEs  Direct 

Hong Kong Credit and 
liquidity support 

to businesses 

Guarantee SME Financing 
Guarantee 

Scheme 

HKD 100 

billion  

80% Guarantee; Under the 
Enhancement Measures rolled out in 

May 2020, the Maximum Facility 
Amount for qualifying guarantees under 

the 80% Guarantee Product is 
HKD 18 000 000, applicable to 

applications received by end-June 2022 

The overall interest rate 

ceiling is 10% - 12% 
Debt SMEs  Banks 

Hong Kong Credit and 
liquidity support 

to businesses 

Guarantee SME Financing 
Guarantee 

Scheme 

HKD 33 

billion  

90% Guarantee; Under the 
Enhancement Measures rolled out in 

May 2020, the Maximum Facility 
Amount for qualifying guarantees under 

the 90% Guarantee Product is 
HKD 8 000 000 , applicable to 

applications received by end-June 
2022. 

The overall interest rate 

ceiling is 8% - 10% 
Debt SMEs  Banks 

Hong Kong Credit and 
liquidity support 

to businesses 

Guarantee SME Financing 
Guarantee 

Scheme 

HKD 50 

billion 

Special 100% Loan 

Guarantee; Borrower’s total amount of 
(a) wages and (b) rents for six months, 

or HKD 4, 00 000, whichever is the 
lower. For Borrowers without (a) and (b) 

above, proxy is made to 50% of the 
highest monthly net income in 2019 

multiplied by six. The maximum 

An interest rate of the 
Prime Rate minus 2.5% 
per annum (i.e. current 

interest rate at 2.75%) is 

charged 

Debt SMEs  Banks 
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Jurisdiction Purpose Type Programme Total size Terms Terms - Rates Capital 

struct

ure  

Firms 

targeted 

Restrictions Channe

l 

repayment period of a loan under the 
guarantee is 36 months, with an 

optional principal moratorium for the 
first twelve months, so as to lessen 
immediate repayment burden of the 

enterprises. 

Hungary Credit and 
liquidity support 

to businesses 

Loan Funding for 
Growth Scheme 

Go (FGS Go!) 

HUF 1 500 

billion 

HUF 1-20,000 million; Term: 3 or 20 
years maximum 

2.5% maximum Debt All  Banks 

Hungary Credit and 
liquidity support 

to businesses 

Loan Széchenyi Card 

Programme 

 Loan schemes have been introduced 
specifically to address the economic 
difficulties caused by the COVID-19 

epidemic. The following special 
constructions can be applied for from 
15 May 2020, similarly to the previous 
loans of the Széchenyi Card Program. 

0.5% rate  Debt All  Banks 

Hungary Credit and 
liquidity support 

to businesses 

Loan Recovery 
Programme of 
the Hungarian 

Development 

Bank 

HUF 1 500 
billion (of 
which 680 

billion is 
allocated to 
guarantee 

schemes 

MFB Crisis Loan: In the framework of 
the loan programme, businesses can 

take out a loan in an amount of 
between HUF 1 million and HUF 150 

million for general investment purposes 
and working capital financing, including 

liquidity financing. MFB 
Competitiveness Loan Programme is 

an effective tool primarily for large 
companies and mid-sized companies 
that are planning to implement major 

investments. The loan programme may 
be used for financing investments and 
working capital, loan refinancing, and 

acquisitions, i.e. purchasing a 
shareholding, as well as liquidity 

financing. Both programmes come with 
an 80% state guarantee, with an annual 
0.1% guarantee fee payable in addition 

to the interest. The programmes 
financed from the MFB’s own funds will 

2.5% annual interest rate Debt All  Banks 
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be available from 30 April 2020. 

Hungary Credit and 
recapitalisation 

support to 

businesses 

Recapitalisatio

n 

SME Rescue 
Capital 

Programme 

HUF 371 

billion 

The programmes may give a lifeline to 
struggling SMEs with low capital (SME 
Rescue Capital Programme), or may 
give rapid assistance to successful 

start-ups that have stalled as a result of 
the crisis, with the purpose of 

strengthening Hungarian innovation 
potential (Startup Rescue Capital 

Programme). In addition, they provide 
help to distressed strategic companies, 
they offer funds for company and real 

estate acquisition in Hungary and 
abroad, and provide capital financing 
for economic recovery (Crisis Capital 
Programme I-II). The programmes will 

be managed partly by Hiventures Zrt., a 
member of the MFB Group, and partly 
by private capital fund managers from 

the private market. The capital 
programmes managed by Hiventures 
will be available from 30 April 2020. 

Rates not published Equity All  Banks 

Hungary Credit and 
liquidity support 

to businesses 

Loan EXIM 
compensation 

programs 

 HUF 200 million for businesses 
involved in exporting 

2.3% interest rate Debt All  Banks 

Ireland Liquidity 

support to 

businesses 

Loan COVID-19 

Working Capital 

Scheme 

EUR 450 

million 
Loans from EUR 25 000 up to EUR 1.5 
million for a period of up to 3 years. No 

security required for loans of up to 
EUR 500 000. Firms may be able to 
avail of a three-month interest-only 

payment period 

competitively priced loans 

(maximum interest rate of 

4%) 

Debt Viable and 

eligible 
businesses 
(including 

sole 
traders) with 

up to 499 

employees 

 Direct 

Ireland Credit and 
liquidity support 

to businesses 

Loan COVID-19 
Funding for 

Future Growth 

EUR 200 

million  
Loans from EUR 100 000 to a 

maximum of EUR 3 000 000 with terms 
ranging from 8 to 10 years. No security 

 Competitively priced 
loans (maximum interest 

rate of 4.5%) 

Debt All  Direct 
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Loan Scheme required for loans of up to 
EUR 500 000. Firms may be able to 

avail of interest-only repayments at the 
start of the loan 

Ireland To encourage 
additional 
lending to 
SMEs by 

offering a 
partial 

Government 

guarantee 
(currently 80%) 

to banks 

against losses 
on qualifying 

loans to eligible 

SMEs 

Guarantee Credit 
Guarantee 

Scheme 

 SMEs experiencing any of the following 
three barriers to lending: inadequate 

collateral, novel business market, 
sector or technology perceived by 

finance providers as higher risk under 
current credit risk evaluation practices, 
need for refinancing caused by the exit 
of an SME lender from the Irish market. 
Loans from EUR 10 000 up to EUR 1 
million, loan period of up to 7 years. 

Firms may be able to avail of between a 
3 to 6-month interest-only payment 

period (depending 

on the total loan duration) 

the cost of the scheme is 
currently 0.5% premium 
per annum - costs may 

change periodically, to a 

maximum of 2% 

Debt SMEs  Direct 

Ireland Credit and 
liquidity support 

to businesses 

Loan Microfinance 

Ireland 
 Business Loans between EUR 5 000 

and EUR 50 000 that may be used for 
working capital and required business 

changes as a result of COVID-19, terms 
up to 3 years (shorter if appropriate). 

The terms include a six months interest 
free and repayment free moratorium, 

with the loan to then be repaid over the 
remaining 30 months of the 36-month 

loan period. No security required 

interest rate of 4.5% if an 
application is submitted 

through a Local 
Enterprise Office. 5.5% if 

submitted directly to 

Microfinance Ireland no 
fees and/or hidden costs 

with fixed repayments and 

with no penalty for early 

repayment 

Debt Micro-
enterprises 

employing 
less than 10 
people and 

with a 
turnover of 
less than 

EUR 2 
million per 

annum 

 Direct 

Ireland Provide 
financial 

support to Irish 
companies 

affected by the 
coronavirus 

outbreak. 

Loan Sustaining 

Enterprise Fund 
EUR 180 

million 
Businesses qualifying under this EU 
supported scheme will be offered a 

Repayable Advance of up to 
EUR 800 000. 

Rates not published Debt All Firms eligible 
have to: 

employ 10 or 
more full time 

employees; 
are operating 

in the 

manufacturing 

Direct 
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and 
internationally 

traded 
services 

sectors 

Ireland Credit and 
liquidity support 

to businesses 

Grant COVID-19 
Business 
Financial 

Planning Grant 

 100% funding of up to EUR 5 000 to 
access an approved financial 

consultant; help the company to 
understand its immediate financial 

position, secure the finance it requires 
to survive and provide a framework to 

sustain the business; open to all 
Enterprise Ireland clients and 

companies employment 10 or more in 
the manufacturing and internationally 

traded sector 

Rates not published Debt SMEs and 
Mid-cap 

companies 

 Direct 

Italy Credit and 
liquidity support 

to businesses 

Guarantee Guarantee Fund 

for SMEs 
EUR 6 

billion 
The fund’s guarantees are extended to 

companies with a maximum of 499 
employees, and to self-employed 

persons and freelance professionals. 
The guaranteed loan term must be no 
longer than 6 years and the repayment 

can start up to 2 years after the 
disbursement of the loan. If the amount 

is up to EUR 30 thousand, the 
repayment the loan term is extended to 

up to 10 years. The amount of loan 
cannot exceed 25% of the 2019 

turnover. The basic guarantee covers 
90% of the loan, for a maximum 

guaranteed amount of EUR 5 million. If 
the amount is up to EUR 30 thousand, 
the guarantee covers 100% of the loan. 

If the amount is up to EUR 800 
thousand and the company’s revenue is 

up to EUR 3.2 million, the guarantee 
covers 90% of the loan, and the 

The guarantee is provided 
free of charge. For loans 

up to 25 thousand euros, 
the law establishes an 

upside limit for the interest 

rate, which must take into 
account only the coverage 
of preliminary activity and 

management costs, and 
in any case cannot be 

higher than a value based 

on the “Rendistato” index, 
increased by 0.2% 

(currently this value is 

approximately 1,2%) 

Debt SMEs  Banks 
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remaining 10% can be covered by 
Confidi (an Italian consortium that 

provides guarantees) or another fund. 

Italy Credit and 
liquidity support 

to businesses 

Loan Sace's 

Guarantee 
EUR 12.5 

billion 
Companies must not be classified in the 
category of companies in difficulty as at 
31 December 2019, and must not have 

NPLs to the banking sector, as of 29 
February 2020. The loan term cannot 
exceed 6 years, with possible interest-

only period lasting up to 24 months. 
The amount of loans cannot exceed the 

greater of 25% of the 2019 turnover, 
and double the company's personnel 

costs related to 2019. The state 
guarantee covers 90% of the loan for 
companies with less than 5 thousand 

employees in Italy and a turnover value 
of up to 1.5 billion; 80% for companies 

with a turnover between 1.5 and 5 
billion or with more than 5 thousand 

employees in Italy; 70% for companies 
with turnover over 5 billion  

The cost of the guarantee 
is on favourable terms 

and varies according to 
the loan term. For SMEs, 
0.25% the first year, 0.5% 

the second and third, 1% 
from the fourth to the sixth 

year. For larger 

companies, 0.5% the first 
year, 1% second and 

third, 2% from the fourth 

to the sixth year. The cost 
of the loan covered by the 
guarantee must be lower 

than the cost that would 
have been requested by 

the banks for similar 

operations without SACE 

guarantees. 

Debt All The 
companies 

benefiting from 
the guarantee 
are required i) 

not to approve 
the dividend of 
shares or buy 

back their 
shares during 

2020; ii) 

manage 
employment 

levels through 

union 
agreements; 

iii) allocate the 

financing to 
cover 

personnel 

costs, 
investments or 
working capital 

used in 
production 
plants and 

business 
activities 

located in Italy 

Banks 

Italy Credit and 
recapitalisation 

support to 

businesses 

Recapitalisatio

n 
Relaunch 

Decree 
 Businesses and self-employed workers, 

with revenues not exceeding EUR 5 
million, can benefit from a non-

repayable contribution. The amount of 
the contribution is determined by 

Rates not published Equity Medium-

large 
 In order to 
obtain the 

contribution, 
the turnover 

for the month 

Banks 
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applying a percentage (between 10% 
and 20%) to the difference between the 

amount of the turnover for April 2020 
and April 2019. For companies with 
turnover between 5 and 50 million, 
which have undergone a drop in 

turnover of at least 33% compared to 
the same period of the previous year, 

and that will launch capital increases of 
at least EUR 250 thousand there will be 
a 20% tax deduction of the proceeds of 
the capital increase, of up to EUR 400 

thousands. For companies with a 
turnover of over EUR 50 million, the 

development bank special fund 
enabling a wide range of capital 

strengthening operations, although of 
temporary nature, in favour of large 

companies registered in Italy. 

of April 2020 
must be less 

than two thirds 
of the amount 
of the turnover 

for the month 

of April 2019. 

Japan Credit and 
liquidity 

support to 
businesses 

Loan  JPY 500 
billion 

(0.1% of 
GDP) 

Emergency loans and credit guarantees Rates not published Debt SMEs  Direct 

Japan Credit and 
liquidity 

support to 
businesses 

Guarantee  JPY 1.6 
trillion 

COVID-19 special loan programme 
which enables unsecured loans to 

affected firms. 

Interest free Debt micro, 
small and 
medium-

sized 
business 

 Direct 

Japan Liquidity 
support to 

businesses 

Guarantee  JPY 2 
trillion 

(0.4% of 
GDP) 

Increasing the upper limit to purchase 
commercial paper and corporate bonds 

and loans against corporate debt as 
collateral with maturity up to one year 

Interest free Debt All  Direct 

Latvia Credit and 
liquidity support 

to businesses 

Loan Working capital 

loan 
 Volume up to 1 million EUR, but the 

total loan does not exceed at least one 
of the criteria: 25% of the turnover in 

2019 double expenses for remuneration 

Reduced interest rate Debt All  Direct 
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(incl. social contributions) in 2019 
(planned amount for those founded in 

2019 in two years) the amount of 
liquidity required to ensure the 

operation for the next 12 months 

Latvia Credit and 
liquidity support 

to businesses 

Guarantee Loan Holidays 

Guarantee 
 Available to businesses, farmers, and 

those working in the fisheries and 
aquaculture industries 

The amount of the financial service 
covered by the guarantee shall not 
exceed 25% of the business’ total 
turnover in 2019, but the maximum 
amount of the guarantee shall not 

exceed EUR 5 million. The guarantee 
covers up to 50% of the amount of the 
financial service (at the moment the 

guarantee is granted)  Maturity of the 
guarantee is up to 6 years for financial 
leasing and investment loans, up to 3 

years for working capital financial 
services 

Guarantee Premium 0.5% 

per year 

Debt All  Direct 

Latvia Credit and 
recapitalisation 

support to 

businesses 

Recapitalisatio

n 
 EUR 125 

million 
Equity investment fund was created as 

a form of aid to large businesses 
troubled by the COVID-19 crisis. Size of 
the fund is planned at 125 million euros. 

This equity fund includes public (75 
million) and private (50 million) funds 

and is managed by ALTUM. 

Rates not published Equity Large 

companies 
 Direct 

Luxembourg Credit and 
liquidity support 

to businesses 

Grant financial aid of 
EUR 5 000 for 

micro-
businesses 

(employing less 
than 10 people) 

 Grant direct aid in the amount of 
EUR 5 000 to companies with ≤ 9 

employees that 

1.) have been forced to close their 

establishments on the basis of a 
Government decision and have not 

been authorised to resume their 
activities since 

Rates not published Debt Micro 
enterprises 

 Direct 
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2.) have been forced to close their 

establishments and have since then 
been authorised to resume their 

activities, but they have suffered a 
major loss in turnover 

3.) have not been forced to cease their 
activities but have suffered a major loss 

in turnover 

Luxembourg Credit and 
liquidity support 

to businesses 

Grant Financial aid of 
EUR 12 500 for 

businesses 
employing 

between 10 and 
20 people 

 Grant a direct aid of EUR 12 500 to 
businesses (between 10 and 20 staff) 

that 

1.) have been forced to close their 

establishments on the basis of a 
Government decision and have not yet 

been authorised to resume their 
activities since 

2.) have been forced to close their 

establishments and have since then 
been authorised to resume their 

activities, but they have suffered a 
major loss in turnover 

3.) have not been forced to cease their 
activities but have suffered a major loss 

in turnover 

Rates not published Debt SMEs  Direct 

Luxembourg Credit and 
liquidity support 

to businesses 

Loan   The aid amounts to a maximum of 50 % 
of the allowable costs. 

The amount of aid (in the form of a 
repayable advance) may not exceed 
the sum of EUR 500 000 per single 

business (including a group comprising 
the applicant business and connected 
undertakings). Repayment of the aid 

begins no earlier than 12 months after 
the first payment of the repayable aid, 

unless the business requests otherwise. 

interest rate of 0.5% Debt All Certain 
sectors are 

excluded: 
fishery and 

aquaculture; 

primary 
production of 
agricultural 

products; 
transformation 

and sale of 

agricultural 

Direct 
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products 

Luxembourg Credit and 
liquidity support 

to businesses 

Loan State guarantee 
scheme for new 
bank loans for 

companies 

EUR 2.5 

billion 
Guarantee new bank credit lines, for 

which the State 

guarantees up to 85%. The maximum 
amount of eligible loans can be up to 25 
% of your business turnover for the year 

2019 (or failing that, the last year 
available). For young innovative 

enterprises, the maximum amount of 
the loan is twice the company's total 

annual wage cost. 

For SMEs, the guarantee 
premium, shall be set at 
0.25 % for a maximum 

maturity of one year; 0.50 
% for a maximum maturity 

of 3 years; 1 % for a 

maximum maturity of 6 
years. For large 

companies, the guarantee 

premium, is set at: 0.50 % 
for a maximum maturity of 

one year; 1 % for a 

maximum maturity of 3 
years; 2 % for a maximum 

maturity of 6 years.": 

Debt All Reserved for 
businesses 
that were 

viable before 
18 March 

2020 

Banks 

Luxembourg Credit and 
liquidity support 

to businesses 

Loan Special Anti-
Crisis Financing 

 Indirect financing via the company’s 
usual bank - the SNCI finances up to 
60% of the required amount, provided 
that the bank finances 40%. Amount of 
SACF (financed by the SNCI) can vary 

between EUR 12,500 and EUR 
10 000 000. Loans are disbursed upon 

request of the client’s bank without 
further formalities.  Maximum SACF 

duration is 5 years with an initial grace 
period on the repayment of capital of 

maximum 2 years. 

Rates not published Debt All  Banks 

Luxembourg Credit and 
liquidity support 

to businesses 

Guarantee Special Anti-
Crisis SME 
Guarantee 

EUR 200 

million 
Funding covering the extraordinary 

financial needs caused directly by the 
COVID-19 pandemic crisis, and not 

exceeding 2,5 million euros, is eligible 
for this guarantee instrument. The 

guarantee can cover up to 80% of the 
extraordinary financial need up to a 

maximum amount of one million euros. 
The maximum guarantee duration is 

Rates not published Debt SMEs  Banks 
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three years from the date of granting of 
the funding by the commercial bank 

Mexico Credit support 
to small 

businesses 

Loan Federal 
Government, 
through the 

development 
bank Nacional 

Financiera 
(Nafin) 

MXN 36.3 
billion 

(USD 1 
billion) 

Out of one million credit products of 
MXN 25 000 for each company (USD 1 
000); 500 000 of them will be provided 

to the formal economy and 500 000 
loans will be extended to the informal 

economy. The loans will be settled over 
a period of 3 years, with no payment in 

the first three months and further 
monthly payments of MXN 1 000 (USD 
42. The Government will further boost 

the economy by providing new 
financing of at least MXN 24.8 billion via 

other development banks. 

Average rate of 6.5% 
per year 

Debt SMEs  Banks 

Mexico Credit support 
to small 

businesses 

Loan Provision of 
resources to 

banking 
institutions to 
channel credit 

to micro, SMEs, 
and individuals 
affected by the 

COVID-19 
pandemic 

MXN $250 
billion 

Banco de México will release resources 
associated with the Monetary 

Regulation Deposit (DRM) or, if 
necessary, will provide financing at 

terms of between 18 and 24 months. 

. Financing will be guaranteed through 
securities that must comply with the 

same eligibility criteria set for the FLAO. 
To ensure that the origination and 

management of the portfolio complies 
with these provisions, the registry and 

monitoring of loans associated with this 
facility will be carried out either by a 
development bank, under the same 

terms of other programs implemented 
by such institutions, or directly by 

Banco de México. These resources can 
be combined with the guarantee 

programs implemented by development 
banks and development finance 

institutions 

Cost equal to the 
overnight interbank 

interest target rate, to 
commercial and 

development banks’ new 
loans to the enterprises 

and individuals 

Debt SMEs  Banks 



   53 

COVID-19 GOVERNMENT FINANCING SUPPORT PROGRAMMES FOR BUSINESSES © OECD 2020 
  

Jurisdiction Purpose Type Programme Total size Terms Terms - Rates Capital 

struct

ure  

Firms 

targeted 

Restrictions Channe

l 

Mexico Credit support 
to small 

businesses 

Loan Collateralised 
financing facility 
for commercial 

banks with 
corporate loans, 

to finance 
micro, small 
and medium-

sized 
enterprises. 

 Banco de México will provide financing 
at a term of 18-24 months.. Just like in 
the previous case, the record and the 

follow-up of new credits associated with 
this facility will be carried out by a 

development bank or a development 
finance institution, under the same 

conditions as other programs managed 
by these institutions or else directly by 
Banco de México. Through this facility, 
the central bank provides resources to 
strengthen the credit channels in the 

economy, so that these resources can 
be used by micro, small and medium-

sized enterprises in Mexico, which have 
suffered a temporary reduction in the 

sources of income. 

Cost equal to that of the 
target for the overnight 
interbank interest rate, 

guaranteed by credits to 
firms with a credit rating 
equal to or above “A” in 

the local scale, as 
ranked by at least two 

rating agencies 

Debt SMEs  Banks 

Netherlands Liquidity 

support 

Guarantee BMKB-C The 
guarantee 
budget is 
EUR 1,5 

billion. Until 
May 1st 
banks 

issued EUR 
305 million. 

in loans 

under this 

facility. 

First-loss guarantee facility for SME 
loans provided by the bank, for loans up 
to EUR 3 million. The State guarantees 

90% up to 75% of the total credit. 

The one-time risk-
premium for the state 

guarantee is 2%. 
Furthermore pricing by 

the bank for the remaining 
cost and risk is market-

based (no certain/capped 

interest rate) 

Debt SMEs  Banks 

Netherlands Liquidity 

support 

Guarantee GO-C The 
guarantee 
budget is 
EUR 10 

billion. This 
facility is 

open since 

end of April; 

Guarantee facility through which SME 
(90% guarantee)- and larger companies 

(80% guarantee) can secure a 
guarantee from the government on their 

bank loans, up to EUR 150 million. 

Market rates will apply on 
GO guarantees loans, of 

which part is 
compensation for the 

government 

Debt SMEs  Direct 
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so no public 
figure 

available yet 

Netherlands Liquidity 

support 

Guarantee “Kleine 
Kredieten 

Corona (KKC)” 

Guarantee 
budget is 

EUR 713 
million. 

Several tens 

of 
thousands 

SME 

companies 
are 

expected to 

be helped 

by this. 

A recently announced 95% guarantee 
programme for small loans (EUR 

10,000-50,000) from banks to (micro)-
SME. Duration of the loans is five years 

with option of grace-period in first 12 
months. Firms need to have been 

profitable in 2019 or on average over 
the past three years and to have a 
revenue of at least EUR 50 000. 

 Interest rate is fixed at 
4% per year, and a one-

time risk-premium for the 

state guarantee of 2%. 

Debt SMEs  Banks 

Netherlands Liquidity 

support 

Loan TOZO No figures 

available 
This programme offers income support 
to the self-employed, but also offers the 

opportunity to receive a loan of max 
EUR 10 157 with a max duration of 3-
years and grace-period till 1-1-2021. 

 2% interest rate Debt Self-

employed  
 Direct 

Netherlands Liquidity 

support 

Loan Qredits 31 million. Via a non-profit organisation (Qredits) 
small loans are provided to SME 

companies. A credit facility of 25 million. 
will provide 2.000 loans on average of 

EUR 12.500. Furthermore current loans 
have a delay in repayment and lower 

interest rate. 

Rates not published Debt SMEs  Banks 

Netherlands Recapitalisatio
n 

Recapitalisatio

n 
Seed capital The budget 

has been 
increased in 
response to 

the corona 
crisis from 

EUR 

22 million. 

The government co-invests (50%) in a 
closed-end venture capital fund that 

provides equity to innovative start-ups. 

interest-free loans Equity Start-ups  Venture 
capital 

fund 
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to EUR 32 

million. 

Netherlands Solvency 

support 

Loan TOGS The budget 
is EUR 1,6  
billion an 

estimate of 
400.000 

companies. 

EUR 4,000 grant programme for 
businesses that are active in a pre-
defined list of (severely hit) sectors. 

Rates not published Debt All Severely hit 

sectors 
Direct 

Norway Credit and 
liquidity 

support to 
businesses 

Guarantee Government 
Bond Fund 

NOK 50 
billion 

Government loan and guarantee 
schemes include reinstatement of 

Government Bond Fund that purchases 
company bonds 

Reduced key interest 
rates 

Debt All  Banks 

Norway Credit and 
liquidity 

support to 
businesses 

Guarantee  NOK 50 
billion 

A state guarantee scheme for bank 
loans to enterprises. The state 

guarantees 90 per cent of each bank 
loan. Entered into force after approval 
by the EFTA Surveillance Authority. 

Increased borrowing limit in Innovation 
Norway’s loans scheme by NOK 1.6 

billion 

Rates not published Debt All  Direct 

Russia Credit and 
liquidity support 

to SMEs 

Loan measures to 
support lending 

to SMEs 

RUB 500 

billion  

Within the specified aggregate limit, up 
to RUB 150 billion will be allocated to 
support lending by banks to SMEs in 

order to ensure uninterrupted fulfilment 
of their wage obligations to employees. 

Bank of Russia loans for these 
purposes will also be provided to credit 
institutions for a period of 1 year, while 
the maximum amount of funds for each 
credit institution will be calculated from 

the volume of the portfolio of loans 
provided by it to SMEs for settlements 

on salary in accordance with the 
programme approved by the 

Government of the Russian Federation. 
The rate on loans provided by banks to 

rate of 4.00% per annum Debt SMEs  Banks 
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SMEs within the framework of the said 
government programme during the first 
six months should not exceed the level 

established by the programme. 

Russia Credit and 
liquidity support 

to SMEs 

Loan Interest-free 

payday loans 
 Large, medium and small businesses, 

as well as individual entrepreneurs from 
the most affected sectors can take an 
interest-free loan from the bank for six 
months to pay salaries to employees. 

The company must have been 
operating for at least 1 year. Bankruptcy 
proceedings should not be introduced 

for a company. The number of 
employees for organisations other than 
small and micro-businesses during the 
reporting month should be at least 90% 

of the number of employees in the 
month preceding the reporting month. 

The maximum amount of borrowed 
funds is calculated based on the 

number of officially employed 
employees x minimum wage (taking 

into account regional ratios and 
payments to funds) x for 6 months 

A loan at 0% is designed 
for six months, but can be 
extended for another six 

months at 4%. 

Debt All  Banks 

Spain Credit and 
liquidity support 

to SMEs 

Guarantee Public guarantee 

schemes 
EUR 

100,000 

million 

Three tranches of the public guarantee 
schemes have been approved. As far 
as the banking-intermediated part is 

concerned, each of them has amounted 
to EUR 20,000 million and covers 80% 

of new loans and loan renewals to 
SMEs and self-employed workers; for 
the rest of companies the guarantees 
cover 70% of new loans and 60% of 

loan renewals. There is no limit 
regarding the size of the loan but 

guarantees on loans of more than EUR 
1.5 million may not apply to the full 

Rates not published Debt All  Banks 
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amount; in addition, the guarantee must 
have the same maturity, with a 

maximum of 5 years. Whereas the first 
and the third tranches were equally split 

between SMEs and self-employed 
workers on one side, and the rest of the 

companies on the other, the second 
tranche was exclusively dedicated to 

SMEs and self-employed workers 

Spain To support, 
through liquidity 

provision, firms 
and self-
employed 

workers in the 
tourism sector 

affected by 

COVID-19 

Loan Facility of the 

ICO 
EUR 400 

million 

ICO has been allowed to increase its 
funding by EUR 10,000 million to 

extend its already existing lines of credit 
to companies and self-employed 

workers. Loans could not amount to 
more than EUR 500,000 per client; they 
have been granted at maturity ranges 
between 1 and 4 years (with a grace 
period of 1 year). This line has been 

completely exhausted. 

fixed interest rate of 1.5% 
as a maximum (including 

fees) 

Debt SMEs Tourism sector 

only 
Banks 

Sweden Credit and 
liquidity support 

to SMEs 

Guarantee  SEK 100 

billion 
Central government loan guarantee to 
make it easier for companies to access 
bank financing. Each company will be 
allowed to loan up to SEK 75 million. 

The risk is shared between the 
government and banks (70/30). Loans 
and credit facilities for a company may 
amount to a maximum of 25 percent of 
sales for 2019 or twice the size of the 

company's salary cost in 2019 

The terms of the 
guarantee must be 

designed taking into 
account the risk of the 

state and to safeguard the 

state's law 

Debt All  Banks 

Sweden Credit and 
liquidity support 

to SMEs 

Loan Resources and 
capital are being 

injected into Almi 
Företagspartner 

AB 

SEK 3 

billion 
Increase Almi’s preparedness to meet 

the needs of companies whose 
activities have been adversely affected 

by the COVID-19 virus outbreak 

Rates not published Debt SMEs  Banks 

Sweden Credit and 
liquidity support 

Guarantee Swedish Export 
Credit 

 The Swedish Export Credit 
Corporation’s credit framework will be 

Rates not published Debt SMEs  Banks 
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to SMEs Corporation and 
the Swedish 

Export Credit 
Guarantee 

Agency 

increased from SEK 125 billion to SEK 
200 billion and can be used to provide 
both state-supported and commercial 
credit to Swedish export companies. 

The Swedish Export Credit Guarantee 
Agency’s ceiling for credit guarantees 
will be increased to a total of SEK 500 
billion, and the lower risk for banks will 

give companies new and improved 
credit opportunities. 

Sweden Credit and 
liquidity support 

to airlines 

Guarantee State credit 
guarantees to 
airlines and 

expanded credit 
guarantee 

framework for 

the Swedish 
Export Credit 

Agency 

SEK 5 
billion, of 

which SEK 

1.5 billion is 
intended for 

SAS 

The Government proposes that airlines 
be able to receive credit guarantees in 
2020 amounting to a maximum of SEK 

5 billion, of which SEK 1.5 billion is 
intended for SAS 

A guarantee fee will be 
charged to finance the 

risk for central 

government and 

administrative costs. 

Debt Airlines  Banks 

Switzerland Credit and 
liquidity support 

to airlines 

Guarantee  CHF 40 

billion 
Affected companies can apply to their 
banks for credit under bridging credit 
facilities representing a maximum of 
10% of their annual turnover and no 
more than CHF 20 million. Certain 

minimum criteria must be met. Credits 
of up to CHF 500,000 are fully 

guaranteed by the Confederation, and 
will be paid out quickly and with the 
minimum of bureaucracy.  Bridging 

credits that exceed CHF 500,000 will be 
guaranteed by the Confederation to 

85% of their value; 

the lending bank will bear the risk for 
the remaining 15%. 

Zero interest will be 
charged; The interest rate 

on these credits is 
currently 0.5% for the 

portion secured by the 

Confederation.  

Debt SMEs  Banks 

Turkey Credit and 
liquidity support 

Loan Keep Business 
Going Credit 

150 billion Loans will be provided for 36 months 
term and 6 months grace period 

7.5% annual interest rate Debt All  Banks 
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to businesses Support 

Programme 
provided that the company won’t reduce 
the number of its registered employees 

for during the credit term. Treasury 
backed KGF guarantee (80%) is 

provided for firms that have difficulty in 
finding sufficient collateral. 

Turkey Credit and 
liquidity support 

to businesses 

Loan Economic 
Stability Shield 

Loan Support 

Programme 

 Announced by The Banks Association 
of Turkey, the loans will be provided 

with 12 months maturity and 3 months 
grace period provided that the company 

won’t reduce the number of its 
registered employees during the credit 
term. Treasury backed KGF guarantee 
(80%) is provided for firms that have 

difficulty in finding sufficient collateral. 

9.5% interest rate Debt All  Banks 

Turkey Credit and 
liquidity support 

to businesses 

Loan Check Payment 
Support Loan 

Programme 

 within the limits allocated by the banks 
for the payment of checks that 

customers will make/receive based on 
their business transactions, credit 

support will be provided with 12 months 
maturity and 3 months grace period. 

Treasury backed KGF guarantee (80%) 
is provided for firms that have difficulty 

in finding sufficient collateral. 

9.5% interest rate Debt All  Banks 

Turkey To secure 
uninterrupted 
credit flow to 
the corporate 

sector 

Loan Targeted 
additional 

liquidity facilities 

for banks 

 The maximum amount of funds that an 
eligible bank may receive from this new 

liquidity facility will be linked to the 
amount of credit that this bank has 

already provided or will provide for the 
corporate sector. Accordingly, Turkish 
lira liquidity will be provided via repo 

auctions with maturities up to 91 days, 
and with quantity auction method 

Interest rate 150 basis 
points lower than the 

CBRT’s policy rate 

Debt All  Banks 

United 
Kingdom 

Credit and 
liquidity 

support to 

Guarantee  GBP 27 
billion 

(1.2% of 

Support for businesses including one-
off cash grants between GBP 10,000 

and GBP 25,000 

Rates not published Debt Around 
700,000 

small 

 Direct 
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businesses GDP) businesses 
will be 
eligible 

United 
Kingdom 

Funding for 
regions 

Loan  GBP 3.5 
billion 

(0.2% of 
GDP) 

Funding to provide support to 
businesses in Scotland, Wales and 

Northern Ireland. 

Rates not published Debt   Direct 

United 
Kingdom 

Lending 
encouragemen

t 

Guarantee Coronavirus 
Corporate 
Financing 

Facility and 

GBP 330 
billion 

(14.9% of 
GDP) 

Provides a partial government-backed 
guarantee for the loan repayments to 
encourage more lending. It will back 

loans of up to GBP 5 million. No 
personal guarantees are required for 
facilities under GBP 250,000 and the 

government covers the first 12 months 
of interest payments and any lender-

levied charges 

Rates not published Debt SMEs  Direct 

United 
Kingdom 

Credit and 
liquidity 

support to 
businesses 

Guarantee Coronavirus 
Business 

Interruption 
Loan Scheme 

 Provide a government guarantee of 
80% to enable banks to make loans of 

up to GBP 50 million to larger firms with 
an annual turnover of over GBP 45 

million 

Commercial rate of 
interest 

Debt Medium-
large 

 Banks 

United 
Kingdom 

Credit and 
liquidity 

support to 
businesses 

Loan COVID 
Corporate 
Financing 

Facility (CCFF) 

 Provides lending to businesses with 
minimum amount GBP 1 million per 
participant. The BoE will purchase 
commercial papers of firms of up to 
one-year maturity. The scheme will 

operate for at least 12 months and will 
be financed by the issuance of central 

bank reserves. 

Interest rate set with a 
fixed spread to the 

sterling overnight index 
swap (OIS) rate;  The 
spread is determined 

based on rating or 
equivalent assessment. 

Debt All  Direct 

United 
Kingdom 

Credit and 
liquidity 

support to 
businesses 

Loan Term Funding 
scheme for 
Small and 

Medium-sized 
Enterprises 

GBP 100 
billion in 

2020 (5% 
of GDP) 

Funding for banks will be provided, 
lending to SMEs incentivised 

Interest rates close to 
the Bank Rate of 0.1% 

Debt All  Banks 

United 
Kingdom 

Credit and 
liquidity 

Loan Bounce Back 
Loan Scheme 

 Provides the smallest businesses with 
swift access to loans of up to £50,000 

2.5% Debt SMEs  Banks 
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support to 
businesses 

(BBLS) (capped at 25% of firms’ turnover). The 
Government will provide lenders with a 

100% guarantee on each loan. The 
government will cover the first 12 

months of interest payments and fees 
charged to the business by the lender 

United 
Kingdom 

Recapital-
isation 

Recapital-
isation 

Future Fund GBP 500 
million 

Part of a GBP 1.25 billion package to 
support innovative firms. It will issue 

convertible loans between 
GBP 125,000 to £5 million to innovative 
companies which are facing financing 

difficulties due to the coronavirus 
outbreak. The scheme is available to 

early stage companies that have raised 
GBP 250 000 in equity investment over 
the last 5 years. It is subject to at least 

equal match funding from private 
investors. The loans offered under the 

scheme will convert to shares in 
supported companies automatically in 

the next equity financing round 

 Equity SMEs  Direct 

United 
States 

Funding for 
regions and 
businesses 

Loan CARES Act USD 500 
billion 

Exchange Stabilization Fund lending at 
the Treasury. The Treasury will use 
these funds to support businesses, 

cities and states that have been hard hit 
by the coronavirus 

Rates not published Debt All  Direct 

United 
States 

Credit and 
liquidity 

support to 
specific 
sectors 

Loan CARES Act USD 32 
billion (part 
of USD 500 

billion) 

Airlines, air cargo, and support firms will 
receive grants of USD 25 billion, USD 4 
billion, and USD 3 billion, respectively 

Rates not published Debt All  Direct 

United 
States 

Credit and 
liquidity 

support to 
businesses 

Loan CARES Act USD 454 
billion (part 
of USD 500 

billion) 

Provide equity to the Federal Reserve 
to establish lending facilities for other 

businesses. Such lending facilities 
could support around $4 trillion in 

business loans. Around $350 billion is 

Rates not published Debt All  Banks 
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included to support business 
interruption loans to small businesses. 

Principal on these loans that small 
businesses used for payroll, rent, 

interest on existing obligations, and 
utilities for eight weeks will be forgiven if 
such small business maintain pre-crisis 

employment levels. Thus, these 
business interruption loans are 

effectively grants to keep workers on 
the payroll during the crisis. 

United 
States 

Credit and 
liquidity 

support to 
businesses 

Loan Small Business 
Administration 

USD 50 
billion 

(around 
0.25% of 

GDP) 

Federal disaster loans for working 
capital to small businesses suffering 

substantial economic injury as a result 
of the Coronavirus 

Low-interest Debt SMEs  Direct 

United 
States 

Credit and 
liquidity 

support to 
businesses 

Loan Commercial 
Paper Funding 

Facility 

 The CPFF will be structured as a credit 
facility to a special purpose vehicle 

(“SPV”) authorised under section 13(3) 
of the Federal Reserve Act. The SPV 

will serve as a funding backstop to 
facilitate the issuance of term 

commercial paper by eligible issuers. 
 

The Federal Reserve Bank of New York 
will commit to lend to the SPV on a 

recourse basis. The New York Fed will 
be secured by all the assets of the SPV. 
The Department of the Treasury, using 
the Exchange Stabilisation Fund, will 

make a USD 10 billion equity 
investment in the SPV. 

For commercial paper 
rated A1/P1/F1, pricing 

will be based on the 
then-current 3-month 
overnight index swap 
(“OIS”) rate plus 110 

basis points. For 
commercial paper rated 
A2/P2/F2, pricing will be 

based on the then-
current 3-month OIS 
rate plus 200 basis 

points. At the time of its 
registration to use the 

CPFF, each issuer must 
pay a facility fee equal to 

10 basis points of the 
maximum amount of its 
commercial paper the 

SPV may own. 

Debt All  Banks 
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United 
States 

Credit and 
liquidity 

support to 
businesses 

Loan Primary Dealer 
Credit Facility 

 The PDCF will offer overnight and term 
funding with maturities up to 90 days 

and will be available on March 20, 
2020. It will be in place for at least six 

months and may be extended as 
conditions warrant. Credit extended to 
primary dealers under this facility may 
be collateralised by a broad range of 

investment grade debt securities, 
including commercial paper and 

municipal bonds, and a broad range of 
equity securities. 

The interest rate 
charged will be the 

primary credit rate, or 
discount rate, at the 

Federal Reserve Bank 
of New York. 

Debt All  Banks 

United 
States 

Credit and 
liquidity 

support to 
businesses 

Loan Money Market 
Mutual Fund 

Liquidity Facility 
(MMLF) 

 To provide liquidity to Money Market 
Mutual Funds (“Funds”), the Federal 
Reserve Bank of Boston (“Reserve 

Bank”) will lend to eligible borrowers, 
taking as collateral certain types of 

assets purchased by the borrower from 
Funds. 

Advances made under 
the Facility that are 

secured by U.S. 
Treasuries & Fully 

Guaranteed Agencies or 
Securities issued by 

U.S. Government 
Sponsored Entities will 
be made at a rate equal 
to the primary credit rate 
in effect at the Reserve 
Bank that is offered to 

depository institutions at 
the time the advance is 
made. Advances made 
under the Facility that 
are secured by U.S. 
municipal short-term 

debt, including variable 
rate demand notes, will 
be made at a rate equal 
to the primary credit rate 
in effect at the Reserve 
Bank that is offered to 

depository institutions at 

Debt All  Banks 
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the time the advance is 
made plus 25 bps. All 
other advances will be 
made at a rate equal to 
the primary credit rate in 

effect at the Reserve 
Bank that is offered to 

depository institutions at 
the time the advance is 

made plus 100 bps. 

United 
States 

Credit and 
liquidity 

support to 
businesses 

Loan Primary Market 
Corporate 

Credit Facility 

USD 50 
billion 

The PMCCF will provide companies 
access to credit so that they are better 
able to maintain business operations 

and capacity during the period of 
dislocations related to the pandemic. 

This facility is open to investment grade 
companies 

Pricing will be issuer-
specific, informed by 

market conditions, plus 
a 100 bps facility fee. 

Debt All  Direct 

United 
States 

Liquidity 
support to 

businesses 

Loan Secondary 
Market 

Corporate 
Credit Facility 

USD 25 
billion 

The SMCCF may purchase in the 
secondary market corporate bonds 
issued by investment grade U.S. 
companies as well as U.S.-listed 
exchange-traded funds whose 

investment objective is to provide broad 
exposure to the market for U.S. 

corporate bonds. 

The Facility will 
purchase eligible 

corporate bonds at fair 
market value in the 

secondary market. The 
Facility will avoid 

purchasing shares of 
eligible ETFs when they 

trade at prices that 
materially exceed the 
estimated net asset 

value of the underlying 
portfolio. 

Debt All  Direct 

United 
States 

Credit and 
liquidity 

support to 
businesses 

Loan Term Asset-
Backed 

Securities Loan 
Facility 

USD 100 
billion 

The TALF will enable the issuance of 
asset-backed securities (ABS) backed 

by student loans, auto loans, credit card 
loans, loans guaranteed by the Small 
Business Administration (SBA), and 

certain other assets. 

For CLOs, the interest 
rate will be 150 basis 
points over the 30-day 

average secured 
overnight financing rate 
(“SOFR”). For SBA Pool 
Certificates (7(a) loans), 

Debt   Direct 
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the interest rate will be 
the top of the federal 

funds target range plus 
75 basis points. For SBA 
Development Company 
Participation Certificates 
(504 loans), the interest 

rate will be 75 basis 
points over the 3-year 

fed funds overnight 
index swap (“OIS”) rate. 
For all other eligible ABS 

with underlying credit 
exposures that do not 
have a government 

guarantee, the interest 
rate will be 125 basis 
points over the 2-year 
OIS rate for securities 

with a weighted average 
life less than two years, 
or 125 basis points over 
the 3-year OIS rate for 

securities with a 
weighted average life of 

two years or greater. 

United 
States 

Credit and 
liquidity 

support to 
businesses 

Loan Paycheck 
Protection 
Program 

Liquidity Facility 
(PPPLF) 

 The PPP provides loans to small 
businesses so that they can keep their 
workers on the payroll. The Paycheck 
Protection Program Liquidity Facility 
(PPPLF) will extend credit to eligible 

financial institutions that originate PPP 
loans, taking the loans as collateral at 

face value. 

Extensions of credit 
under the Facility will be 

made at a rate of 35 
basis points 

Debt   Direct 

United 
States 

Credit and 
liquidity 

support to 

Loan Main Street 
Lending 
Program 

USD 600 
billion. 

To purchase new or expanded loans to 
small and medium-sized businesses 

and non-profit organisations. A Reserve 

Origination and 
transaction fees of 75 or 
100 basis points of the 

Debt Al  Direct 



66    

COVID-19 GOVERNMENT FINANCING SUPPORT PROGRAMMES FOR BUSINESSES © OECD 2020 
  

Jurisdiction Purpose Type Programme Total size Terms Terms - Rates Capital 

struct

ure  

Firms 

targeted 

Restrictions Channe

l 

businesses Bank will set up a special purpose 
vehicle (SPV) to purchase 95 percent 
participations in loans originated by 
eligible lenders. Lenders will retain 5 
percent of the loans. U.S. businesses 

are eligible for loans if they meet either 
of the following conditions: (1) the 
business has 15,000 employees or 
fewer; or (2) the business had 2019 
revenues of $5 billion or less. Loans 
would have a five year maturity, and 

Principle repayments can be deferred 
for two years, and interest payments 

deferred for one year. Eligible lenders 
may originate new loans or increase the 
size of (or "upsize") existing loans made 

to eligible businesses 

principal amount of the 
Eligible Loan depending 
on the facility. The SPV 

will pay an Eligible 
Lender 25 basis points 
of the principal amount 
of its participation in the 
Eligible Loan per annum 

for loan servicing. 
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Annex B. Simulation analysis: government debt 

and preferred equity contributions 

Table A B.1. Assumptions for simulation: diverse recovery among firms within the programme 

Indicative simulation assumptions 

 

Note: Indicative simulation for conceptual purposes, not based on current industry information.   

Source: OECD calculations.  

Assumptions

Debt USDm 5.00 Note: covenant on new indebtedness

Cash USDm 0.25 Note: assumed constant

Debt multiple x 5.0

EV multiple x 8.0

Implied equity value USDm 3.25

EV value USDm 8.00

Debt annual rollover % of total debt 25%

EBITDA USDm, 2019 1.0

D&A % of 2019 EV 2.5% Note: assumed constant

Tax % 20%

Common dividend % 0%

EBITDA shock in year 1

Firm A % 25%

Firm B % 50%

Firm C % 75%

EBITDA haircut in the LT

Firm A USDm 0% Strong recovery

Firm B USDm 25% Partial recovery

Firm C USDm 50% Structural deterioration

Capex

Maintenance % of EBITDA 10% Note: assumed constant

Growth % of EBITDA 10% Note: If positive FCF coverage in a given year

Cost of debt

Firm A % p.a. 6% Note: assumed constant

Firm B % p.a. 8%

Firm C % p.a. 10%

Gov debt contribution

Debt contribution USDm 1.25 Note: government contribution equiv to T+1 debt amortisation

Cost of debt - gov % p.a. 5%

Amortisation Linear 4

Gov preferred equity contribution

Preferred equity contribution USDm 1.25 Note: incomplete information in T; not possible to know firm financial recovery

Dividend yield % p.a. 10% Note: pro rata of EV headroom and pref equity contribution

Exit date 2024 Note: retractable / put option for government at nominal value + accrued yield

Firm-level recovery probability distribution

Strong recovery Firm A 40%

Partial recovery Firm B 40%

Structural deterioration Firm C 20%
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Table A B.2. Indicative simulation results, steady state scenario 

Indicative simulation results, steady state scenario with no government support 

 

Note: Indicative simulation for conceptual purposes, not based on current industry information.   

Source: OECD calculations. 

IRR - steady state

USDm, unless otherwise stated 2020 2021 2022 2023 2024

Firm A - Strong recovery

EBITDA 1.00 0.75 0.81 0.88 0.94 1.00

D&A -0.20 -0.20 -0.20 -0.20 -0.20

EBIT 0.55 0.61 0.68 0.74 0.80

Interest -0.30 -0.29 -0.27 -0.25 -0.22

EBT 0.25 0.33 0.41 0.49 0.58

Tax -0.05 -0.07 -0.08 -0.10 -0.12

Capex -0.15 -0.16 -0.18 -0.19 -0.20

Dividend - - - - -

FCF 0.25 0.30 0.35 0.41 0.46

Debt amortisation 1.25 1.19 1.11 1.02 0.92

Gross funding need 1.00 0.89 0.76 0.62 0.46

Debt, end of period 5.00 4.75 4.45 4.10 3.69 3.23

Implied equity, end of period 3.25 1.50 2.30 3.15 4.06 5.02

Debt / EBITDA x 5.0x 6.3x 5.5x 4.7x 3.9x 3.2x

Interest coverage x 2.5x 2.9x 3.3x 3.8x 4.5x

Firm B - Partial recovery

EBITDA 1.00 0.50 0.56 0.63 0.69 0.75

D&A -0.20 -0.20 -0.20 -0.20 -0.20

EBIT 0.30 0.36 0.43 0.49 0.55

Interest -0.40 -0.40 -0.39 -0.38 -0.37

EBT -0.10 -0.03 0.03 0.10 0.18

Tax - - -0.01 -0.02 -0.04

Capex -0.05 -0.11 -0.13 -0.14 -0.15

Dividend - - - - -

FCF 0.05 0.05 0.10 0.15 0.19

Debt amortisation 1.25 1.24 1.22 1.20 1.16

Gross funding need 1.20 1.18 1.12 1.05 0.97

Debt, end of period 5.00 4.95 4.90 4.79 4.65 4.46

Implied equity, end of period 3.25 -0.70 -0.15 0.46 1.10 1.79

Debt / EBITDA x 5.0x 9.9x 8.7x 7.7x 6.8x 5.9x

Interest coverage x 1.3x 1.4x 1.6x 1.8x 2.0x

Firm C - Structural deterioration

EBITDA 1.00 0.25 0.31 0.38 0.44 0.50

D&A -0.20 -0.20 -0.20 -0.20 -0.20

EBIT 0.05 0.11 0.18 0.24 0.30

Interest -0.50 -0.53 -0.55 -0.57 -0.59

EBT -0.45 -0.42 -0.38 -0.34 -0.29

Tax - - - - -

Capex -0.03 -0.03 -0.04 -0.04 -0.05

Dividend - - - - -

FCF -0.28 -0.25 -0.21 -0.18 -0.14

Debt amortisation 1.25 1.32 1.38 1.43 1.48

Gross funding need 1.53 1.57 1.59 1.61 1.62

Debt, end of period 5.00 5.28 5.52 5.74 5.92 6.06

Implied equity, end of period 3.25 -3.03 -2.77 -2.49 -2.17 -1.81

Debt / EBITDA x 5.0x 21.1x 17.7x 15.3x 13.5x 12.1x

Interest coverage x 0.5x 0.6x 0.7x 0.8x 0.8x
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Table A B.3. Indicative simulation results, debt contribution 

Indicative simulation results, government support in the form of a debt contribution 

 

Note: Indicative simulation for conceptual purposes, not based on current industry information.   

Source: OECD calculations. 

IRR - government debt contribution

USDm, unless otherwise stated 2020 2021 2022 2023 2024

Outstanding principal, beginning of period - 1.25 0.94 0.63 0.31

Drawdown 1.25

Interest - 0.06 0.05 0.03 0.02

Amortisation - -0.31 -0.31 -0.31 -0.31

Oustanding principal, end of period 1.25 0.94 0.63 0.31 -

Firm A - Strong recovery

EBITDA 1.00 0.75 0.81 0.88 0.94 1.00

D&A -0.20 -0.20 -0.20 -0.20 -0.20

EBIT 0.55 0.61 0.68 0.74 0.80

Interest -0.30 -0.27 -0.26 -0.24 -0.22

EBT 0.25 0.34 0.42 0.50 0.58

Tax -0.05 -0.07 -0.08 -0.10 -0.12

Capex -0.15 -0.16 -0.18 -0.19 -0.20

Dividend - - - - -

FCF 0.25 0.31 0.36 0.41 0.47

Debt amortisation 1.25 1.19 1.11 1.02 0.92

Gross funding need 1.00 0.88 0.75 0.61 0.45

Total debt, end of period 5.00 4.75 4.44 4.08 3.67 3.20

Implied equity, end of period 3.25 1.50 2.31 3.17 4.08 5.05

Implied debt recovery % 100% 100% 100% 100% 100% 100%

Implied loss / arrear - - - - -

Implied common equity, end of period 2.00 1.50 2.31 3.17 4.08 5.05

Recovered loss / arrear - - - - -

Debt / EBITDA x 5.0x 6.3x 5.5x 4.7x 3.9x 3.2x

Interest coverage x 2.5x 3.0x 3.4x 3.9x 4.6x

Expected IRR % 5.0% -1.25 0.38 0.36 0.34 0.33

Firm B - Partial recovery

EBITDA 1.00 0.50 0.56 0.63 0.69 0.75

D&A -0.20 -0.20 -0.20 -0.20 -0.20

EBIT 0.30 0.36 0.43 0.49 0.55

Interest -0.40 -0.36 -0.36 -0.36 -0.36

EBT -0.10 0.00 0.06 0.13 0.19

Tax - -0.00 -0.01 -0.03 -0.04

Capex -0.05 -0.11 -0.13 -0.14 -0.15

Dividend - - - - -

FCF 0.05 0.09 0.13 0.16 0.21

Debt amortisation 1.25 1.24 1.21 1.18 1.14

Gross funding need 1.20 1.15 1.09 1.02 0.94

Total debt, end of period 5.00 4.95 4.86 4.73 4.57 4.36

Implied equity, end of period 3.25 -0.70 -0.11 0.52 1.18 1.89

Implied debt recovery % 100% 86% 98% 100% 100% 100%

Implied loss / arrear - 0.01 - - -

Implied common equity, end of period 2.00 -0.70 -0.11 0.52 1.18 1.89

Recovered loss / arrear - - 0.01 - -

Debt / EBITDA x 5.0x 9.9x 8.6x 7.6x 6.6x 5.8x

Interest coverage x 1.3x 1.6x 1.7x 1.9x 2.1x

Expected IRR % 5.0% -1.25 0.37 0.37 0.34 0.33

Firm C - Structural deterioration

EBITDA 1.00 0.25 0.31 0.38 0.44 0.50

D&A -0.20 -0.20 -0.20 -0.20 -0.20

EBIT 0.05 0.11 0.18 0.24 0.30

Interest -0.50 -0.47 -0.50 -0.53 -0.56

EBT -0.45 -0.35 -0.32 -0.29 -0.26

Tax - - - - -

Capex -0.03 -0.03 -0.04 -0.04 -0.05

Dividend - - - - -

FCF -0.28 -0.18 -0.16 -0.14 -0.11

Debt amortisation 1.25 1.32 1.36 1.41 1.44

Gross funding need 1.53 1.50 1.53 1.54 1.55

Total debt, end of period 5.00 5.28 5.46 5.62 5.76 5.87

Implied equity, end of period 3.25 -3.03 -2.71 -2.37 -2.01 -1.62

Implied debt recovery % 100% 43% 50% 58% 65% 72%

Implied loss / arrear - 0.19 0.15 0.12 0.09

Implied common equity, end of period 2.00 -3.03 -2.71 -2.37 -2.01 -1.62

Recovered loss / arrear - - - - -

Debt / EBITDA x 5.0x 21.1x 17.5x 15.0x 13.2x 11.7x

Interest coverage x 0.5x 0.7x 0.8x 0.8x 0.9x

Expected IRR % -13.1% -1.25 0.19 0.21 0.22 0.24

Aggregate IRR 1.5% -1.25 0.33 0.33 0.32 0.31

Average debt / EBITDA 8.1x 10.7x 9.1x 7.9x 6.9x 6.0x
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Table A B.4. IRR sensitivity analysis, debt contribution: proportion of firms experiencing structural 
deterioration 

Indicative simulation sensitivity tables, government support in the form of a debt contribution 

 

 

Note: Indicative simulation for conceptual purposes, not based on current industry information.   

Source: OECD calculations. 

IRR sensitivity

Interest rate

1.5% 0.0% 2.5% 5.0% 7.5% 10.0%

0% 0.0% 2.5% 5.0% 7.5% 10.0%

10% -1.5% 0.9% 3.3% 5.6% 8.0%

20% -3.0% -0.7% 1.5% 3.7% 6.0%

30% -4.5% -2.4% -0.3% 1.8% 3.9%

40% -6.0% -4.0% -2.0% -0.1% 1.9%
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Debt to EBITDA sensitivity

6.0x 0.0% 2.5% 5.0% 7.5% 10.0%

0% 4.3x 4.4x 4.5x 4.6x 4.7x

10% 5.0x 5.1x 5.2x 5.3x 5.4x

20% 5.7x 5.9x 6.0x 6.1x 6.2x

30% 6.4x 6.6x 6.7x 6.8x 6.9x

40% 7.2x 7.3x 7.4x 7.5x 7.7x
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Table A B.5. IRR sensitivity analysis, debt contribution: capital structure at beginning of period 

Indicative simulation sensitivity tables, government support in the form of a debt contribution 

   

Note: Indicative simulation for conceptual purposes, not based on current industry information.   

Source: OECD calculations. 

 

Firm B- Debt contribution, IRR 

Debt multiple

5.0% 4.0x 4.5x 5.0x 5.5x 6.0x

6.0x 5.0% 4.8% 4.4% -4.4% -8.4%

7.0x 5.0% 5.0% 4.8% 4.5% -3.2%

8.0x 5.0% 5.0% 5.0% 4.8% 4.5%

9.0x 5.0% 5.0% 5.0% 5.0% 4.9%

10.0x 5.0% 5.0% 5.0% 5.0% 5.0%
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Table A B.6. Results for simulation, preferred equity contribution 

Indicative simulation results, government support in the form of a preferred equity contribution 

 

Note: Indicative simulation for conceptual purposes, not based on current industry information.   

Source: OECD calculations. 

IRR - preferred equity contribution

USDm, unless otherwise stated 2020 2021 2022 2023 2024

Preferred equity, beginning of period - 1.25 1.25 1.25 1.25

Preferred equity contribution 1.25 - - - -

Dividend yield - 0.13 0.13 0.13 0.13

Exit - - - - -1.25

Preferred equity, end of period 1.25 1.25 1.25 1.25 -

Firm A - Strong recovery

EBITDA 1.00 0.75 0.81 0.88 0.94 1.00

D&A -0.20 -0.20 -0.20 -0.20 -0.20

EBIT 0.55 0.61 0.68 0.74 0.80

Interest -0.30 -0.21 -0.20 -0.18 -0.16

EBT 0.25 0.40 0.48 0.56 0.64

Tax -0.05 -0.08 -0.10 -0.11 -0.13

CAPEX -0.15 -0.16 -0.18 -0.19 -0.20

Preferred dividend - -0.13 -0.13 -0.13 -0.13

Common dividend - - - - -

FCF 0.25 0.23 0.28 0.33 0.39

Preferred equity contribution 1.25 - - - -

Debt, end of period 5.00 3.50 3.27 2.98 2.65 2.26

Implied equity, end of period 3.25 2.75 3.48 4.27 5.10 5.99

Implied equity recovery % 100% 100% 100% 100% 100% 100%

Implied loss / arrear - - - - -

Implied common equity, end of period 2.00 1.50 2.23 3.02 3.85 4.74

Recovered loss / arrear - - - - -

Debt / EBITDA x 5.0x 4.7x 4.0x 3.4x 2.8x 2.3x

Interest coverage x 2.5x 3.9x 4.5x 5.2x 6.3x

Expected IRR % 10.0% -1.25 0.13 0.13 0.13 1.38

Firm B - Partial recovery

EBITDA 1.00 0.50 0.56 0.63 0.69 0.75

D&A -0.20 -0.20 -0.20 -0.20 -0.20

EBIT 0.30 0.36 0.43 0.49 0.55

Interest -0.40 -0.30 -0.29 -0.29 -0.28

EBT -0.10 0.07 0.13 0.20 0.27

Tax - -0.01 -0.03 -0.04 -0.05

CAPEX -0.05 -0.11 -0.13 -0.14 -0.15

Preferred dividend - -0.13 -0.13 -0.13 -0.13

Common dividend - - - - -

FCF 0.05 0.02 0.05 0.10 0.14

Preferred equity contribution 1.25 - - - -

Debt, end of period 5.00 3.70 3.68 3.63 3.53 3.40

Implied equity, end of period 3.25 0.55 1.07 1.62 2.22 2.85

Implied preferred equity recovery % 100% 44% 85% 100% 100% 100%

Implied loss / arrear - 0.02 - - -

Implied common equity, end of period 2.00 -0.70 -0.18 0.37 0.97 1.60

Recovered loss / arrear - - 0.02 - -

Debt / EBITDA x 5.0x 7.4x 6.5x 5.8x 5.1x 4.5x

Interest coverage x 1.3x 1.9x 2.1x 2.4x 2.7x

Expected IRR % 10.0% -1.25 0.11 0.14 0.13 1.38

Firm C - Structural deterioration

EBITDA 1.00 0.25 0.31 0.38 0.44 0.50

D&A -0.20 -0.20 -0.20 -0.20 -0.20

EBIT 0.05 0.11 0.18 0.24 0.30

Interest -0.50 -0.40 -0.43 -0.45 -0.47

EBT -0.45 -0.29 -0.25 -0.21 -0.17

Tax - - - - -

CAPEX -0.03 -0.03 -0.04 -0.04 -0.05

Preferred dividend - -0.13 -0.13 -0.13 -0.13

Common dividend - - - - -

FCF -0.28 -0.25 -0.21 -0.18 -0.14

Preferred equity contribution 1.25 - - - -

Debt, end of period 5.00 4.03 4.27 4.49 4.67 4.81

Implied equity, end of period 3.25 - - - - -

Implied equity recovery % 100% 0% 0% 0% 0% 0%

Implied loss / arrear - 0.13 0.13 0.13 1.38

Implied common equity, end of period 2.00 -1.25 -1.25 -1.25 -1.25 -1.25

Recovered loss / arrear - - - - -

Debt / EBITDA x 5.0x 16.1x 13.7x 12.0x 10.7x 9.6x

Interest coverage x 0.5x 0.8x 0.9x 1.0x 1.1x

Expected IRR % #NUM! -1.25 - - - -

Aggregate IRR 3.2% -1.25 0.09 0.11 0.10 1.10

Average debt / EBITDA 6.2x 8.0x 7.0x 6.1x 5.3x 4.6x
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Table A B.7. IRR sensitivity analysis, preferred equity contribution: proportion of firms 
experiencing structural deterioration 

Indicative simulation sensitivity tables, government support in the form of a preferred equity contribution 

  

 

Note: Indicative simulation for conceptual purposes, not based on current industry information.   

Source: OECD calculations. 

IRR sensitivity

Dividend yield

3.2% 5.0% 7.5% 10.0% 12.5% 15.0%

0% 5.0% 7.5% 10.0% 12.5% 14.9%

10% 2.1% 4.4% 6.7% 9.0% 11.4%

20% -1.1% 1.1% 3.2% 5.4% 7.5%

30% -4.5% -2.5% -0.6% 1.4% 3.4%

40% -8.3% -6.5% -4.7% -2.9% -1.2%
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Debt to EBITDA sensitivity

Dividend yield

4.6x 5.0% 7.5% 10.0% 12.5% 15.0%

0% 3.1x 3.2x 3.4x 3.5x 3.6x

10% 3.7x 3.8x 4.0x 4.1x 4.3x

20% 4.3x 4.5x 4.6x 4.8x 4.9x

30% 4.9x 5.1x 5.3x 5.4x 5.6x

40% 5.5x 5.7x 5.9x 6.1x 6.2x
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Table A B.8. IRR sensitivity analysis, preferred equity contribution: capital structure at beginning of 
period 

Indicative simulation sensitivity tables, government support in the form of a preferred equity contribution 

   

Note: Indicative simulation for conceptual purposes, not based on current industry information.   

Source: OECD calculations. 

 

Partial recovery firm - IRR, Equity contribution 

10.0% 4.0x 4.5x 5.0x 5.5x 6.0x

6.0x 9.9% 9.6% 5.7% -10.1% -33.0%

7.0x 10.0% 9.9% 9.7% 8.3% -5.1%

8.0x 10.0% 10.0% 10.0% 9.7% 9.2%

9.0x 10.0% 10.0% 10.0% 10.0% 9.7%

10.0x 10.0% 10.0% 10.0% 10.0% 10.0%
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