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COVID-19 Credit Impact Report 
2021 Outlook 
IMPLICATIONS FOR THE UK CORPORATE SECTOR  
Introduction 

The COVID-19 pandemic has created a unique and challenging environment for businesses 
worldwide, including in the United Kingdom (UK). There has never been such a need for 
anticipating changes in credit risk and informing credit decisions with reliable data and 
forward-looking analytics. Moody’s Analytics is in a unique position to help financial 
institutions, corporates, and public organizations navigate this crisis.  
In this continuingly evolving environment, we have updated the analysis of the pandemic’s 
impact on the corporate sector in the UK, last published in December 2020.  In this study we 
forecast firms’ credit risk and liquidity under a Baseline and moderate downturn economic 
scenario, and is the result of collaboration across Moody's Analytics involving multiple experts 
and solutions from the Economics and Business Analytics, Research, and Risk and Finance 
Solutions teams.  

Summary 

» Since the publication of our previous analysis1, the vaccine roll-out, the anticipated re-
opening of the economy and extended governent support provide an improving trajectory 
for the credit outlook in 2021. 

» However, probability of default (PD) forecasts continue to be significantly higher than 
pre-pandemic levels. 

- Rising from 2.11%, the average default rates across all sectors is forecast at nearly 1% 
(2.97%) and 2% (4.16%) higher in the Baseline and S3 economic scenarios, respectively. 

» More than other economic downturns, COVID-19 has differential impact on sectors 
- Accommodation & Food Services; Arts, Entertainment & Recreation; Manufacturing; 

Construction; and Information & Communication are forecast to have the greatest PD 
variance to pre-COVID-19 levels. 

- Conversely, we forecast Mining & Quarrying, Electricity & Gas, Agriculture and Health & 
Social Work sectors to be least impacted by the pandemic. 

» As government support measures expire, some sectors face a cliff edge ahead of full 
economic recovery2. 

- Accommodation & Food Services face the biggest impact, with an additional 24% of 
firms projected to run out of cash in Q2 2021. 

- Arts & Entertainment, Retail & Wholesale and Other Services are also forecast to 
deteriorate when support ends, while the Information & Communication and 
Construction sectors are minimally impacted 

 
1  COVID-19 Credit Impact Report - November 2020 
2  At time of writing, we are aware that the UK government may propose extensions to support measures in the Chancellor’s 

Budget report on March 3, 2021.  Our analysis is based on forecasts and assumptions as of January 2021.  
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COVID-19 impact report for UK corporate sectors  

The COVID-19 pandemic has created a challenging environment for businesses around the world, including in the United 
Kingdom. In response, like other governments, the UK government announced a number of emergency loan schemes, shown in 
Figure 1, and other measures to support firms’ cash flow exacerbated by the closure of the economy to curb the spread of the 
virus.   Never has there been such a need for anticipating credit risk and informing credit decisions with reliable data and forward-
looking analytics. Moody’s Analytics is in a unique position to help financial institutions, corporates, and public agents navigate 
this crisis.  

Figure 1 Summary of UK government corporate loan schemes 

As such, we have released our recent analysis of the 
impact of the pandemic on the corporate sector in the 
United Kingdom, which is the joint work of multiple 
experts from the Economics, Research, and Modeling 
teams across Moody’s Analytics.  

This report is evolving alongside the ever-changing environment, and showcases two approaches to forecast firms’ credit risk and 
liquidity: 

» First, conditioning the assessment of firm-level default on macroeconomic scenarios 

» Second, forecasting the effects of COVID-19 on pro forma financial statements 

We can conduct this analysis thanks to the depth and breadth of financial statement data captured in Moody’s Analytics Data 
Alliance, economic scenario forecasts, public and private firm risk models, forward-looking credit risk models, and a recent 
innovation in financial statement forecasting. Figure 2 shows the scope and segmentation of firms by turnover for each of the 
analytical approaches contained in this report. 

Figure 2 Scope and breakdown of firms used in forecast analysis 

Source: Moody’s Analytics 

  

 
3 CCFF – Covid Corporate Financing Facility; source: Bank of England, as of January 13, 2021 
4 CLBILS – Coronavirus Large Business Interruption Loan Scheme; source: British Business Bank, as of January 24, 2021 
5 CBILS – Coronavirus Business Interruption Loan Scheme; source: British Business Bank, as of January 24, 2021 
6 BBLS – Bounce Back Loan Scheme; source: British Business Bank, as of January 24, 2021 
7 Coverage of companies used in macroeconomic forecast model is reduced due to obligors missing financial statements or other required information. 
8 Financial and real estate firms are excluded from the financial statement forecast. Firms are also excluded due to missing inputs and data quality issues. 
9 Firms with turnover under £200,000 are more likely than others to lack the financial information we require for our analysis.   We consider our forecast 

samples representative since the industry composition remains very similar to the overall sample. 

 Amount (GBP Bn) Approvals 
CCFF3 12.3 49 
CLBILS4 5.1 696 
CBILS5 20.8 87,529 
BBLS6 44.7 1,471,001 

Turnover  Companies available for analysis Companies in macroeconomic forecast7 Companies in financial statements forecast8 
>£1Bn 1,087 1,074  269  
£100M - £1Bn 7,274 7,187  2,019  
£45-£100M 8,061  7,943 2,437 
£35M-£45M 3,730 3,676  1,169  
£25M-£35M 6,447 6,343  2,092  
£10M-£25M 24,140 23,665  7,799  
£1M-£10M 52,585 50,275  19,347  
£200K-£1M 43,916 41,058 13,147  

£0-£200K9 148,730 95,485  10,935 
Total 295,970 236,706 59,214 



 

 

MOODY’S ANALYTICS          COVID-19 CREDIT IMPACT REPORT – JANUARY 2021 4 

Macroeconomic scenario narratives10 

The scenarios we used for the macroeconomic forecasts analysis includes Moody’s Analytics’ Baseline and Moderate Recession 
(S3). Figure 3 provides a summary of the key macroeconomic variables and their severity for 2021 and 2022 for each scenario. 

Key assumptions of the Baseline scenario  
This scenario is the Baseline forecast of Moody’s Analytics. Since it is a baseline, by definition, the probability that the economy 
will perform better (or worse) than this projection is equal to 50%. 

The UK government increased the coronavirus alert 
level from Tier 4 to Tier 5 in England on January 4, 
2021, which is a general lockdown with restrictions 
similar to those during the first wave of the 
pandemic.   The heightened restrictions again curb 
many client-facing service sectors that are still 
reeling from the previous lockdown.   Because of 
the economic fallout from the strict national 
lockdown, the United Kingdom is expected to enter 
a technical recession, with the economy projected 
to contract by 3.7% quarter-on-quarter at the start 
of 2021. 

The UK was the first country to start vaccinations 
and is the fastest in Europe in terms of the speed of 
vaccination roll-out.  Assuming the vaccinations progress as planned, the country should be in a position to return to more normal 
levels of activity at the end of the second quarter of 2021, allowing for a faster recovery in the second half of the year.   

Because of the renewed economic difficulties, both the government and Bank of England have ramped up their stimulus.  The 
government extended the furlough scheme until the end of April 2021 and will help maintain household incomes and prevent a 
sharp increase in the unemployment rate.    

The last-minute trade deal between the UK and European Union (EU) has removed the threat of a No-Deal Brexit.  The agreement 
should boost confidence and help the economy recover in 2021 and beyond. However, there is a risk that no consensus will be 
reached on the equivalence rights for financial services, which is a vital sector for the UK economy. 

Our assumptions include:  

» Faced with a rapidly increasing number of infections, the government reimposed lockdown measures, though not as strict as 
in the spring. 

» The third lockdown results in another contraction of the economy in the first 
quarter of 2021 and the United Kingdom faces a double-dip recession. 

» The unemployment rate spikes in the second quarter of 2021 as a result of the 
end of the Coronavirus Job Retention Scheme, which is extended until the end 
of April 2021. 

» The government continues to support the economy through massive fiscal 
stimulus through the first half of 2021, while the Bank of England keeps 
monetary policy loose for several quarters. The European Union and United 
Kingdom sign a new financial services agreement. 

 
10 Moody’s Analytics U.K. Macroeconomic Outlook Baseline and Alternative Scenarios – January 2021. 
11 10% probability that the economy will perform worse. 

Figure 3 January 2021 macroeconomic forecast variables 

January 2021 Forecast Baseline S3 Downside Forecast11 
Real GDP growth (%): 
2021 – 2022 

2.50 8.29 -2.35 9.58 

ILO unemployment rate (%): 
2021 – 2022 

7.33 7.20 8,33 9.67 

FTSE 100 index growth: 
2021 – 2022 

3.93 -1.65 -14.31 2.94 

Nominal house price change (%): 
2021 – 2022 

-3.59 0.34 -6.37 -5.78 

Brexit process Services trade 
agreement 

No trade agreement on 
services 

Oil price end of 2021 $51.43 $26.62 
Source: Moody’s Analytics 

Baseline Epidemiological Assumptions 

» 9.5 million confirmed cases 

» New infections peak in January 2021 

» 2.3% confirmed case fatality rate 

» Infections abate in October 2021 

» Vaccine widely available by February 2021 
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Key assumptions of the Alternative Scenario 3 
The Alternative Scenario 3 (moderate recession) reflects a 90% probability that the economy will perform better, broadly 
speaking, and a 10% probability that it will perform worse.  

This scenario assumes that the pandemic is not contained at the start of 2021, with new and active cases soaring further.  This is 
accompanied by an increase in hospitalizations and deaths, higher than the peaks during the first lockdown.   The initial optimism 
about a vaccine gives way to rising concerns about efficacy and whether enough people are willing to be vaccinated.  The economy 
experiences a deep double-dip recession as output contracts sharply in the first quarter of 2021 and then starts to recover slowly.  
The United Kingdom’s real GDP declines 2.35% in 2021, with accelerated recovery in 2022 and GDP reaches its pre-pandemic 
level at the end of 2023.   

The Bank of England expands further its quantitative easing to restart economic activity, but these measures are largely 
unproductive given depressed consumer and business confidence.  The reluctance of banks to lend hinders the transmission of 
monetary policy into greater investment and economic activity.  The sharp fall in sales squeezes profit margins, prompting 
companies to abandon hiring and postpone investment, increasing unemployment rate, which peaks in the second quarter of 2022 
at 9.9%.  This sharp rise in unemployment erodes consumer confidence and household finance, reducing business confidence amid 
the deteriorating sales outlook. 

Our assumptions include:  

» The second wave of the pandemic is not contained by the end of the 
first quarter of 2021. 

» The lockdowns are extended into the second quarter of 2021, curbing 
economic activity, resulting in further GDP contraction in H1 2021. 

» Initial positive news on a vaccine gives way to rising numbers of cases 
and pessimism about the vaccine efficacy and effectiveness of 
distribution. 

» Consumers halt further spending on air travel, retail and hotels. 

» The European Union and United Kingdom do not agree to a trade deal 
on services. 

  

S3 Epidemiological Assumptions 

» 12.7 million confirmed cases 

» New infections peak in January 

» 3.4% confirmed case fatality rate 

» Infections abate in March 2021 

» Vaccine widely available by July 2021 



 

 

MOODY’S ANALYTICS          COVID-19 CREDIT IMPACT REPORT – JANUARY 2021 6 

Macroeconomic credit forecast 

Credit improves despite the economic slow-down in early 2021 
However, default risks remain significantly elevated compared to pre-pandemic levels, reflecting the precarious economic 
environment. 

In our assessment of firm-level default risk conditioned on macroeconomic scenarios, under the Baseline scenario, the aggregate 
forecast 1-year probability of default improved by 31 bps in January 2021, when compared to the November 2020 forecast (57bps 
in the S3 scenario).  This reflects the improvements in the macroeconomic environment expected later in 2021 as a result of the 
optimism generated by the vaccine rollout. 

Figure 4 shows that the distribution of Forecast Implied Rating12 under the Baseline scenario, which reflects the noted 
improvement between the November 2020 and January 2021 scenarios.  Specifically, by Q4 2021, the proportion of implied 
investment-grade firms fractionally increases from 30% to 33%, compared to November forecasts. At the same time, the share of 
firms with the riskiest implied ratings – B3 and below – declines in the Baseline scenario. 

Figure 4 Q4 2021 Baseline scenario 1-Year forecast implied rating distribution – November 2020 vs. January 2021 forecast 

 
Source: Moody’s Analytics 

However, despite the improvement in forecast between November 2020 and January 2021, the overall credit environment 
continues to remain much weaker than pre-pandemic levels.   Our analysis shows that the average 1-year forecast default rate is 
86bps and 205bps higher in the Baseline and S3 scenarios, respectively. 

Figure 5 shows the comparison of forecast Implied Rating under both the Baseline and the S3 macroeconomic forecasts against 
the Through-the-Cycle (TTC) Implied Rating. The TTC Implied Rating is used as a proxy for creditworthiness of firms before the 
COVID-19 pandemic. Using only firms’ financial statements for this metric, therefore, reflects economic performance prior to the 
outbreak due to their timing and nature. Under the Baseline and the S3 economic scenarios, the distributions of implied ratings are 
skewed toward the riskier ratings. This analysis continues to show that forecast levels of risk continue to be elevated from pre-
COVID-19 periods. 

 
12 Implied Ratings are not the same as, or equivalent to, regulated credit ratings issued by Moody’s Investors Service.   The mapping of a probability of default 

produced by Moody’s Analytics Riskcalc™ model to the credit rating nomenclature of Moody’s Investors Service does not transform the RiskCalc model 
output into a Moody’s Investors Services regulated credit rating or their equivalent. The Implied Ratings should not be deemed to imply a Moody’s Investors 
Service credit rating. 
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Figure 5 TTC Implied Rating distribution vs January 2021 Baseline and S3 1-year forecast Implied Rating 

 
Source: Moody’s Analytics 

The sectoral picture remains varied in this precarious environment 
Risk in most sectors has fallen since peaks in the spring of 2020, but key sectors remain significantly affected. 

The improvement in forecasted macroeconomic conditions between November 2020 and January 2021 contributed to a 
marginally improved forecast credit outlook across most sectors.   Figure 6 shows the aggregate sector-level PD for selected 
sectors from our forecast analysis in May, August, and November 2020 and now January 2021 under the Baseline scenario.   The 
sectors showing the most improvement are Accommodation & Food Services (4.60% average sector PD in November 2020 
falling to 3.74% in January 2021), Transportation & Storage (from 3.25% to 2.61%), Arts, Entertainment & Recreation (from 
3.19% to 2.57%) and Information & Communication (from 4.07% to 3.51%).     

Figure 6 Evolution of PD during the pandemic under the Baseline scenario (firms with turnover > £200,00013) 

 
Source: Moody’s Analytics 

 
13 Figure 6 uses sample for firms with turnover > £200,000 in order to include comparative data from the May 2020 forecast. 
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Across the UK corporate sector, the forecast probability of default (PD) rates remain elevated, compared to pre-pandemic levels.  
Figure 7 shows the change in creditworthiness selected sectors.    TTC PD represents a proxy for creditworthiness for firms before 
the COVID-19 pandemic. The size of bubble represents the sector exposure as published by the British Business Bank plc on  
January 24, 2021, and distributed proportionately based on sector-level approvals, as published by the British Business Bank plc on 
October 4, 2020.14  CCFF funding is allocated to sector based on individual firm exposure, as published by the Bank of England on 
January 13, 2021. 

Our analysis shows that those sectors with credit risk that is most affected by the change in economic conditions since the 
outbreak of the pandemic and our January 2021 forecast (Baseline scenario) are: Accommodation & Food Services (2.62% average 
TTC PD rising to 4.17% forecasted PD), Arts, Entertainment & Recreation (1.94% rising to 3.07%), Manufacturing (2.47% rising to 
3.80%), Construction (3.14% rising to 4.76%), and Information & Communication (2.20% rising to 3.34%). 

Figure 7 Change in PD for selected sectors.15 TTC PD (Pre-COVID-19) vs 1-year forecast Baseline PD  

 
Source: Moody’s Analytics 

See the appendixes for consolidated data tables for macroeconomic forecasts by sector and firm turnover category.  

 
14 https://www.british-business-bank.co.uk/regional-analysis-of-coronavirus-loan-schemes-shows-continued-even-distribution-across-the-uk/  
15  Sectors in the macroeconomic forecast are provided at the SIC 2011 section codes. 
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Financial statement forecasts 

Financial statements play an important role in the risk assessment of companies, particularly for the vast majority of firms that are 
not publicly listed. The fact that statements are backward-looking, covering the most recent past, poses a challenge in the current 
situation, due to the sudden way in which the COVID-19 pandemic has affected businesses. Since the first lockdown began in the 
United Kingdom on March 23, 2020, the outlook for many firms has worsened significantly, but financial statements available to 
banks and other lenders generally do not incorporate this information.16 To address this challenge for risk measurement, Moody’s 
Analytics has estimated the financial situation of individual firms throughout the COVID-19 period by forecasting financial 
statements. 

The financial statement forecasts start at the beginning of the first UK lockdown, which we assume to have lasted for three 
months. Since the lifting of most restrictions over the summer of 2020, an economic recovery has taken shape, that has been 
interrupted by further lockdowns. The analysis starts from the latest pre-COVID-19 statements available and takes into account 
individual firms’ characteristics such as profitability and cost structure. Another important driver is how a firm’s turnover is 
affected by lockdown. We estimate this effect at a granular industry basis, using a variety of economic statistics for the lockdown 
period, including retail sales and service sector surveys.  

Figure 8 presents turnover changes for selected industries. There is significant variation, with the Air Transportation and Hospitality 
sectors among the worst affected, while some businesses such as supermarkets saw a turnover improvement. Furthermore, we 
assess how individual sectors recovered when restrictions on the UK economy were eased over the summer 2020 (also shown in 
Figure 8). Again, there is significant variation, with Arts & Entertainment seeing virtually no improvement compared to the early 
2020 lockdown, while Hospitality in August and September was over three-quarters of the way back toward pre-pandemic levels. 
We combine these numbers with the UK output forecasts from the Moody’s Analytics Baseline scenario (January 2021 forecast 
date) to obtain granular recovery paths for turnover by industry. Finally, we incorporate the different interventions that the UK 
government has introduced to support businesses during the pandemic — specifically, the Coronavirus Job Retention Scheme 
(CJRS), government loan schemes (CLBILS, CBILS, BBLS17), grant programs (RHLGF, SBGF, LRSG, CBLP18), value added tax (VAT) 
deferral, and the VAT reduction for Hospitality. Additionally, in our full government support scenario, we assume that businesses 
can defer rent based on evictions remaining paused until after March 31, 2021. 

The presented analysis is based on financial statement forecasts for balance sheet dates at the end of each quarter between June 
2020 and December 2021. The corresponding forecasted income statements are 1-year lookback from each balance sheet 
statement date. For the analysis, we have assumed a 3-month length for the first lockdown, in line with the lifting of many 
restrictions in the summer of 2020. To model all subsequent tier and lockdown restrictions jointly, we assume a second lockdown 
starting in November 2020 and lasting for four months. To compare the impact of the pandemic on firms’ performance, we 
illustrate most of the results under two forecast assumptions:  

1. No government support except for the CJRS (CJRS Only) 

2. Full government support in the form of all interventions listed above (All Measures) 

 
16 Only in a limited number of cases, interim statements will be available that give direct evidence of the COVID-19 impact. 
17  CLBILS: Coronavirus Large Business Interruption Loan Scheme; CBILS: Coronavirus Business Interruption Loan Scheme; BBLS: Bounce Back Loan Scheme. 
18  RHLGF: Retail, Hospitality and Leisure Grant Fund; SBGF: Small Business Grants Fund; LRSG: Local Restrictions Support Grants; CBLP: Closed Businesses 

Lockdown Payment. 
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Figure 8 Estimated monthly turnover for 22 selected sub-sectors, relative to pre-COVID-19 levels (year-on-year changes); 
lockdown refers to the period between April and June 2020 

 
Source: Moody’s Analytics 

The liquidity position of firms deteriorates 
Our first focus is on firm liquidity. While liquidity is always an important aspect in firms’ risk assessment, it is a particular concern 
in the current situation due to the nature of COVID-19’s economic impact, where a perfectly viable firm may find itself in a 
difficult situation because of imposed restrictions. A primary concern of businesses is to stay liquid and survive through the 
lockdowns.  

In our analysis, we measure firms’ liquidity by cash on the balance sheet. Figure 9 shows results for different forecast assumptions 
through the end of 2021. We find that in the forecast with full government support 19.6% of firms run out of cash by March 2021, 
which is substantially less than 34.5% of firms in the CJRS Only assumption. However, a number of schemes are scheduled to 
expire during Q2 2021. Our analysis highlights that this leads to a cliff edge situation with 27.8% of firms projected to run out of 
cash by June 2021. To investigate further, we included in the analysis two further hypothetical assumptions. The first one 
incorporates the recent extension to the BBLS and in addition assumes an extension of deferred VAT repayments, Hospitality VAT 
reduction, and current periodic cash grants throughout 2021. In this case, the share of firms without cash in June 2021 is estimated 
at 26.1%. The second scenario also assumes an extension to the eviction ban and thus rent deferrals, which reduces the share of 
firms running out of cash to 20.9%. 
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Figure 9 Firms with zero cash on balance sheet, under different government support assumptions 

 
Source: Moody’s Analytics 

Figure 10 shows results by sector, indicating that the share of firms with no cash has risen in all industries since the start of the 
pandemic. The worst affected sector by some margin is Accommodation & Food Services, where the share of firms without cash is 
estimated as 32.7% in March 2021 with full government support, and another 23.9% of firms running out of cash during Q2. Such 
a cliff edge, if not of the same magnitude, is also seen for a number of other industries, such as Arts, Entertainment & Recreation, 
Administrative & Support Services, Other Services, and Education. For March, our predictions show a share of firms without cash 
around 20% in these industries, and a significant increase in the second quarter. 

Figure 10 Share of firms with zero cash on balance sheet by sector 

 
Source: Moody’s Analytics 
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Leverage rises as firms require additional funding  
The next issue in our focus is firms’ solvency. The measure we examine at is the net worth position, and we see a strong impact 
from the pandemic as Figure 11 shows. We find that the share of firms that are technically insolvent—meaning their balance sheet 
shows zero or negative net worth—rises from 14.4% pre-COVID-19 to 23.4% at end of March 2021 with full government support. 
By the end of 2021, the share is predicted to increase further to 25.2%. The only government interventions that have a sizable 
impact on leverage are cash grants and the hospitality VAT reductions, since loans and deferrals need to be (re)paid eventually and 
appear on the liability side of the balance sheet. The impact on firm solvency was strongest during the first lockdown in Q2 2020 
but has been gradually continuing since then. 

Figure 11 Firms with zero or negative net worth, under different government support assumptions 

 

Source: Moody’s Analytics 

Figure 12 presents leverage results by sector. All sectors see an increase in the share of firms with more liabilities than assets 
compared to pre-pandemic levels. The change is most dramatic for Accommodation & Food Services, which sees the share almost 
double from 24.1% to 46.8% in March 2021, even with full government support. Since most of the aid comes in the form of 
loans, it is of limited assistance for net worth. Several other industries (for example, Administrative & Support Services, Other 
Services, Retail & Wholesale) also see their share of ‘No-net worth’ firms rise by close to or more than 15 percentage points by our 
estimation. 
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Figure 12 Share of firms with zero or negative net worth by sector 

 
Source: Moody’s Analytics 

Implied Ratings improve slightly in quarter to June 2021, remaining below pre-COVID-19 
Figure 13 shows results from running our private-firm RiskCalc™ PD model on the forecasted financial statements. The average PD 
is projected to rise from 2.06% (pre-pandemic) to 4.73% in March 2021 with all government support measures, but then improve 
to 4.56% by June. Improvements in Q2 2021 reflect the expected continuation of recovery following the end of the lockdown, 
supported by a successful vaccination campaign. These results are in line with our findings above using macroeconomic forecasts. 
However, the share of firms in the riskiest Caa-C category is still expected to be higher than 22% in June 2021, reflecting the 
precarious situation of many firms as a result of the pandemic. 
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Figure 13 Financial statement forecast Implied Rating distribution 

 
Source: Moody’s Analytics 

More than other economic downturns, COVID-19 has differential impact on sectors  
The COVID-19 pandemic is having a strongly differential impact on businesses. Firms in sectors heavily affected by lockdowns and 
not able to adapt see their finance deteriorate, for example move online or implement hygiene concept, while in other sectors 
little negative effect is visible, and some firms, such as supermarkets or online and delivery businesses, may actually thrive. This 
phenomenon has often been described as a K-shaped recovery. During the first lockdown most firms were affected, but some 
sectors are now much better able to cope with restrictions and operate through lockdowns. When government support runs out, 
firms in vulnerable sectors are expected to approach a cliff edge situation that could leave many struggling, while in other sectors 
little effect is expected to be seen even if the pandemic drags on.  

The situation described in the previous paragraph is clearly visible in our analysis. In Figure 14, the median firm performs well in 
terms of liquidity: its cash position actually increases early in the pandemic and is no worse in December 2021 than it was in March 
2020. In contrast, at least 15% of firms in the left panel have no cash in September, and that share rises to at least 25% in June 
2021. This is consistent with continued restrictions and subdued economic activity putting strain on firms’ finances. Similarly, for 
leverage, the median firm's net worth position is not materially affected by the pandemic, but for vulnerable firms (25th and 15th 
percentile), net worth deteriorates increasingly over time. In June 2021, 15% of firms in the right panel are expected to 
have liabilities at least a quarter greater than their assets. 

Figure 14 Liquidity and solvency distribution over time 

Source: Moody’s Analytics 



 

 

MOODY’S ANALYTICS          COVID-19 CREDIT IMPACT REPORT – JANUARY 2021 15 

Government support helps small firms remain liquid, but solvency deteriorates in 2021 
We also investigate liquidity and solvency across firms of different sizes, measured by annual turnover. The results in the left panel 
of Figure 15 show that in terms of liquidity, government support is more effective for small firms, and the support effect persists 
past Q1 2021. This is because smaller firms receive more support, in cash grants, relative to their size, whereas support for larger 
firms is often more temporary and needs to be repaid eventually.  

Firms above £500,000 turnover face a liquidity cliff edge as VAT and rent deferrals and other government support programs end 
in Q2 2021. The right panel in Figure 15 shows that government support is effective only for the solvency situation of small firms 
up to £500,000 turnover, because only cash grants and VAT reductions help with net worth. Nevertheless, the additional share of 
firms forecast to become insolvent between March and December 2021 is larger for small firms. An additional 2.9% of firms with 
less than £500,000 turnover are expected to suffer negative net worth during the period, versus only 0.5% of firms with over £50 
million turnover. We observe that this is due to the higher share of relatively unprofitable small firms prior to the pandemic. 

Figure 15 Quarterly aggregate liquidity and solvency, by firm size measured in annual turnover 

Source: Moody’s Analytics 

Government schemes and programs are all important for supporting firm liquidity 

A benefit of our analysis is that we can forecast the effect of individual government support programs on the share of firms 
expected to run out of cash. In Figure 16, we find that Cash Grants, BBLS & CBILS loan schemes, VAT deferral, and Rent deferral 
reduce the share of firms with no cash by 4 to 5 percentage points, compared to the CJRS Only assumption. This means that the 
combination of government programs has been successful at 
protecting firm liquidity, as opposed to any one program. 

The Hospitality VAT reduction, due to its limited scope, has 
less of an overall effect. Together, we forecast all government 
measures to reduce the share of illiquid firms from 34.5% to 
19.6% in March 2021. For firms in Arts, Entertainment & 
Recreation, Other Services, and Accommodation & Food 
Services, cash grants alone keep over 9% of firm’s liquid, and 
the government loan schemes (BBLS and CBILS) alone keep 
over 6.5% of firm’s liquid. The VAT deferral alone keeps over 
4% of firms in 10 out of 16 sectors liquid. 

  

Figure 16  Impact on liquidity of government support scheme 
(each forecast assumption includes the CJRS) 
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Appendix 

Figures 17, 18, and 19 show consolidated data tables for macroeconomic forecasts. 

Figure 17 Macroeconomic forecast PD and expected loss by sector – January 2021 

Sectors 

Moody’s 
Analytics 

Government Loan 
Schemes 

Pre- 
COVID-

19 
Forecasts as of January 2021 

Number 
of Firms 

Number of 
Approvals 

Exposure 
(£Mn) TTC PD 

Cumulative PD: Q4 2021 Expected Loss Amount (£Mn) 

Baseline S3 Baseline S3 
SECTION A – AGRICULTURE, FORESTRY AND 
FISHING 1,614 41,873 1,753 1.11% 1.34% 1.88% 23.6 31.4 

SECTION B – MINING AND QUARRYING 1,020 4,086 1,701 2.43% 2.65% 3.84% 41.6 78.2 
SECTION C – MANUFACTURING 15,909 97,511 7,710 2.47% 3.80% 5.19% 296.3 452.6 
SECTION D – ELECTRICITY, GAS, STEAM AND AIR 
CONDITIONING SUPPLY 2,621 4,084 601 1.51% 1.68% 2.28% 4.8 7.9 

SECTION E – WATER SUPPLY; SEWERAGE, WASTE 
MANAGEMENT AND REMEDIATION ACTIVITIES 957 4,082 501 2.24% 2.82% 4.08% 8.20 11.7 

SECTION F – CONSTRUCTION 18,639 256,142 10,557 3.14% 4.76% 6.10% 458.0 564.7 
SECTION G – WHOLESALE AND RETAIL TRADE; 
REPAIR OF MOTOR VEHICLES AND 
MOTORCYCLES 

20,926 244,020 14,301 2.24% 3.24% 4.48% 409.3 536.9 

SECTION H – TRANSPORTATION AND STORAGE 6,793 81,408 5,371 1.80% 2.64% 3.66% 82.8 116.7 
SECTION I – ACCOMMODATION AND FOOD 
SERVICE ACTIVITIES 7,491 125,785 8,054 2.62% 4.17% 6.16% 229.6 331.8 

SECTION J – INFORMATION AND 
COMMUNICATION 18,395 70,953 3,184 2.20% 3.34% 4.73% 85.7 115.7 

SECTION K – FINANCIAL AND INSURANCE 
ACTIVITIES 16,499 13,331 1,225 1.76% 2.24% 3.13% 22.6 30.8 

SECTION L – REAL ESTATE ACTIVITIES 15,813 91,177 4,594 2.01% 2.53% 3.21% 88.4 109.3 
SECTION M – PROFESSIONAL, SCIENTIFIC AND 
TECHNICAL ACTIVITIES 45,019 171,637 8,097 2.25% 2.87% 4.22% 192.0 259.6 

SECTION N – ADMINISTRATIVE AND SUPPORT 
SERVICE ACTIVITIES 9,723 114,760 5,790 2.26% 3.03% 4.38% 152.7 206.5 

SECTION P – EDUCATION 11,278 33,305 1,485 1.44% 2.29% 3.36% 26.3 36.8 
SECTION Q – HUMAN HEALTH AND SOCIAL 
WORK ACTIVITIES 14,980 64,713 2,897 1.47% 1.83% 2.53% 44.5 58.3 

SECTION R – ARTS, ENTERTAINMENT AND 
RECREATION 9,304 40,207 2,374 1.94% 3.07% 4.50% 45.5 66.3 

SECTION S – OTHER SERVICE ACTIVITIES 16,276 97,749 2,678 1.59% 2.34% 3.45% 55.2 76.0 
SECTION T – ACTIVITIES OF HOUSEHOLDS AS 
EMPLOYERS 3,449 - - 1.41% 2.29% 3.41% 0.0 0.00 

Total 236,706 1,556,823 82,873 2.11% 2.97% 4.16% 2,267.3 3,090.6 
Source: Moody’s Analytics 

Figure 18 Macroeconomic forecast PD and expected loss by firm turnover – January 2021 

Turnover 

MA Data Government Loan Schemes Pre-COVID-19 Forecasts as of January 2021 

Number of 
borrowers 

Number of 
borrowers 

Exposure 
(£Mn) TTC PD 

Cumulative PD: Q3 2021 Expected Loss Amount (£Mn) 

Baseline S3 Baseline S3 
> £1Bn 1,074 67 8,020 1.14% 1.60% 3.64% 48.90 137.30 

£100Mn - £1Bn 7,187 326 5,662 1.25% 1.81% 3.31% 118.91 232.58 

£45 - £100Mn 7,943 344 2,683 1.33% 1.93% 3.27% 37.77 61.18 

£35Mn - £45Mn 3,676 3,831 1,070 1.44% 2.11% 3.47% 14.84 23.25 

£25Mn - £35Mn 6,343 6,609 1,573 1.43% 2.08% 3.39% 24.02 36.84 

£10Mn - £25Mn 23,665 24,662 6,574 1.52% 2.19% 3.05% 108.59 148.87 

£1Mn - £10Mn 50,275 52,383 12,609 1.99% 2.78% 3.82% 278.89 368.73 

£200K - £1Mn 41,058 441,603 13,436 2.42% 3.36% 4.58% 399.33 513.44 

Total 141,221 1,556,823 82,873 2.11% 2.97% 4.16% 2,017.33 2,785.83 
Source: Moody’s Analytics 
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Figure 19 Evolution of PD during the pandemic under the Baseline and S3 scenarios (firms with turnover > £200,00019) 

Sectors 
Cumulative 1-year PD: Baseline Cumulative 1-year PD: S3 

May 
2020  

Aug 
2020 

Nov 
2020 Jan 2021 May 

2020 
Aug 

2020 
Nov 

2020 Jan 2021 

SECTION A – AGRICULTURE, FORESTRY AND FISHING 1.47% 0.92% 0.98% 0.92% 1.76% 1.33% 1.46% 1.34% 
SECTION B – MINING AND QUARRYING 4.19% 2.50% 2.42% 2.52% 4.92% 3.54% 3.59% 3.72% 
SECTION C – MANUFACTURING 4.07% 3.46% 3.80% 3.32% 4.75% 4.73% 5.38% 4.63% 
SECTION D – ELECTRICITY, GAS, STEAM AND AIR 
CONDITIONING SUPPLY 1.55% 1.69% 1.71% 1.57% 1.82% 2.28% 2.40% 2.15% 

SECTION E – WATER SUPPLY; SEWERAGE, WASTE 
MANAGEMENT AND REMEDIATION ACTIVITIES 1.67% 2.47% 2.50% 2.47% 1.98% 3.58% 3.79% 3.64% 

SECTION F – CONSTRUCTION 3.36% 3.84% 4.46% 4.42% 3.86% 5.02% 5.98% 5.79% 
SECTION G – WHOLESALE AND RETAIL TRADE; REPAIR 
OF MOTOR VEHICLES AND MOTORCYCLES 5.95% 2.82% 2.87% 2.59% 6.81% 3.96% 4.20% 3.69% 

SECTION H – TRANSPORTATION AND STORAGE 4.44% 3.11% 3.25% 2.61% 5.17% 4.28% 4.65% 3.68% 
SECTION I – ACCOMMODATION AND FOOD SERVICE 
ACTIVITIES 10.02% 4.02% 4.60% 3.74% 11.77% 5.91% 7.03% 5.55% 

SECTION J – INFORMATION AND COMMUNICATION 4.76% 3.75% 4.07% 3.51% 5.65% 5.26% 5.91% 4.98% 
SECTION K – FINANCIAL AND INSURANCE ACTIVITIES 2.82% 2.24% 2.32% 2.12% 3.28% 3.09% 3.34% 3.01% 
SECTION L – REAL ESTATE ACTIVITIES 3.69% 2.47% 2.54% 2.34% 4.18% 3.16% 3.34% 3.00% 
SECTION M – PROFESSIONAL, SCIENTIFIC AND 
TECHNICAL ACTIVITIES 4.41% 2.80% 2.80% 2.81% 5.27% 4.07% 4.29% 4.16% 

SECTION N – ADMINISTRATIVE AND SUPPORT SERVICE 
ACTIVITIES 4.91% 2.84% 2.96% 2.77% 5.85% 4.09% 4.45% 4.03% 

SECTION P – EDUCATION 3.26% 1.73% 2.00% 1.60% 3.91% 2.57% 3.09% 2.39% 
SECTION Q – HUMAN HEALTH AND SOCIAL WORK 
ACTIVITIES 2.63% 1.82% 1.71% 1.55% 3.05% 2.49% 2.47% 2.14% 

SECTION R – ARTS, ENTERTAINMENT AND 
RECREATION 5.93% 2.77% 3.19% 2.57% 7.05% 4.07% 4.87% 3.82% 

SECTION S – OTHER SERVICE ACTIVITIES 3.77% 1.96% 2.17% 1.86% 4.52% 2.91% 3.36% 2.79% 
SECTION T – ACTIVITIES OF HOUSEHOLDS AS 
EMPLOYERS 3.48% 2.43% 2.84% 2.19% 4.21% 3.62% 4.40% 3.30% 

Source: Moody’s Analytics 

 

 

 
19  Figure 19 uses sample of firms with turnover > £200,000 in order to include comparative data from May 2020 forecast. 
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