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European non-financial corporates have seized the opportunity of state-
guaranteed loans to build up cash reserves, especially in France
(EUR183.8bn), the UK (GBP157bn) and ltaly (EUR84.5bn). Looking at
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ana boata@eulerhermes.com NFC's value added over Q1-Q3 2020, we find that companies in the
Netherlands, Belgium and the UK benefited from the most direct liquidity
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maxime.lemerle@eulerhermes.com crisis (see Figure 1). Direct state support has also been key to lower NFC

cash losses and protect their net savings.

At the same time, NFC total deposits have increased across all European
countries, with highest rises registered in France (+26% to EUR880.3bn), the
UK (+26% to GBP757.4bn) and Italy (+27.5% to EUR391.6bn) - see Figure 2.
However, comparing the increase in NFC deposits to the increase in NFC
new bank loans, we find that the highest excess cash holdings in the UK
(GBP117bn), Germany (EUR84bn) and France (EUR79bn) — see Figure 3.
This means that in these countries, NFCs mainly used new loans to build up
cash reserves. In countries where the difference between the increase in
deposits and the increase in loans is negative (the Netherlands and to a
lower extent Italy), companies used parts of their cash reserves in addition
to the loans.

Figure 1 — State support to NFCs, direct liquidity vs guarantees
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Q3 2019), EURbN ploy! " VAloss 2019), EURbn PP " o020, EURbN 2020, EURbN  Q32020, Q3 2019,
EURbn up), EURbN
EURbn EURbn
Germany 76 46 46 1.2 9 49 3 50
France 7 51 32 25 135
Italy 75 39 13 -16 0 21 118
Spain 71 3 7 13 68 118
Netherlands: 20 5 -17 37 40
Belgium 18 3 6 7 18 50
UK 71 60 2 32 3 27 58

Sources: Eurostat NFC accounts, Allianz Research

Overall, the build-up of cash reserves is positive as it provides buffers for
future debt redemptions even if this is not a short-term concern anymore.
In line with our expectations?, most European governments have increased
(or are expected to) the maturity of state-guaranteed loans as well as their
grace periods (see Figure 4). Hence, debt repayments should be less of a
future cash-flow issue in 2021, which is good news considering that the

1

https://www.eulerhermes.com/en_global/news-insights/economic-insights/Europe-One-in-four-corporates-will-need-more-policy-support-in-2021-to-avert-a-cash-flow-crisis.html
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debt coverage ratio remains below the Eurozone average in Italy, France,
Spain and Belgium (see Figure 5).

Figure 2 — Increase in total NFC deposits, as of December 2020
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Figure 3 — Increase in total NFC deposits minus increase in total NFC new
loans, bn local currency
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Figure 4 — State-guaranteed loans (SGL) grace period and maturity

Country SGL grace period (years) SGL maturity (years)
Germany 2 10
France 2 6
Italy 3 6
Spain 2 8
Belgium 1 Max. 12 month; for SMEs extension possible up to 3-yr
Netherlands 1 BMKB : 4
GO-C: 6
UK 15 10

Sources: various, Allianz Research

Figure 5 - NFC total deposits / total bank debt
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In the very short-term, with loan repayments delayed by at least one year
in most European countries, NFC excess cash is likely to be used to repay
tax deferrals and finance additional working capital requirements. Hence,
we find the highest upside risks to the investment recovery in France, the
UK, ltaly and Germany. During recovery phases, when companies rebuild
inventories? and payment discipline is likely to relax, WCR tend to increase.
This was the case in 2010 (+2 days on average in Western Europe) and in
2017 (+1 day). Taking into account an increase of 2 days in 2021, we find
that additional financing of EUR6.6bn would be needed in Germany,
EUR4bn in France, GBP3.8bn in the UK, EUR3.2bnin Italy, EUR2bn in Spain,
EUR1bn in the Netherlands and EUR0.8bn in Belgium. If we add to this the
tax deferrals from 2020, we find the highest remaining cash piles for
companies in France (EUR113bn or more than 8% of GDP), the UK
(GBP111bn or more than 6% of GDP), Italy (EUR62bn or more than 5% of
GDP) and Germany (EUR31bn or 3% of GDP).

Exiting the Covid-19 crisis will be key to bringing confidence back and
transforming this excess cash into investment. But until this happens, the
cost-effectiveness of state support measures remains a question.

Figure 6 — Increase of working capital requirements and tax deferrals vs NFC
"excess cash”, bn LCU
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Figure 7 — NFC deposits to total gross fixed investment
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2 https://www.eulerhermes.com/en_global/news-insights/economic-insights/Is-the-chinese-ox-reflating-the-world-one-container-at-a-time.html
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These assessments are, as always, subject to the disclaimer provided below.

FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward-looking
statements that are based on management's current views and assumptions and involve known and unknown risks
and uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such
forward-looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive
situation, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets
(particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including
from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v)
persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii)
currency exchange rates including the EUR/USD exchange rate, (ix) changes in laws and regulations, including tax
regulations, (x) the impact of acquisitions, including related integration issues, and reorganization measures, and (xi)
general competitive factors, in each case on a local, regional, national and/or global basis. Many of these factors may
be more likely to occur, or more pronounced, as a result of terrorist activities and their consequences.

NO DUTY TO UPDATE

The company assumes no obligation to update any information or forward-looking statement contained herein, save
for any information required to be disclosed by law.
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