
                                                                          
 

 

A SPEECH ON THE ITALIAN AND INTERNATIONAL FINANCIAL 

MARKET:  

INTERVIEW TO MASSIMO RACCA 
 

 
 

BUSINESS AND COVID19. WHAT DOES COVID19 CRISIS LEAVE US? 

 

Covid-19 crisis caused a sharp reduction in the GDP of all countries (foreseen an average reduction of around 

10%). In this context, Italian companies are most affected by the impact of the financial crisis mostly those 

companies already in a distressed situation in the pre Covid period. 

 

However, I would like to distinguish the actual phase from the medium-term period. In fact, in the short term, 

many initiatives to help businesses have been put in place by governments, also with the support of European 

Community. However, this support is bound to end and we need to ask ourselves how the access to credit will 

be in the medium term. 

 

This is a complex issue because if we have accredited estimates on what the trend of GDP can be in the current 

year and in the following two, it is evident that it is much more difficult to estimate companies’ default rates in 

the coming years, and therefore the real impact on credit cost for banks. 

Once Government and European Community supports have ceased, this uncertainty can only translate into the 

rising cost of accessing to bank credit and the increasing severity for rules to grant credit either. 

 

The imperatives of companies must therefore be a strategic review articulated on recapitalization, focus 

(eliminating businesses that are not profitable or scarcely profitable), consolidation. 

 

Let's focus on the so-called UTP (Unlikely To Pay)), whose credit is already classified as non-performing by 

the banking system. UTP exposure are those credits that are expected to have difficulty in repaying debt unless 

the lender enforces warranties if any. They are part of the overall family of NPL’s (Non-Performing Loans, 

companies with little possibility of repaying their debt) which includes Bad Loans which are those credits that 

are in bankruptcy or similar procedures. 

 

It is well known that for a few years, concurrently with the increasing stock of NPL's the regulatory pressure 

expressed by the European Banking Authorities (EBA) on the credit system led to a growing selectivity in the  

 



                                                                             

  

credit supply. All that for companies classified as impaired credit (UTP) results in non-eligibility for granting 

new credit. 

 

The setting of ambitious NPL Ratio targets (*), the introduction of Calendar Provisioning (**) and a much more 

restrictive definition of default in force since 1/1/2021, reduce the access to ordinary credit by UTP companies. 

 

Governmental interventions on UTP companies were very limited as they were addressed only to companies 

entered into credit default due to Covid (therefore starting from 2020). But the paradox is that companies 

engaged in a virtuous path to recover from the crisis, not yet reclassified as performing, they were unable to 

implement their recovery plan. 
 

WHAT PROSPECTS THEN FOR THE FINANCING OF UTP COMPANIES? 

As mentioned before, the banking system is strictly limited in granting credit to bank’s debtors in default, 

already classified as impaired credit. It should be remembered that the availability of new finance is often a 

basic requirement for a recovery plan, to restart the working capital cycle or even support investments or other 

corporate actions for the turnaround. However, there is a market of third-party lenders including banking origin, 

available to ensure an adequate warranty package and/or with the superseniority ranking of their credits, using 

tools provided by the legal system (such as pre-deductible finance). 

HOW WILL BE THE FUTURE STRATEGIES OF THE BANKS IN THE UTP WORLD? 

In the last few years, the tightening of rules made by the supervisory authority led to a substantial lightening of 

the overall weight of non-performing loans in the banks’ balance sheets (especially Italian ones) through 

massive sales, in particular of non-performing exposures, with various sort of transactions, even the creation of 

mix bank/investor platforms of credit recovery and management, but to a lesser extent the sale of intermediate 

category of UTPs. 

I think that the economic recession we are having, still in its early stages, will lead to a new wave of UTP and 

NPL in general and certainly will not lead to an easing of these dynamics. 

It is likely that banks will further strengthen the analysis and management of non-performing loans to implement 

their best strategies, on the basis of appropriate clustering of their portfolios, choosing between assignments, 

outsourcing of positions, using of external platforms specialized in the turnaround of distressed companies, able 

to manage not only the financial restructuring but also the industrial turnaround of companies. I believe that the 

bias will be to join the recovery processes of UTP companies with dedicated and differentiated solutions 

compared to those now classified as non-performing for which the logic of credit recovery prevails. 

(*) NPL Ratio: Total NPL divided for Total amount of outstanding loans 

(**) Calendar Provisioning: Minimum levels of prudential provisions expected for Non Performing Exposures (compared to NPL’s, NPE’s include 

all exposure which are not loans), based on the length of time an exposure has been classified as non-performing (the “vintage”) as well as the 

collateral held (if any). Such measures should be seen as “prudential provisioning backstops” mainly aimed to avoid the excessive build-up of non-

covered aged NPEs 
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