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Economic Reaction to COVID-19 
- Considerations for Lenders and Borrowers

The COVID-19 pandemic looks set to be the most deadly virus to sweep the world since the 1918 flu pandemic. Aside from the devastating 
human effect, it is set to have a significant economic impact, with the Central Bank recently announcing in its quarterly bulletin that the 
outbreak and measures required to contain its spread have brought economies worldwide to a near standstill, triggering a very sudden and 
sharp contraction in economic activity. In this briefing note, we summarise the attempts at Irish and EU level to minimise the extent of the 
economic fallout and some practical considerations for Irish lenders and businesses. 

EU level response
The European Banking Authority (“EBA”) identified in a statement on 12 March 2020 its joint effort with national competent authorities 
and the European Central Bank to alleviate the immediate operational burden for member state banks. As part of that joint effort, the EBA 
has decided to postpone the EU-wide stress test exercises to 2021 to allow banks to focus on and ensure continuity of core operations and 
to support their customers. The EBA also recommended that:

The EBA issued a second statement on 25 March 2020 to explain a number of additional interpretive aspects on the functioning of the 
prudential framework in relation to the classification of loans in default, the identification of forborne exposures and their accounting 
treatment. The EBA’s view is that moratoria as a response to COVID-19 addressed to broad ranges of product classes or customers do not 
lead to any automatic classification of default, forbearance measures or unlikeliness to pay but that the obligation to assess the credit 
quality of exposures benefitting from these measures remains and that individual assessment of the likeliness to pay should be prioritised.

April 2020

 » national competent authorities consider postponing non-essential supervisory activities including on-site inspections; and

 » national competent authorities make full use of the flexibility embedded in the existing regulatory framework.

https://www.centralbank.ie/docs/default-source/publications/quarterly-bulletins/qb-archive/2020/quarterly-bulletin---q2-2020.pdf


Global Legal and
Professional Services

>>

The EBA also highlighted that when applying the IFRS 9 international accounting standard, institutions are expected to use a certain degree 
of judgement and distinguish between borrowers whose credit standing would not be significantly affected by the COVID-19 pandemic 
in the long term and those who would be unlikely to restore their creditworthiness. Whilst ensuring flexibility on the prudential side to 
support generalised payment delays, the EBA emphasised there is no flexibility in relation to consumer protection. The EBA called on all 
lenders to act in the interest of consumers.  In particular making sure that customers fully understand the implications of taking up any 
measures, without hidden charges and that such new terms should not have automatic adverse impacts on the customer’s credit rating.

On 18 March, following criticism of its initial response to the pandemic, the European Central Bank (ECB) announced a new Pandemic 
Emergency Purchase Programme, a €750 billion scheme to purchase Government and corporate bonds, although the size of asset purchases 
could be increased if needed. The scheme will be temporary and be concluded once the ECB considers that the pandemic crisis phase has 
ended however the expectation is that it will run until at least the end of this year. 

The ECB is also making available up to €3 trillion in liquidity to member state banks at the lowest rates it has offered, -0.75%, allowing Irish 
banks to lend money at record low rates for the Irish market. European banking supervisors have also freed up an estimated €120 billion 
of extra bank capital, which will further support considerable lending capacity by member state banks. 

EU leaders and Finance Ministers continue to discuss how they can further finance the economic response to COVID-19 however there is 
significant disagreement over the prospect of a common debt instrument issued by the European Investment Bank taken collectively by all 
member states. The  so called ‘corona bond’ is favoured by Ireland, Italy and Spain among others however countries such as Germany and 
the Netherlands lead the opposition over a historically divisive issue and at this stage the impasse looks set to continue.

Irish Government response
Minister for Business, Enterprise and Innovation, Heather Humphreys announced details on 10 March 2020 on the package of supports in 
place for businesses impacted by COVID-19. These include:

Minister Humphreys subsequently announced that the new MicroFinance Ireland COVID-19 loan will include an option for a moratorium 
on interest and repayments for the first six months. Businesses may borrow for a maximum thee year term with no hidden costs and no 
penalties for early prepayment. 

The Department of Business, Enterprise and Innovation has also updated its checklist of preparatory actions for businesses in responding 
to COVID-19.

The Government has also introduced several measures to support employers to meet their obligations to employees during the COVID-19 
crisis. Those measures are summarised by our Employment colleagues in a recent advisory here. 

The full range of Government supports and details of the Business Support Call Centre are listed here.

 » a €200m Strategic Banking Corporation of Ireland (SBCI) Working Capital scheme for eligible businesses impacted by COVID-19. 
Loans of up to €1.5m will be available at reduced rates (maximum rate of 4%), with up to the first €500,000 unsecured. Applications 
can be made through the SBCI website;

 » a €200m Package for Enterprise Supports including a Rescue and Restructuring Scheme available through Enterprise Ireland for 
vulnerable but viable firms that need to restructure or transform their business;

 » an increase in the maximum loan available from MicroFinance Ireland from €25,000 to €50,000 as an immediate measure to 
specifically deal with exceptional circumstances that micro-enterprises (sole traders and firms with up to 9 employees) are facing. 
Applications can be made through the MFI website or through a local enterprise office; and

 » the availability of the Credit Guarantee Scheme, which supports loans of up to €1m for periods of up to 7 years, to firms impacted 
by COVID-19 through the pillar banks.

https://dbei.gov.ie/en/Publications/Business-Continuity-Planning-A-checklist-of-Preparatory-Actions-in-Responding-to-the-COVID-19-Outbreak.html
https://www.walkersglobal.com/images/Publications/Advisory/2020/Dublin/Covid-19_Latest_Measures_for_Irish_Employers.pdf
https://dbei.gov.ie/en/Publications/Business-Continuity-Planning-A-checklist-of-Preparatory-Actions-in-Responding-to-the-COVID-19-Outbreak.html
https://sbci.gov.ie/
https://microfinanceireland.ie/
https://www.localenterprise.ie/Find-Your-Local-Enterprise-Office/
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Central Bank response and support measures
In a move designed to support the supply of credit to households and businesses impacted by COVID-19, the Central Bank announced 
on 18 March 2020 that it has decided to reduce the Counter Cyclical Buffer from 1% to 0% and that it does not intend to announce an 
increase before the first quarter of 2021 at the earliest. The Central Bank also confirmed it expects banks to use the positive effects of 
these measures solely in support of the economy and not for dividend distributions. Similarly, the Single Supervisory Mechanism, of which 
the Central Bank is part, has announced that banks can temporarily use some of the supervisory capital buffers that they have built up in 
recent years.

The Central Bank met with the CEOs of Ireland’s five retail banks (AIB, Bank of Ireland, KBC, Permanent TSB and Ulster Bank), along 
with their representative body, Banking and Payments Federation Ireland (BPFI) on 19 March 2020 to discuss the Counter Cyclical Buffer 
announcement and the broader response to the challenges presented by COVID-19. Following that meeting the banks set out a joint plan 
to support businesses and employees impacted by COVID-19. The new measures include:

In a welcome move, the main credit servicing firms and non-bank mortgage lenders swiftly confirmed their intention to support the range 
of measures announced by the main retail banks however they acknowledged the need for appropriate guidance from the Central Bank 
of Ireland in respect of items such as documentation and process, the operation of the Central Credit Register and the possible impact on 
securitisation. They also identified the need for time to deal with various operational issues to enable them to provide meaningful support 
to customers as appropriated. 

Dialogue between the BPFI and the Central Bank on the issues arising from the support measures for retail banks, credit servicing firms and 
non-bank lenders is ongoing and the Central Bank recently confirmed that any Covid-19-related payment break on a loan or mortgage will 
not be marked as a missed payment on the Central Credit Register.

 » up to three month-payment breaks for business and personal customers, to be followed by ongoing reviews;

 » a simplified application process for business and personal customers to receive bank support;

 » ensuring that any application for a payment break as a result of COVID-19 does not adversely impact customers’ credit record;

 » the deferral of court proceedings for three months; and

 » the provision of working capital support. 
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Considerations for lenders
Lenders’ are now required to perform a balancing act between the effective application of newly available liquidity and smooth 
implementation of the support measures. That exercise throws up a number of practical considerations, including for example:

Considerations for businesses
Businesses have an equally, if not more difficult, balancing act to perform as they juggle the interests of lenders, shareholders and staff 
without knowing how long the crisis will continue and we have already seen examples of large corporates pulling shareholder dividends, 
renegotiating with its lenders and cancelling all non-essential expenditure as they try to come to terms with the economic impact of 
COVID-19. Directors also need to ensure that their actions in performing that balancing act during this extremely difficult period are 
carefully considered and properly minuted given the risk of insolvency caused by the crisis.

 » review of finance documents:

• whether covenants, representations and warranties included in relevant finance documents can continue to be satisfied 
(considered in a recent advisory by our Insolvency and Dispute Resolution colleagues here); 

• the extent to which a force majeure event may be relied upon by a borrower in order to avoid or postpone its obligations 
(considered in another of our recent advisories here); 

• the drafting and impact of any material adverse change/material adverse effect representations and/or events of default;

• the treatment of interest (including default and/or penalty interest) during any payment holidays;

• reliance on performance bonds for existing contracts;

• the amendment or extension of grace periods and/or cure rights;

• the introduction of short term overdrafts or other forms of bridge financing;

• forbearance or waivers of default;

• the impact of any refinancing which includes new lending on existing guarantees or other security;

• the ability to obtain accurate valuations in light of the pandemic (for example in relation to hotels, restaurants, bars and nursing 
homes, which are likely to have suffered to a greater extent than certain other asset classes);

 » deferral of court proceedings: 

• which customers fall within the scope of the deferral and the parameters for assessing the extent to which COVID-19 is a 
contributing factor to those proceedings;

• establishing the impact on proceedings which have already issued and the management of any existing insolvency appointments 
or enforcement proceedings; 

• the extent to which existing policies need to be amended or new policies implemented to cater for the deferral; 

• ensuring compliance with existing statutory obligations in light of the new support measures;

 » communication with borrowers

• the extent to which policies and procedures need to be implemented or amended to cater for the implementation of the new 
support measures; 

• limiting the impact of remote working and isolation protocols on any restructuring or refinancing proposals which require credit 
committee approval; and

• ensuring all support measures and potential solutions are discussed carefully with borrowers in compliance with all 
statutory obligations.

https://www.walkersglobal.com/images/Publications/Advisory/2020/Dublin/COVID-19_Ireland_Update_-_Protect_your_Business_and_Stay_Resilient.pdf
https://www.walkersglobal.com/images/Publications/Advisory/2020/Dublin/Ireland_-_Covid_19_-_Mar2020.pdf
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Some further considerations for businesses, as set out in more detail in the recent advisories by our Insolvency and Dispute Resolution and 
Employment colleagues referred to above, include:

Conclusion 
The overwhelming message at a human level from the Government’s National Action Plan in Response to COVID-19 is of solidarity, 
community spirit and personal behaviour change. The success or otherwise of the measures outlined in this advisory will depend largely on 
the ability of EU leaders, the Irish Government and financial institutions to come together in the same spirit with businesses to meet the 
economic challenges presented by COVID-19.  

Contacts

Please contact the authors, below, or one of your other usual Walkers contacts if you would like further advice or information on this topic.

 » financial review

• the completion of an extensive review by directors of the financial position of the business; 

• considering the postponement of any discretionary expenditure;

• reviewing long term plans and financial commitments;

 » cash flow

• engaging with customers and other debtors to ascertain the likelihood of receiving full payment or arranging an alternative 
payment schedule;

• understanding likely service/supply needs in order to estimate income during the crisis; 

• careful consideration and proper recording of any payments to creditors where a business is under significant financial pressure;

 » employees

• supporting employees who have been “laid off” or employees on reduced hours;

• facilitating remote working; 

• dealing with employees who are unable to attend work, employees who agree to take unpaid leave and/or employees who 
may be forced to take parental leave;

 » general

• engaging with local councils and Revenue in relation to the payment of rates and taxes; and

• engaging with insurers in relation to business interruption and other forms of cover (see recent Central Bank press release to 
insurers on its dealings with businesses here).

https://www.centralbank.ie/news/article/press-release-dear-ceo-letter-inusrance-covid19-27-march2020

