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Moody's EDFX foresaw 82% of Spanish 
SME bankruptcies. 

In Spain, the rate of companies filing for bankruptcy has surged to 
double the figures recorded in the pre-pandemic era, starkly 
contrasting with the relatively steady numbers observed across the 
broader European Union. This uptick signals a marked degradation in 
the corporate credit landscape within the nation, challenging the 
resilience of its economic structure. 

Bankruptcy filings continue to rise even after Spain ended its 
pandemic-era moratorium on such procedures in June 2022. This 
measure was originally introduced to prevent a surge in bankruptcies 
during the height of the pandemic. However, the problem appears to 
stem from underlying factors that go beyond the moratorium's 
expiration. 
 

FIGURE 1  Spanish Bankruptcy Declaration Index. 

Quarterly bankruptcy declarations Q1'19=100. 

 

Data Source: Eurostat1 

At the core of Spain's vulnerability is its unique business ecosystem, 
predominantly composed of micro-enterprises and small businesses, 
which diverges from the broader European Union's corporate profile. 
These smaller entities inherently face a higher sensitivity to financial 
pressures such as rising interest rates and tightening credit 
conditions. During the pandemic, many of these firms leaned heavily 
on borrowing, particularly those in sectors like retail, hospitality, and 
tourism, which are notably prominent in Spain. This reliance on loans 
has subsequently amplified their financial strain, rendering them 
more prone to bankruptcy in the current climate of high interest rates. 

 
1Seasonally Adjusted Quarterly Index of the number of legal units that have started the procedure of being declared bankrupt, by 
issuing a court declaration, at any time during the reference quarter (this declaration may be provisional and does not always mean 
cessation of an activity). 
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FIGURE 2  The Spanish Credit Risk Landscape for Small-Medium Corporates Weighted by Assets. 

 

 

 

 

 

According to Moody's EDF-X Early Warning System (EWS), 16% of Spanish small-medium companies (SMEs) 
are categorized as high or severe credit risks. In comparison, only 12% of publicly traded Spanish firms fall 
into the same risk categories. Figure 3 shows that the SMEs at risk are predominantly found in the 
construction and real estate development, consumer non-durables and services, and business products & 
services sectors. Although these sectors account for 64% of the total SMEs covered by the EWS, they 
comprise 67% of those companies flagged as high or severe.2 

To assess the efficacy of the EWS in preemptively identifying default and termination events for SMEs in 
Spain during 2022 and 2023, an analysis was conducted. To ensure the use of up-to-date information, the 
focus was placed on companies that published financial statements in either 2022 or 2023.3 

 

 

 
2The SME sample consists of 451,550 Spanish private companies, each with fewer than 250 employees and less than $55 million USD in 
revenue. Companies in the finance and insurance sectors were excluded. 
3Legal events data comes from ORBIS and includes: “Default”, “Default, Insolvency proceedings”, “Default, Bankruptcy proceedings”, 
“Default, Insolvency Proceedings”, “Default, Insolvency proceedings, Termination, Liquidation proceedings”, “Termination”, and 
“Termination, Liquidation proceedings”. Each event falls into only one category, and each corresponds to a unique company; i.e., we 
analyzed 366 companies.   
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FIGURE 3  Early Warning System Coverage by Industry. Number of Spanish SMEs. 

 

 

 

 

 

 

 

 

 

 

 

 

For each default or termination event, we documented how many months in advance Moody’s Early Warning 
System flagged the companies as high or severe credit default risks. The results are presented in Table 1. It 
was found that 82% of the SME default or termination events were flagged at least 3 months before the event 
took place. Moreover, more than half of these events were flagged at least one year in advance. This level of 
accuracy and foresight is particularly noteworthy given the unique challenges posed by SMEs. Unlike larger 
corporations, SMEs typically provide less detailed financial information and lack the market signals that often 
indicate declining solvency. 

TABLE 1 High and Severe Early Warning Signal Prior to Default or Termination Event for Spanish SMEs 

MONTHS IN ADVANCE 3 6 9 12 18 24+ 

DEFAULTS DETECTED (%) 81.7%  78.4%  71.3%  57.1%  45.4%  37.2%  

 

The doubling of bankruptcy filings, compared to pre-pandemic levels, underscores the pressing challenges 
facing the corporate credit landscape in Spain. However, the successful implementation of an early warning 
system, such as Moody’s EWS, can identify potential default risks well before they materialize. This tool is 
especially useful in the Spanish context, where SMEs permeate the corporate fabric. Moody’s EWS has been 
shown to detect six out of ten defaults up to one year in advance. This capability not only enables effective 
portfolio monitoring—allowing businesses to promptly pinpoint and address potential issues—but also aids in 
mitigating losses stemming from defaults and in uncovering new opportunities. Thus, it serves as a strategic 
tool for navigating the complexities of the financial environment. 
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