
 

S&P Global Ratings acknowledges a high degree of uncertainty about the evolution of the coronavirus pandemic. The 
consensus among health experts is that the pandemic may now be at, or near, its peak in some regions, but will remain a 
threat until a vaccine or effective treatment is widely available, which may not occur until the second half of 2021. We are 
using this assumption in assessing the economic and credit implications associated with the pandemic (see our research 
here: www.spglobal.com/ratings). As the situation evolves, we will update our assumptions and estimates accordingly. 
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Key Takeaway 
– Credit, commodities and equities recorded a strong second quarter despite concerns over 

deep and protracted social and economic effects from the COVID-19 pandemic. 

Key developments 
The path to post-COVID recovery remains shrouded in uncertainty and will likely follow 
many twists and turns. Reinstated lockdowns in Argentina and Iran, the first town-
specific return to lockdown in the U.K., and the escalating outbreak in parts of the U.S. all 
serve as reminders of this, and how critical a vaccine will be—even as certain treatments 
seem to show some efficacy, and as lockdowns more broadly are being eased. 

Despite this, credit, commodities, and equities shrugged off economic and health 
concerns in the second quarter. The S&P 500 record its best quarterly total return 
(+18.7%) since 4Q 1998, WTI oil prices rose 92%, copper 22% and USD, EUR and GBP 
credit indices all recorded positive returns.  

Liquidity support and lockdown-easing propelled markets higher but this recovery 
appears at odds with the depth of global economic damage and, more importantly, the 
lack of evidence that life will return to normal any time soon. German unemployment hit 
a five-year high of 6.2% and the number of Kurzarbeit (a state-sponsored short-term 
working system) applications received hit 12 million in a total working population of just 
under 45 million. S&P Global Ratings published research showing that in just over five 
months, the 2020 corporate default tally of 119 has surpassed the full-year 2019 total of 
118, led by the U.S., with 78 defaults so far this year. The percentage of defaulting U.S. 
issuers that filed for Chapter 11 increased in May to 27%, compared with 20% in the 
previous month, as companies began resorting to bankruptcy as a way to solvency (see  
"Risky Credits: The Drop-Off To The 'CCC' Rating Category From 'B-' Still Looms Large," 
June 29 for more). Chesapeake Energy’s bankruptcy filing is a notable illustration of this. 

The likelihood of a long climb back from COVID disruption was emphasized by S&P 
Global analysis suggesting that EMEA chemicals companies aren’t likely to achieve a 
recovery to 2019 levels of revenue and EBITDA until the second half of 2022. A similar 
picture was presented in “U.S. Lodging, Leisure, And Gaming Sectors Face Rocky Road To 
Recovery,” on June 30. Some subsectors might benefit from pent-up demand, but there is 
potential for longer-term structural changes that could have a lasting effect on issuers’ 
credit quality. This could include properties that never reopen, permanent or prolonged 
supply and demand imbalances, and disruption to operations that could hurt 
profitability. As a result, for many subsectors, we believe it could take two to three years 
for credit metrics to return to 2019 levels. Some sectors are proving resilient, however. 
Only 3% of rated European Utilities have been downgraded since March. Our global heat 
map sets out our assessment of the path to recovery for different sectors and regions.  
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Credit Market Update 
Ratings Trends 

Chart 1 

Percent of Issuers Downgraded Due To COVID-19 & Oil Prices By Sector 

 
Source: S&P Global Ratings. Data as of June 29, 2020 

– S&P Global Ratings has taken 1,908 negative rating actions (as of June 29) on global 
corporate nonfinancial and financial issuers, including 948 downgrades, 813 outlook 
revisions to Negative, and 147 placements on CreditWatch with negative implications. 
The downgrades for nonfinancial companies represent roughly 21% of the rated 
portfolio, significantly higher than that of financial institutions (13%) and sovereigns 
(10%). By comparison, structured finance saw roughly 4% of the rated portfolio 
experiencing negative actions, primarily consisting of negative CreditWatch 
placements. 

– Of the 37 rating actions this week for corporate financial and nonfinancial issuers, 
there were 20 downgrades, 16 Outlook revisions and one CreditWatch placement. 
Downgrades were overwhelmingly in the speculative-grade category with 18 
downgrades compared to just two among investment-grade issuers. However, both 
investment-grade issuers were fallen angels- India-based Axis Bank Ltd. and Bajaj 
Finance Ltd. due to wearing economic conditions stemming from COVID-19. Both 
issuers hold a ‘BB+’ rating with a stable Outlook. 

– Banks and nonbank financial institutions also dominated rating actions this week with 
eight and four, respectively, with all but two actions stemming from issuers in India or 
Malaysia. Retailers that accounted for five issuers, two of which defaulted after 
Chapter 11 bankruptcy filings. Defaults so far in 2020 have exceeded those in all of 
2019 globally as well as regionally in the U.S., Europe, and other developed market 
including Australia and Canada, driven largely by missed interest payments, though 
both bankruptcy-filings and distressed exchanges are increasing, as well. 
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Financing Conditions 

Chart 2 

Secondary Market Credit Spreads, U.S. and Emerging Markets 

 
Source: ICE Benchmark Administration Limited (IBA), 'ICE BofAML High Grade Emerging Markets Corporate Plus Sub-Index 
Option-Adjusted Spread',  'ICE BofAML Emerging Markets Corporate Plus Index Option-Adjusted Spread', 'ICE BofAML Asia 
Emerging Markets Corporate Plus Sub-Index Option-Adjusted Spread', 'ICE BofAML Latin America Emerging Markets Corporate 
Plus Sub-Index Option-Adjusted Spread', 'ICE BofAML Europe, the Middle East, and Africa (EMEA) Emerging Markets Corporate 
Plus Sub-Index Option-Adjusted Spread', retrieved from FRED, Federal Reserve Bank of St. Louis; 
https://fred.stlouisfed.org/series/BAMLEMRECRPIEMEAOAS, U.S. Investment-Grade and Speculative-Grade Spreads from S&P 
Global Ratings. June 29, 2020. 

Chart 3 

S&P Global U.S. Composite Spreads By Rating, Secondary Market 

 
Source: S&P Global Ratings. Data as of June 29, 2020 

– Debt issuance. Investment-grade supply is beginning to ease, while activity in 
leverage finance markets, especially in Europe, are gaining some traction. Global 
corporate (financial and nonfinancial) bond issuance totals $3.2 trillion so far in 2020. 
Accommodative financial conditions will likely continue to support issuance for 
companies with stronger and healthier balance sheets while weak economic growth 
and renewed market volatility may hamper lower-quality borrowers. 

268

807

132

984

387

578

1754

302

2326

979

141

449

87

308
225

365

1046

236

839

514

202

691

142

523

338

0

500

1000

1500

2000

2500

U.S. Investment-
Grade

U.S. Speculative-
Grade

Europe
Investment-Grade

Europe
Speculative-Grade

Asia

GFC Median GFC High Beginning of 2020 COVID High Most Recent

(bps)

70 74 116 171
278

462

967

190 220 290
440

830

1132

1812

114 119 168
246

514

740

1228

0
200
400
600
800

1000
1200
1400
1600
1800
2000

AAA AA A BBB BB B CCC

Beg. of 2020 COVID High Most Recent

(bps)



COVID-19 Weekly Digest 

S&P Global Ratings July 1, 2020     4 

– Credit Spreads. Spreads widened this week, particularly for speculative-grade issuers 
to 691 basis points (bps), driven by risk aversion in the ‘B’ and ‘CCC’ rating categories, 
where spreads expanded to 740 bps and 1228 bps, respectively. 

Debt Capital Markets 

Chart 4 

Financial and Non-Financial New Bond Issuance 

 
Source: S&P Global Ratings. Data as of June 29, 2020. 

– Global.  Global corporate (financial and nonfinancial) bond issuance slows this week 
with $54 billion of new debt issued—the lowest weekly volume since March. Global 
issuance totals $3.2 trillion so far this year, however, with the U.S. accounting for the 
lion’s share, above the level for all of 2019. 

– Asia. Markets remain active, although speculative-grade issuance, while present, 
remains selective and concentrated among real estate developers in greater China, 
with a fairly steady investor base. 

– Europe. Oversupply weighed on investors’ appetite last week, though Europe saw the 
use of a jumbo leveraged buyout (LBO) to finance the purchase of ThyssenKrupp 
Elevator, which may pave the way increased M&A financing in addition to funding 
refinancing needs. 

– U.S. The pace of issuance moderated amid waning risk-on sentiment and rising 
secondary credit spreads. The speculative-grade bond issuance in June broke all-time 
monthly records. 
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Asset Class Trends 
Corporate  

– During the week ending June 26, further notable downgrades included U.S.-based 
Carnival Corp. which was lowered further to 'BB-' from 'BBB-',with ratings remaining 
on CreditWatch negative as we believe the cruise industry may face an extended 
period of weak demand. Defaults occurred by Serta Simmons Bedding, Summit 
Midstream, Boart Longyear, and W&T Offshore.  

– New reports include highlighting how in just over five months, the 2020 corporate 
default tally has surpassed the full-year 2019 total of 118 defaults, led by the U.S. 
with 78 defaults so far this year. See 2020 Corporate Defaults Surpass The Full-Year 
2019 Tally, Jun 25, 2020. Also, how the ongoing transition toward renewable energy 
sources, weakening load growth, and declining fuel prices, power generators 
worldwide had already been facing a more uncertain period prior to the emergence 
COVID-19. See Energy Transition: The Outlook For Power Markets In The Age Of COVID-
19, Jun 25, 2020. 

Banks and Financial Institutions  

– Negative ratings momentum picked up in the past week, driven by actions in Asia.  
– In our view, economic conditions have turned adverse for Indian banks due to COVID-

19. Drastic efforts to curtail the spread of the coronavirus have resulted in a sharp 
economic contraction (See Axis Bank Downgraded On Worsening Operating 
Conditions; Indian Bank On CreditWatch Negative; BICRA Lowered To Group '6', Jun. 
26 2020). Subsequently, we also downgraded ratings on four finance companies, as 
the overall impact on finance companies will be more pronounced than on banks (See 
Four Indian Finance Companies Downgraded On Weakening Economic Conditions Due 
To COVID-19; Ratings On Two Affirmed, Jun. 26 2020).  

– In Malaysia, we recently revised the outlook on five Malaysian banks on the back of a 
similar action on the sovereign rating. We affirmed the ratings on all the five Malaysian 
banks to reflect our view that these banks have adequate financial strength to tide 
over the challenging operating conditions. We still expect these banks to continue to 
benefit from external support from the sovereign, although the sovereign 
creditworthiness itself could come under pressure. 

Insurance  

– Aside from a range of rating affirmations, very limited negative rating actions over the 
last week. One rating action of note was the affirmation and removal from CreditWatch 
with negative implications of our 'BB (sf)' rating on the 2015-I Class A notes issued by 
Vita Capital VI Ltd. These notes provide Swiss Reinsurance Co. (SwissRe; AA-
/Negative/A-1+) with protection against extreme adverse mortality developments, 
such as the COVID-19 pandemic, in the U.K., Canada, and Australia. 

Structured Finance  

– Global SF: See “COVID-19 Activity in Global Structured Finance for the week ending 
June 19, 2020” published June 25. 

– US & Canada/EMEA SF: Our reports in each region includes a round-up of the latest 
credit developments that we've observed across sectors in each region, along with 
data on recent region specific rating actions and underlying performance indicators.  
We also highlight the key takeaways from our recent research publications (see both 
the “US and Canada Structured Finance Surveillance Chart Book” and “EMEA 
Structured Finance Surveillance Chart Book” published June 23, 2020 and June 22, 
respectively). 

– US CLO: See “CreditWatch Negative exposure in U.S. CLOs drops to 6.5% as Jr. O/C 
cushions tick up; first CLO 2.0 downgraded to 'CC (sf)' ” published June 26. 

– European CLO: Based on our review of first-quarter 2020 data, the average 
reinvesting European CLO portfolio rated by S&P Global Ratings exhibited the 
following changes. Credit quality deteriorated across several sectors as downgrades 
and negative CreditWatch placements due to the economic effects of COVID-19 
increased toward the end of the first quarter of 2020. In particular, we draw on the 
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inverse correlation between movements in the S&P Global Ratings' weighted average 
rating factor (SPWARF) and the Weighted Average Price over the same time horizon.  
That said, entities held by European CLOs carry on average 0.25x less leverage than 
the overall European S&P Global Ratings-rated speculative-grade universe.  Interest 
coverage ratios for European CLO obligors also imply, on average, at least 10% more 
headroom than the overall European speculative-grade universe (see “CLO Pulse Q1 
2020: Sector averages of reinvesting European CLO assets” published June 23). 

– US Auto ABS: U.S. auto loan extensions have generally decreased in May. Seven of the 
21 Regulation AB II shelves in our analysis have now uploaded their loan-level data 
files, and they are showing significantly lower extensions in May than in April. These 
seven account for approximately 40% of the total number of deals reported under 
Regulation AB II (see “U.S. Auto Loan Extension congestion partially clears up in May” 
published June 22). 

– Australian RMBS: The Standard & Poor's Performance Index (SPIN) for Australian 
nonconforming mortgages increased to 5.10% in April from 4.38% a month earlier. 
Most of the increase was for loans in earlier arrears categories. The SPIN for prime 
mortgages declined to 1.34% from 1.41%. The decline was due to changes in pool 
composition for large transactions (see “Australian Nonconforming Home-Loan 
arrears reveal initial effects Of COVID-19” published June 24). 

– China RMBS: Since S&P Global Ratings assigned its first rating to a China-based 
residential mortgage backed security (RMBS) transaction in 2018, this sector has 
been attracting increasing attention from offshore investors. We believe one draw is 
the longer weighted-average tenor offered by RMBS relative to other securitization 
assets in China. In our view, it's imperative that market participants in RMBS, 
particularly offshore investors, gain a holistic view of China's housing market, 
mortgage market, and RMBS sector. We provide an overview of all three in this report.  
(see “A Primer on China's Residential Mortgage Backed Securities Market” published 
June 24). 

U.S. Public Finance  

– A new fiscal year starts for all but four states on July 1, and many are without a 
budget: As COVID-19 Grips U.S. State Finances, Some Budget Debates Will Continue 
Well Beyond The Deadline, June 29. 

– We have published an overview of state liquidity and cash flow borrowing during this 
recession: States Demonstrate Resilience As Cash Falls Short, June 30. 

– We would like to highlight an upcoming (July 9th) webcast we are co-hosting with the 
Large Public Power Council. This will be an exclusive discussion with CEOs from the 
largest Public Power Utilities across the U.S.: Utility Resilience in Challenging Times. 

– We updated our COVID-19 Activity in U.S. Public Finance, June 29. 
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