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Key Takeaways  

– Overall: Supported by wide-ranging policy measures, Europe has bounced back well from 
the COVID-19 lockdown coma in the spring. The question now is how stringent containment 
measures will need to be to suppress the second wave that is breaking across the 
Continent as winter approaches – and at what cost. 

– Risks: Key risks remain a resurgence in the virus as winter approaches without a vaccine, 
the ongoing threat to solvency for companies with weak credit fundamentals, increasing 
global trade tensions, extended uncertainty inhibiting consumer demand, as well as 
increasing doubts about whether a U.K.-EU trade deal can be concluded before year-end. 

– Credit: The shock of the pandemic on productive capacity is enormous but temporary. If, 
on the contrary, the fallout on human and economic capital is permanent, private-sector 
bankruptcies will become more pervasive, impairing asset quality in the banking sector 
and draining the resources of the state. 

Pending the arrival of a vaccine, Europe faces a challenging transition as the authorities apply the 
health lessons learned over the last six months of the pandemic – track and trace, limit 
nonessential social interactions, shield the vulnerable – while avoiding national lockdowns that 
triggered the economic meltdowns in the second quarter. Infection rates in countries, including 
Spain and France, have surged above spring levels, though hospital admissions and mortality rates 
appear to be much lower (see charts 1 and 2). 

Against this backdrop, the authorities are extending various support programs to protect 
employment and businesses, particularly targeting the hardest-hit hospitality, arts, leisure, and 
travel sectors. The concern is that many of these businesses may no longer be commercially viable 
in a post-pandemic world where gradual structural changes in consumer behavior and business 
models have been accelerated by the disruption the pandemic has caused. 

 

Chart 1 Chart 2 

Second Wave of COVID-19 Cases Breaking Over Europe/EEA  …. With Spain, France and U.K. Confirmed Cases Taking Off 

  
Source: ECDC. Data as of Sept. 20, 2020.  
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Banks are monitoring the asset quality of their loans carefully, and we anticipate further material 
provisioning in 2021, picking up once government emergency measures are rolled back (including 
reinstating those insolvency regulations that have been suspended). Generally, loans to small and 
midsize enterprises (SMEs) and consumers are the most vulnerable in our view, whereas mortgage 
lending should remain fairly resilient. Bank funding is not an issue given the almost unlimited 
injection of funds through open market operations. Indeed, signs that excess liquidity is creating 
other pockets of risk can be seen in primary bond markets pricing through fair value, as well as 
European banks increasing their exposure to European sovereign debt by a significant 15% or €210 
billion between February and end-June 20201.  

The fiscal cost to governments is also enormous, averaging about 25% GDP across the eurozone, 
excluding automatic stabilizers and moratoriums. From a credit perspective, promoting a growth-
enhancing policy program to enable the consolidation of public finances over time and to limit the 
crystallization of contingent liabilities from the loan support programs are key rating drivers in the 
sovereign sphere. 

S&P Global Ratings acknowledges a high degree of uncertainty about the evolution of the 
coronavirus pandemic. The current consensus among health experts is that COVID-19 will remain 
a threat until a vaccine or effective treatment becomes widely available, which could be around 
mid-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. 

 

 

 

 

 

Top European Risks  
Table 1 

Top European Risks  

Economic costs mount without a COVID-19 vaccine and continued fiscal support 

Risk level Very low Moderate Elevated High Very high  Risk trend Improving Unchanged Worsening 

In the absence of a vaccine or effective treatment, which we assume will not be widely available until the middle of 
2021, Europe is bracing for a resurgence in infections over the winter, together with targeted regional and local 
restrictions to limit the economic damage that national lockdowns caused in the spring. Risks are that the economic 
recovery will lose momentum and be weaker than expected that, without continued government fiscal support, could 
cause greater structural damage to business models, further delay business investment, and raise long-term 
unemployment. 

 Insolvency remains a major concern for more vulnerable corporates 

Risk level Very low Moderate Elevated High Very high  Risk trend Improving Unchanged Worsening 

While the authorities’ robust policy response has headed off a liquidity crisis, this comes at a cost to credit quality for 
those companies taking on additional (net) debt and facing a weak and highly uncertain business outlook. Sectors 
reliant on social interactions including entertainment, hospitality, as well as those related to transport are most 
exposed. This represents a clear risk to solvency for more vulnerable companies, particularly weaker issuers in the 'B' 
and ‘CCC’ rating categories, as well as those SMEs whose business models, cash generation ability, or capital 
structures may not be sustainable for long once emergency support measures (including suspension of certain 
insolvency laws) are removed. 

                                                           
1 The European Sovereign-Bank Nexus Deepens By €200 Billion, Sep 21, 2020 

file://UK1SVR002/WattersP$/Folders/CCC%202010/Sep%202020/CCC/www.spglobal.com/ratings
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=45968999&From=SNP_CRS
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Global trade tensions still cast a shadow over the global economy 

Risk level Very low Moderate Elevated High Very high  Risk trend Improving Unchanged Worsening 

Heightened tensions between China and the U.S. ahead of the U.S. election on several fronts - notably trade in goods 
and services, China's access to U.S. financial markets, technology as well as geopolitics - has increased the risk of a 
financial market or policy reaction that results in material economic costs.    

Less prominent for now, U.S.-EU trade relations remain problematic in several areas including digital service taxes, 
data protection standards, U.S. sanctions on Nord Stream 2, while even limited progress between the EU and China 
toward a Comprehensive Agreement on Investment may not be well received in Washington.    

Extended uncertainty inhibits consumer spending 

Risk level Very low Moderate Elevated High Very high  Risk trend Improving Unchanged Worsening 

An important concern in Europe is that the severity of the recession, the Continent's demographic aging, and the 
persistence of COVID-19 in the absence of an effective treatment, feed uncertainty and job insecurity.  While 
European consumers have been dissaving over the summer, without appropriate incentives from government, further 
waves of the virus could change consumer spending patterns and delay business investment, meaning excess 
savings could drag on growth and exacerbate the rise in unemployment that policy is trying to minimize. 

U.K. and EU fail to negotiate an FTA by year-end  

Risk level Very low Moderate Elevated High Very high  Risk trend Improving Unchanged Worsening 

With only three months until the end of transition on Dec. 31, 2020, and some substantive issues remaining, the 
likelihood of a free trade agreement (FTA) is in the balance.  Nonetheless, we do not view this outcome as binary – an 
FTA or no FTA – but rather a set of choices and discussions between close neighbors that will inevitably continue long 
into the future. In this light, the longer the impasse persists, the narrower the scope of any FTA that could be agreed 
and implemented by year-end. While a basic deal enabling goods to be traded without quotas or tariffs remains our 
core assumption, failure to reach an FTA and reverting to WTO rules for trade in goods would come at an incremental 
cost most directly in the form of tariff and nontariff trade barriers. We estimate that the cost to U.K. GDP would be 
around 1% in aggregate by 2023, compared to our current base case, and would be worse if U.K.-EU relations 
meaningfully soured. The direct economic cost for the EU will be lower still, but with greater sensitivity for smaller, 
open EU economies with close trading links to the U.K., including Ireland, Belgium, and the Netherlands, as well as 
Norway. 
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Macroeconomic Outlook 
– With the easiest part of the recovery now behind us – the reopening of the economies - the 

eurozone will continue recovering at a slower pace. The upcoming transition away from 
government support to implementation of the EU's economic reform program will serve as a 
litmus test. Liquidity, dissaving, and demand will play a crucial role in keeping European 
economies afloat as government support gradually ends. 

– We now forecast eurozone GDP will fall only by 7.4% (-7.8% Jun. 2020) this year and rebound 
by 6.1% (5.5%) next year. 

– Many things could go wrong during the transition: Households might not be willing to spend 
much of their savings, the EU recovery plan might not be implemented in time or in full, cliff-
edge effects might materialize as government support ends, and U.K.-EU talks might fail. 

– However, the main risk remains a resurgence of COVID-19 fatalities before a vaccine becomes 
available, which might lead governments to reimpose general lockdowns. 

– We expect ECB monetary policy to remain loose at least until 2023, as the accumulated slack 
and depressed demand in the European economy will suppress any inflationary pressures. 

European economies have recovered more quickly from the first wave of COVID-19 than most had 
expected. As soon as lockdowns were lifted, consumers were quick to go out and spend, leading to 
an uptick in production. Monthly and high-frequency data suggests the eurozone economy is 
operating about 5% below its pre-COVID-19 level in September, compared with 30% below normal 
during lockdowns. That said, some sectors, such as hospitality, travel, and leisure, where social 
distancing is a barrier to activity, are still struggling to recover to pre-crisis levels and are likely to 
remain constrained until a vaccine is widely available. Thus, we have seen the economic recovery 
slowing at the end of the summer.  

As a result, governments have extended the time they will support the economy, in the form of 
short-time work schemes or delayed bankruptcy filing. This should ensure the rise in 
unemployment remains contained in 2020 and early 2021, helping business and consumer 
confidence recover further and thus supporting further gains in economic activity. So far, job losses 
in the eurozone have amounted to 5 million – less than one-fourth the U.S. losses. Workers on 
short-time work schemes have accumulated a lot of savings during lockdowns. Statistics available 
for disposable income, consumer prices, and consumer spending for France and Germany suggest 
the eurozone's household saving rate increased between 7 and 9 percentage points to 24% of gross 
disposable income during the second quarter, while firms’ quick draw down on emergency credit 
lines means they have large cash buffers. This accumulated liquidity is likely to be spent gradually 
as long as households and businesses are confident about the return to growth. 

Chart 3 Chart 4 
Short-Time Work / Furlough Schemes By Duration Back To Business After 3 Months Of Lockdowns 

  
Source: S&P Global Ratings Source: Refinitiv 

A more favorable outlook from mid-2021 should help. This is likely to come from a potential 
improvement of the health scenario through a widely available vaccine. That should release some 
pressure on economies especially reliant on services and travel. In addition, we expect the fiscal 
stimulus pledges at the EU and national level to start supporting growth. France and Germany have 
already unveiled packages of the order of 4% of GDP to boost growth, but Spain and Italy are yet to 
release their stimulus plans. The EU Next Generation fund is a game changer for them as they will 
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be the biggest beneficiaries - with Poland - of the joint EU fiscal boost (see chart 5). It also 
significantly lowers their financing cost for the recovery, enabling them to kick-start their 
economies like their neighbors despite high debt levels. What’s more, the conditions associated 
with the EU grants should ensure that fiscal stimulus is used to boost their long-term growth 
potential. In other words, the EU fiscal package aims to prevent economic fortunes from diverging 
too much. 

Chart 5   

Breakdown Of Total EU Support By Country  

 
Source:  S&P Global Ratings 

Meanwhile, the ECB’s favorable refinancing terms for banks (the TLTRO) and its asset purchases 
have kept liquidity afloat in Europe. By August 2020, annual credit growth and year-to-date bond 
issuance were up around 8%, showing no shortage of credit for the economy during the crisis. At 
the same time, the ECB has efficiently reduced spreads across government bonds in Europe, 
favoring more indebted countries in its PEPP bond purchases, and thus enabling governments to 
provide fiscal support at similar costs. 

Key assumptions 

– With the easiest part of the recovery now behind us – the reopening of economies - the 
eurozone will recover at a slower pace from fourth-quarter 2020. The transition as government 
support programs wind down will be a litmus test. Liquidity, dissaving, and expected demand 
will play a crucial role to keep European economies afloat as government support ends.  

– Across the region, we expect Spain to suffer the most from social-distancing measures due to 
the resulting depressed tourism activity, while Germany is set to outperform its neighbors as its 
response to the health crisis and its economic structure were better suited to avoiding big 
losses in economic activity. German retail sales and output in construction barely dropped in 
the first half of the year, unlike for the other three big eurozone economies. 

– We expect ECB monetary policy to remain loose at least until 2023, as the accumulated slack 
and depressed demand in the European economy will suppress any inflationary pressures. We 
expect inflation to reach only around 1.4% in 2023. Moreover, highly indebted companies will 
rely on the low interest rates to service their debt as their activity recovers. 

Key risks 

– Many things could go wrong in the transition: Households might not be willing to spend much of 
their savings, the EU recovery plan might not be implemented in time or in full, cliff-edge effects 
might materialize as government support ends, and U.K.-EU talks might fail.  

– However, the main risk remains a resurgence of COVID-19 fatalities before a vaccine becomes 
available, which could lead governments to reimpose national lockdowns. This would unravel 
the economic fabric. 

– A quicker finalization and distribution of a vaccine represent upside to our forecasts that 
assume widespread availability only around mid-2021. 
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What to look for over the next quarter 

The transition away from government support will serve as a litmus test. We will monitor the health 
scenario and progress made on vaccines, and whether consumers and firms remain confident 
spending their cash and savings in spite of a resurgence of the virus. Thereafter, the use and 
implementation of the fiscal stimulus that is part of EU and national governments’ recovery plans 
will be key factors to watch, as well as how they manage to end some of the extraordinary support 
measures put in place during lockdowns. The response of the unemployment rate and bankruptcies 
to those measures will give us an idea of how economies manage their way back to recovery.  

The Deep Consumer-Led U.K. Recession Should Turn Around Fast If Risks Can Be 
Avoided 

The U.K. recovery continues. Just as the downturn was triggered by the lockdown-induced absence 
of consumers in shops and the wider economy, it is the return of the consumer that is igniting the 
rebound, following the removal of the most severe lockdown restrictions. Data available so far 
suggests the U.K. economy could grow 15% in the third quarter, following the unprecedented 20% 
drop in the second quarter. For this year as a whole, we forecast a 9.7% contraction, followed by a 
7.8% rebound next year. 

Despite the promising start to the recovery in the third quarter, the recovery has still far to go, with 
many obstacles in its path. Most importantly, some restrictions will remain in place until the middle 
of next year, when we assume that a vaccine or effective treatment will have been produced and 
widely distributed. In the meantime, new restrictions could be introduced at least temporarily to 
keep the emerging second wave of COVID-19 in check. The U.K. government has already taken the 
first steps in that direction, and, unfortunately, such restrictions come at an economic cost. 

The switch in 2021 to a bare-bones, Canada-style, trade agreement between the U.K. and EU, 
which we continue to assume in our forecast, should further weigh on growth in coming years, when 
compared with a fully-fledged FTA that also covers services. The momentum of the recovery should 
be curbed in particular in the first quarter, when some degree of trade disruption at customs 
borders is likely. 

Monetary policy is set to remain extremely accommodative. The Bank of England has largely 
excluded a further easing of policy in the next few years against the background of their now more 
positive view of the recovery, and is also unlikely to tighten policy in view of demand weakness 
ahead and few if any inflationary pressures. Of course, the BoE would likely change their current 
stance and embark on further easing, though without cutting the policy rate further, if the second 
wave requires much more invasive restrictions, or if the U.K. begins to trade with the EU from 2021 
without any deal at all – both also major risks to our broader macroeconomic forecast. 
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Financing Conditions 
– European corporates requested more than €430 billion of COVID-19-related state-backed 

loans up until September. The loan guarantee schemes have helped provide cheap liquidity to 
corporates despite the deteriorating economic outlook and may be an important lifeline in light 
of a second wave of infections. 

– However, the eventual phasing out of these programs is a growing concern for companies, 
which have been reliant on these emergency liquidity support measures, and we anticipate less 
attractive financing conditions down the road. 

– On the other hand, monetary policy further secures favorable financing conditions for 
corporates into next year, as the ECB’s asset purchase programs provide ample liquidity to 
markets, thus pushing down yields and compressing spreads.   

State Guarantees Support Corporate Access to Liquidity 

The rapid response of the authorities to the pandemic prevented a health crisis from turning into a 
liquidity crisis for companies where earnings and cash flow took a large hit from lockdowns and 
social-distancing restrictions. Since March, state-backed loan guarantee schemes have been put 
in place across most European countries, where the government backs a certain percentage of 
each loan lent by accredited lenders to applicants, with substantial participation by corporates (see 
chart 6). These guarantee levels range between 60% and 100% depending on jurisdiction and size 
of loan. Small loans are usually guaranteed at 100%, reflecting more comprehensive coverage of 
credit risk by the state for lenders to SMEs, as smaller businesses are likely to be more susceptible 
to liquidity and operational crises whereas larger corporates have the capacity and buffers to 
manage shocks to their business, which reduces default and credit risk. Approval rates have 
hovered between 90% and 100% for eurozone member states such as Germany and Italy, as well as 
the U.K., which initially struggled to get approval rates up at the start of the program. 

Interestingly, there is a similarity across countries in that liquidity support in the form of small and 
midsize loans received a robust response from SMEs. For instance in the U.K., 92% of companies 
participating in the loan guarantee programs applied to the Bounce Bank Loans scheme, where 
each loan is capped at £50,000. Similarly, in Germany, 93% of applicants applied for loans smaller 
than €1 million through the KfW facility. Out of these applicants, almost 16,000 companies applied 
to the KfW-Schnellkredit scheme that targets midsize enterprises. Likewise in Italy, €17.6 billion, or 
20% of total loans requested by corporates, were for smaller loans of up to €30,000 per loan. 

Chart 6 Chart 7 

Corporates Raised Substantial Liquidity by Tapping State 
Backed Loan Guarantee Schemes  

Accommodative Monetary Policy Encourages Nonfinancial 
Corporates To Tap Capital Markets  

  
Source: S&P Global Ratings Source: S&P Global Ratings 

In light of a second wave of infections and its potential consequences on economic activity, loan 
requests by European nonfinancial corporates might see another surge as their finances become 
increasingly stretched. Between April and September, corporates in the large eurozone countries 
and the U.K. have requested a total of €436 billion through state-backed loan guarantee schemes. 
Seen in this light, these schemes have been a welcome support for much-needed liquidity to 
corporates and will continue to be such through year-end given that significant capacity remains 
available under these government schemes.  
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However, most eurozone member states plan to terminate their programs on Dec. 31 while the U.K. 
intends to bring its guarantee schemes to an end from November. As corporates move closer to the 
edge of the support cliff, as shown by the ECB’s most recent bank lending survey, bank lenders are 
likely to tighten credit standards, because of growing default risks and unsustainable debt build-up 
by borrowers. As such, financing conditions on the banking side are likely to deteriorate. So far, 
state guarantees have sheltered corporates: Despite a slight increase in the cost of borrowing from 
its all-time low of 1.46% in May, the ECB’s indicator remained at a low 1.51% in July.  

Monetary Policy Acts As Another Pillar 

Monetary policy, notably the ECB’s pandemic emergency purchase program (PEPP), is the other 
pillar supporting access to cheap financing for European companies. First announced in mid-
March, PEPP provides markets with liquidity on top of existing asset purchase programs, and thus 
keeps yields down (see chart 7). Despite the weaker macroeconomic situation and outlook, 
companies have been able to issue bonds at a low cost, leading to a decoupling between financial 
and economic conditions. Ample liquidity not only benefits investment-grade companies but also 
those with lower-end ratings (see chart 8). The latter have further benefitted from the ECB’s 
loosening of collateral rules to include fallen angels, announced in April. As a result, markets saw a 
compression of spreads and a pickup in speculative-grade issuance from May.  

Chart 8   

Ample Liquidity Pushed Yields Down, Including For Lower-Rated Companies, Compressing Spreads  

 
Source:  S&P Global Ratings 

More recently, and following muted issuance in August, the markets made a strong start into 
September. Corporates are taking advantage of strong demand by investors and low yields, 
refinancing and frontloading other financing projects in expectation of less accommodative 
financing conditions toward the end of the year. The ECB is expected to discuss a potential 
extension of the PEPP, scheduled at the moment until June 2021. An extension of the purchases, 
either in time or in volume, should result into a yet lower-for-longer cost of financing for European 
corporates. By Sept. 25, the ECB had purchased €559 billion within the framework, of a total of 
€1.35 trillion. 
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Financial Institutions  
– So far we have downgraded few banks due to fallout from COVID-19 because we expect them to 

prove fairly resilient to this severe, but likely short, economic shock. 

– Banks’ generally comfortable capital and liquidity buffers and unprecedented government 
support measures are helping to contain the damage. 

– But, as the negative outlook bias indicates (45% of European banks now carry negative 
outlooks), credit risks are substantial. 

– The scale of banks’ credit losses, dependent on the pace of economic recovery in coming 
months, and their ability to cope with them will be key to their fates.  

– Equally, concerns about the sustainability of some banks’ business models, as profitability 
further weakens, could also result in downgrades. 

Key Developments  

– Banks proved supportive to the private sector. They channeled substantial credit to the 
corporate sector (up to July, lending by eurozone banks was growing at a 7% annual rate) to 
help companies cope with liquidity shortages. They made use of the government-guaranteed 
schemes to lessen credit risks and granted debt moratoriums, primarily to households, using 
both government-sponsored and their own programs.  

– Lending growth will probably decelerate in the second half. Companies’ requirements for 
working capital may reduce as not all the financing received in recent months has been used 
and it may be too early for them to consider additional investments or added debt given the still 
unclear recovery path. Banks, in turn, may give a higher weight in their lending decisions to 
companies’ increased debt burdens post-COVID-19 and the still uncertain growth prospects 
ahead. But credit growth may well gain track in 2021 if the economic rebound is confirmed. 

– As expected, banks’ first-half results showed a material increase in provisions and a big hit to 
net income. Only a handful of the top 50 European banks incurred losses, but bottom-line 
results plummeted on average 54% from first-half 2019. Earnings pressure, particularly on 
noninterest income, was somewhat lower than we had expected, with investment banking 
income showing a mixed performance depending on the bank. Operating expenses generally 
fell. A handful of banks recognized sizable extraordinary charges from goodwill write-downs 
and restructuring charges.  

– Provisioning charges continue to vary widely from bank to bank. Through June, asset quality 
metrics revealed only modest evidence of deterioration, as we gather that provisioning is guided 
mostly by management teams’ expectations of future loan performance. Irish, U.K., and Dutch 
banks, for example, seemed to have front-loaded much more provisions than others. Those that 
did not front-load as much will likely continue recording sizable provisions through into 2021.  

– Disclosure of the macroeconomic expectations taken into account to calculate provisions 
continues to be limited and thus it is difficult to draw conclusions about the degree of 
prudence undertaken by each bank. The publication of the EBA’s standardized disclosures for 
loans subject to moratoriums or benefiting from government-guaranteed schemes expected for 
June was delayed to September, but ultimately should be informative. 

– Only by the end of the year, once support schemes start to wind down, will we be better placed 
to more accurately assess the impact on banks’ financials from the COVID-19 crisis.  

– Banks’ liquidity increased further during the first half, and capital held up well. Eurozone 
banks resorted to the ECB’s TLTRO III facility, with total borrowings reaching €1.6 billion in 
August, up from €640 billion at end-2019. But liquidity deposited back at the ECB increased 
even more, reaching almost €3 trillion (including the mandatory reserves requirements, which 
are a minimal share). In this context, the increase in European banks’ holdings of home 
sovereign debt by some €210 billion since February looks minor. The lack of dividend 
distributions, the deferral of IFRS 9 transitional arrangements, and limited migration across 
loan stages helped support capital, which could weaken further over the next year. 

– The ECB's “vulnerability test” of 86 eurozone banks concluded that they will have the capacity to 
cope with the impact of the COVID-19-induced recession, under a base case scenario where 
most of the region's lost output is recovered by 2022. It expects profitability to be hit and some 
capital depletion (2 percentage points over 2020-2022), but capital generally to remain at a 
comfortable level (12.6% CET1 on average at end-2022), which would allow banks to continue 
channeling credit to the economy (see chart 9).  
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The exercise, however, highlighted differences among banks: about one-quarter in the sample 
are expected to post double the capital depletion estimated for the overall group. Furthermore, 
in a scenario where the economy fails to rebound strongly, the hit to capital across the board 
would be greater and the actual levels (average 8.8% CET1 at end-2022) much more concerning. 

Chart 9 Chart 10 

Contained CET1 Capital Depletion Expected Under The 
Central Case, More of An Issue Under The Adverse 

Our Expectation For 2020 Bank Profitability Deteriorated 
Significantly Due To COVID-19 

  
Source: ECB and S&P Global Ratings. CET1--Common Equity Tier 1.              
f--Forecast. 

Data as of Sept. 23, 2020. Covers top 100 European banks, except La 
Banque Postale. ROE--Return on equity. Source: S&P Global Ratings. 

– In an effort to preserve banks’ capital, the ECB decided to extend until January 2021 its 
recommendation for banks not to pay dividends or undertake share repurchases. The measure 
was contested by some market participants--in particular the blanket rather than bank-
specific approach. However, the cautious regulatory stance at this juncture tallies with our 
view that bank capitalization could yet weaken meaningfully. The ECB also clarified that it 
does not intend to reconsider the capital and liquidity relaxation measures agreed at the 
beginning of the COVID-19 outbreak until end-2021 and end-2022, respectively.  

– Banks’ equity prices remain depressed, with several banks trading at historically low price-to-
book multiples, likely reflecting investors’ expectations of poor profitability prospects amid a 
still uncertain environment. Only the potential for M&A activity has benefited a bit the valuation 
of some lately. 

– Another consolidation wave seems to be underway in Spain and Italy and could spread more 
widely across Europe. Two large Spanish players have agreed to merge creating the largest 
player by far in Spain, a move that follows the acquisition of UBI by Intesa in Italy. Consolidation 
is certainly an option banks would consider, particularly in still fragmented banking systems, to 
try to tackle the profitability challenge.  

– On the resolution front, recovered capital markets continue to support bail-in buffer accretion. 
However, we note two apparent revisions to the SRB’s preliminary Public Interest Assessment 
for German banking groups (Hamburg Commercial Bank and Deutsche Pfandbriefbank), thus 
suggesting that liquidation rather than resolution would be a more likely outcome if they failed. 
While changes to resolution strategies should be rare, they could happen, as this recent 
development indicates. While senior creditors could still be substantially protected from losses 
by junior creditors, a liquidation strategy implies that the bank would default on that debt.    

Key Risks  

– A lack of agreement between the U.K. and the EU on their future trade relationship, which could 
further weaken the growth outlook for the U.K. and, to a lesser extent, other open European 
economies, like Ireland, the Netherlands, Belgium, or Norway, impinging further on banks’ asset 
quality. We do not see, however, major near-term disruption risks for the FMI (financial market 
infrastructure) sector, as the desire to preserve financial stability in the U.K. and the EU will 
likely prevail.  

– A harsher macroeconomic environment leading to a slower, longer recovery, and/or limited 
effectiveness of governments’ and banks’ measures in containing the stress on companies and 
households, ultimately resulting in larger asset quality problems. 

– Banks’ lack of decisive responses to their profitability challenge, reinforcing low profitability as 
a structural, long-term problem that will weaken their ability to generate capital internally and 
externally, and ultimately to act as an effective intermediator of savings and credit in the 
economy.  
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Nonfinancial Corporates  
– The resurgence of the virus across Europe is likely to exacerbate the widely-ranging operational 

performance across sectors in the first half of 2020 and support our expectation that the 
hardest-hit sectors will not recover to 2019 levels until 2023 or later. 

– Downgrade activity slowed markedly over the summer, resting largely on those sectors affected 
by changes to consumer behavior and restrictions on social activities.  

– Solvency remains a growing risk for low-rated [speculative-grade] companies with 
unsupportable capital structures, particularly once official support programs taper off.   

– We expect the European speculative-grade default rate to rise to 8.5% by June 2021 from our 
latest estimated default rate of 3.8%.  

Key Developments  

– Downgrade activity for European speculative-grade nonfinancial corporates slowed markedly 
over the summer (see chart 11) but was still equivalent to about 20% of the second-quarter 
level as CreditWatch placements were resolved and second-quarter earnings were released.  In 
terms of sectors, downgrades centered on those most affected by COVID-19 changes to 
consumer behavior and restrictions on social activities. Leisure, retail, and transportation saw 
the bulk of speculative-grade downgrades, although the auto, capital goods, and oil and gas 
sectors also saw a handful of speculative-grade downgrades – all defaults in the latter sector. 

Chart 11 Chart 12 

Q3 Speculative Grade Rating Actions ~20% of Total in Q2 % SG Ratings B- and Below Stood at 32.6% at Aug. 2020  

  
Source: S&P Global Ratings Source: S&P Global Ratings. 

– There has been a noticeable increase in the proportion of speculative-grade companies rated 
'B-' and lower, reaching a record high of 32.6% at end-August, up just above 10 percentage 
points since the start of the year (see chart 12).  

– Because of the cloudy economic outlook tied to progress on containing the virus, we think 
operational performance across sectors will continue to vary widely as it did in the first half.  
Furthermore, it reconfirms our expectation that the hardest-hit sectors will not recover to 
2019 levels in terms of credit metrics until 2023 or later. Complicating the transition to a post–
COVID-19 future are structural trends, accelerated by repercussions from the pandemic. An 
obvious example is the leap forward in digitalization that will have a long-lasting impact on 
business models in many sectors (retail, media and entertainment, travel, real estate), which 
are responding to the preferences for staying at home and working from home of a greater 
proportion of the population.  

– In the near term, we expect companies to continue protecting cash flow given the highly 
uncertain business outlook and the scale of the economic shock in the second quarter. 
Operating cash flow for investment-grade companies fell 24% in the first half, as revenues hit 
the floor for sectors hurt the most by lockdowns in the second quarter, although short-time 
working and furlough schemes certainly helped to reduce fixed costs. Capital investment was 
scaled back 10% on average but as much as 19% in the oil and gas, and 16% in the investment-
grade auto sectors. 

– Liquidity: Overall, the rapid response of the authorities to the pandemic prevented a health 
crisis from turning into a liquidity crisis for companies.  State-backed loan guarantee programs 
were used to provide loans equivalent to between 4% and 10% of outstanding corporate debt 
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with the bulk of transactions going to SMEs and very small companies.  Larger investment-
grade companies increased net debt 8% on average in the first half, with more than 50% of 
incremental debt boosting cash buffers to insure against another economic relapse.  However, 
speculative-grade companies in Europe have had much less financial flexibility with operating 
cash flow being as much as 65% lower on average in the first half, meaning leverage has risen, 
constraining their willingness and ability to raise additional net debt.  By our calculations, net 
debt for speculative-grade companies in Europe increased only 4% in the first half, barely 
enough to cover cash outflows over this period.    

Key Assumptions 

Auto sales2: In Europe, we have started to see a gradual stabilization of light vehicle sales in the 
second half, partly due to pent-up demand after lockdowns as well as government-sponsored 
incentives to help ease the sales declines. A second pandemic wave is a risk, but we think it would 
be less likely to result in lockdowns comparable to those in March, April, and May, owing to their 
tremendous social and economic costs. We therefore forecast a light vehicle sales decline in 
Europe of 20%-25% this year, followed by single-digit growth in both in 2021 and 2022. 
Nevertheless, European sales for 2022 under this scenario would still fall 8% short of 2019 sales 
volumes. 

Oil and gas3: Brent is now trading at $40-$45/barrel, so recently we raised our Brent price forecast 
for the balance of this year by $10 to $40/barrel, while lowering our forecast in 2022 to $50 from 
$55 in line with 2021.  While oil has been trading slightly weaker in recent weeks, given concerns 
about demand and a resurgence of the coronavirus, any increase in oil prices faces headwinds 
given lackluster global refinery margins and high crude and product stocks. It likely will be some 
time before oil demand rebounds to pre-pandemic levels, largely due to a lag in aviation and a slow 
rebound in global economies. However, given recent actions, we believe OPEC will continue to be 
supportive of prices even if demand falls further. 

Airlines: On Aug. 12 we lowered our global air passenger traffic forecast for 2020 to a contraction of 
60%-70% from a drop of 50%. International travel remains depressed, with few signs of recovery 
(particularly intercontinental and business) except for certain travel corridors, and even then, 
governments are reimposing quarantines at short notice. We do not expect recovery to pre-COVID-
19 credit metrics for airlines (and, relatedly, airports) until 2024. 

Key Risks  

Solvency remains a growing risk for speculative-grade companies with unsupportable capital 
structures, particularly once official support programs taper off.  Further triggers could be a 
weaker-than-expected recovery due to further widespread lockdowns or fundamental changes to 
industries. The provision of official funding support does not necessarily provide full protection to 
creditors from insolvency.  Indeed, the provision of official support can be contingent on a debt 
restructuring, for example, a capital injection by the Swedish and Danish governments into the 
Scandinavian airline SAS being conditional on the conversion of its outstanding bonds and hybrid 
notes into common shares. Another example is French-headquartered car rental company 
Europcar that has entered discussions with its creditors to address the sustainability of its capital 
structure and liquidity constraints amid COVID-19 disruptions.  This despite having received about 
€300 million in loans guaranteed by the French and Spanish governments in recent months.  

Default forecast: We expect the European speculative-grade default rate to rise to 8.5% by June 
2021 from our latest estimate of 3.8%, capturing defaults totaling 26 so far this year (as of Sept. 
16). Around this, we have a wide range from 3.5% to 11.5% that reflects the uncertain economic 
outlook and divergence between weaker credit fundamentals and financial market indicators that 
are benefitting from a number of emergency monetary and fiscal support measures.    

                                                           
2 Global Auto Sales Forecasts: Hopes Pinned On China, Sep 17, 2020 
3 S&P Global Ratings Revises Oil And Natural Gas Price Assumptions, Sep 16, 2020 

https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=45945832&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=45940239&From=SNP_CRS
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Sovereigns  
– In the presence of deflationary price data across most of Europe, the ECB's asset purchase 

programs continue to squeeze the supply of eurozone government debt to the commercial 
market, resulting in negative real interest rates across most member state’s yield curves.    

– The European Commission has detailed EU members’ share of €360 billion in loans and €313 
billion in grants from the newly established Recovery and Resilience Facility. As a share of GDP, 
the biggest recipients are southern European sovereigns with large tourism sectors. 

– The introduction of new constraints on mobility in several European economies may jeopardize 
the economic recovery and raise the fiscal price tag for the pandemic, as governments extend 
costly short-term job schemes into next year.   

– It is too early to gauge the fallout on social cohesion from COVID-19, but one of the probable 
consequences will be a worsening of income inequality, and hence pressures on European 
governments to find ways to tax wealth without harming growth.  

Key Developments  

The fundamental outlook for European sovereigns remains decidedly mixed. While world trade volumes 
are recovering and business confidence is improving, COVID-19 outbreaks are recurring across Europe. 
Any introduction of new constraints on mobility would jeopardize the economic recovery and raise the 
fiscal price tag for the global pandemic, as governments extend costly short-term job schemes into 
2021. 

The unprecedented fiscal interventions by national governments remain possible thanks to the wall of 
liquidity provided by central banks. Policymakers understand this and are determined to extend their 
interventions as long as possible. Authorities’ diagnosis remains the same as ours: the shock of the 
pandemic to our productive capacity is enormous but temporary. If, on the contrary, the fallout on human 
and economic capital is permanent, private-sector bankruptcies will become more pervasive, draining 
the resources of the state. Even under a more benign scenario, where a treatment or vaccine against 
COVID-19 becomes available next year, economic sectors such as transport, retail, tourism, and banking 
are likely to see large-scale job losses as companies restructure their operations, and as government 
programs end. In parallel, as liquidity support to SMEs expires, we are going to see an increase in 
corporate bankruptcies, particularly in Southern European economies such as Italy and Spain. All of this 
implies further weakness of government receipts well into 2021, on top of climbing government debt. 

It is partly for this reason that on July 21, the EU announced a €750 billion Recovery Fund as part of a 
broader package that included backing for a new 2021-2027 EU budget. The Recovery Fund, in our view, 
goes further than ever before in mutualizing the cost of the pandemic among all 27 EU members and 
agreeing to extend grants to those economies hardest hit. We see the agreement as a major 
breakthrough for the EU and the eurozone. The other development to watch in the eurozone remains 
financial sector stability. Even before the pandemic, Europe appeared to be significantly overbanked, 
with the cost of equity higher than the average return on equity, a constraint on profitability made worse 
by the ECB's low interest rate policy. In recent months, there appears to be some acceleration in 
financial sector consolidation within national borders, but very limited cross-border M&A.  

It is too early to gauge the fallout on social cohesion from COVID-19, but one of the probable 
consequences will be growing income inequality and hence pressures on European governments to find 
ways to tax wealth, without harming growth. The eventual rise in long-term unemployment continues to 
be a risk to political stability in those countries where electorates are already contending with fresh 
outbreaks of COVID-19 and sizable drops in real income.   

Against this backdrop, the debate around the likelihood that the U.K. can reach an agreement on an FTA 
with the EU almost seems like a sideshow. We would caution against categorizing different Brexit 
scenarios in a binary deal or no deal fashion. Instead, as time passes, the likelihood of a comprehensive 
FTA agreement that includes an arrangement for key services sectors is rapidly slipping away. That does 
not rule out a more narrow trade-only arrangement, however, an outcome that would still imply 
unwelcome uncertainty for the U.K.’s most competitive sector: business and financial services.  
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International Public Finance  
– In response to the COVID-19 economic slowdown, German states are applying countercyclical 

fiscal policy. As a result, their financial performance is weakening, while the debt burden is 
materially increasing.  

– Large urban areas and resorts may take more time to recover their performance to precrisis 
levels. 

– In other European developed markets, local and regional governments’ revenue losses and 
elevated spending on health care, social support, and transport are largely covered by 
additional central government grants. 

– The limited ability of central governments and central banks to provide a massive fiscal and 
monetary response to the recession will weaken the budgetary performance of LRGs in Central 
and Eastern Europe. 

– Social-distancing measures continue to disrupt public transport systems across Europe. 

– The future business model and financial results of U.K. universities remain highly uncertain 
despite high admission, especially from domestic and non-EU students.   

– Social-housing associations in the U.K. continue to suffer from the softness of the residential 
real estate market. 

– We believe that German states are going to provide a substantial fiscal stimulus to local 
economies suffering from the consequence of the COVID-19 pandemic. As a result, the debt 
burden of some states may increase materially above our previous expectations and negatively 
affect our credit ratings. We recently lowered our ratings on the state of Baden-Wuerttemberg 
and Saxony-Anhalt and revised the outlook to negative on the state of Saxony.  

– In our view, large urban areas and tourist resorts suffer more than other LRGs from the 
pandemic as their economies focus on services boosted by social interaction. We maintain 
negative outlooks on ratings of the Greater London Authority, city of Brussels, city of Paris, city 
of Rome, city of Stockholm, as well as the Autonomous Community of Canary Islands.  

– In most other Western European counties, local and regional governments (LRGs) will likely 
receive additional grants from central governments that would largely cover revenue losses as 
well as their elevated spending on health care, social care, and transport. Due to the 
peculiarities of the financing system, most Spanish regions and municipalities may anticipate 
smaller revenues in 2022. Despite the availability of short-term support, though, the crisis may 
exacerbate financial pressure on LRGs, which are already suffering from underfunding, in 
coming years. We continue to observe a weakening trend for institutional frameworks under 
which Swedish and U.K. LRGs operate.  

– The budgetary performance of Eastern European LRGs will take a bigger hit, we assume, as the 
financial response from their central governments is less pronounced than in developed 
markets. We project that in 2020 Russian LRGs will record the largest budget deficits over the 
past 20 years, partly due to subdued oil and gas prices.  

– We believe that beyond the COVID-19 lockdown, increasing work-from-home trends and 
subdued activity in the tourism, retail, and leisure sectors will hinder the recovery of demand for 
European integrated mass transit services.  

– The business model outlook for U.K. universities remains highly uncertain. They may benefit 
from higher-than-expected admissions of domestic and non-EU students for now. However, the 
pandemic may continue to disrupt the continuity of the academic year and deter international 
students from entering the country.  The ability to attract international students has been 
always a strength of leading U.K. universities. If the pandemic disrupts studies, we will likely 
observe decreasing operating margins, given that fees from international students are generally 
higher than those that domestic students pay, while expenditures remain rigid.   

– We believe that U.K. social-housing providers have sufficient liquidity facilities to mitigate 
increasing levels of arrears due to a likely increase in unemployment past the end of furlough 
scheme at end-October 2020. Nevertheless, the residential real estate market will likely stay 
soft amid uncertainty about the pandemic and Brexit that would lead to lower receipts from 
market sales for large developers. Social-housing providers in Sweden, France, Germany, and 
the Netherlands are generally less exposed to market activities and their performance may 
recover quicker, in our view.  
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Insurance  
– Our credit outlook for European insurers has improved somewhat from end of March on the 

back of a recovery in the capital markets and therefore lower investment impairment risk than 
we had previously expected.  

– Claims experience, outside COVID-19-related claims and natural catastrophe experience has 
been favorable, due to lower frequency losses—for example, a decline in motor accidents 
because of a large reduction in traffic. 

– Economic activity, including travel and transport, picked up from lows earlier this year, and so 
claims experience is trending in the direction of a normal level.  

– COVID-19-related business interruption insurance claims are still disputed in many EMEA 
countries, mainly due to contract uncertainty. 

– Insurers in EMEA continue to adapt to a new normal, but low interest rates and a flat yield 
curve remain major challenges. 

Key Developments  

Capital markets in recent months staged a material recovery, in many regions matching pre-
COVID-19 levels. With equity valuations back to earlier levels and credit spreads narrowing 
materially, asset investment impairment risk has diminished. We note a large number of 
downgrades and expect defaults for some speculative-grade corporates that will continue to 
dampen investment returns for insurers. 

Overall the sector has already put aside a large amount of reserves to pay COVID-19-related claims. 
In particular, contract uncertainty for business interruption cover continues to cause disputes in 
most European jurisdictions. It is important to note that for some large industrial lines contracts, 
strong wording indicated clear exclusion or inclusion of pandemic cover. However, there is a large 
number of smaller claims that might lead to extra costs for the industry. The outcome of the U.K. 
business interruption FCA case is likely to reduce earnings but unlikely to trigger rating changes.  

Following one-off profits in motor insurance, because of lockdowns and massive drops in motor 
claims frequency of about 80% in some regions, insurers face a trend back to a new normal. More 
employees work from home, and commute less, but those who commute appear to prefer the car 
over public transport. We expect slightly lower premium volume going forward, but not 
deterioration of profits in motor insurance. 

One area gaining focus is cyberrisk as a higher percentage of employees work from home in most of 
Europe. Cyberinsurance has been growing in recent years, and the current situation may fuel 
further growth. At the same time, amounts insured in the line are too small to be material for 
insurers’ ratings. We believe that insurers are operationally well prepared for cyberattacks 
themselves.   

Low interest rates are likely to stay low for longer, indicated by the flattened yield curve. We note 
the prolonged pressure on investment margins especially for long-tail lines. Insurers are seeking 
protection against interest rate risk, up and down, with help of interest rate swaps totaling a 
notional €2 trillion according to EIOPA. With that, the risk exposure of the European insurance 
sector to banks is also material, with 15.7% of total investments, as highlighted by European 
regulator EIOPA’s Financial Stability Report.  

For reinsurance, we expect price increases will carry into 2021 to mitigate the impact of COVID-19-
related claims, natural disasters, and adverse loss trends in U.S. casualty and certain specialty 
lines.  

Key Risks  

– Low long-term interest rates and a flat yield curve, which depress investment margins for 
insurers, particularly in the life sector. 

– An increase in downgrades and defaults for European companies.  

– A severe and sustained drop in equity and bond markets. 
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Structured Finance  
– We have downgraded less than 3% of European structured finance ratings since March 1. 

– Most rating actions confined to niche asset classes backed by distressed corporate sectors, 
with few actions to date on consumer-backed securitizations and CLOs. 

– Many mortgage borrowers that took a payment holiday have now resumed paying their 
scheduled monthly instalments, but the longer-term credit effects of the pandemic may not 
fully materialize until 2021, as various borrower support measures run off. 

Key Developments 

Since the beginning of March and the onset of the COVID-19 pandemic in Europe, we have lowered 
less than 3% of our ratings on structured finance securities in the region (see chart 13).  

– Corporate securitizations backed by leisure businesses and commercial mortgage-backed 
securities linked to retail and hotel real estate have been most affected but constitute a small 
portion of the overall European securitization landscape.  

– By contrast, we have lowered relatively fewer ratings on European leveraged loan CLOs, which 
are backed by a more sector-diverse array of corporate exposures and where active 
management of the underlying loan portfolios has helped stem the decline in credit quality.  

– For securitization sectors backed by lending to consumers—such as residential mortgage-
backed securities (RMBS)—fiscal and regulatory support measures have so far helped prevent 
any significant deterioration in credit performance. 

Chart 13 Chart 14 

Distribution Of European Structured Finance Downgrades Estimated Proportion Of U.K. Mortgage Payment Holiday 
Cases That Have Resumed Monthly Instalments 

  
BTL—Buy-to-let. SC—Structured credit. Based on cumulative count of 
downgrades since March 1, 2020, as of Sept. 3, 2020. Source: S&P Global 
Ratings. 

Based on servicer survey responses, which may refer to assets backing 
transactions that are not rated by S&P Global Ratings. Source: RMBS 
servicers, S&P Global Ratings. 

Most structured finance transactions contain structural mechanisms that have allowed them to 
weather cash flow disruptions caused by borrowers taking government or lender-backed debt 
repayment holidays. Borrowers' take-up of payment holidays is now past its peak, in our view. In 
the loan pools that collateralize U.K. prime owner-occupied RMBS, for example, anecdotal 
evidence from servicers suggests that 70%-90% of initial payment holiday cases are now once 
again paying their scheduled monthly instalments (see chart 14). This implies that many borrowers 
may have taken a payment holiday solely as a precautionary measure, rather than due to any 
income disruption. Lenders report that some borrowers have even used the opportunity of a holiday 
on scheduled payments to pay down existing arrears balances, leading to a notional improvement 
in some pool-level credit metrics. 

Key Risks 

Until now, consumers have benefited from both income support through furlough schemes and 
reduced outgoings through payment holidays, as well as repossession moratoriums for those 
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already in credit distress. However, as all these support measures gradually come to an end and 
unemployment rises, collateral performance will likely begin to deteriorate. We expect that the 
longer-term credit effects of the COVID-19 pandemic on consumer-related collateral pools will 
not fully materialize until 2021. 

For corporate-backed transactions too, there remains some downside risk to ratings if greater 
credit distress among underlying borrowers gradually begins to crystallize. For example, the 
annualized default rate for European speculative-grade corporates was 3.4% at the end of June—
up almost 50% over the previous 12 months—and could rise to more than 8% by mid-2021, in our 
view. If this were to translate into an underlying portfolio default rate of 5% for a typical European 
CLO transaction, it could lead to one-notch downgrades on the low investment-grade tranches and 
more severe downgrades lower in the capital structure. 

Related Research 
– Credit Conditions North America: Potholes On The Road To Recovery, Sept. 29, 2020 
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– Global Banking: Recovery Will Stretch To 2023 And Beyond, Sept. 23, 2020 
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This report does not constitute a rating action. 

Appendix 1: Economic Data and Forecast 
Summaries  
 
Table 2 

Real GDP % 
 Ger. Fra. Ita. Spa. Neth. Belg. Eurozone U.K. Switz. 

2019 0.6 1.5 0.3 2.0 1.6 1.4 1.3 1.5 1.2 
2020f -5.4 -9.0 -8.9 -11.3 -5.2 -7.6 -7.4 -9.7 -4.3 
2021f 4.7 7.7 6.4 8.2 3.8 5.5 6.1 7.9 3.9 
2022f 2.4 2.8 2.3 4.3 2.9 3.4 3.0 3.0 2.8 
2023f 1.6 2.2 1.5 2.6 2.2 1.8 2.0 2.0 1.9 

Source: Oxford Economics; f--S&P Global Ratings forecast. 

Table 3 

CPI Inflation % 
 Ger. Fra. Ita. Spa. Neth. Belg. Eurozone U.K. Switz. 

2019 1.4 1.3 0.6 0.8 2.7 1.2 1.2 1.8 0.4 
2020f 0.0 0.6 0.1 0.2 1.3 0.5 0.2 0.7 -0.7 
2021f 1.1 0.9 1.0 1.3 1.5 1.4 1.0 1.6 0.2 
2022f 1.5 1.3 1.1 1.4 1.5 1.5 1.3 1.8 0.6 
2023f 1.5 1.3 1.1 1.4 1.7 1.5 1.4 1.9 0.7 

Source: Oxford Economics; f--S&P Global Ratings forecast. 

https://www.capitaliq.com/CIQDotNet/CreditResearch/pdf.aspx?ResearchDocumentId=46017533&isPDA=Y
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=46014687&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=46014585&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?ArtObjectId=11663176&ArtRevId=1
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=45982319&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=45968999&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=45834421&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=45834421&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=44445932&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=44445932&From=SNP_CRS


Credit Conditions Europe: Ill-Prepared For Winter 

S&P Global Ratings September 29, 2020      18 

Table 4 

Unemployment Rate % 

 Ger. Fra. Ita. Spa. Neth. Belg. Eurozone U.K. Switz. 

2019 3.1 8.5 9.9 14.1 3.4 5.4 7.6 3.8 4.4 
2020f 4.3 7.9 9.3 16.0 4.1 5.8 8.1 4.8 4.7 
2021f 4.5 9.4 10.8 17.5 5.4 6.4 9.1 6.3 4.5 
2022f 4.0 9.2 10.5 15.6 5.0 5.8 8.4 4.5 4.1 
2023f 3.6 8.9 10.0 14.3 4.5 5.5 7.8 4.2 3.9 

Source: Oxford Economics; f--S&P Global Ratings forecast. 

Table 5 

10y Government Bond Yields 
 Ger. Fra. Ita. Spa. Neth. Belg. Eurozone U.K. Switz. 

2019 -0.2 0.1 1.9 0.7 -0.1 0.2 0.4 0.9 -0.5 
2020f -0.5 -0.1 1.3 0.4 -0.3 -0.1 0.1 0.4 -0.5 
2021f -0.5 -0.2 1.1 0.4 -0.3 -0.1 0.0 0.4 -0.4 
2022f -0.4 0.0 1.2 0.5 -0.2 0.0 0.2 0.7 -0.3 
2023f -0.2 0.2 1.4 0.7 -0.1 0.2 0.3 1.1 -0.2 

Source: Oxford Economics; f--S&P Global Ratings forecast; End of Period - Q4 values.  

Table 6 

Exchange Rates 
 Eurozone ---------- U.K                 Switzerland          
 US$/€ US$/£ €/£ SFr/US$ SFr/€ 

2019 1.12 1.28 1.14 0.99 1.11 
2020f 1.14 1.27 1.11 0.94 1.07 
2021f 1.20 1.30 1.08 0.92 1.11 
2022f 1.20 1.35 1.12 0.95 1.14 
2023f 1.20 1.36 1.13 0.97 1.16 

Sources: Oxford Economics; f--S&P Global Ratings forecast; End of Period - Q4 values. 

Table 7 

Policy Interest Rates % 
 

Eurozone (ECB) U.K. (BoE) 
Switzerland 

(SNB) 

Policy Rates Deposit Rate Refi Rate   

2019 -0.43 0.00 0.75 -0.75 
2020f -0.50 0.00 0.23 -0.75 
2021f -0.50 0.00 0.10 -0.75 
2022f -0.50 0.00 0.10 -0.75 
2023f -0.50 0.00 0.10 -0.75 

Sources: Oxford Economics; f--S&P Global Ratings forecast; End of Period - Q4 values. 
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