
 

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. 
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Key Takeaways 

– Credit trends are on diverging paths. Macroeconomic and credit trends point to a widening 
gap in credit risks across regions and industries in the year to come. 

– Downgrades have slowed but negative outlooks are at unprecedented highs. This is the case 
for both nonfinancial corporates (37%) and banks (30%) globally, indicating more rating 
actions ahead. Since the pandemic started, weaker credits (rated ‘B’ and below) have 
represented over half of the downgrades, while 90% of defaults were from companies rated in 
the ‘CCC’ category. We forecast the speculative-grade corporate default rate to double by June 
2021 to 12.5% in the U.S. from the current 6.2%, and to 8.5% in Europe from 3.8%. 

– Credit metrics are increasingly diverging between industries. Some sectors have been barely 
touched by the pandemic, such as tech, consumer staples, homebuilders, and retail essentials. 
For others, including airlines, hotels, and auto to name a few, the credit damage will go well 
into 2023. Banks can absorb the shock generally, but recovery will be slow and uneven. 

– Financing conditions remain supportive. Corporate bond issuance has reached a record $4.5 
trillion for the year to date, 29% higher than this time last year. But fears of renewed market 
volatility have pushed many corporates to frontload bond issuance ahead of the U.S. elections. 
We also see signs of a return of the aggressive financial policies we often saw before the 
pandemic, such as the use of debt to finance dividend payments.  

– Economic recovery will take time. Despite better-than-expected bounces in the U.S, the 
eurozone, and China, healing the global economy will take time, and some emerging markets 
will suffer sizeable permanent income losses.  

– Global risks. Risks to our base case include extended COVID-19 containment measures and 
transition to post-COVID policies, corporate solvency risk, new highs in government debt, 
struggling emerging markets, economic nationalism and geopolitical tensions, as well as 
mounting ESG risks.  

 

(Editor’s Note: S&P Global Ratings’ Credit Conditions Committees meet quarterly to review macroeconomic conditions in each of 
four regions (Asia-Pacific, Latin America, North America, and Europe, the Middle East, and Africa). Discussions center on 
identifying credit risks and their potential ratings impact in various asset classes, as well as borrowing and lending trends for 
businesses and consumers. This commentary reflects views discussed in the global committee on Oct. 28, 2020.) 

Financing Conditions: Still supportive but uncertainty regarding the U.S. election might trigger 
market volatility. Accommodative monetary policy continues to underpin financial conditions via 
readily available liquidity. This has helped corporate bond issuance reach record levels, with $4.5 
trillion coming to market so far this year, 29% higher than this time last year. Credit spreads have 
tightened roughly 50% from the pandemic peak through the rating spectrum from ‘AAA’ to ‘BB’, 
although lending costs remain elevated for ‘B’ and ‘CCC’ issuers, which remain more vulnerable to 
economic and financial uncertainty. In markets still more reliant on financial intermediation, such 
as Europe, banks continue to provide ample liquidity to households and small and midsize 
enterprises (SMEs), the latter heavily supported by government-sponsored forbearance and 
guarantee initiatives. 
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An analysis of corporate balance sheets in the second quarter suggests that investment-grade 
issuers have used a big portion of this debt for refinancing or to shore up precautionary cash on 
their balance sheets, while for weaker corporates, or those more exposed to social restrictions, it’s 
a question of survival, with cash funding operational needs. 

Some caution is needed though. We have started to see signs of a return of aggressive pre-COVID 
financial policies, such as the use of debt by private equity owners to finance dividend payments 
from entities under their ownership. In an environment of low or even negative interest rates, yield-
hungry investors tend to go further down the credit spectrum toward riskier credits. We observe an 
increasing gap between expected default rates implied by market indicators and our default 
forecasts based on credit fundamentals.  

In terms of market sentiment, despite the scale of central bank support, we can’t rule out episodes 
of volatility and constrained access to financing. Prolonged uncertainty regarding the outcome of 
the U.S. presidential election could be one trigger. The U.K. and EU have yet to agree to a Brexit 
trade deal before transitional arrangements end this year, and failure to reach an agreement--the 
end of October is widely regarded as the deadline--might also move markets in the U.K. More 
fundamentally, pandemic spikes and renewed lockdowns could prompt a wave of business failures 
among more affected sectors, notably for SMEs, and result in higher unemployment absent 
extended fiscal support measures. 

Chart 1 

COVID19 and Oil Price War Resulted In Over 2000 Negative Rating Actions (Downgrades, Outlook 
changes, CreditWatch Negative) 

 
Source: S&P Global Ratings. Data as of Sep. 21, 2020. 

Credit Trends: Downgrades have slowed, but negative outlooks are at historic highs and defaults 
may double within a year. After a peak in March and April, downgrades have slowed significantly 
across all asset classes (see chart 1). Changes now are largely focused on the resolution of 
CreditWatch placements, notably in transportation-related (especially airlines and aircraft 
companies), and oil and gas companies. The number of new fallen angels' debt (‘BBB’ issuers 
downgraded to speculative grade) also dropped to $60 billion since May from $300 billion as of 
April. The number of potential fallen angels (issuers with ‘BBB-’ ratings on CreditWatch with 
negative implications or negative outlooks) went down, with five outlooks revised to stable in the 
past month. This slowing in downgrades is consistent with S&P Global Ratings’ base-case 
assumption that economic activity will continue to recover from the pandemic-induced contraction 
in the first half of the year, and that a vaccine will become widely available around mid-2021. 
Nevertheless, the number of issuer credit ratings carrying a negative outlook is at an 
unprecedented high both for nonfinancial corporates (37%) and banks (30%) globally, indicating 
the potential for further downgrades in the year ahead.   
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Chart 2 

Timeframe Of Recovery Of (Run Rate) Credit Metrics To 2019 Levels 

 
Source: S&P Global Ratings. Note that Green indicates sectors that we expect will recover sooner than initially indicated in our June publication. 
Orange indicates a later recovery. 

Looking at the shape of the recovery, the September corporate heat map--which presents forward-
looking expectations from our credit experts as to when rated corporates might recover their pre-
COVID credit metrics by industry and region (see “COVID-19 Heat Map: Updated Sector Views Show 
Diverging Recoveries”, Sep. 29, 2020 )--points to increasingly diverging trends by sectors (see chart 
2). Some sectors appear likely to navigate the pandemic-led economic crisis with little or no effect 
on their creditworthiness: including technology, consumer staples, retail essentials, homebuilders, 
and health care. Most face some challenges and aren’t likely to fully recover this year or next. The 
prognosis for the auto, leisure, travel, and aerospace industries is bleaker, with recovery unlikely 
until at least 2023. Negative rating actions (downgrades, negative outlooks, or negative 
CreditWatch placements) have affected between 60% and 80% of rated corporates globally, in 
sectors such as capital goods, transport, auto, media and entertainment, and energy.  

Chart 3 

COVID-19 Related Fiscal Measures 

 
Source: IMF 
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Another divergence is geographic: between developed countries with more fiscal and monetary 
flexibility to bridge the effects of COVID-19 on their economies, and those with little room to 
provide support (see chart 3). As the furlough initiatives, forbearance, and other exceptional 
support measures gradually come to an end across economies, we expect the credit damage from 
the pandemic to be more fully revealed in weaker economies and corporate sectors where demand 
will largely disappear.  

Chart 4 

U.S. Default Rate Forecast Through June 2021 

 
Note: Shaded areas are periods of recession as defined by the National Bureau of Economic Research. Sources: S&P Global 
Ratings Research and S&P Global Market Intelligence's CreditPro®. 

This “K-shaped recovery” analogy can also apply to the divergence between stronger issuers 
benefiting from ample access to liquidity, and companies at the lower end of the scale (rated ‘B’ 
and below), where over half of the downgrades and all defaults took place (90% of defaults this 
year were from entities rated in the ‘CCC’ category). We forecast the speculative-grade corporate 
default rate to double by June 2021: to 12.5% in the U.S. from the current 6.2% (see chart 4), and to 
8.5% in Europe from 3.8%. Extensive and sustained monetary and fiscal support will likely mean 
that defaults could peak at a lower level than in previous crises but remain high for longer, given the 
prolonged challenges posed by COVID-19.  

Ultimately, the level of bankruptcies and degree of contagion to the banking sector will depend on 
the time it takes for economies to recover and the effectiveness of the economic policy mix during 
this transition period, until demand from the private sector returns to levels sufficient to take the 
baton from public funds. We will have more clarity through the end of this year and early 2021 on 
the extent of credit losses on banks’ balance sheets. Even so, it’s likely to take several years until 
the full credit damage of the pandemic is uncovered.  

The Economy: A double-digit rebound has begun but it’s no time to celebrate. While the threat 
from COVID-19 persists, many key economies fared better than expected in the third quarter as 
households stepped up spending in the U.S. and Europe, and the Chinese government ramped up 
infrastructure spending. Most advanced economies surprised with an upswing, while 
developments in emerging markets were mixed. The big bounce is largely mechanical and the next 
leg of the recovery will be more difficult; in fact, the momentum is already beginning to fade. 
Challenges are mostly fiscal and include protecting those hardest hit, keeping viable firms afloat, 
and facilitating necessary structural changes. Our global GDP forecast for full-year 2020 remains 
broadly unchanged, with a contraction of around 4% (see “A Double-Digit Rebound Has Begun, But 
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It’s No Time To Celebrate”, Oct. 6, 2020). Upward revisions for the U.S., eurozone, and China were 
mainly offset by downward revisions to India (for the second quarter in a row) and the U.K. The 
balance of risks remains on the downside, reflecting insufficient support for the nexus of SMEs and 
the labor market, premature fiscal tightening, and increasing economic damage to emerging 
markets. Progress toward a vaccine provides a modest upside. 

 

Global Risk Update 

S&P Global Ratings Credit Conditions Committee has updated its Global Risks table for Q3 with the 
key short- to medium-term risks to our base-case scenario, as well as longer-term risks we believe 
will affect credit terms over a longer time horizon. A very high risk means that it is reflected in our 
base-case rating analysis where relevant for the rating. 

We have not changed any risk level or trend this quarter, but we have updated the risk descriptions. 

 

COVID-19: A vaccine is no magic switch. The pandemic continues to unfold, recently passing the 
grim milestone of 1 million deaths. Some countries are still struggling to contain their first waves 
(e.g., India and the U.S.), many European countries are racing to try and suppress burgeoning 
second waves, and some Asian countries are facing their third. And this is before the Northern 
Hemisphere winter begins in earnest. In this context, efforts to develop an effective vaccine remain 
the best hope for the resumption of normal social and economic life. 

Encouragingly, with several vaccines well into phase 3 clinical trials, it’s probable that at least one 
might be approved for emergency use by year end, though full approval may take several months. 
Although a significant step forward, it’s important to keep in mind that a vaccine is unlikely to be a 
so-called "silver bullet" that eliminates the virus completely, and different scenarios could still 
unfold. Multiple challenges would remain: the manufacturing of billions of doses; the cost of 
widespread distribution; ensuring availability to both developed and emerging markets; people’s 
willingness (or lack thereof) to be inoculated; and the likelihood that efficacy will be less than 
100%. And, in some lower-income countries with limited social support, economic necessity will 
likely force some people back to work, regardless. At the same time, it’s also apparent that effective 
drug treatments might reduce the severity of the disease. Next year will more likely be a continuum 
on the health front, albeit with lower mortality rates, rather than a “before” and “after.”  

  

https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=46085635&From=SNP_CRS
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Table 1 
Top Global Risks 

Near-Term Risks 

Extended containment measures and transition to post-COVID policies 

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

The pandemic will continue to take its toll on the global economy and weigh on credit risks until private demand has revived sufficiently to enable a phasing out of 
the extraordinary fiscal and monetary support. As the pandemic continues to expand and more countries are confronting a second or third wave, new restrictions 
measures--even if more targeted--drag on consumer demand and business activity. In our base case, we assume that a vaccine or effective treatment will be 
widely available around mid-2021, but challenges point to a gradual rollout rather than a rapid switch (see box). The overall economic cost will also depend on the 
effective transition to post-COVID policies, since less supportive fiscal packages could put pressure on employment and the solvency of small or more exposed 
businesses. A return to more severe restrictions or delay in the rollout of a vaccine could also roil financial markets. 

Corporate solvency risk and new highs in government debt 

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

Trillions of dollars in fiscal and monetary stimulus have pushed global leverage to new highs. Although necessary to avoid a liquidity crisis and cushion the 
economic and social effects of the pandemic, this surge in government and corporate debt could increase systemic risks over the medium term, if the economic 
recovery is not strong and sustained. As government stimulus pulls back, credit pressure will build for those corporate borrowers that increased debt with little 
prospects of full recovery in earnings until 2022 or later. This could lead default rates to stay at a high-single-digit level for a prolonged period, fueling higher 
credit losses in the banking sector, as well as weigh on investments and long-term growth. For sovereigns, the impact of higher debt on credit risk will depend on 
the effectiveness of the policy mix in restoring economic growth, the degree of fiscal and monetary flexibility, and exposure to shifts in market conditions. 

Some emerging markets are struggling to recover 

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

In some emerging markets, lockdown fatigue, mounting political pressures, and economic costs could lead to poor policy choices, while increasing income 
inequalities and difficulties to meet essential needs could spur social unrest. Some emerging markets with limited room to maneuver and already high debt 
before the pandemic, might struggle to contain the pandemic and rebuild their economies. We estimate that most emerging markets will not return to pre-
pandemic GDP levels until at least 2022, and several countries, such as India, Mexico, and South Africa will suffer sizeable permanent income losses, due to the 
severe damage inflicted to investment and labor market dynamics. Countries more dependent on external financing might also suffer from volatile funding 
conditions. While financing conditions have generally improved, they remain difficult for corporates at the lower end of the rating scale. 

Longer-Term Structural Risks 

Economic nationalism and geopolitical tensions 

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

As some major economies turn inward to seek a rebound in growth, geopolitical tensions continue to put pressure on global trade and threaten the 
recovery. The exacerbated economic nationalism in the context of the pandemic could lead to long-term structural shifts in global supply chains. 
Protectionist sentiments could strengthen against tech equipment or intellectual property, including medical supplies such as vaccines and drugs. 
The dominant impact could come from the rift in U.S.-China relations, evolving into new policies or sanctions that could affect certain sectors. Other 
areas of tensions include the arduous negotiations between the U.K. and the E.U. on a free trade agreement. 

Environmental, social, and technology risks 

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

Structural ESG shifts, which could affect issuers' medium- to long-term operating conditions, include climate change, social unrest, and technology risks. 
Despite a temporary decline in global greenhouse gas emissions in 2020, climate transition remains a key threat to the global economy. Risks to measures 
mitigating climate change include governments prioritizing near-term economic recovery (from COVID-19) over green initiatives, and delaying or even undoing 
environmental regulations. The pandemic and concomitant economic shock have exacerbated socioeconomic inequalities. Job losses have hit low-income 
workers harder, widening the wealth gap in the largest economies and increasing poverty levels in low-income economies, both heightening sociopolitical 
instability. The accelerated digitization of economic activities during the pandemic has intensified the risks of technology obsolescence facing traditional 
businesses and cyberattacks on governments, corporations, and vital infrastructure nodes. 

Sources: S&P Global Ratings. 

*Risk levels may be classified as very low, moderate, elevated, high, or very high, are evaluated by considering both the likelihood and systemic impact of such an 
event occurring over the next one to two years. Typically these risks are not factored into our base-case rating assumptions unless the risk level is very high. 

**Risk trend reflects our current view on whether the risk level could increase or decrease over the next 12 months.  
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