
 

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. 
 
S&P Global Ratings  1 

 

 

COVID-19 Weekly Digest 
October 14, 2020 

Key Takeaways 
– A resurgence of COVID-19 in Europe is bringing tighter lockdowns and threatening to slow 

the pace of economic recovery. 
– Speculative-grade default rates continued to rise, though the tally of weakest links has 

fallen, and the pace of negative rating actions continues to slow. 

Key developments 
Europe’s second wave of COVID-19 is gathering momentum, with case counts surging in 
the Netherlands, France, the U.K., and Spain. The weekly average of daily confirmed 
cases per million in the EU plus the U.K. has now overtaken the U.S. for the first time 
since late March. The resulting tighter lockdowns threaten to undermine an economic 
recovery that was already losing speed. In the U.S., real-time economic measures have 
been showing signs of easing (see here for more). The pausing of vaccine trials by Eli Lilly 
and Johnson & Johnson added to the gloom.  

The number of global weakest links decreased to 572 as of Aug. 31, from 589 since our 
June report. Weakest links are issuers rated 'B-' or lower by S&P Global Ratings with 
negative outlooks or ratings on CreditWatch with negative implications, and they typically 
default at a rate 8x that of speculative-grade companies. Although it's down from June’s 
all-time high, the tally is still nearly double pre-pandemic levels and well above levels 
during in the Global Financial Crisis, when default rates reached all-time highs. Media, 
hotels and leisure, and consumer products have the most weak links, and also saw the 
largest increase in this count across sectors.  

Consumer products leads the 2020 default tally in the U.S. and is one of four sectors 
that account for 70% of U.S. defaults (consumer products, oil and gas, retail and 
restaurants, media and leisure). The 12-month trailing speculative-grade default rate for 
the U.S. is estimated to have increased to 6.3% in September, from 6.2% in August. The 
equivalent rate for Europe is estimated to have risen to 4.3% from 3.8% (see here). 

S&P Global Ratings published a review of the asset quality of rated European CLOs. 
Credit quality continued to deteriorate in the second quarter, with a larger proportion of 
underlying loans on negative outlook compared with the previous quarter. Nevertheless, 
less than one-fifth of our overall negative rating actions on European corporates during 
the period filtered through to CLOs and their holdings. Some sectors hit hardest by 
COVID-19 (transportation, oil, travel, and retail) are less prevalent in European CLOs than 
in U.S. equivalents. Entities held by European CLOs are carrying on average 1.5x more 
leverage (7.5x) compared to the previous quarter. The key driver has been revised EBITDA 
projections, rather than higher debt. Interest-coverage ratios for European CLO obligors 
also fell by 0.5x, although still remain robust at 2.7x. Rating actions during the first half 
led to a 9% increase in debt rated 'B-' or lower (by nominal amount) to 35% of total. The 
third quarter will likely show some signs of credit quality stabilizing.  

Contents 

1 Key developments 
2 Credit Markets Update 
5 Asset Class Trends 
 

 

Global Research 
Gareth Williams 
London  
gareth.williams 
@spglobal.com 
+44-20-7176-7226 
 
Alexandra Dimitrijevic 
London  
alexandra.dimitrijevic 
@spglobal.com 
+44-20-7176-3128  
 
Joe Maguire 
New York 
joe.maguire 
@spglobal.com 
+1-212-438-7507  

 

 

Links 
Daily research updates, 
including a summary of 
related ratings actions, are 
available at: 
https://www.spglobal.com/ratin
gs/en/research-
insights/topics/coronavirus-
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Credit Market Update 
Ratings Trends 

Chart 1 

Percent Of Issuers Downgraded Due To COVID-19 And Oil Prices By Sector 

 
Source: S&P Global Ratings Research. Downgrades tracked from Feb. 3rd to Oct. 12.  NBFI: Non-bank financial institution. 

– S&P Global Ratings has taken 2024 negative rating actions (as of October 12) on 
global corporate nonfinancial, financial, and sovereign issuers, including 1044 
downgrades, 856 outlook revisions to negative, and 130 placements on CreditWatch 
with negative implications. The downgrades for nonfinancial companies represent 
roughly 22% of the rated portfolio, higher than that of financial institutions (17%) and 
sovereigns (10%). By comparison, roughly 4% of the structured finance rated 
portfolio experienced negative actions, primarily consisting of CreditWatch negative 
placements. 

– The pace of negative rating actions due to COVID-19 and oil-related pressures 
continues to steady at a slower pace, with just 17 rating actions this week (down 
from 18 in the week prior) and roughly 7% of the total actions seen at the peak of late 
March / early April. About two-thirds of rating actions this week are downgrades, 
consistent with recent trends of downgrades leading over Outlook and CreditWatch 
revisions, though by a larger margin than that seen in the past few weeks. Outlook 
revisions and CreditWatch Placements were more prominent several months ago. 
Banks and energy companies accounted for three actions each, all of which were 
downgrades in the energy sector and one downgrade and two Outlook revisions for the 
banking sector. 

– Corporate defaults now total 184 issuers so far in 2020 –the highest since the 
Global Financial Crisis in 2009. The majority of these are missed interest and/or 
principal payments, though both bankruptcies and distressed-exchanges are at their 
highest tally since 2016. The most recent three defaults were distressed exchanges, 
which account for 51 of the defaults so far in 2020, lower than the 57 and 80 
distressed exchanges at this point in 2009 and 2016, respectively. 
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Financing Conditions 

Chart 2 

Secondary Market Credit Spreads, U.S., Europe, And Asia 

 
Source: ICE Benchmark Administration Limited (IBA), 'ICE BofAML Asia 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, Europe Investment-Grade Spreads From S&P Dow Jones Indices. October 12, 2020. 

Chart 3 

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

 
Source: S&P Global Ratings. Data as of October 12, 2020. 

– Debt issuance. While accommodative financial conditions will likely continue to 
support issuance for companies with stronger and healthier balance sheets, there is 
some evidence of companies are looking to meet their refinancing needs ahead of 
potential volatility due to the U.S. election and risks of increasing COVID19 
transmission. Risk appetite continues to grow as investors continue to measure 
relative risk and yields remain extremely low, even negative in some instances. This 
varies by geography, however, as appetite for speculative-grade issuances in Latin 
America and Asia which remain heavily biased towards investment-grade deals in the 
primary markets. 

– Spreads tighten. Spreads continue to tighten week-over-week, especially for 
speculative-grade issues. Spreads on ‘B’ and ‘CCC’ tightened roughly 18 bps each, 
similar to that of the broader speculative-grade indices in both the U.S. and Europe. 
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Debt Capital Markets 

Chart 4 

Financial And Nonfinancial New Bond Issuance 

 
Source: S&P Global Ratings. Data as of October 12, 2020. 

– Global. Global issuance totals $4.7 trillion so far in 2020, 3.4% ahead of the entirety of 
2019. Demand appears to be slowing down, more so for riskier borrowers outside of 
the U.S. and Europe, due to focus on uncertainties like the U.S. elections and rising 
COVID19 cases impact on volatility. 

– Asia. Primary market activity was limited due to Chinese Golden Week holidays, 
limited mostly to investment-grade names familiar to investors in the region. 

– Europe. Primary markets remain resilient despite lingering uncertainties ahead; 
speculative-grade issuers in vulnerable sectors are leveraging attractive debt markets 
to boost cash buffers. 

– U.S. Credit markets remained borrower friendly. Primary supply rose week-over-week 
with strong deal performance. 
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Asset Class Trends 
Corporate  

– During the week ending October 9, 2020, downgrades included fallen angel, EPR 
Properties, a REIT which was lowered to 'BB+' from 'BBB-' on tenant tailwinds. We 
expect operating performance to be impaired by deteriorating tenant quality and rent 
collection pressure associated with the COVID-19 pandemic and recession for at least 
the next several quarters, leading to a less favorable view of the company's business 
prospects. Theater re-openings were weaker than anticipated and we do not expect 
significant changes in customer attendance until demand rebounds and there is an 
effective treatment or vaccine for COVID-19. 

– New reports include an exploration of how the effects from the coronavirus pandemic 
--including increased remote working and employee mobility, and deteriorating fiscal 
health at both the state and city levels-- threaten to reshape where U.S. renters 
decide to live, leaving densely populated most at risk. See Residential REITs: Why 
Renters Are Flocking To Suburban Markets (Oct. 7, 2020). Additionally, The Travel And 
Entertainment Business Faces Elevated Default Risk Despite Easing Market 
Pressures (Oct. 12, 2020) with a high number of global weakest links (issuers rated 'B-' 
or lower with negative outlooks or ratings on CreditWatch with negative implications). 

Banks and Financial Institutions  

– In Asia, Philippines' deep recession could impair the banking sector's asset quality, 
capitalization, and profitability beyond our current expectations. Therefore, we revised 
the outlooks on two banks’ ratings to negative from stable.  

– In Latin America, S&P Global Ratings lowered its issuer credit rating on one of Chile's 
large conglomerates Corp Group Banking S.A.to 'CC' from 'CCC-'. The impact of the 
social unrest and the economic shock from the COVID-19 pandemic have prompted 
unfavorable valuation prospects and tighter financing conditions, which further 
pressure CG Banking's capacity to meet interest payments on a timely basis. Ratings 
remain on CreditWatch negative. 

– In terms of publications, S&P Global Ratings has updated its risk-adjusted capital 
(RAC) ratios in its annual capital review for the world's top 100 rated banks (see Top 
100 Banks: COVID-19 To Trim Capital Levels, Oct. 6, 2020). This year's review indicates 
that the RAC ratios of the top 100 banks have improved slightly in 2019 compared with 
those in 2018. Regulatory relief measures to encourage banks to lend combined with 
weaker profitability--despite temporary dividend suspensions--lead us to project that 
RAC ratios will slightly weaken in 2020and stabilize in2021, but reaching the 2019 
peak will probably take some time. Also, we see material downside risk to our 
projections, largely on the back of the uncertain shape of the recovery across regions. 

Structured Finance  

– Global ABCP: Asset-backed commercial paper (ABCP) outstanding in the U.S. peaked 
between March and April as alternative funding sources for liquidity became scarce 
and the term market was relatively inaccessible during that time. However, as some 
market liquidity returned, volumes have decreased from this peak. We expect growth 
in new seller activity to improve and issuance from recently launched conduits to gain 
momentum amid COVID-19-related uncertainties. In Europe, the Middle East, and 
Africa (EMEA), ABCP outstanding declined in the first six months, although committed 
funding amounts increased, indicating that long-term interest remains positive. Even 
so, we expect issuance volumes to be lower this year due to the economic impact of 
the pandemic. In the Asia-Pacific ABCP market, diverging trends emerged. China saw 
the first ABCP issuance in June, while in Australia, programs we rate wound down or 
had their ratings withdrawn at the request of the sponsors. In Japan, total ABCP 
outstanding as of June picked up 45% to ¥303.36 billion since December 2019 (see 
“Inside Global ABCP: Issuance growth tempered as Economic Recovery takes shape” 
published on Oct. 8, 2020). 

– EMEA Structured Finance: Our report includes a round-up of the latest credit 
developments that we've observed across EMEA structured finance sectors, along 
with data on recent EMEA rating actions and underlying performance indicators.  We 
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also highlight the key takeaways from our recent research publications (see “EMEA 
Structured Finance Surveillance Chart Book” published Oct. 7, 2020). 

– U.S. Structured Finance: The COVID-19-induced recession has distracted from the 
LIBOR transition, but the phase-out deadline is still approaching.  U.S. structured 
finance still has significant work to do to minimize disruptions to markets in the 
transition.  Significant variation exists in typical fallback language across major U.S. 
structured finance sectors and also between transactions within a given sector.  Some 
of the largest challenges facing U.S. structured finance in preparing for the transition 
include the difficulty of amending transaction documents given the unanimous 
investor approval typically needed, the lack of clear fallback provisions and/or 
differences in fallback language between assets and liabilities, and the extensive 
logistics needed for amending LIBOR-based collateral in securitization (see “As the 
Deadline for the Transition from LIBOR approaches, work remains for U.S. Structured 
Finance” published on Oct. 6, 2020). 

– U.S. CMBS: The U.S. CMBS overall delinquency rate decreased by 16 basis points 
(bps) month over month, to 8.13% in September 2020.  7.43% of the loans are in 
forbearance or have made a forbearance request that is currently in process.  The 
delinquency rates for all the major property types decreased, including multifamily by 
21 bps, industrial by 16bps, retail by 14 bps, lodging by eight bps, and office properties 
by two bps (see “U.S. CMBS Delinquency Rate drops to 8.13% despite the number of 
seriously Delinquent Loans increasing” published on Oct. 6, 2020). 

– European CLO: See the report titled “CLO Pulse Q2 2020: Sector averages of 
Reinvesting European CLO assets” published on Oct. 6, 2020.  We examine the 
aggregate asset quality of European CLOs that we rate through key credit metrics and 
by industry sectors. Specifically, this edition of sector average metrics for European 
CLO assets focuses on loans issued by 477 corporate issuers, which represents over 
95% of the assets under management (AUM) held in reinvesting European CLOs rated 
by S&P Global Ratings as reported at June 30. We calculated the average metrics for 
all floating-rate assets with both an S&P Global Ratings' credit rating and an S&P 
Global Ratings' recovery rating (the S&P Global Ratings-rated CLO assets), weighted 
by the euro notional exposure to each asset. 
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