
 

S&P Global Ratings believes there remains a high degree of uncertainty about the evolution of the coronavirus pandemic. 
Reports that at least one experimental vaccine is highly effective and might gain initial approval by the end of the year are 
promising, but this is merely the first step toward a return to social and economic normality; equally critical is the 
widespread availability of effective immunization, which could come by the middle of next year. We use 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 
– Financial markets have been buoyed by vaccine optimism, as two leading candidates 

reported very high efficacy and negligible side effects in clinical trials. The developers are 
likely to seek emergency regulatory approval soon.  

– With 2021 moving into view, we’re looking closely at credit prospects for global banking and 
insurance, as well as critical risks around commercial real estate. 

– Counterintuitively, economic recovery might bring more corporate defaults in China as the 
authorities there refocus on deleveraging state-owned enterprises (SOEs). 

Key developments 
Vaccine optimism grew stronger with the news that Moderna’s mRNA vaccine had 
achieved 94.5% efficacy in trials and with less onerous cold-storage requirements than 
BioNTech/Pfizer’s equivalent announced last week. Revised efficacy rates for the latter 
were similar, and emergency regulatory approval is likely to be sought within days. 
Financial markets continued to react favorably to the possibility that these developments 
mean that an end to the COVID-19 crisis is in sight. The better news was a relief from still 
grim near-terms developments, with Europe struggling to contain its second wave and 
the U.S. death toll approaching 250,000. 

We assessed the global outlook for banks in 2021 in two publications from S&P Global 
Ratings: “Global Banks 2021 Outlook: Banks Will Face The Next Test Once Support 
Wanes” and “Global Banks Country-By-Country 2021 Outlook: Toughest Test For Banks 
Since 2009”. The sharp rebound in global growth we expect next year, together with 
strong bank balance sheets, support from authorities to retail and corporate markets, 
and regulators' flexibility, should limit bank downgrades. Even so, the recovery path to 
pre-pandemic performance levels will be slow and uneven. The extent of prospective 
asset-quality stress as government support programs tail off will be a key driver for our 
bank ratings. Central banks' support will remain positive for funding but will weigh on 
banks' interest margins and profitability. The pandemic has accelerated bank 
digitalization and could trigger another round of restructuring and consolidation, as 
illustrated by news that Spain’s BBVA is in merger talks with smaller local rival Sabadell. 

Commercial real estate (CRE) is a key area asset quality risk for bank and non-bank 
lenders. The cash flows and values of many CRE properties--most notably those focusing 
on hotels, entertainment venues, and retail --have already declined substantially or will 
decline. We expect pandemic-triggered losses on U.S. bank CRE loans to exceed the 
roughly 2% that banks charged off in 2009 and 2010, excluding construction loans, and 
have a base-case expectation of 3% (half the level the Fed projected in the severely 
adverse scenario of its 2020 stress test). Still, most rated banks should be able to absorb 
such losses. But many factors, including higher CRE concentrations for some banks, 
structural shifts in the sector that could occur, and the full economic fallout of the 
pandemic, could mean higher CRE losses than in our base case. 
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Daily research updates, 
including a summary of 
related ratings actions, are 
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The U.K. commercial real estate sector is under particular pressure. The retail property 
sector has suffered more in the U.K. than in continental Europe in the past couple of 
years, this being more acute since the start of the COVID-19 pandemic; differences in 
market fundamentals, such as a higher ecommerce penetration, more elevated rent cost, 
and higher density of retail shops, are part of the reason. The London office market is one 
of the largest and most dynamic in Europe, but it faces three challenges: the pandemic 
and its work-from-home consequences, strong competition from flex-office providers, 
and Brexit. While remote working and travel restrictions have forced a shift in social 
behavior for now, U.K. residential rents, among the highest in Europe, could come under 
stress in prime metropolitan locations the longer the pandemic lasts. 

The impact of COVID-19 on global insurance markets is largely felt through asset risks, 
notably capital markets volatility, and weaker premium growth prospects. We expect 
most related losses (business interruption, event cancellation, etc.) to be picked up by 
reinsurers, so primary insurers' technical performance is unlikely to deteriorate 
materially. Strict lockdowns helped maintain satisfactory performance, as motor and 
medical claims had a positive impact on loss ratios. Developed markets, particularly life 
ones, are likely to shrink in real terms as a result of the economic slowdown. Developing 
markets, through their riskier asset allocation, will likely experience more declines in 
return on equity than developed markets. Ultralow interest rates mean that the most 
significant source of risk to insurers is the performance of investments, especially life 
insurers with guaranteed back books. 

COVID-19’s resurgence in Europe and the U.S. is weighing on the recovery in emerging 
markets (EM) (see “Emerging Markets Monthly Highlights: Downside Risks Prevail 
Despite Supportive Markets”). Third-quarter GDP showed a sound recovery in most EMs, 
as activity resumed domestically and in key trading partners, but this has come under 
threat with the second COVID wave in the U.S. and Europe, and consequent lockdowns. 
However, China’s recovery provides an important positive counterbalance for many EMs. 
Activity in China rebounded to above the pre-pandemic levels and expanded 4.9% in the 
third quarter. Robust industrial activity and improved construction output have bolstered 
demand for industrial metals and ores. EM commodity exporters with strong trade ties to 
China (Brazil, Chile, South Africa, and Indonesia) should continue to benefit from resilient 
demand for industrial and agricultural commodities. 

While China’s economy continues to improve, this recovery could bring more corporate 
defaults (see “China Recovery Could Bring More Defaults”). The market in China is 
refocused on corporate default risk and market workouts as several state-owned 
enterprises (SOEs) come under credit stress. Last week's missed payment by a company 
that seemed to be getting state support (Yongcheng Coal and Electricity Holding Group 
Co. Ltd., not rated by S&P Global Ratings) shows government willingness to accept 
default could be on the rise as the economy recovers from the COVID-19 shock. The 
impact of reduced government support is likely to be a key global theme for 2021.  

Energy transition – from fossil fuels to renewables – is one of the central goals of 
many longer-term economic recovery plans in Europe. Clean hydrogen is becoming an 
increasingly important element in this regard (see “Clean Hydrogen Investment Is Still A 
Leap Of Faith For European Utilities”). Given major hurdles to a large scale-up of clean 
hydrogen we don't think clean hydrogen technology will significantly transform the 
European energy market or disrupt utilities' business models at least until 2025. 
However, we think European utilities will ultimately benefit from a rise in clean hydrogen 
industries because it would significantly increase demand for electricity to produce 
hydrogen. It would also create a new role for existing gas infrastructure assets, if they are 
adapted to store and transport hydrogen.  
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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 Nov. 16th.  NBFI: Non-bank financial institution. 

– S&P Global Ratings has taken 2067 negative rating actions (as of Nov. 16) on global 
corporate nonfinancial, financial, and sovereign issuers, including 1067 downgrades, 
867 outlook revisions to negative, and 133 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 
(11%). 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 14 rating actions this week (from 18 
actions in the week prior). All but two of the rating actions this week were downgrades, 
with Negative Outlook revisions for the Cook Islands (‘B+’) and Phillips 66 (‘BBB+’). 

– The global corporate default has risen to 206 issuers. By sector, oil and gas, 
consumer products, media and entertainment, and retail and restaurants lead both 
the global and U.S. default tallies, combined accounting for nearly 70% of all defaults 
in 2020. All four sectors were relatively weak before the pandemic, but they have since 
been highly vulnerable to the impact of COVID-19, which has led to the spike in 
defaults. We expect this trend to continue for the remainder of 2020 and into 2021, 
especially for the oil and gas sector, where 82% of U.S. companies rated 'B-' or lower 
are assigned negative outlooks or on CreditWatch with negative implications. 
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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. Nov. 16, 2020. 

Chart 3 

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

 
Source: S&P Global Ratings. Data as of Nov. 16, 2020. 

– Debt issuance. Debt issuance surged this week following the election and at least one 
potential vaccine for COVID19 boosting investor confidence despite rapidly increasing 
COVID19 infections in the U.S. and Europe and elsewhere. Accommodative financial 
conditions will likely continue to support issuance for companies with stronger and 
healthier balance sheets and risk appetite may grow, supported by improvements in 
investor sentiment. Consequently, investors may increase purchase risk assets as 
they measure relative risk against a backdrop of extremely low yields. 

– Spreads tighten. Market sentiment continues to improve, tightening spreads 
especially at the lower end of the ratings spectrum. Both investment-grade and 
speculative-grade spreads tightened considerably from earlier highs in March, now 
approaching the levels seen before the crisis began.  
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Debt Capital Markets 

Chart 4 

Financial And Nonfinancial New Bond Issuance 

 
Source: S&P Global Ratings. Data as of Nov. 9, 2020. 

– Global. Robust issuance following the U.S. elections and announcement of at least 
one potential vaccine for COVID19 boosted global corporate issuance to $5.2 trillion 
(15% ahead of 2019 year-end volumes, 3% of which is just in the past week). 

– Asia. Lower high yield spreads boosted issuance from China though the rest of Asia 
was mostly silent in primary markets. 

– Europe. Bankers expect a late flurry, as issuers are expected to capitalize on the 
favorable issuance window before the markets shut for Christmas. 

– U.S. Rising optimism and tightening spreads pushed more than $50bn from the 
primary market this week. 
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Asset Class Trends 
Corporate  

– During the week ending Nov 17, 2020, the ratings on several companies operating in 
the real estate sector were lowered, including Washington Prime Group Inc. and IRSA 
Inversiones y Representaciones S.A.in low speculative grade territory and Unibail-
Rodamco-Westfield SE, which was lowered from ‘A-‘ to ‘BBB+’. 

– New reports include our analysis of how COVID-19 has impacted real estate sectors, 
including urban residential markets in the U.S. and real estate companies in the U.K.. 
Additionally, As COVID-19 Cases Increase, Global Air Traffic Recovery Slows examines 
the impact of our slower recovery expectations on airlines, aircraft leasing companies 
and airports. 

Banks and Financial Institutions  

– There was no rating action related to COVID over the last week.  
– In terms of publications, S&P Global Ratings published its global banking outlook 

series including Global Banks 2021 Outlook and Global Banks Country-By-Country 
2021 Outlook. This year has been hard for banks. Next year may be even tougher, once 
support measures wane. 

– Amid the coronavirus pandemic, how the credit quality of U.S. financial institutions 
will hold up remains a big question. Although many asset classes face risks, topping 
the list, in our opinion, is commercial real estate (CRE)--in particular, to what extent 
credit quality will deteriorate in the sector and how heavily will it weigh on banks' 
stability (see "U.S. Banks Face Long-Term Risks To Their Commercial Real Estate 
Asset Quality" and "As The Pandemic Persists, U.S. Nonbank Lenders Will Likely Find 
Their Commercial Real Estate Assets Challenging.") 
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