
 

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 
– More good vaccine news and hopes for a smooth U.S. political transition buoyed markets.  
– We see a September 2021 trailing spec-grade default rate of 9% in the U.S., 8% in Europe. 

Key developments 
Financial markets remain buoyant, aided by more good vaccine news and improved 
prospects for a smooth transition of power in the U.S. AstraZeneca reported average 
efficacy of 70% for its vaccine, and more than 90% with a low-dose/full-dose strategy. 
With this more traditional vaccine storable at normal refrigeration temperatures and 
being made available at cost, this may allow more countries – especially low-income 
ones – to inoculate a greater share of the population. In the U.S., the move by the Trump 
Administration to start facilitating the transition process and the likely appointment of 
former Federal Reserve chair, Janet Yellen, as President-elect Biden’s Treasury secretary 
raised hopes for close coordination of fiscal and monetary policy stimulus efforts. What a 
Biden Administration means for credit was assessed here.  

A reversal of Trump era environmental policies appears likely, echoing a broader 
consideration globally of how policy stimulus can be directed toward a “green” recovery. 
The transition of energy supplies toward renewable sources is a key element and the 
possible role of hydrogen is discussed here. To be viable the cost of renewable hydrogen 
needs to fall more than 50% by 2030, depending in turn on sharp falls in the cost of 
renewable energy sources used in its production.  

S&P Global Ratings expect the U.S. trailing-12-month speculative-grade corporate 
default rate to rise to 9% by September 2021 from 6.3% in September 2020. Credit 
stress has receded since the second quarter, but a second wave of COVID-19 infections 
and further economic restrictions remain risks and the proportion of speculative-grade 
issuers at 'CCC'/'C' remains historically high. Market expectations still imply a much 
lower default rate than either economic or credit indicators--a divergence that has 
persisted through most of the pandemic. 

In Europe, we expect the European trailing-12-month speculative-grade corporate 
default rate to rise to 8% by September 2021 from 4.3% in September 2020. 
Insolvencies and defaults among European corporates will resurge in 2021 as 
governments wind down substantial support packages and economic activity starts 
normalizing. The complex mesh of state support schemes and the difficult process of 
withdrawal are discussed in “European Corporate Support Schemes: A Long Unwinding 
Road” (Nov. 25). The ending of measures such as interest, tax, and mortgage holidays will 
likely increase debt servicing costs from the third quarter of 2020; similarly removal of 
furlough schemes will increase labor costs. The leisure, hotel, and retail sectors are likely 
to be most severely affected, with social-distancing requirements impeding recovery.  
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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. 23rd.  NBFI: Non-bank financial institution. 

– S&P Global Ratings has taken 2076 negative rating actions (as of November 23) on 
global corporate nonfinancial, financial, and sovereign issuers, including 1074 
downgrades, 871 outlook revisions to negative, and 131 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, though rose to 21 rating actions this week from 
14 actions in the week prior. Fourteen of the 21 rating actions were downgrades, there 
was one Negative CreditWatch Placement, and the balance were Outlook revisions. 

– The global corporate default count has risen to 210 issuers. The oil and gas sector 
continues to lead the global default tally with 45, with the addition of two defaults this 
week, but remains below its full-year 2016 record of 61. Regionally, European oil and 
gas defaults have far surpassed their 2016 levels with 10, with the highest numbers 
coming from the U.K. and Switzerland. In the U.S., defaults have led the sector tally 
with 31 but remain below the 2016 record of 48 defaults. As U.S. oil and gas 
companies have $19 billion of debt set to mature through 2021, we expect oil and gas 
companies' operating cash flow to remain below average and anticipate that the 
conditions in the capital markets will stay challenging for most entities in the sector. 
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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. 23, 2020. 

Chart 3 

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

 
Source: S&P Global Ratings. Data as of Nov. 23, 2020. 

– Debt issuance. Debt issuance continues to rise this week as positive news 
surrounding at least three potentially viable effective treatments for COVID19 gave 
investors additional confidence, causing markets to rally despite 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 for 
another consecutive week-- 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.23, 2020. 

– Global. Continued positive investor sentiment grew the Dow Jones Industrial Average 
over 30,000 for the first time and global new bond issuance grows to $5.3 trillion, 
roughly 18% higher than all of 2019. 

– Asia. China’s triple-tranche sovereign deal that included a negative-yielding tranche 
was the highlight last week. But markets were jittery nonetheless due to high profile 
defaults in China. 

– Europe. Green issuance dominated proceedings last week – 2020 has been a 
groundbreaking year for ESG transactions. Also, primary markets are seeing a late 
surge in high beta trades.  

– U.S. Issuance momentum continued in the primary market. M&A linked deals are 
picking up as corporates and private equity players look to complete deals before the 
year-end. 
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Asset Class Trends 
Corporate  

– During the week ending Nov 24, 2020, two European air transportation companies 
were downgraded by one notch, Vista Global Holdings Ltd and Deutsche Lufthansa AG, 
based on weaker global passenger air traffic levels. Additionally, The Walt Disney 
Company was lowered by one notch from A-to BBB+/Negative. 

– New reports include “Credit FAQ: Surveillance Of Enhanced Equipment Trust 
Certificates During The Pandemic” which details the state of this specialized form of 
aircraft-backed debt, which has been under severe pressure due to COVID-19, 
paralleling the effects of the pandemic on the airlines that issue them.  Additionally, 
the news of multiple highly effective vaccines is the focus of “The ESG Pulse: COVID-19 
Vaccine Hope As Second Wave Sets In”.  

Banks and Financial Institutions  

– Over the past week, S&P Global Ratings revised to negative three outlooks on non-
bank financial institutions’ ratings. 

– More specifically, these include one broker-dealer, one real estate financial company 
and one asset manager. For more information, see  Orient Securities Outlook Revised 
To Negative; 'BBB-/A-3' Ratings Affirmed, Cushman & Wakefield Outlook Revised To 
Negative On Adjusted EBITDA Declines; 'BB-' Ratings Affirmed, Newmark Group Inc. 
Outlook Revised To Negative On EBITDA Decline; 'BB+' Ratings Affirmed.  

– After U.S. banks' asset quality showed important signs of stabilizing in the third 
quarter as the economy rebounded briskly, S&P Global Rating s published a new 
article, "Despite Declining Loss Provisions, U.S. Banks Still Face Asset Quality Risks 
And Low Interest Rates".  

– S&P Global Rating also published a report titled "The Stress Fractures In Indian 
Financial Institutions", highlighting that forbearance is masking problem assets for 
Indian banks arising from COVID-19. 

Structured Finance  

– U.S. Auto ABS: Here are a couple “Key Takeaways” from a recent report in this sector: 
“U.S. prime auto loan ABS performance strengthened in September, with losses 
declining to an eight-year low due to an extremely strong recovery rate of nearly 80%. 
Extensions also decreased for the fifth straight month. Recovery rates started to 
normalize for subprime auto loans, causing losses to increase from their lowest 
recorded level in August. This segment reported higher extensions for the first time in 
five months.” (See “U.S. Auto Loan ABS Tracker: September 2020 Performance” 
published Nov. 17, 2020)  

– Servicer Evaluations: Here are the “Key Takeaways” from our report related to ESG in 
Servicer Rankings: “S&P Global Ratings has consistently incorporated environmental, 
social, and governance (ESG) factors into its servicer evaluation rankings. Governance 
dynamics, which can have a direct impact on a servicer's operating effectiveness, are the 
most relevant ESG considerations in our analysis. Recent events such as the COVID-19 
pandemic, wildfires, and hurricanes, along with a challenging regulatory environment in 
some cases, highlight the importance of pertinent ESG factors to our servicer rankings.”  
(See “Servicer Evaluation Spotlight Report™: Environmental, Social, and Governance 
Factors have consistently powered our Servicer Evaluation Rankings” published 
November 16, 2020) 

– U.S. CLO: See “SF Credit Brief: CLO Loan Prices get a Booster Shot from Vaccine News, 
though the O/C Test impact may be modest“ published Nov. 17, 2020. 

– China Structured Finance: Here are the “Key Takeaways” from our report related to this 
sector: “Total securitization issuance rebounded in 3Q 2020, with new issuance volume 
increasing by 11% YoY to RMB1.63 trillion (about US$243 billion) at the end of the first 
nine months of the year.  Auto loan ABS issuance continued to grow while RMBS issuance 
became active. In addition, a greater variety of asset types and originators is likely to be 
available to offshore investors. Asset performance was generally stable, as the impact of 
COVID-19 further faded.”  (See “China Securitization Performance Watch 3Q 2020: Wider 
Variety woos Offshore Investors” published Nov. 16, 2020)   
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