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Global Credit Outlook 2021 
Foreword 
Dear reader, 

As we approach the end of this extraordinarily and uniquely difficult year and look ahead, the 
question foremost in our minds is: Will 2021 be the year we bring the pandemic under control so 
that the world can get back on track?  

The COVID-19 pandemic will continue to dominate the credit story in 2021 but promising news 
on several vaccines has brought hope that an end is in sight. Yet obstacles to production, 
distribution, and acceptance mean that the end-date for the pandemic remains uncertain. Even if a 
vaccine is widely available by mid-year, which we assume in our baseline, the containment of the 
pandemic is likely to be very uneven worldwide. Until then, the main risk for the first half of 2021 is 
that further waves of COVID-19, requiring renewed containment measures, may harm a fragile 
economic recovery and lead to further credit deterioration, particularly in sectors most exposed to 
social distancing and travel restrictions.  

Once the pandemic is largely contained, the focus will likely turn to the gradual phasing out of 
extraordinary stimulus measures—and the social, economic, and credit implications of doing so. 
Record low interest rates and abundant liquidity are likely to remain in place through 2021 and 
beyond, cushioning the effects of the surge in leverage that has been necessary to support 
populations and the economies through the pandemic. Fiscal policy, which has both protected the 
most vulnerable and provided a bridge to the recovery, will continue its central role in fighting the 
COVID downturn. Dialing back fiscal support as the private economy gains momentum will require 
skillful policymaking, and premature austerity constitutes a key risk in 2021. 

Even if the global economy gets back on track toward year-end, with the U.S. regaining its pre-
pandemic GDP level (China has already recovered in this sense), it is likely to take until 2022 or 
later for many of the world’s economies to fully recover. Returning to pre-COVID employment 
levels will take even longer.  

The pandemic has widened the gaps between regions and industries, and within societies. In the 
corporate sector, the gap is set to widen between companies and industries that benefit from 
pandemic-accelerated digitalization and those suffering from structural shifts in working practices 
and behavior. Magnified inequalities within developed economies and between low- and high-
income countries leave a world more divided, more prone to social and political tensions, and more 
susceptible to the fracturing of geopolitical fault lines.  

In this report, we present our macroeconomic and credit outlook for 2021, with our base-case 
forecasts, assumptions, and key risks in what remains a highly uncertain environment. We provide 
this outlook at global and regional levels, reflecting conclusions from our fourth-quarter credit 
conditions committees involving our senior credit analysts, research teams, and economists. 
Finally, we aim to provide you with our answers to 20 Questions That Matter, collected through our 
interactions with investors and other market participants. 

Best wishes for a happy holiday season and a better year ahead, 

Alexandra Dimitrijevic 
Managing Director 
Head of Global Research 
S&P Global Ratings 
London   
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Global Credit Outlook: 

Back On Track? 
December 3, 2020 

Key Takeaways 

– More downgrades in 2021. Corporates and governments that we rate have a 36% negative 
bias, pointing to more downgrade potential in 2021. However, our base-case economic and 
credit assumptions do not suggest a large second wave of changes akin to the post-March 
adjustment to COVID-19. Instead, changes will reflect the widening outlook gaps between and 
within sectors and regions. Sectors hit hardest by COVID will only recover by 2022 or later; 
those least affected should be back on track next year. 

– Recouping COVID-19 costs will take time.  After peaking at 265% of global GDP at the end of 
2020, global leverage is likely to ease only slightly in 2021, and mostly as a result of a rebound 
in global GDP. With vaccine availability and a 5% rebound in the global economy, the focus in 
the second half of 2021 will likely turn to the gradual unwinding of extraordinary fiscal support, 
revealing the extent of credit losses for banks. Governments face the difficult task of balancing 
near-term risks of premature austerity with a medium-term need to curb debt expansion. 

– Defaults will continue to rise. Even though we expect very low funding costs through 2021, 
higher leverage and a large share of vulnerable corporates are likely to induce further defaults, 
resulting in the 12-month speculative-grade default rate rising to around 9% in the U.S. and 
8% in Europe by September 2021, versus 6.3% and 4.3% in September 2020.  

The pandemic and its aftermath will continue to dominate credit conditions in 2021. Recent 
vaccine developments offer a clear route out of the acute phase of the crisis. Our central 
assumption remains that COVID-19 will come under control very gradually through a combination of 
vaccines, medical treatments, and testing starting from Q2 in developed economies, but more 
broadly only in the second half of the year. This should allow for many social-distancing measures 
to be lifted, a resumption of international travel, and a rebound in private demand. At that point, 
governments may be able to gradually phase out extraordinary fiscal support. Central banks are 
likely to keep interest rates exceptionally low and continue to offer liquidity support as necessary.  

The aftermath of the crisis is likely to bring significant challenges for credit, despite the medical 
advances. The process of withdrawing stimulus is likely to be fraught, particularly as hidden 
vulnerabilities come to light. There could be significant aftershocks from a crisis of this magnitude 
that has wrought severe economic damage, necessitated a dramatic expansion of private and 
public debt, exacerbated already problematic levels of inequality and inter-generational 
imbalances, caused surging under- and unemployment, and undermined business models on 
which complex debt structures reside. 

In any crisis, the first responsibility is to end it. That this end is now moving into sight is a mark 
of success and a genuine cause for cautious optimism. As with many crises, there are positive 
developments too: radical new health technologies such as the mRNA vaccines may help contain 
future viruses, and efforts to “build back better” with a transformation to renewable power could 
help contain climate risk. But high debt and disruption will warp and weft the economic fabric for 
years to come.  

While the global economy is getting back on track, countries and regions are moving at different 
speeds. China was first in to the crisis and first out, and provides an interesting template of a 
robust manufacturing recovery, tempered by consumer caution. The U.S. and Europe, in particular, 
are mired in a challenging second wave of COVID-19 that has eroded recovery momentum. These 
economies will effectively limp into the new year. Nevertheless, prospects for a Q2 turnaround are 
supported by extensive vaccine purchases lined up by their governments, and an ability to handle 
the more onerous cold chain requirements of mRNA products. For emerging markets, vaccination is 
likely to be more challenging and financial pressures may hamper the pace of recovery. 

Alexandra Dimitrijevic 
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The political tensions and outbursts of economic nationalism that have punctuated recent years 
are unlikely to fully recede in 2021, and may be exacerbated by the pandemic. Despite a more 
multilateral focus being the stated intent of the incoming U.S. administration, the view of China as 
a competitive threat will continue to hold sway and shape industrial policy on both sides. Tensions 
around the taxation and monopoly power of U.S. technology companies are likely to rankle relations 
with the EU. The conclusion of a limited trade deal between the U.K. and EU, still our base case, will 
only be the start of a new relationship and is unlikely to resolve all issues. 

For credit ratings, more downgrades are likely. S&P Global Ratings’ rated corporates and 
governments have a 36% negative bias, pointing to more downgrade potential in 2021. 9% of non-
financial corporates are in the ‘CCC’ category, a rating level indicating current vulnerability to 
default1. However, the global backdrop provided by our base-case economic and credit 
assumptions does not suggest a large second wave of changes akin to what was necessary in post-
March adjustment to the COVID shock. More likely is that changes will reflect the wide outlook gaps 
between and within sectors and regions that reflect the particular challenges of COVID, the 
recovery, and aftermath. Some specific themes likely to affect ratings trends are: 

– COVID containment. Renewed lockdowns and distancing measures resulting from the second 
wave in the U.S. and Europe are continuing to reduce revenues and increase cash outflows in 
the sectors most exposed. The magnitude of this pressure is less than in the spring, and a 
positive liquidity environment has helped facilitate refinancing and bolstered cash levels. Yet, 
the extent of disruption has been greater than most expected and is likely to persist at least 
through the first quarter of 2021. 

– Unwinding support. The mesh of schemes and subsidies providing loans, guarantees, and—in 
Europe especially—subsidizing labor will be gradually removed as recovery gathers pace and 
governments seek to remedy fiscal deficits. This is likely to put pressure on companies with 
unsustainable capital structures, prompting insolvencies or restructurings. 

– Asset quality and deficits. The aftermath of the crisis is likely to reveal asset-quality stress 
that may affect some financial sector balance sheets, but this is likely to pose specific rather 
than systemic risk. Strong bank balance sheets, continuing liquidity support from central 
banks, and flexibility from regulators should limit bank sector downgrades, for example. The 
pace and strength of recovery will continue to be critical and volatility is possible, particularly as 
support schemes are ended. Governments and public finance face the mirror image of this: they 
will seek to curtail COVID-related outlays without damaging the recovery and mindful of already 
fractious political environments likely to be exacerbated by economic distress. 

– Changes in life after COVID. The pandemic has accelerated the already rapid digitalization of 
the world economy and many changes, such as the shift to greater home working, may endure 
beyond the end of the acute crisis phase. This poses acute challenges for areas such as retail, 
commercial real estate, transportation, and mass transit infrastructure. In contrast, some 
sectors—such as utilities and telecoms—have been largely untouched by COVID, while some, 
like software, have benefitted. 

– ESG in the spotlight. Already in 2020 nearly 2,000 rating actions (including outlook changes) 
were attributable, in part, to an ESG factor. The majority of these changes related to health and 
safety factors in the context of the social-distancing measures aimed at containing the 
pandemic. 2021 is also likely to see a greater focus on achieving an environmentally sustainable 
recovery, with growing awareness of the impact of climate change caused by episodes such as 
the Australian and Californian wildfires experienced earlier this year. The social challenges 
posed by COVID-19 such as workforce management and rising inequality are also likely to weigh 
heavily. 

We expect default rates to increase further to high single-digit levels and to remain elevated for 
some time, rather than exhibiting the more usual pattern of a sharp peak and rapid drop. Extensive 
government support schemes subsidizing labor, capital, or both, are helping suppress default 
rates. But this effect will wear off as these are removed and unsustainable capital structures are 
confronted with a still difficult operating environment. China’s corporate default trends offer an 
interesting counterpoint of recovery and default risk. As economic recovery has gathered pace, 
the authorities have refocused on the wider risks posed by very high corporate indebtedness and 

                                                           
1 An obligation rated ‘CCC’ is currently vulnerable to nonpayment and is dependent upon favorable business, financial, and 
economic conditions for the obligor to meet its financial commitments on the obligation. In the event of adverse business, 
financial, or economic conditions, the obligor is not likely to have the capacity to meet its financial commitments on the 
obligation. 

We 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. In 
Europe, we expect 
the equivalent 
default rate to rise 
to 8% by September 
2021 from 4.3% in 
September 2020 
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allowed several state-owned enterprises (SOEs) to default on debts. It is not uncommon in crises 
that the earlier stages of economic recovery are accompanied by a phase of financial distress. But 
the willingness of governments to end blanket support and refocus on broader risks may well be 
echoed more widely as the recovery strengthens. 

Key Credit Themes 

Financing Conditions: Central banks will keep funding costs at record lows through 2023  

Very low funding costs, expected to continue through 2021, are helping governments and corporate 
issuers cope with the sharp increase in leverage. Central banks have kept liquidity risks at bay for 
the majority of issuers. However, solvency risks, especially for issuers rated ‘B-’ and lower, may 
continue to see low risk appetite, should the trajectory toward economic recovery lengthen. 
Nevertheless, certain economies, such as China and emerging economies where inflation or other 
factors may slow the tightening of market conditions, may see reverse trends currently present in 
developed economies. Central banks will likely support markets in 2021, although this support may 
move from active (quantitative easing, fiscal and monetary stimulus) to passive (policy guidance 
and implicit support) as the economy and markets recover. Despite positive news and the present, 
upbeat investor sentiment, markets will likely remain fragile and reliant on central bank support. 
Following rapid growth in ESG funding in 2020 (comprising about 18% of the total volume of newly 
issued bonds), these instruments may pave the way to recovery in a meaningful way in 2021. 

Chart 1 

Global Financial And Non-Financial New Bond Issuance Versus 10-Year Treasury Yields 

 
Source: S&P Global Ratings, Refinitiv, Federal Reserve Bank of St. Louis (FRED). Data as of Nov. 18, 2020. 

Governments: Time to count the cost? 

Most governments across the world have implemented unprecedented fiscal stimulus to help their 
economies and cushion the negative impact of the pandemic. While this stimulus varies 
significantly in size and reach, all sovereigns will likely have to start to design fiscal consolidation 
strategies at some point in 2021.  

We expect overall debt stocks will remain elevated over the medium term, which could be a 
constraint for growth in the years to come, particularly for middle- and lower-income sovereigns. In 
2021, the larger share of the consolidation is likely to be the product of the economic recovery. By 
2022, we expect fiscal flows to be similar to pre-pandemic levels, which will help to stabilize debt 
burden levels. In this context, the low cost of debt buys time, but a combination of sustainable 
growth and fiscal measures will be needed to put debt ratios on a declining path. Policymakers will 
have to manage the fine line between the rise in inequalities behind social and political pressures 
and meaningful structural reform. Agreeing on large and effective stimulus packages was not a 
simple task. Withdrawing them without jeopardizing economic growth will be a lot harder.  
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Chart 2 

General Government Deficits/GDP (%)--G7 Sovereigns 

 
Source: S&P Global Ratings. Rating and Outlook shown refer to Foreign Currency Long Term ratings. 

Chart 3 

General Government Deficits/GDP (%)--Selected Emerging Market Sovereigns  

 
Source: S&P Global Ratings. Rating and Outlook shown refer to Foreign Currency Long Term ratings. 

Corporate ratings: Widening gaps 

The impact of the pandemic has varied widely, in some cases dramatically so, across corporate 
industry sectors and we expect this to be an important and continuing theme into 2021. This 
variation is apparent in revenues, profit margins, liquidity considerations, and debt metrics. It will 
continue to shape financial trends, competitive positions, and all aspects of the corporate 
response, notably financial policy, employment, investment, and M&A decisions. Some sectors 
have been largely immune from COVID-19 (utilities, telecoms), some have benefitted (software, 
food retail), and others are facing challenges bordering on the existential (shop-centered 
discretionary retail, leisure and hotels, and airlines).   

Revenue and debt-to-EBITDA projections illustrate the wide gap that has opened up between those 
sectors most affected by COVID-19 and those least affected (see charts 4 and 5). Global revenues 
for the most-affected sectors are estimated by S&P Global Ratings analysts to have fallen 14% in 
aggregate, while those for the least affected are projected to contract only 2%. The median debt-
to-EBITDA ratio for companies most affected has risen a full turn from 4.4x to 5.4x, versus only half 
a turn (4.0x to 4.5x) for those least affected. Recovery time varies too. The least affected sectors are 
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likely to see revenues and debt metrics return to 2019 levels next year. For the worst-affected, that 
process will take until 2022, and longer in some cases. 

Chart 4 Chart 5 

Revenues By Global Sector (USD) – Indexed, 2019 = 100 Median Debt/EBITDA by Global Sector 

  
Source: S&P Global Ratings.  
“COVID-affected” sectors included here are Aerospace & Defense, Autos, Business & Consumer Services, Consumer Products, Hotels Restaurants & 
Leisure, Media, Oil & Gas, Real Estate, Retailing, Transportation, and Transportation Infrastructure.  
“COVID Not Affected” sectors included here are Building Materials, Capital Goods, Chemicals, Engineering & Construction, Healthcare, Homebuilders 
& Developers, Metals & Mining, Paper & Packaging, Technology, Telecommunication Services, and Utilities. 

The outlook remains fluid and uncertain, with vaccine availability one key factor and the process of 
withdrawal of stimulus measures another. We expect funding conditions to remain benign, thanks 
to central bank support and many government schemes to offer loans, guarantees and job support 
are likely to be sustained for some time. However, there are limits to the extent these measures can 
prevent insolvency or forced restructuring for the companies with vulnerable capital structures and 
most affected by COVID restrictions. Around 12% of rated speculative-grade nonfinancial 
corporates have had interest cover of less than one for three consecutive years.  

Nevertheless, it is important to keep in mind the relative resilience being shown by many sectors 
which will emerge from the crisis in relatively robust health. While we think ongoing pressures from 
COVID’s second wave in the northern hemisphere are likely to lead to further downgrades and a 
continued rise in defaults in the most affected sectors, we do not expect a further broad wave of 
downgrades akin to what we saw during the early part of the pandemic. 

Banks: Facing the toughest test since 2009 

The real test to banks’ underlying asset quality will occur in 2021, once support measures start to 
progressively unwind. The gradual end of fiscal and monetary support measures, and the expiration 
of debt moratoria and forbearance schemes, will reveal the true impact of the COVID-19 shock on 
banks’ borrowers. This shock could in some cases be exacerbated by higher corporate leverage and 
structural changes that the pandemic accelerated--for instance in segments of the property 
sector. Positively, strengthened bank balance sheets coming into this period of economic shock, 
proactive loan loss provisioning in 2020, and our expectation that public authorities will tread 
carefully when withdrawing support, enable the vast majority of banks to face the upcoming asset 
quality test with confidence. 

Beyond 2021, rates that appear set to be lower-for-longer, new forms of competition, the continued 
need to invest in the digital transformation to meet customers’ evolving preferences and realign 
their longer-term cost structure, will likely continue to dampen profitability prospects despite 
regional nuances. ESG factors will also likely gain further prominence for banks and their 
supervisors, both as a potential source of risk and growth opportunity. These considerations are 
reflected in about one-third of bank ratings currently on a negative outlook. 
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Chart 6 

Key Areas Driving Banks’ Creditworthiness 

 
Source: S&P Global Ratings.  
See “Global Banks 2021 Outlook - Banks Will Face the Next Test Once Support Wanes”, Nov. 17, 2020  

Structured Finance: A question of asset class 

The broadly improving economic environment anticipated for 2021 means ratings trends for many 
asset classes are classified as “stable-to-negative”, with at least “somewhat weaker” collateral 
trends in most of the asset classes in different regions. The primary negative component of the 
rating trend for certain asset classes reflects two risks:  

– Certain industries continuing to be negatively affected by the containment measures due to 
COVID-19, which then flows through to negatively impact some asset classes; or  

– The potentially higher levels of forbearance/payment holidays to be experienced during Q4 2020 
and into the first half of 2021, combined with a high percentage of those loans failing to resume 
their original loan payments once the forbearance/payment holiday period ends, negatively 
affecting other asset classes. 

For 2021, our continued area of focus remains with asset classes most sensitive to the COVID-19 
impact, such as commercial mortgage-backed securities (CMBS), collateralized loan obligations 
(CLO), some residential mortgage-backed securities (RMBS), certain asset-backed securities (ABS), 
and some Latin American structured finance sectors. For both U.S. and European CMBS, the 
primary property types most affected are both retail and lodging properties. In addition, we 
continue to monitor the risks associated with office properties in CMBS, as the recent growth in 
remote working trends is a negative factor. For U.S. and European CLOs, a key risk for 2021 relates 
to the possibility of any significant increase in corporate downgrades and corporate loan defaults 
that result in further negative rating actions in the asset class. The downside risk for global 
structured finance would be linked to a scenario where forecast economic conditions worsened 
significantly in 2021 as compared to the current macroeconomic base case, adding pressure to 
collateral and rating trends for many asset classes.   

 

This report does not constitute a rating action 

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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Global Economic Outlook: 

Limping Into A Brighter 2021 
Key Takeaways 

– A new surge in COVID-19 cases has led to a reimposition of lockdowns in the U.S. and Europe, 
halting a robust recovery. East Asia has been relatively unscathed. Activity remains uneven. 

– With momentum fading, we are forecasting a weaker start to 2021, with full year GDP growth 
at 5.0% (down 30 basis points from previously); our 2022-23 GDP forecast is broadly 
unchanged.   

– Hope is on the horizon with the news of several successful vaccines. However, much 
adjustment lies ahead with significant shifts to sectoral output and as balance sheets need to 
normalize. Policies will stay extraordinarily accommodative and flexible. 

– The risks to our baseline are on the downside. New lockdowns may last longer than expected; 
governments may protect shrinking sectors and fight necessary structural change or may 
suffer from stimulus fatigue and end support too early. Vaccine timing remains an upside.  

Momentum Interruptus 

COVID-19 cases are again surging in the U.S. and Europe, leading to a new round of lockdowns. 
Infections have exploded over the past two months, putting renewed pressure on health care 
systems. This despite much lower mortality rates as societies have learned to live with and better 
manage the virus. Renewed “lockdown lites,” including restrictions on person-to-person 
businesses and personal mobility, have been reintroduced to stop the spread. Other business such 
as manufacturing and construction remain operational, which is a key difference with the 
lockdowns imposed during the first wave at the beginning of the year. Elsewhere, the virus remains 
generally under control in East Asia, with emerging markets presenting a mixed picture: India is 
improving; Brazil has improved but reported daily cases have edged up recently, while emerging 
Europe is confronting a second wave. 

Chart 7 

Selected Countries Mobility Data 

(Deviation from trend) 

 
Source: S&P Global Ratings 
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The result of these mandated lockdowns – as well as voluntary restraint by economic actors2 –has 
been an abrupt loss of much-needed momentum. The rebound in activity in the third quarter was 
better than expected as restrictions were eased and mobility and confidence picked up. Consumer 
spending (on goods) recovered to pre-COVID-19 levels in the U.S. and Europe on the back of rising 
disposable incomes, backed by government support, and a housing boom; manufacturing output 
has been lagging. In contrast, China’s recovery has been state-led, fueled by infrastructure and 
property, with household spending lagging. Third-quarter GDP also showed a sound recovery in 
most emerging economies, as activity resumed domestically and in key trading partners.  

More recently, a range of high frequency indicators show a clear slowdown where restrictions were 
reimposed, suggesting that activity growth has come to a screeching halt (see chart 7 above). 

Economic performance remains uneven across several key dimensions that map to large sectoral, 
trade, and output differences. The atypical split between weak services (concentrated in person-to-
person activities) and strong manufacturing persists and is again intensifying as social-distancing 
restrictions are reimposed. At the sector level, this corresponds to the continued weakness in food 
and beverage, hospitality, airlines, and entertainment, and strength in tech, professional services, 
and health care and social security (see chart 8). Trade performance across countries is gapping, 
with nonfuel commodity exporters to China faring well (because of the country’s recovery in heavy 
manufacturing) as well as those countries with heavy tech or durable goods exports. The 
composition of the recovery also means that U.S.-China goods trade imbalances have begun to 
reemerge3. These shocks have been mitigated by available policy space, with advanced countries 
more able than emerging markets to cushion the blow to incomes due to lower mobility and to 
bridge to the recovery.  

Chart 8 

U.S. Sectoral Growth Betas 
Elasticity with respect to overall GDP 

 
Source: U.S. Bureau of Economic Analysis (https://www.bea.gov/data/gdp/gdp-industry), S&P Global Economics 

Note: The chart plots the growth beta (elasticity) in each sector: the percentage change in sectoral GDP divided by the 
percentage change in total GDP) on average over the eight quarters of 2018-2019 versus second-quarter 2020. Sensitive 
sectors are above the 45-degree line. 

Macro policies remain extraordinarily accommodative and flexible and will remain so. Starting with 
European fiscal policy, part-time work schemes have been extended into next year, and deficit and 

                                                           
2 COVID’s Impact in Real Time: Finding Balance Amid the Crisis, IMF, Oct. 8, 2020. 
3 The Return of Big Chinese Surpluses (And Large U.S. Deficits), Brad W. Setser, Council on Foreign Relations. 
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debt rules have been suspended through 2022. In the U.S., generous and effective fiscal support--
mainly transfer payments--has begun to expire, with a necessary next round held up in the political 
process; more should be forthcoming. Chinese government spending (and lending) will continue as 
long as needed to support growth. Monetary policy is even clearer. Major central banks will keep 
policy rates at (effectively) zero until the recovery is well entrenched and will use some combination 
of asset purchase quantities and yield curve control to keep financial conditions loose. Ad hoc 
interventions in money market, swap, and credit markets to ensure fluidity will be deployed, as 
necessary. Macro-prudential measures to spread out maturities to minimize credit damage owing 
to noneconomic factors and to ease capital requirements will continue as well. As an illustration of 
this, the European Central Bank committed to a new round of monetary stimulus in December. 

Our Baseline Forecast and Risk Profile 

Reflecting the developments above, our global GDP growth forecast is broadly unchanged for 2020 
and the outer years, but lower than our previous round for 2021 (see table 1; for our previous global 
economic forecast see “Economic Research: A Double-Digit Rebound Has Begun, But It’s No Time 
To Celebrate,” published on Oct. 6, 2020).   

Table 1 

GDP Growth And Recovery Forecasts 

 
Real GDP 

Growth Rates 
 Recovery to end-2019 

Level 

(%) 2019 2020f 2021f 2022f 2023f  GDP Unemp. 
U.S. 2.2 -3.9 4.2 3.0 2.1  Q3 2021 > 2023 
Eurozone 1.3 -7.2 4.8 3.9 2.2  Q2 2022 Q4 2023 
China 6.1 2.1 7.0 5.0 5.0  Q2 2020 Q4 2020 
India* 4.2 -9.0 10.0 6.0 6.2  Q2 2021 n/a 
Japan 0.7 -5.5 2.7 1.3 0.9  Q1 2023 > 2023 
Russia 1.3 -3.5 2.9 2.7 2.0  Q4 2021 Q2 2023 
Brazil 1.1 -4.7 3.2 2.6 2.6  Q3 2022 Q1 2023 
United Kingdom 1.3 -11.0 6.0 5.0 2.4  Q4 2022 > 2023 
World¶ 2.8 -4.0 5.0 4.0 3.6  n/a n/a 
Source: S&P Global Economics, Oxford Economics  
*Fiscal year ending in March. ¶Weighted by purchasing power parity  

Details for the major economies and groups can be found in the following links: 

– “Economic Research: Staying Home For The Holidays (U.S.)”, Dec. 2, 2020 

– “Emerging Markets: Risks To Outlook Balanced As Recovery Momentum Set To Pick Up In 2021”, 
Dec. 2, 2020 

– “Economic Research: The Eurozone Can Still Rebound In 2021 After Lighter Lockdowns”, Dec. 1, 
2020 

– “Economic Research: Asia-Pacific Forecasts Stabilize, Risks Now Balanced”, Nov. 30, 2020 

The balance of risks to our baseline remains on the downside. First and foremost, the current 
COVID-19 wave and the accompanying restrictions could be longer and stronger than the one 
month assumed in our baseline; this would lead to another down leg in growth and a longer 
recovery. Second, policymakers may be reluctant to let the necessary post-COVID-19 sectoral 
rebalancing take place; while cushioning the initial primary impact of lockdowns was required, as 
the recovery gains speed, firms and their workers will need to exit shrinking sectors and reconfigure 
in ascendant sectors. Third, stimulus fatigue may lead policymakers to begin to normalize settings 
before private demand takes hold, leading to lost output and employment. Finally, on the upside, 
recent vaccine efficacy reports have been a major positive, and if this carries over to rapid 
regulatory approval and distribution, we could see a faster recovery, particularly in person-to-
person intensive sectors. For a downside scenario based on the first of these risks, see “Longer 
COVID” in the Questions That Matter section of this report.  

  

https://www.spglobal.com/ratings/en/research/articles/201006-economic-research-a-double-digit-rebound-has-begun-but-it-s-no-time-to-celebrate-11676869
https://www.spglobal.com/ratings/en/research/articles/201006-economic-research-a-double-digit-rebound-has-begun-but-it-s-no-time-to-celebrate-11676869
https://www.spglobal.com/ratings/en/research/articles/201202-economic-research-staying-home-for-the-holidays-11759909
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?ArtObjectId=11761662&ArtRevId=1
https://www.spglobal.com/ratings/en/research/articles/201201-economic-research-the-eurozone-can-still-rebound-in-2021-after-lighter-lockdowns-11759100
https://www.spglobal.com/ratings/en/research/articles/201130-economic-research-asia-pacific-forecasts-stabilize-risks-now-balanced-11757212
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The End To COVID-19’s Radical Uncertainty? 

Despite the weaker outlook in the next few quarters, meaning the global economy will limp into 
2021, the exit path from COVID-19 and the associated challenges are becoming clearer. The recent 
announcement of three vaccines demonstrating high efficacy in late-stage trials should spell the 
beginning of the end of the crisis. Uncertainty will no longer be “radical.” This will decisively shift 
the macro focus from damage control to the recovery path, including structural changes.  

The world has changed. Economies are not going back to their pre-COVID-19 configuration, as the 
U.S. Federal Reserve chairman has been saying lately4. Governments arguably need to protect their 
most vulnerable citizens in the hardest-hit sectors, to provide adequate (and portable) social safety 
nets and training opportunities, and to ensure adequate demand including through public 
investment to spur the recovery. But the composition of output will change; indeed, this process 
has already begun. As a result, new firms are starting to form in growth sectors (and exit shrinking 
ones) and workers are starting to move toward these growth sectors (and away from the shrinking 
ones), in what is known as “creative destruction.” 

In terms of economic thought, this is Keynes versus Schumpeter (see “Keynes And Schumpeter Are 
What The European Economy Needs Right Now,” published on Oct. 12, 2020). These dynamics can 
be complementary, but finding the right balance is key. Policy should help, not hinder. Hanging on 
to shrinking sectors runs the risk of lower productivity, lower growth, and tougher fiscal dynamics 
ahead. Letting the market work--and facilitating--the adjustment to a post-COVID-19 configuration 
of output can lead to higher and greener growth and productivity. And it will lead to a much-needed 
boost in global demand. This can put economies on more sustainable paths and help to begin to 
normalize balance sheets that were extraordinarily stretched in fighting the effects of COVID-19.  

 

 

  

                                                           
4 “We're never going back to the old economy, Fed Chairman says,” CNN, Nov. 18, 2020. 

https://www.spglobal.com/ratings/en/research/articles/201012-economic-research-keynes-and-schumpeter-are-what-the-european-economy-needs-right-now-11688271
https://www.spglobal.com/ratings/en/research/articles/201012-economic-research-keynes-and-schumpeter-are-what-the-european-economy-needs-right-now-11688271
https://www.cnn.com/2020/11/17/economy/powell-economy-recovery/index.html
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Top Global Risks 
Table 2 

 
 

    

Source: S&P Global Ratings.
Copyright © 2020 by Standard & Poor’s Financial Services LLC. All rights reserved.

Extended COVID measures and transition to post-COVID policies
The next four to six months will stay difficult. Possible new waves of COVID-19 cases, particularly in the northern
hemisphere, would extend containment measures and risk delaying economic recovery, with significant credit
implications in some industries. As well as the pace and timing of recovery, the overall economic cost and credit
implications will depend on an effective transition to post-COVID policies: less supportive fiscal packages could hurt
employment and the solvency of small or more exposed businesses. News that several vaccines have proved
efficient in late-stage trials offer optimism for H2 2021. Still, fabrication and distribution obstacles, and anti-vax
sentiment in some countries, point to an only gradual rollout of vaccines, medical treatments, and testing.

Lasting credit damage for some emerging markets
Many emerging markets are struggling to contain the pandemic or face a resurgence of cases. This could undermine
a relevant season for tourism and exacerbate the economic cost. A weaker recovery could see ailing corporations
forced to more layoffs with the consequent spillover for households. Contagion could also extend to banks as credit
forbearance and fiscal stimulus are phased out. Overall, a slower recovery will be tough for many EMs dealing with
rising fiscal pressures and with little room to provide additional fiscal or monetary stimulus without hurting credit
quality. Financing conditions continue improving in a low yield environment, but countries dependent on external
financing remain exposed to volatile capital flow s and fragile investor sentiment.

ESG: Cyber, climate, and social risks
Climate change, social unrest, and technology risks could affect issuers' mid- to long-term operations. The
transition to net-zero emissions remains a key priority for policymakers, posing risks and opportunities to the global
economy. Risks include governments prioritizing near-term economic recovery and delaying environmental
regulation. The economic consequences of the pandemic have raised socioeconomic inequalities. Job losses hit
low-income workers harder, widening the wealth gap in the largest economies and increasing poverty in low-income
economies, heightening risks to political and social stability. Accelerated digitization has intensified risks of
technology obsolescence for traditional businesses, and cyberattacks on institutions.

Corporate solvency risk and new highs in government debt
Fiscal and monetary stimulus have pushed global leverage to new highs (265% of global GDP). For now, ample
liquidity and historically low cost of debt buy time for governments and corporates and alleviate debt service. Yet if
debt grows faster and income recovers slower than expected, high debt would be harder to manage. As government
stimulus recedes, credit pressure will build on corporate borrowers that increased debt with low prospects of full
earnings' recovery by 2022 or later. This could keep default rates higher for longer, fuel credit losses at banks, and
weigh on investments and long-term growth. For sovereigns, the impact of high debt on credit risk will depend on
policies to restore growth, fiscal and monetary fl exibility, and exposure to shifts in market conditions.

Spillover from economic nationalism and geopolitical tensions
Amplified geopolitical tensions and economic nationalism amid the pandemic weigh on global trade and could
prompt long-term structural shifts in global supply chains. Under President-elect Biden, the U.S.–China strategic
confrontation could change tone but will unlikely change direction. Tensions between the two biggest economies
look set to persist, especially in technology, intellectual property, and market access. The “dual circulation” strategy
recently announced by China also indicates its determination to rely less on foreign markets and technology.
Escalation in tensions would further dampen cross-border investment, hit supply chains, and restrict access to
intellectual property and markets.  Another strain is the tough U.K.-EU negotiation on a free trade agreement.

Risk level Forward 12-month trend

Worsening Unchanged ImprovingVery high High Elevated

Risk levels are based on 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.

flexibility

flows
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COVID-19 Vaccine | Will Discovery 
Mean A Full Recovery? 

Despite hopeful news about the development of several COVID-
19 vaccines, widespread availability, distribution, and 
vaccination are the next big steps toward a new normal and 
economic recovery. 

How this will shape 2021 
Vaccine prospects bring hope. Recent positive news about two vaccine candidates 
– from Pfizer and Moderna – represent a critical step toward alleviating COVID-19 
and its devastating social, economic, and financial repercussions. More vaccines 
are on the way. 

Our economic forecast assumes a vaccine is widely available around mid-2021. 
Successful vaccines will serve to both reopen key sectors of the economy and 
change the behavior of economic agents to reengage in person-to-person activities. 
Indeed, the economic recovery from the pandemic will not occur until health 
concerns are forcefully and credibly addressed. 

Vaccines are only part of fighting COVID-19. Beyond vaccines, research continues 
to develop effective treatments. Antivirals, monoclonal antibodies, and 
convalescent plasma therapies show promise or have already been approved--like 
Remdesivir. Another piece of the puzzle is management of patients so that 
hospitals remain open and deaths are prevented. Monitoring equipment, such as 
non-invasive ventilators and shared medical best practices will play a part. 
Availability and acceptance of new tests and safety protocols in hospitals will also 
help society return to a new normal. 

What we think and why 
Discovery is not enough. While achieving widespread availability of a safe and 
effective vaccine by midyear 2021 is possible, a number of factors need to fall in 
line to ensure that outcome.  

Production capacity limits imply more vaccines are needed. Pfizer has projected 
delivery of upward of 1.3 billion doses in 2021, while Moderna has given a range of 
500 million to 1 billion. Both vaccines are two-dose regimens. Assuming the upper 
end of the estimates, that production is at full capacity on day one and that a 
significant percentage of production is regularly allocated to the U.S. (30%-35%), 
we project the country will achieve herd immunity (70% of the population) in July-
August 2021. Bottom line: More vaccines are needed. 

Storage requirements could hamper deployment. The two prospects so far are 
both mRNA-based--an entirely new class of vaccines. Both are required to be 
frozen, with the Pfizer version needing to be stored at minus 70 degrees centigrade 
(roughly the temperature of dry ice) with an effective shelf life of only five days. The 
required two doses for either vaccine need to be given 21-28 days apart, with 
immunity being achieved 7-14 days afterward. This implies a complex distribution 
process requiring special equipment in the U.S. and worldwide. 

Economies are interconnected, so a worldwide approach to supply is needed. 
Interdependence among economies means that governments cannot act in 
isolation to ensure a widespread and sustainable recovery. As such, approval and 
speedy distribution of additional vaccines are key to scale up vaccination programs 
rapidly. Variety is also important, as some emerging countries, especially those with 
less developed health care systems may struggle to cope with special storage and 
other constraints. Pricing and affordability will also be important to ensure wide 
uptake.  

The reported effectiveness of 
both Pfizer and Moderna 
vaccines, at 95% and 94.5%, 
respectively, are impressive, 
especially compared with 
initial hopes of 50%-60% 
 
 
Theoretical herd immunity in 
the U.S. may not be achieved 
until July or August without 
more vaccines 
 

Read more 

COVID-19 May Accelerate Disruption in the Global 
Vaccine Market, Aug. 3, 2020 

What Does Pharma's Quest For COVID-19 Vaccine 
Mean For Its Credit Quality and ESG Profile? July 8, 
2020 
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Risks around the baseline 
Additional vaccine timelines are uncertain but look promising. Additional vaccine 
announcements are likely, and AstraZeneca’s was the latest. Johnson & Johnson 
and Novavax are on deck. There are currently 55 vaccines in clinical trials on 
humans, and at least 87 in the preclinical phase. We understand that six vaccines 
have been approved for early or limited use but not by the FDA or the EU regulators. 
If approved, these vaccines would mean bigger vaccine stocks and greater diversity, 
which would broaden availability and help societies reach herd immunity faster. 
However, recent questions about AstraZeneca’s vaccine underscores the 
uncertainties.  

Long-term performance is unknown. The reported effectiveness of the Pfizer and 
Moderna vaccines, at 95% and 94.5%, respectively, are impressive, especially 
compared with initial hopes of 50%-60%. However, the length of the immunity, as 
well as the potential side effects, remain unknown. Additional doses may be 
required to maintain immunity. Down the road, if undesirable side effects emerge, 
support for COVID-19 vaccinations could decline.  

Will people actually take the vaccine? Widespread availability of the vaccine is 
good, but people need to be willing to be vaccinated. Recent surveys in the U.S. have 
indicated that 50%-60% of Americans are willing to take a vaccine, an increase 
from earlier in the pandemic. However, they may delay taking COVID-19 vaccines, 
which were developed in record time, out of concern about safety and effectiveness. 
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Longer COVID | What Harm Will New 
Lockdowns Do To The Economy? 

An extension of lockdowns in the U.S. and Europe would result 
in a temporary sharp reduction in GDP of 4%-5%, but spillovers 
to China and the rest of the world would be minimal.  

How this will shape 2021 
New lockdowns slow economic activity. The recent resurgence of COVID-19 cases 
led to a new round of lockdowns across much of Europe and the U.S. Mobility 
indices first flattened then turned down over the past month as social-distancing 
restrictions were reimposed and households and firms dialed back their spending. 

Recovery stalled. As a result of the new lockdowns, the strong rebound in economic 
momentum witnessed in the third quarter—where annualized growth exceeded 
30% in many economies—has stalled.  

Lower starting point for the economy.  In our baseline, the current lockdowns 
cause growth in the fourth quarter to turn negative again, with the weak momentum 
carrying over into the start of 2021 and somewhat delaying the recovery, despite 
vaccines being widely available by midyear. 

What we think and why 

Lockdown lite. Societies are learning to live with the virus, allowing authorities to 
better calibrate the restrictions they impose on mobility. Besides decreased 
tightness, our baseline also assumes the lockdowns will last around one month.  

Less impact than before. With shorter and less stringent lockdowns this time, our 
baseline has a much more moderate contraction in activity than earlier this year, 
with no additional permanent damage to the growth potential of the economy.  

What could go wrong 
Lockdowns could be longer. Governments could struggle to contain the latest 
outbreak, especially after the holidays, resulting in two to three months of 
restricted movement and sharper declines in activity than in our baseline. The 
epicenter of the shock will be the services sector in Europe and the U.S. This 
downside scenario keeps our baseline assumptions for vaccine availability, delays 
of which would further amplify the impacts described here.  

Differing impact based on policy response. At the peak of the shock, GDP could 
drop by 5% in the U.S. and 4% in Europe (see charts). A key source of this difference 
is that we believe that no extra fiscal support—especially for the labor market—will 
come for the U.S. in this scenario. This is contrary to the significant support already 
in place for Europe, with likely additional packages from national governments if 
things get worse.  

Differing impact based on geography. Given the service-centered nature of this 
shock, the cross-border transmission will be weak. Moreover, we would expect 
China to calibrate infrastructure support such that it effectively neutralizes the 
impact of this shock. With Chinese growth remaining steady, the rest of the world 
sees only modest declines in GDP on the order of less than 0.5%. 

No permanent damage beyond our baseline, but significant sectoral impact. We 
assume little lasting disruption to the supply side of economies relative to our 
baseline. The main impact to activity will be a rephasing of growth within 2021. 
However, severe stress is likely in some sectors close to the epicenter of the shock, 
stretching balance sheets and resulting in a loss of access to financing.  
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A Long COVID Scenario Could Harm U.S. 
GDP More Than Europe  
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Global Leverage | With Debt At 
$200 Trillion, Is A Crisis Inevitable? 

The projected 14% surge in global debt to GDP in 2020 is 
unlikely to cause a near-term debt crisis—provided economies 
recover, vaccines are widely distributed, interest rates remain 
very low, and borrowing behavior moderates. 

How this will shape 2021 
Higher leverage. We project global debt to surge to US$200 trillion in 2020. This is 
equivalent to global debt to GDP rising by 14% to 265%. Increased debt contributes 
two-thirds to the 2020 ratio surge; lower GDP, the remainder. Global debt to GDP 
has been trending up for many years; the pandemic simply exacerbated the rise. 
But after the surge this year, we expect global leverage to moderate and flatten 
toward 2023, with governments scaling back stimulus, corporates slowly repairing 
their balance sheets, and households becoming more conservative. 

A near-term debt crisis unlikely. However, we believe a near-term debt crisis is 
unlikely. Our base-case assumes a continuing, albeit choppy, global economic 
recovery. We expect most major economies to largely return to their pre-COVID 
levels between end 2021 and end of 2022. The recovery, in turn, is predicated on the 
wide availability of a COVID-19 vaccine by mid-2021 (recent progress on 
experimental vaccine look promising), continuing accommodative financing 
conditions, and adjustments in corporate, government, and household spending 
and borrowing behaviors. We expect a rebound in spending once lockdown and 
other social restrictions are eased. With the expected slow recovery of business 
revenues and household incomes, demand for new debt should ease. 

But more insolvencies and defaults. Increased leverage means rising insolvency 
risk. Defaults, inclusive of debt restructuring, will likely rise substantially to levels 
not seen since 2009. Indeed, our baseline is for the 12-month trailing speculative-
grade corporate default rate to rise in the U.S. to 9% by September 2021, and to 8% 
in Europe. The heavier corporate debt will delay the recovery of credit metrics 
beyond 2022 for hardest hit sectors, such as airlines, leisure and oil and gas. 

What we think and why 
The economic recovery is balanced on three “legs” (see chart below): 

Vaccine availability by mid-2021. Progress toward a coronavirus vaccine bodes 
well for the world and for industries hit hardest by the pandemic. But the recent 
surge in COVID-19 cases shows we’re still a long way from normal activity, so 
economic and credit pressure will persist. 

Financing conditions to stay favorable. We expect benchmark interest rates to 
remain low into 2023 and anticipate low inflation to prevail. In the U.S., the Federal 
Reserve has said it may allow inflation to run higher than its previous target of 2% 
while keeping the federal funds rate low to spur job growth. Meanwhile, credit 
spreads have tightened from the highs in Q1 2020 and are more sensitive to 
business-specific risks than market risks—albeit with residual sensitivity for the 
lowest-quality borrowers. 

Debt growth to slow. After the 2020 borrowing surge, we expect the debt growth of 
corporates, governments, and household to ease as they tend to after recessions. 
At the same time, the recovery in income accompanying an economic rebound 
would dampen the need to raise new debt and strengthen debt-servicing 
capacities. Consequently, we project global debt to GDP to ease to 256% by 2023, 
led by corporates and governments. 
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assumption of a continuing, 
albeit choppy, global 
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Chart 9 

 

Source: S&P Global Ratings. 

What could go wrong 
Larger surge in debt, slower recovery in revenue. Risks to our base include the 
economic recovery stumbling, a continued spread of the pandemic or poor vaccine 
distribution, a sustained surge in interest rates and dramatic widening of credit 
spreads, no notable deceleration of growth in debt after this year, and consumption 
demand rebounding less than we expect. Consequently, there is the risk of debt 
growing faster and income recovering more slowly than we expect, making leverage 
harder to manage. Currently, low risk pricing generally supports debt-servicing 
ability, but could pressure issuer credit quality further should it recalibrate. 

Low returns and asset bubbles. While low interest rates support borrowers, they 
conversely penalize lenders, investors, and savers. A prolonged low interest rate 
environment would squeeze the profitability of banks and pension funds and 
returns to household savers. Lower returns could also encourage investors and 
savers to take on riskier investments without fully weighing risk versus returns, 
potentially leading to the formation of asset bubbles. 

Social unrest from the hardest hit. The less advantaged (such as casual workers, 
those unable to work from home, or with insufficient personal or business savings) 
have suffered disproportionately from this pandemic and its economic 
consequences, while central bank liquidity has fueled asset prices, bringing back 
most equity markets close to pre-COVID levels. Policymakers during and after the 
pandemic will have to address the needs of the most vulnerable sections the 
population, while building back their economies. Incidents of social unrest and 
increased societal divisions could sway government policies and undermine 
business confidence on a country’s recovery path.  
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Liquidity | Too Much Of A Good 
Thing?  

Decisions, imbalances, and behaviors: Excess liquidity brings 
all of these to bear on credit markets, which are now long on 
economic risk and short on visibility. This could increase 
credit risk in 2021.  

How will this shape 2021 
Excess liquidity will influence market conditions. The confluence of continuing 
monetary stimulus, a lower-for-even-longer interest rate environment, and 
elevated savings rates have been working to pump liquidity into the markets in a 
dynamic that is unlikely to abate fully in 2021. This will influence issuance and 
trading conditions in primary and secondary markets.   

Paint fixed-income investors into a corner. Credit markets, underpinned by low 
yields caused partly by excess liquidity, are forcing some investors to explore new 
asset classes, longer durations, or higher credit risk, if not all three. Investors will 
be navigating these conditions against the backdrop of a global recession. 

What we think and why 
The default cycle may be long and drawn out for corporates and the banks that 
lend to them. The percentage of companies rated 'CCC+' or lower in North America 
is more than 50% higher than at year-end 2019. However, we have seen fewer 
defaults to date than expected. The volume and sustained nature of liquidity and 
fiscal stimulus have come to the rescue (for now) for many vulnerable issuers. Once 
credit conditions tighten, they may find themselves weighed down by unsustainable 
debt loads and unable to weather the next downturn. In our base-case forecast, we 
expect the U.S. trailing 12-month speculative-grade corporate default rate to rise to 
9% by September 2021. 

Chart 10 

Risky Credits’ On the Rise in North America 
U.S. and Canada 'CCC' Rated Corporate Issuers 

 
Source: S&P Global Ratings:  
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indicates that cov-lite loans have recovered 11% less on average (with a 34% lower 
median recovery) than loans with financial maintenance covenants. What’s more, 
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demand for leveraged loans has supported higher total and first-lien debt leverage 
(sometimes due to an increase in dividend recaps that in third-quarter 2020 rose to 
their highest level since 2018). Further, looser document protections in general 
increase potential event risks and could further depress recoveries. The cumulative 
impact of weakening debt structures and terms, partly enabled by excess liquidity, 
will continue to weigh on our recovery expectations in 2021. 

Increased sovereign exposure is unlikely to create new imbalances for European 
banks. Banks have invested a large portion of liquidity made available by central 
banks in sovereign bonds. According to the European Central Bank’s Financial 
Stability Review, the exposures of eurozone banks to domestic sovereign debt 
securities have risen by almost 19% in nominal amounts so far in 2020, which 
represents the largest increase since 2012, noting that it varies widely by country. 
However, we believe this buildup is only temporary, and we expect it to unwind as 
economies recover and savings retreat. While home sovereign bond purchases have 
been higher than usual, in our view they do not represent systemic risk. We also do 
not currently expect sovereign creditworthiness in the eurozone to deteriorate 
sharply--and certainly not like during the previous crisis. 

What could go wrong 
Losses from "yield-chasing" credit investments could spike. The search for yield 
continues. Asset reallocation may not necessarily increase credit risk, but the 
impact of deep-pocketed investors in new markets could compress yields further, 
setting off a chain reaction, forcing existing investors to look elsewhere. Following 
recent record issuance and significant yield contraction set against a harsh 
economic backdrop, the U.S. speculative-grade market could be one to watch in 
2021 for any early signs of increased investment losses.  

Chart 11 

Investors’ Increase Risk Allocation As U.S. Investment-Grade Corporate Real Bond 
Yields Turn Negative 

 
Source: S&P Global Ratings. Real yield equals nominal yield less inflation. 

Central banks may inadvertently diminish the role of the European structured 
finance market. Central banks' provision of cheap alternative funding schemes has 
reduced new issuance supply, while asset purchase programs have artificially 
boosted demand, creating a technical squeeze. Notably the ECB's securitization 
holdings amount to about one-third of annual issuance in the sector, while central 
bank purchases routinely account for 25% of investor allocations of new covered 
bond issuance. The longer central bank dominance continues, the greater the risk 
that issuers and investors permanently realign their activities, diminishing the 
structured finance market’s capacity to act as a funding and risk transfer tool.  
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Corporates | A Long Cycle Of 
Defaults And Debt Restructuring? 

We expect default rates, including debt restructurings, to 
increase to 9% in the U.S. in next 12 month, while Europe might 
rise to 8% and remain elevated for longer. 

How this will shape 2021 
Credit vulnerabilities are growing. The severity of the COVID-19-induced economic 
shock triggered downgrades among the weakest rungs of speculative-grade 
corporates, creating vulnerability in those sectors hit hardest by the pandemic: 
39.4% and 32.5% of speculative-grade companies were rated ‘B-’ or lower in the 
U.S. and Europe as of Oct. 31, 2020.  

Will financial markets and credit metrics continue to diverge? Revenues 
are flagging just when debt is increasing for many sectors. This has created a 
dichotomy between market-implied default prospects and our central view based 
on credit fundamentals. The disconnect can be explained by the sizable liquidity 
facilities the Fed and the ECB created this year that, while primarily targeted at 
investment-grade corporates, have indirectly benefited speculative-grade issuers 
as well. With government benchmark yields at historical lows and market liquidity 
restored, many investors are moving to riskier credit in search of yield.  

What we think and why 
The most defaults are in sectors hardest hit by lockdowns. We forecast a rise in 
our default rate to 9% in the U.S. and 8% in Europe over the next year. Most 
defaults will occur in those sectors hardest hit by social-distancing and health 
concerns, such as media and entertainment, transportation, and retail and 
restaurants. The oil and gas sector also exhibits some vulnerability, particularly in 
the U.S. for shale producers. 

Forbearance will string out defaults in Europe. Widespread official funding 
programs and the suspension of important insolvency regulations are dampening 
defaults in Europe for now. This could drag out defaults longer relative to the U.S. 
past a 12-month horizon.  

Debt restructurings will drive the most defaults in Europe. Distressed exchanges 
(largely consensual restructurings) will continue to push up rated defaults in 
Europe. Almost one-half of European rated defaults since 2009 have been 
distressed exchanges; senior lenders want to avoid formal, lengthy insolvency 
processes so they can maximize post-default recoveries. 

Weak underwriting standards are undermining recoveries. In Europe, the 
proportion of covenant-lite institutional loans remains around 93% in 2020, the 
same as in 2019. The U.S. equivalent has been above 80% since 2018 and stands at 
84% in 2020. This is detrimental to recovery prospects. In the U.S., covenant-lite 
first-lien term loans recover about 68%, just over 10% less than covenanted deals 
on average. In Europe, the equivalent recovery rate could be even lower at 58%.  

Yet, markets expect a rosy outcome. In contrast to our base case, our optimistic 
scenarios factor in market indicators that we have observed throughout the 
pandemic, which have been signaling reduced default risk ahead. Currently, our 
optimistic U.S. and European scenarios both point to only a 3.5% default rate 
through next September. 

What could go wrong  
Credit conditions could tighten. While favorable financing conditions continue to 
enable most U.S. companies to refinance and term out debt, more vulnerable 
companies are not in the same position. They are now more sensitive to higher rates 
and tightening credit conditions because they have increased debt and their 
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earnings have weakened after the dislocation caused by the pandemic. Firms with 
‘CCC/C’ ratings are particularly vulnerable, and their numbers hit record-high 
proportions of our speculative-grade populations in both regions earlier this year. 

Additional COVID-19 waves could lead to more lockdowns. Countries are in the 
middle of second waves of increased coronavirus infections, which may not subside 
but resurge in the months ahead —prompting renewed lockdowns. This contributes 
to our current pessimistic scenarios, which call for a 12% default rate in the U.S. 
and 11% in Europe through September 2021. 

The pandemic could continue to dominate. In Europe, any delays in immunizing 
the population could force the authorities to extend emergency support measures, 
delaying the inevitable restructurings required to strengthen balance sheets. 

Governments could pull fiscal support or not deliver enough. The extension of 
fiscal support is not a given. This is more the case in the U.S. as the incoming Biden 
Administration may likely face a split Congress. However, the path is not completely 
clear in Europe either, as some disagreements on the EU’s €750 billion recovery 
fund could delay initial disbursements until the end of 2021. 

Chart 12 Chart 13 

Europe Expected To Lag U.S. Default Cycle in 2021  Unusual Stressor (And Responses) Could Produce Unusual 
Results 

   
Source: S&P Global Ratings.  
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Corporates | How Quickly Can 
Corporates Get Back On Track? 

A wide gap has opened up between sectors hit hard by COVID 
and those least-affected. The latter will be back on track next 
year; for the worst-affected, 2022 or beyond.  

How will this shape 2021 
Damage. We estimate that, for non-financial corporates rated by S&P Global 
Ratings, 2020 will have seen revenues fall 9%, EBITDA fall 14% and capex decline 
11%. The median debt/EBITDA ratio has risen from 4.3x to 4.9x. 

Solvency. The rapid response by policy makers has helped soften the COVID blow, 
but many corporates are still wrestling with weaker revenues, cash burn and 
weaker debt metrics. Market liquidity remains, but solvency pressures are acute. 

Response. While many factors remain out of their control, how corporates respond 
to ongoing pressures will have broader ramifications, particularly in terms of 
employment and investment decisions. More broadly, COVID has accelerated 
disruptive trends such as digitization, energy transition and work-from-home, and 
companies will need to adapt their strategies for the post-COVID world. 

What we think and why 
Mind the gap. The pandemic’s impact has been far from uniform. The worst 
affected sectors have seen revenues collapse and debt metrics surge (see chart). 
Credit metrics for these are unlikely to recover before 2022 at the earliest. For 
others the impact has been relatively marginal and next year should bring recovery. 

Pressure on the weakest. We expect further ratings pressure and solvency risk for 
hardest hit companies in the near term. Leisure, transportation, retail, oil and autos 
are amongst those for whom recovery is likely to be slow and dependent on a 
successful deployment of vaccines. 

Opportunities for the more robust. Some sectors have been relatively unscathed 
by the pandemic – utilities, telecoms, and technology, for example – and they will 
have wider scope for M&A, refinancing or improving credit metrics. 

What could go wrong  
Solvency. A slower vaccine rollout or lingering social distancing requirements may 
be a step too far for weaker credits, bringing more insolvencies and restructuring. 
Similarly, permanent changes to operating models – less business travel or online 
shopping for example – may render some business models unviable. 

Stimulus withdrawal. The withdrawal of government stimulus efforts may prove 
too much for some companies to bear, triggering defaults and a surge in layoffs. 

Market volatility. Central bank support has successfully underpinned market 
liquidity and brought financing costs down lower than they were pre-crisis. But 
should markets lose confidence in prospects for recovery or the timeline of ending 
pandemic-related restrictions, this could trigger renewed concerns for corporate 
solvency and asset quality more generally, which could trigger market volatility. 
This could place those companies most reliant of market financing at risk. 
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Corporate M&A | Will Survival 
Pressure Lead To Consolidation? 

We expect to see a spike in M&A activity, not only because of 
excess liquidity and favorable financing conditions, but as a way 
for sectors hit hardest by the pandemic to survive. 

How this will shape 2021 
Preparing for life after COVID-19. The pandemic has created profound disruptions 
in many industries, threatening carefully calibrated financial structures and 
strategies. Digital disruption has accelerated further, shifts in working patterns 
appear likely to persist, and ESG concerns have moved to the fore. M&A is likely to 
become a critical component of the corporate response to these pressures, either 
as a means to survival or to take advantage of favorable financial conditions. 

Sectors hit hardest by the pandemic and economic slump could be forced into 
cost-focused rationalization. We expect continued mergers in depressed sectors 
such as energy, as operators look to gain scale under difficult operating conditions. 

Liquidity choices. Record debt issuance this year has poured liquidity onto the 
balance sheets of companies operating in more resilient sectors. This, combined 
with historically low interest rates, has the potential to fuel M&A in 2021. 

What we think and why 
M&A could reach or exceed pre-pandemic levels in 2021. Deal volumes were 
somewhat subdued for a number of years following the 2007-2008 financial crisis, 
but we suspect a different pattern is likely during the post-pandemic recovery, with 
2021 volumes poised to return to pre-COVID-19 levels, if not surpass them. A surge 
in M&A deals in third-quarter 2020 indicates this potential trend (see chart). 

Growth opportunities are fueling M&A in stable sectors. Much of the recent M&A 
has occurred in more resilient and stable sectors of technology, telecoms, and 
health care. While the largest cash deals in 2020 have been led by strategic buyers, 
we anticipate that the same drivers--excess liquidity and low borrowing costs--will 
also continue to support acquisitions by financial buyers. 

The need to consolidate is emerging in depressed sectors. Not all sectors will 
enter 2021 on a firm footing, but could still contribute to higher merger volumes. For 
instance, there have already been a number of large mergers in the energy sector, 
including the Chevron Corp.-Noble Energy Inc. and ConocoPhillips-Concho 
Resources deals. We expect further consolidation among oil exploration and 
production companies. 

Small and midsize firms will get in on the action. As many higher-quality names 
are snapped up, midsize players could merge, or smaller independents will become 
attractive value targets. 

What could go wrong  
Stretched valuations. The recent rally in equity markets, particularly in the 
technology sector, could inflate valuations into territory that could raise concerns 
about overpaying for assets and unrealistic synergy assumptions. 

Credit-quality concerns. The leverage ratios of most firms we rate that have 
pursued acquisitions of over $10 billion since 2015 continue to hover well above the 
levels seen before the deal. Close to 15% of these entities have seen multi-notch 
downgrades. The credit health of firms that have pursued large deals could quickly 
deteriorate if growth slows for a prolonged period or access to debt markets 
becomes constrained.  
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‘BBB’s | Should Markets Still Worry 
About Fallen Angels? 

The debt of fallen angels (issuers downgraded to 'BB+' or lower 
from 'BBB-' or higher) could reach almost $300 billion, a record 
high but down from our estimate of about $375 billion in 2020.  

How this will shape 2021  
We expect to see lower fallen angel totals in the U.S. and EMEA in 2021, given the 
distribution of ratings within the 'BBB' category, the current outlooks and 
CreditWatch profiles, and our economists’ base-case assumptions for recovery in 
2021. Nominally, this is still an all-time high, but accounts for only about 5.7% of 
the $5.16 trillion total outstanding 'BBB' nonfinancial debt in the U.S. and EMEA as 
of Oct. 31. There is still lingering stress in certain sectors, although the 
predominance of negative outlooks indicates a reduced likelihood of downgrades in 
the near term relative to the number of ratings on CreditWatch.  

Potential fallen angels now reflect lower downgrade risk than six months ago. 
Our current list of potential fallen angels (issuers rated 'BBB-' with a negative 
outlook or CreditWatch listing) in the U.S. and EMEA is smaller and far less 
concentrated (in terms of outstanding debt), than the 2020 cohort of fallen angels. 
Additionally, the proportion of potential fallen angels on CreditWatch negative is 
near an all-time low (3%), pushing most of the downgrade risk past the near term. 

The speculative-grade market can likely absorb future fallen angel debt, but 
individual debt pricing could remain weak. Despite a large concentration of fallen 
angel debt in March and April, the speculative-grade market has since rebounded 
in step with both equities and investment-grade bonds. This rebound is largely 
thanks to exceptional liquidity programs by the U.S. Federal Reserve, ECB, and 
Bank of England, which included support for recent fallen angel debt. That said, 
debt from most of this year’s fallen angels has seen weaker pricing relative to the 
speculative-grade composite.  

What we think and why 
Historically favorable funding conditions have helped many 'BBB' issuers add 
cash to balance sheets or cover short term cash deficits. Market stability provided 
by the Fed and ECB has evolved into the most favorable lending conditions ever, 
particularly for investment-grade firms. Record issuance, record-low borrowing 
costs, and extended maturities have should give many 'BBB' entities the financial 
flexibility to ride out subsequent lockdowns until a vaccine is widely available and 
the economic recovery kicks into higher gear. 

Chart 14 

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

 
Source: S&P Global Ratings. Data as of November 23, 2020. 
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Concentration risk will become more balanced. The 2020 cohort of fallen angels in 
the U.S. and EMEA is dominated by a few large firms that constitute the majority of 
the $367.2 billion of debt through Nov. 9. The top five represent over 63% of the 
total, led by Ford Motor Co., which alone contributed $113.9 billion (31%). By 
contrast, the five largest potential fallen angels comprise 43% of the overall $342.5 
billion debt total between the U.S. and EMEA, with only one issuer contributing 
more than $50 billion (Boeing Co.).  

Chart 15 

Concentration Risk Is Low With Current Potential Fallen Angels 

 
Source: S&P Global Ratings. U.S. and EMEA non-financial corporates only. 

But the strains of social distancing remain close for some. Retail and restaurants, along with 
travel-related sectors (such as airlines, hotels, and cruise operators) and oil and gas will bear the 
brunt of rising COVID-19 case counts, should renewed lockdowns and social-distancing measures 
extend beyond the first half of 2021.   

And leverage will take some time to come back down to 2019 levels. While there is 
a tremendous variance of recovery prospects across different corporate sectors, we 
continue to believe it will take until well into 2022 or, in some cases 2023 or later, 
for many sectors to recover their 2019 credit metrics. This will put borrowers at risk 
if further economic stress or financial policy decisions leave credit metrics worse 
than expected.  

What could go wrong 
Persistent lockdowns and social-distancing measure would pressure travel, 
leisure-related, and oil and gas sectors. These include airlines, aerospace 
companies, hotels, cruise operators, out-of-home leisure, and mall-based retail. 
These sectors account for 38% of the outstanding debt of global potential fallen 
angels, and 4% of the overall 'BBB' rated debt in the U.S. and EMEA.  

Additional waves of infections and lockdowns could weigh on market sentiment 
and strain financing conditions. As we saw earlier this year, prolonged lockdowns 
can cause negative market reactions, which can get trapped in a reinforcing, 
downward spiral. The global financial backdrop remains supportive, but has 
become more vulnerable in light of the expiring Fed facilities. The Biden 
administration’s Treasury could resume these facilities, but this would require 
Congressional sign-off, which might become more difficult to secure if the 
Republican Party takes control of the Senate. 
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Commercial Real Estate | Is The U.S. 
Out Of Office For Good?  

How this will shape 2021 
Current pockets of credit distress in retail and lodging could spread. The office 
and multifamily markets in particular will suffer if there is a longer-term population 
shift away from densely populated gateway cities, forcing a pricing reset. The future 
availability of effective vaccines remains the wild card that could partly revive office 
culture in high-cost cities. What's more, since office leases are typically for longer 
terms of 10 years or more, any potential distress would likely take time to 
materialize.  

Office and multifamily property fundamentals and values may deteriorate. We’ve 
already seen some evidence that multifamily rents have declined in certain large 
cities. Rents in downtown areas have fallen by more than 6.0% from the March 
2020 peak and have been falling at a rate of about 1.0% per month since June, 
according to Costar data. Values for both offices and multifamily properties have 
declined a little less than 10% versus the pre-COVID-19 period, according to Green 
Street. 

What we think and why 
The securitized (CMBS) sector is a lens showing where most current distress lies. 
As of October 2020, the overall CMBS delinquency rate was around 7.5%. The 
lodging late payment rate reached a recent peak over 20%, and now sits around 
18%, while retail stands at around 14%. The other three major areas—office, 
multifamily, and industrial—remain below 2.5%. An additional 7% of this universe 
of loans can be classified as either in forbearance or currently requesting 
forbearance relief, and 85% of that is due to lodging/retail-backed loans. 

Chart 16 

CMBS Delinquency Rate By Major Property Type 
Delinquency Rate By Property Type 

 
Source: S&P Global Ratings:  
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The U.S. commercial real estate market, already hammered by 
retail and lodging woes, may face more long-term damage if the 
pandemic-related population-shift away from larger cities, 
work-from-home arrangements, and corporate cost-cutting 
strategies stick. 

Values for both offices and 
multifamily properties have 
declined a little less than 
10% versus the pre-COVID-19 
period 

 

 

Read More 

U.S. Banks Face Long-Term Risks To Their 
Commercial Real Estate Asset Quality, Nov. 16, 
2020 

Urban Exodus Upends Rental Housing Landscape In 
Wake Of Pandemic , Nov. 10, 2020 

The U.S. Lodging Sector: A Slower Recovery Could 
Take Until 2023, Nov. 5, 2020 

Residential REITs: Why Renters Are Flocking To 
Suburban Markets, Oct. 7, 2020 

Rent Pressure And Development Delays Heighten 
Risks For U.S. Office REITs, July 2, 2020 

COVID-19 Accelerates Structural Shifts In Global 
Office Real Estate And REITs, June 9, 2020 

 

https://www.spglobal.com/ratings/en/research/articles/201116-u-s-banks-face-long-term-risks-to-their-commercial-real-estate-asset-quality-11726928
https://www.spglobal.com/ratings/en/research/articles/201116-u-s-banks-face-long-term-risks-to-their-commercial-real-estate-asset-quality-11726928
https://www.spglobal.com/ratings/en/research/articles/201110-urban-exodus-upends-rental-housing-landscape-in-wake-of-pandemic-11724972
https://www.spglobal.com/ratings/en/research/articles/201110-urban-exodus-upends-rental-housing-landscape-in-wake-of-pandemic-11724972
https://www.spglobal.com/ratings/en/research/articles/201105-the-u-s-lodging-sector-a-slower-recovery-could-take-until-2023-11725765
https://www.spglobal.com/ratings/en/research/articles/201105-the-u-s-lodging-sector-a-slower-recovery-could-take-until-2023-11725765
https://www.spglobal.com/ratings/en/research/articles/201007-residential-reits-why-renters-are-flocking-to-suburban-markets-11661508
https://www.spglobal.com/ratings/en/research/articles/201007-residential-reits-why-renters-are-flocking-to-suburban-markets-11661508
https://www.spglobal.com/ratings/en/research/articles/200702-rent-pressure-and-development-delays-heighten-risks-for-u-s-office-reits-11559505
https://www.spglobal.com/ratings/en/research/articles/200702-rent-pressure-and-development-delays-heighten-risks-for-u-s-office-reits-11559505
https://www.spglobal.com/ratings/en/research/articles/200609-covid-19-accelerates-structural-shifts-in-global-office-real-estate-and-reits-11521088
https://www.spglobal.com/ratings/en/research/articles/200609-covid-19-accelerates-structural-shifts-in-global-office-real-estate-and-reits-11521088


Global Credit Outlook 2021: Back on track? 

Questions That Matter 

S&P Global Ratings December 3, 2020     28 

Despite some recent improvements in delinquency rates, risks are on the 
downside. Even within the lodging and retail sectors, we've seen some recent 
improvement in the overall delinquency and forbearance rates. Rent collection 
across retail REITs have sequentially improved as stores reopened; they collected 
over 80% of rent in third-quarter 2020, while other sectors have been relatively 
steady. However, credit distress remains elevated, and risks are likely to the 
downside, especially heading into the winter months. 

Chart 17 

REITs Cash Rent Collections By Sector 

 
Source: S&P Global Ratings 

What could go wrong  
Weakness in office may be hidden from the current data. Transaction data is 
scarce amid the pandemic, making valuations tough to estimate. Meanwhile, higher 
quality tenants are making good on their rent payments, keeping overall 
delinquencies low. But businesses are undoubtedly calculating their optimal 
footprint, which may involve less space at renewal, or moving some operations fully 
remote or to lower-cost cities. We’ve already seen increases in sublease activity, 
and concessions to face rents.  

A material deterioration in CRE risks could impact other sectors. For instance, 
eight of the 11 banks we rate with over 30% exposure to CRE loans have negative 
outlooks, partially reflecting their large CRE exposure. In our rated U.S. bank 
universe, the median exposure to CRE is roughly 19% of loans and 139% of Tier 1 
capital. Positively, construction loans remain about 40% below the 2008 peak.  
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Banks | Will Returns Ever Recover? 
A widely available vaccine and sustained economic recovery in 
2021 will not automatically solve banks’ profitability issues in 
many regions. 

How this will shape 2021 
Banks’ balance-sheet strength will continue to support their resilience in 2021. 
Combined with the likely only gradual withdrawal of support measures, strong 
balance sheets should continue to limit the number of bank downgrades. About 
one-third of our bank ratings globally are currently on negative outlook. 

Profitability will remain a key weakness for many. Although we expect a sustained 
recovery next year, we believe banks in certain countries will struggle to offer 
adequate returns well beyond next year. This is based on our expectation that 
provisions will remain elevated, that lower-for-longer rates will dampen revenues, 
and that banks will need to continue investing in digitalization to meet evolving 
customer expectations and streamline long-term costs. Also, in Europe and Japan 
for instance, COVID-19 came on top of pre-existing structural profitability issues. 

Further structural reform and consolidation ahead. Consolidation may accelerate 
in systems with excess capacity. There have been recent mergers or market chatter 
in Spain, Italy, and Japan, for instance. But consolidation is not a panacea, and 
integration often comes with operational complexities. Banks in most regions will 
continue to take a hard look at costs as the unfavorable interest rate environment 
and the rise in new forms of competition put further pressure on revenues. 

What we think and why 
Slow and uneven recovery ahead. Recovery of banking jurisdictions globally to pre-
COVID-19 profitability will be slow, uncertain, and highly variable across 
geographies. For 14 of the top 20 jurisdictions, we estimate that a return to pre-
COVID-19 financial strength won't occur until 2023 or beyond. 

Emerging market banks in the spotlight. Some banks in emerging markets are 
exposed to additional risks compared with developed market peers. These include 
reliance on external funding, concentration in economies and business models, or 
lack of government capacity to provide support. We expect Chinese banks to be 
among the fastest to recover, even if full recovery may take until end-2022. 

There will be a lag effect on banks' returns. The economic recovery will be the 
precondition to and trigger for the gradual withdrawal of support measures, which 
will reveal a truer color of banks’ underlying asset quality in 2021. We therefore 
expect provisions to remain elevated in 2021 even as economic growth picks up. 

What could go wrong  
A severely adverse scenario could prompt more banks to report losses. We 
currently expect that the vast majority of banks will remain able to absorb credit 
losses through pre-provisioning income, limiting the expected erosion in capital 
levels. We project these credit losses at around US$2 trillion over 2020-2021, about 
double their 2019 annual level. A delayed or slower recovery, for instance in the 
event of a premature withdrawal of support measures, could tip banks into losses, 
especially given corporates’ higher leverage. 

Property exposure could become a key risk. Borrower repayment moratoria, 
landlord and bank forbearance, and record low interest rates may be masking 
underlying asset quality problems. The pandemic may also accelerate structural 
changes in segments of the retail and office sectors. 
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Chart 18 

COVID-19 Is Dampening Prospective Returns 
Return on average assets (%) - Selected Banking Jurisdictions  

 
Source: S&P Global Ratings 

 

Chart 19 

Our Estimate Of Recovery Prospects For Selected Banking Jurisdictions Because Of COVID-19, Oil 
Price Shock, And Other Market Stresses 
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Sovereigns | Are More Defaults 
Inevitable? 

More defaults are likely among low- and middle-income 
sovereigns as the pandemic forces them to prioritize social 
needs of the population at a time when their capacity to 
continue servicing their debt is even more diminished.  

How this will shape 2021 
COVID-19 has highlighted the fragile positions of lower-income sovereigns. In 
addition to the loss in human lives, the pandemic has led to large drops in tax 
revenues from shutdowns, while creating spending pressures on health and social 
programs. As a consequence, fiscal imbalances are intensifying in the 46 
sovereigns we rate with income per capita of $6,000 and below.  

Fiscal limitations. Social and political tensions are likely to increase as the 
pandemic hits some households and economic sectors harder than others. Few of 
them will be able to afford the fiscal stimulus currently being administered by 
wealthy advanced countries, where spending is being backstopped by central 
banks. 

In 2020, there have already been six sovereign defaults—in Argentina, Belize, 
Lebanon, Ecuador, Suriname, and Zambia. The long-term foreign currency issuer 
ratings on Lebanon, Suriname, and Zambia remain on selective default.  

What we think and why 
The vast majority (70%) of low and lower middle-income sovereigns carry ratings 
in the low ‘B’ and 'CCC' categories, highlighting overall weak creditworthiness. The 
low ratings of these sovereigns reflect a combination of weak public finances, high 
debt, high interest burdens, and often narrow economic bases, alongside limited 
monetary flexibility. 35% of them have interest payments higher than 20% of 
general government revenues, with some extreme cases like Sri Lanka, Ghana, and 
Egypt, where this ratio is of 68%; 52%, and 45%, respectively. The willingness and 
ability of EM central banks to monetize the fiscal cost of COVID is constrained in 
several cases by high dollarization and less developed domestic capital markets, 
which constrains the capacity to reverse the increase in their borrowing costs. 

Chart 20 

Most Lower-Income Sovereign Are Rated ‘B’ 

 
Source: S&P Global Ratings 
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Most of these economies are highly concentrated in one key industry, mostly 
commodities. They were already running fairly large fiscal deficits prior to the 
pandemic and are highly dependent on external borrowings denominated in foreign 
currency to finance their deficits, as their weak local capital markets cannot 
provide sufficient funding at competitive costs.  

Chart 21 

General Government Interest Payments / General Government Revenues (%) 

 
Source: S&P Global Ratings 

Debt relief programs such as the World Bank and IMF Heavily Indebted Poor 
Country Initiative could be less effective today. One key difference from the past 
is the composition of sovereign debt now compared to the 1990s. Today, a larger 
share of debt is held by private sector market participants (bondholders) rather 
than by bilateral or multilaterals. Hence, any potential debt relief plan, to be 
effective, would have a bigger impact on private sector creditors. Back in April, the 
G20 nations sponsored the “Debt Service Suspension Initiative”. This aimed to 
provide relief in the context of the COVID-19 pandemic to a group of 73 low-income 
nations so that resources could be allocated to fight the disease. It included mostly 
bilateral (country to country) debt. However, according to World Bank data as of late 
October, about 40% of the sovereigns eligible for this debt relief have not 
participated in the initiative. A few reasons have been identified so far as to why this 
has been the case, but the one that continues to surface is the rather diverse 
composition of debt holders, which now includes a larger share of private holders 
than ever before.  

What could go wrong  
The road to recovery looks steep. Governments, official lenders, and the private 
sector will need to make some tough decisions on measures that, for example, 
increase the capacity of these countries to obtain more resources and to use them 
in a productive way to boost economic activity in a more prolonged and sustainable 
path that, in turn, could improve their creditworthiness. This is usually a difficult 
process. In the aftermath of a global pandemic, with a social environment of high 
tensions, it is going to prove even harder.  
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Sovereigns | How To Recoup The 
Cost Of COVID?  

It will take growth and fiscal pragmatism to repair the damage 
COVID-19 has inflicted on sovereign balance sheets.   

How this will shape 2021 
The pandemic's toll on sovereign balance sheets will exceed that of the global 
financial crisis. We project a 13.7% of GDP average increase in government debt 
across developed economies during 2020, compared with a 12.3% rise during the 
first two years of the last global financial crisis. By the end of 2021, the debt of 10 
OECD sovereigns, including four of the five largest, will exceed 100% of GDP. The 
increase in debt-to-GDP ratios in developed economies will likely slow down during 
2021 as the pandemic subsides, permitting growth to recover and tax revenue to 
normalize.  

What we think and why 
For debt-to-GDP ratios to stabilize by 2023, OECD governments would have to 
consolidate their budgetary positions by 6.4% of GDP on average over the next 
three years, and by over10% of GDP for Canada, the U.K., U.S., Japan, and Italy. 
Increased growth or a period of higher-than-expected inflation would trim the 
amount of budgetary consolidation required, assuming nominal borrowing rates 
remain low.  

Fiscal policy is unlikely to tighten swiftly, given uncertainties regarding the 
social and economic aftershocks of the pandemic. Nevertheless, as consumption 
recovers in 2021 and 2022, governments are set to benefit from a fiscal windfall. In 
some cases, this means debt-to-GDP ratios could start declining as soon as next 
year. 

It may still be possible for wealthy economies to grow their way back to more 
sustainable debt to GDP levels. There is still low-hanging fruit in OECD economies 
where female participation remains low, informal economies are large, or 
investment in education has yet to recover from sizeable cuts made in the years 
after the global financial crisis. In Europe, the elimination of still-substantial 
barriers to trade in services across the single market could also stimulate 
employment and growth, as would plans to raise EU public investment. Improving 
the ease of doing business via judicial and administrative reforms might attract 
more private investment. More jobs and higher incomes would make debt more 
manageable.  

Despite debt-to-GDP ratios being at multi-year highs, governments in advanced 
economies have never borrowed so cheaply. To counteract the disinflationary 
consequences of a severe demand shock, OECD central banks will continue to cover 
the fiscal cost of the pandemic during 2021 by buying government bonds equivalent 
to net public-sector borrowing. As a consequence, average interest expense-to-
revenue ratios of most OECD members are expected to remain close to all-time 
lows through 2023.  

By contrast, in emerging markets, the cost of debt is on the rise (see charts 22 
and 23). We expect the number of emerging-market sovereign defaults during 2021 
will remain above historical averages as fiscal distress intensifies.  
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Chart 22 

Eurozone Developed Markets: More Debt, Less Interest 
GG sustainability supported by ECB policy measures, 2014-2023 

 
Source: S&P Global Ratings.  
Long-term sovereign rating in parentheses. ECB--European Central Bank. f--Forecast. GG--General government. 

 

Chart 23 

Emerging Markets: More Debt, More Interest 
General government debt and interest payments, 2014-2023 

 
Source: S&P Global Ratings. 
Long-term sovereign rating in parentheses. f--Forecast. GG--General government 

What could go wrong  
Governments may fail to implement unpopular economic reforms. It is too soon to 
gauge the social, economic, and political impact of the pandemic, but COVID-19 
seems to have accelerated the pre-pandemic trend of rising income inequality. Any 
permanent economic dislocation from the pandemic could cement opposition to 
labor and other market reforms, with negative implications for growth and 
sovereign ratings.  

Governments may shrink away from unpopular expenditure cuts, particularly if 
the pandemic permanently elevates long-term unemployment in hard-hit 
sectors. An absence of fiscal consolidation, combined with gridlock on structural 
reforms, could also pave the way for a return of inflation. An unexpected rise in 
prices might temporarily boost nominal tax receipts, and inflate away debt, but at 
the cost of economic competitiveness and financial stability. Few central banks 
would be willing to “look through” rising wage and price pressures indefinitely. Any 
unexpected hikes in real interest rates in developed economies would be 
detrimental to debt sustainability, and ratings.   
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U.S. Public Finance | Will Premature 
Austerity Worsen The COVID Shock? 

The steep rise in COVID-19 cases in the U.S. will continue to 
weigh on revenues and expenditures, and uncertainty about 
additional federal stimulus means credit squeezes ahead.  

How this will shape 2021 
An uneven health recovery will continue. Despite differences in state and local 
protocols and virus infection rates, the recent surge of COVID-19 cases across the 
U.S. has affected nearly all states and contributed to increased social-distancing 
measures and restrictions. We expect this to last until widespread vaccination is 
available presumably in mid-2021. This will continue to influence consumer 
demand, including services such as transportation and higher education. 

Economic and credit conditions remain uneven. State revenue collections for 
March through September ranged from a 10% decline to 3% growth year over year, 
according to the Brookings Institute. Credit conditions have mirrored this variability. 
We have taken over 1,600 rating actions since the onset of the recession, affecting 
about 8% of our rated universe, 80% being outlook changes. Transportation was 
worst affected: over 90% experienced a negative outlook or downgrade. 

Federal stimulus hasn’t addressed revenue decline. Swift federal stimulus to 
stabilize the financial markets helped offset the spending requirements of the 
pandemic. For many public finance entities in the U.S., revenue deterioration has 
been a more significant challenge--unaddressed by stimulus--contributing to 
budget pressure. Given balanced budget requirements, spending cuts will be part 
of the solution. State and local government represent 11% of total U.S. GDP so this 
will continue to weigh on the economy. 

What we think and why 

Fiscal flexibility will diminish despite proactive management. Most public finance 
entities started 2020 with strong financial reserves, providing flexibility to react to 
COVID-induced budget shortfalls. Many implemented timely spending reductions, 
as state and local government employment reductions of 1.3 million (6.4%) since 
the onset of the recession indicate. Yet, with no additional stimulus, reserve 
reductions will limit flexibility, and spending cuts will become trickier when they 
affect core services such as education, public safety, and social service programs.  

Federal fiscal and policy direction will be a key focus post-election. U.S. fiscal 
federalism allows significant autonomy for the state and local government and 
enterprise obligors that comprise the municipal market. Yet, fiscal 
interdependencies, as well as regulatory and policy linkages with the federal 
government influence their credit quality. For example, Medicaid, the co-funded 
health-care entitlement program, represents nearly 30% of total state spending. 

A healthy and functioning municipal bond market is important to recovery. Short-
term and long-term debt issuances have provided liquidity and restructuring 
options at cost-effective rates. The Municipal Liquidity Fund and other actions by 
the Federal Reserve which helped stabilize the bond market will end on Dec. 31, 
2020 so credit on-going market stability will be something to watch in 2021. 

What could go wrong 
Duration of the virus. Spiking infection rates for a long duration and any delay in 
the widespread availability of effective immunization will deepen economic 
contraction and delay recovery. In this scenario, uneven credit conditions would 
continue in 2021.   
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Emerging Markets | Will Next Year 
Be Better?   

Governments and corporations in emerging markets (EMs) 
have little room to maneuver if the economic recovery doesn’t 
accelerate in 2021.  

How this will shape 2021  
EM economies will likely continue to face challenges. Overall, the efforts of 
governments, corporations, and banks to deal with the shock of the COVID-19 
pandemic has taken a toll on their balance sheets and fundamentals. Economic 
recovery is underway, but seems slower than initially expected. Over the last 
quarter of 2020, the pandemic and resurgence of new cases in many EMs, along 
with a rise in infections in Europe and the U.S., will probably subdue activity 
through the first quarter of 2021. 

Positive developments supporting economic growth in EMs could make the 
difference in the second half of 2021. First, China’s economic recovery is 
benefiting EM commodity exporters like Brazil, Chile, South Africa, and Indonesia, 
which have strong trade ties with China. Second, progress toward developing a 
COVID-19 vaccine could boost overall economic activity in 2021.  

What we think and why 
Most EM sovereigns will need to boost growth to stabilize debt and reduce fiscal 
pressures. Net debt in key EMs will increase by 12% on average by year-end 2020 
(see chart 24), and in some cases--including Brazil, Chile, Colombia, Indonesia, 
Poland, Russia, and South Africa--will continue increasing in 2021. Key EMs' 
primary deficit increased to an average of 6% (versus a 1% deficit for the past five 
years), with countries like Brazil, Chile, and Saudi Arabia posting a double-digit 
primary deficit in 2020. Increasing debt, fiscal pressures, and slower growth have 
resulted in eight of the 16 key EMs being downgraded or having outlooks revised to 
negative; currently five EM sovereign ratings still carry negative outlooks. The main 
challenge for EM governments is to resume economic growth, therefore policy 
response will be critical over the next few quarters. Most EMs have limited flexibility 
to provide additional fiscal or monetary support without hurting their credit quality. 
Consequently, EMs will need reforms to stimulate growth, improve productivity, 
expand tax-collection capabilities, or reduce expenses.  

EM corporate debt has increased but is manageable, while the pandemic has 
squeezed earnings. The decline in corporate earnings ranges from 10%-60%, with 
leisure, airlines, and airports being the hardest hit. Rated corporations' average 
debt to EBITDA has climbed to 3.7x this year from 3.0x in 2019, with notable 
outliers, such as China 6.5x, Brazil 6.3x, and Chile 5.0x. The corporate recovery will 
mostly depend on the sector. In 2021, we expect the consumer products 
(agricultural), retail essential, health care (services and pharmaceuticals), telecom, 
consumer staples, and tech (software) sectors to return to pre-pandemic earnings 
levels. For most sectors, this will happen by 2022; for others, including leisure 
(lodging, hospitality, and cruise lines), airlines, and nonessential retail, stronger 
EBITDA will come only by 2023 or later. EM corporations have already slashed 
expenses to deal with the pandemic's impact. Consequently, a second wave leading 
to extended lockdowns and slower-than-expected economic recovery, or a delay in 
finding an effective treatment or vaccine, could derail earnings. In some cases, 
additional pressure might result in bankruptcy, especially for corporates rated in 
the 'B' category or lower.   
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Authorities' quick actions have spared banks in key EMs so far. The measures 
include regulatory relaxation to support banks' capitalization and liquidity, and 
accommodate payment-holiday schemes. As is the case for corporations, the 
success of these measures depends on how long the pandemic's impact will last 
and whether an effective treatment or vaccine becomes available. A deeper and 
longer economic shock will put additional strain on banks' asset quality, fueled by 
mounting SME bankruptcies and unemployment. In other words, key EM banks 
have been able to delay the effect of the pandemic on their portfolios mainly by 
extending payment holidays and adopting more lenient accounting for these loans, 
as allowed by the authorities. This means it would take time for banks' balance 
sheets to show the real magnitude of the impact. At this point, given estimates of 
the percentage of loan portfolios benefitting from a payment holiday, the number of 
SMEs that went bankrupt, and the unemployment rate, we anticipate that 
nonperforming loans will increase rapidly once the payment holiday ends. 

Chart 24 Chart 25 

Net Debt To GDP Of Key EM Sovereigns (%) Median Debt To EBITDA Of Rated EM Corporations 

  
Source: S&P Global Ratings. Foreign Currency Ratings in Parenthesis Data as of Sept 22, 2020. Source: S&P Global Ratings and S&P Global 

Market Intelligence. Median Corporate Ratings In Parenthesis. 

What could go wrong 
A longer and slower economic recovery would further pressure EM governments 
and corporations. EM governments and corporations have used most of their 
flexibility to face the pandemic, so many of them have little leeway to manage 
additional hardships, like a second wave of COVID-19 cases. Another hit to 
corporate earnings could lead to more downgrades and defaults. In the case of EM 
sovereigns, higher debt and increased fiscal pressure could lead to downgrades.  

High income inequality, limited access to health services, and lockdown fatigue 
spurring social unrest and political instability. The pandemic has exposed the 
poor living conditions of a large portion of the population in most key EMs. 
Moreover, the economic slump has led many families into poverty. These conditions 
will probably result in heightened social demands that, if not addressed, could 
result in violent protests and political instability.  
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Economic Nationalism | Will Biden 
Reset U.S.-China Relations?  

Even if President-elect Joe Biden adopts a more multilateral and 
predictable approach to China, we see the tariffs imposed by the 
Trump Administration remaining, and tensions persisting.  

How this will shape 2021 
More confrontation ahead: The U.S.-China strategic confrontation may ease as the 
new administration focuses initially on domestic issues, particularly COVID-19 and 
the economy. But we don't think tensions will fade away. Americans increasingly 
view China as a competitive threat, and without sweeping changes coming from 
Beijing, the deep-seated tensions between the countries look set to persist. 

Growing pressure on economic and business conditions. The strained relationship 
between the world’s two biggest economies, particularly regarding China’s access 
to American technology and financial markets, could place additional pressure on 
economic and business conditions in both countries, and beyond. 

Risk of significant economic and business disruption. Beyond the tariff dispute 
weighing on bilateral trade flows (see chart), U.S. policies and initiatives that target 
China and activities of Chinese companies could create business disruptions for 
either country’s companies operating or exporting to the other country. 

What we think and why 
Disputes over technology and communications could have far-reaching effects. 
U.S. sanctions have only targeted a handful of entities, most notably Huawei 
Technologies and ZTE Corp. However, second-order effects up the value chain 
could prove more material for players such as semiconductor foundries and parts 
suppliers. Also, longer-term implications on this sector and for China’s economy 
could worsen if restrictions reach wider and squeeze harder. 

Financial market access is a particular vulnerability. Any major restrictions could 
have extensive implications for the operations of global financial institutions and 
entities that rely on trade and U.S. dollar funding. Although workarounds may be 
feasible, the effect could be amplified by economic size and interconnectedness. 
China is likely to respond with active industry policy and financial support.  

China’s strategic response will shape global industrial trends. Some industries 
are likely to suffer significant demand shocks as China continues to shift from 
investment to consumption, and from fossil fuels to renewable energy sources. 
Others will face supply shocks as Chinese companies move further into technology 
and out of basic manufacturing. 

What could go wrong 
Other areas of dispute could also flare up. Cross-border investment is slowing or 
more focused on “reshoring”. This could have a lasting effect on trade and 
corporate activity between the two countries and elsewhere. Retaliation from China 
has been largely limited to tariffs and diplomacy, although non-tariff barriers in its 
digital economy have risen. We don’t expect it to escalate or to heavily dent current 
American business operations unless the U.S. launches more targeted initiatives. 

U.S. firms could lose ground in the technology battle. China needs foreign 
technology to catch up with its more advanced peers; outside players still provide 
key inputs through trade and investment. This makes any U.S. moves to slow 
technology transfer—should China not do more to protect intellectual property and 
ease access for foreign firms—of even greater importance.  
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China | Do Recent SOE Defaults 
Indicate Systemic Risks? 

Unexpected defaults by Chinese state-owned enterprises in 
recent months sparked questions around the Chinese 
government’s willingness to bailout the distressed borrowers. 
However, we believe this will unlikely lead to systemic risk. 

How this will shape 2021 
More SOE defaults ahead. We expect to see more defaults of state-owned 
enterprises (SOEs) as the Chinese authorities refocus on the deleveraging of SOEs 
now that the worst of the COVID-19 pandemic has passed. We anticipate the overall 
indebtedness of SOEs as a percentage to GDP will rise, reflecting policy stimulus 
that called for some SOEs to expand investments.  

Chart 26 

IMF’s Estimate Of SOE Debt As Percentage Of GDP 

 
Source: International Monetary Fund’s People’s Republic of China 2019 Article IV Consultation, August 2019 

More market-based resolution. The strain on public resources will lead to more 
market-based debt restructuring in China. Debt restructuring is often the preferred 
option for stakeholders because it preserves the company as a going concern 
without hurting local employment. 

Systemic risk unlikely. Despite our expectation of higher default rates, the still-low 
overall default rate is unlikely lead to any systemic risk. Most Chinese SOE debt is 
held domestically.  

What we think and why 
Stressed SOEs. Even before COVID-19, SOEs were struggling to reduce leverage. 
Funding costs are diverging, with investors demanding higher coupons for weaker 
SOEs. Tighter monetary conditions could also speed the journey to default.  

Selective support. Our ratings on SOEs are based on: (i) an entity’s stand-alone 
credit profile; (ii) government rating; and (iii) likelihood of extraordinary government 
support. The pandemic and increasingly stringent regulations from central 
authorities could affect (ii) and (iii) by restraining local governments' power to 
coordinate financial resources, and willingness to support SOEs and local 
government financing vehicles (LGFV). LGFV, a subset of SOEs, are often companies 
that were created specifically to facilitate off-budget investments in infrastructure 
and land development on behalf of the local regional governments.  
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More transparency and better default resolution. Following Yongcheng Coal and 
Electricity and Huachen Automotive Group’s defaults, the central government is 
expected to address concerns about information disclosure or poor governance. 

Chart 27 

After An Interlude, Debt Growth Of LGFVs Is Starting To Climb Again 
Debt growth of identified LGFVs, by tier* 

 
Sources: Wind, S&P Global Ratings. *Tiers are defined by China’s fiscal hierarchy, where tier one largely 
refers to provincial governments or peers in the same hierarchy, tier two largely to city governments, and 
tier three to county governments. §As of Sept. 31, 2020. LGFV--Local government financing vehicle. 

What could go wrong 
Uncertainty about government support. While government willingness to support 
will remain stronger for more public policy focused SOEs, credit differentiation is 
likely among SOEs as well. Governments may commercialize parts of their 
operations and rely on them less for policy investments, implying a reduced 
propensity by a government to extend support. 

Continuing lack of transparency. The uncertain information transparency and 
stakeholder governance of SOEs is a concern to investors. There have been 
instances of borrowers having cash in hand but failing to pay, or attempting to 
shuffle assets between companies to limit creditors’ ability to seize and recover. 

Slow development of default resolution regimes. While China has for several years 
been moving toward a clearer legal process of default resolution, the process has 
yet to be fully tested and can be somewhat ambiguous when applied to SOEs. Not 
uncommonly, default cases can be complicated by intragroup activity. 
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Build Back Greener | Is A Green 
Transition Now Home And Dry? 

COVID-19, the EU recovery plan, and the U.S. presidential 
election will act as catalysts for the green transition. 

How will this shape 2021 
President-elect Joe Biden promises significant regulatory changes on climate 
policy. Mr. Biden said he will rejoin the Paris Agreement, the international climate 
accord, on day one. He also convened a climate world summit in his first 100 days to 
promote global collaboration in climate protection. He could revoke the Affordable 
Clean Energy rule and replace it with a rule leading to net-zero emissions by 2035. 

COVID-19 has boosted prospects for the EU Green Deal. To address the economic 
consequences of the pandemic, the EU has implemented a €750 billion recovery 
plan, 30% of which should be used to speed up the green transition, with the goal to 
de-carbonate the European economy by 2050. Almost half of the EU money (45%) 
will flow to EU member states as grants in the next two years. 

What we think and why 
The call for collaboration in climate protection on both sides of the Atlantic could 
speed up carbon-pricing. Raising a carbon tax at the EU border has been a key 
proposal of the EU Green Deal since 2019. Similarly, the future Biden 
administration proposes “carbon-adjustment fees or quotas” on imports from 
trading partners that fail to meet their environmental obligations. Coordination 
between the U.S. and the EU would be essential for the global economy. 

Europe has finally found the fiscal space it has been lacking for years and this 
will foster its recovery. The European policy mix has relied on monetary stimulus 
only since 2012, to the point that monetary policy has lost traction. Close to the 
effective zero low bound, fiscal stimulus is much more powerful and Europe needs 
to close its investment gap to stay on a longer-term path of sustainable growth. 

A Green EU safe asset will support the international role of the euro and improve 
the transmission of monetary policy. The EU recovery plan will largely be funded 
by debt issuance at the EU level, up to 30% as Green bonds. It’s still not a full 
Hamiltonian moment for Europe, but it will provide financial markets with a liquid 
safe asset and help the ECB to overcome the limits on QE set by the EU Treaty. 

What could go wrong 
A gridlocked U.S. Congress might complicate decisions on any national carbon 
tax, as the President has no executive authority on that. Democrat lawmakers in 
carbon states would also be reluctant to support Mr. Biden’s climate agenda, 
particularly as Congress nears midterm elections. A way out for Mr. Biden could be 
to rule on stand-alone taxes on carbon-intensive imported goods. These are import 
tariffs, i.e., trade policy, for which Mr. Biden has executive authority. 

Mr. Biden will focus on stabilizing the health of the American population and the 
U.S. economy in his first year. Long-run structural policy changes will take a 
backseat to the nation’s immediate concerns. 2022 midterm elections will later add 
an additional roadblock in achieving his climate objectives.  

Less than the question of timing, it is the size of the EU recovery plan that 
matters. While this plan should undergo a long process of ratification, its 
implementation might be delayed rather than blocked. The main issue is whether 
the plan will be bold enough to close the investment gap that Europe is facing, 
especially in infrastructure. If not, the European recovery might remain fragile.  
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Public spending on broad infrastructure 
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Source:  IHS, S&P Global Ratings Note: Health 
Care, Educational, Transportation, Power, 
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Development, Sewer Systems, Water Systems 
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Oil and Gas | Can Energy Companies 
Prevail? 

Stubbornly low oil prices and industry challenges will continue 
to strain creditworthiness, even as demand picks up after 
plunging during lockdowns. 

How this will shape 2021 
Ratings downside persists. Potential downgrades can stem from restructuring and 
defaults of weak oil and gas players. At investment grade ('BBB-' or higher), even if 
leverage metrics recover in 2021, sustained pressure on profitability, volatile prices, 
and mounting industry hurdles may weigh on business profiles. 

Continued low oil prices will hamper investment and oilfield services. The major 
international oil companies have already reduced capital expenditure by 25%-30% 
on average. If prices remain low, investment is unlikely to rebound, resulting in 
more restructuring for oilfield services companies.  

Refining margins have been hit hard. This as COVID-19 pushed down demand and 
excess capacity resulted in low utilization rates. If consumption and refining 
margins don't improve in 2021, more plant closures and conversions to bio-
refineries in mature economies are likely.  

What we think and why 
Oil price recovery is tied to demand. Lockdowns have hit the transport sectors, and 
monthly oil demand is still down year on year after dropping more than 8% for 2020. 
We assume it will recover in 2021, but still be 2%-3% lower than in 2019, not least 
because air travel remains weak.  

Our $50/bbl Brent crude and $45/bbl WTI assumptions for 2021 and 2022 are 
underpinned by OPEC+. A gradual adjustment of the current 7.7 million barrel per 
day cuts is critical for balancing the market and reducing high oil stocks. Depressed 
consumption means refining margins will likely stay at or below the five-year 
average.  

What could go wrong   
More lockdowns, cracks in OPEC+ compliance, or a warm winter. Oil prices could 
languish below our $50/bbl Brent assumption if COVID-19 infection rates lead to 
tighter restrictions, and supply remains higher than demand. In particular for gas 
companies, a warm winter will again hit revenue and margins.  

Overbidding for renewables assets could dilute returns. Many European majors 
are ramping up non-oil and -gas investment to 20% or more of total capital 
spending. This comes with execution and other risks, even in growth markets such 
as renewables.  

Moving too fast or too slow. The pace of the energy transition and shape of future 
energy markets are uncertain. Companies may forego returns by leaving oil behind 
too soon or building new energy businesses too late.  

  

Simon Redmond 
London 
Simon.redmond@ 
spglobal.com 
+44 20 7176 3683 

Oil Prices Will Likely Stay Low 

Current prices and S&P Global Ratings 
assumptions 

 

The energy transition will 
take decades and means 
companies face increasing 
uncertainty, whatever their 
strategic choices 

 

Robust liquidity keeps a 
company afloat in a crisis. A 
solid balance sheet 
underpins strategy. But it’s 
the resilience and 
predictability of the business 
that sustains high ratings 

Read more 

The Energy Transition: COVID-19 And Peak Oil 
Demand, Sept. 24, 2020 

The Energy Transition: COVID-19 Undermines The 
Role Of Gas As A Bridge Fuel, Sept. 24, 2020 

Write-Downs, While Eye-Catching, Are Not The 
Largest Issue Facing Oil And Gas Supermajors, Aug. 
3, 2020 

 

0

20

40

60

80

100

120

140

13 15 17 19 21 23
$/

bb
l

Brent WTI

Brent S&P Global
assumption

WTI S&P Global
assumption

https://www.spglobal.com/ratings/en/research/articles/200924-the-energy-transition-covid-19-and-peak-oil-demand-11667416
https://www.spglobal.com/ratings/en/research/articles/200924-the-energy-transition-covid-19-and-peak-oil-demand-11667416
https://www.spglobal.com/ratings/en/research/articles/200924-the-energy-transition-covid-19-undermines-the-role-of-gas-as-a-bridge-fuel-11667239
https://www.spglobal.com/ratings/en/research/articles/200924-the-energy-transition-covid-19-undermines-the-role-of-gas-as-a-bridge-fuel-11667239
https://www.spglobal.com/ratings/en/research/articles/200803-write-downs-while-eye-catching-are-not-the-largest-issue-facing-oil-and-gas-supermajors-11595479
https://www.spglobal.com/ratings/en/research/articles/200803-write-downs-while-eye-catching-are-not-the-largest-issue-facing-oil-and-gas-supermajors-11595479


Global Credit Outlook 2021: Back on track? 

Questions That Matter 

S&P Global Ratings December 3, 2020     43 

Energy Transition | How Far Off Is 
The Hydrogen Economy? 

Governments’ zero-carbon strategies suggest long-term 
potential for hydrogen, but costs need to come down first.  

How this will shape 2021 and beyond 
Future policy will determine which markets take up low-carbon hydrogen. Its 
cost-competitiveness versus low-carbon alternatives and the price sensitivity of 
existing products (including through carbon prices or carbon import taxes) will likely 
influence decisions. Other factors are carbon efficiency, hydrogen infrastructure 
needs, and employment or national industry considerations. 

Existing grey hydrogen users will likely be affected first. We already foresee an 
increasing need for low-carbon hydrogen in refineries in Europe, as some ongoing 
integrated solar-electrolysis projects indicate. However, it will take more time for 
blue or green hydrogen to penetrate existing ammonia fertilizer markets, given the 
price sensitivity of this globally traded commodity. Assuming policies shift to 
greener fertilizers, this will support green ammonia projects in countries with 
abundant cheap solar power, such as Saudi Arabia or Australia. 

New H2 applications could see inroads this decade in fuel cells for heavy-duty 
trucks. This is already in focus in several Asian countries, like Japan, South Korea 
and China. In Europe, a lot will depend on future policy coordination between 
countries and extensive hydrogen infrastructure requirements: The announced 
Daimler-Volvo fuel cell joint venture already shows companies need to be prepared. 

What we think and why 
Many hurdles are to be overcome before hydrogen takes off. As a fuel, hydrogen is 
not competitive with conventional fuels. Even if the cost of renewable electrolysis-
based green hydrogen halves by 2030 to $2 per kilogram, it would still correspond 
to oil at over $100 per barrel.  

Governments' long-term net zero commitments, however, lift potential for 
hydrogen. The EU’s hydrogen strategy targets to install 40 gigawatts (GW) of 
electrolyzer capacity by 2030 from a mere 1 GW today. National plans are still to be 
laid out in the coming year before various pilot projects gain traction. 

Policies may need to support low-carbon blue hydrogen to complement green 
hydrogen. This is because projected huge growth in renewable generation may be 
directed first to decarbonizing the power grid—displacing coal- or gas-fired 
generation. Such direct use of renewable electricity is more carbon-efficient than 
converting it into hydrogen. 

 

 

 

 

HYDROGEN 

– Hydrogen or H2 is currently used mainly 
in niche applications, principally 
refining, chemicals, and ammonia 
fertilizers 

 

GREY HYDROGEN 

– Accounting for 95% of current H2, this is 
produced via steam-reforming of 
methane (or coal in China) into H2 + O2. 

– Accounts for 3% of global CO2 emissions 

– Typically costs $1-$2/kg (depending on 
regional gas price) 

 

BLUE HYDROGEN 

– Produced by steam-reforming of 
methane (coal in China) into H2 and O2 

– CO2 capture and storage reduces 
emissions by 10x (versus grey ) 

– Needs low-priced gas to be competitive 
and underground storage for CO2, such 
as in depleted oil and gas reservoirs or 
salt caverns. 

 

GREEN HYDROGEN 

– Produced by electrolysis of water into 
H2 and O2 , powered by renewable 
electricity 

– No CO2 emissions 

– Needs abundant low-cost renewable 
generation to be competitive, with a 
decline in costs by 50% to $2.0-2.5/kg 

Momentum for hydrogen is 
policy-driven rather than 
economic. Any energy 
transition will likely take 
decades. The Hydrogen 
Council projects its share in 
primary energy could rise to 
15% …but only by 2050 

Read More 

How Hydrogen Can Fuel The Energy Transition, Nov. 
19, 2020 
 
Clean Hydrogen Is Still A Leap Of Faith For European 
Utilities, Nov. 16 2020 
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Chart 28 

Cost Development For Different Hydrogen Technologies 

 
Source: Hydrogen Council; HIS; IEA. H2 – Hydrogen. 

What could go wrong 
The next five years will be experimental before we can be more certain which 
hydrogen applications will gain long-term policy support and reach industrial scale, 
whether green hydrogen costs will come down substantially and sufficient low-cost 
renewable generation will be available by 2030. 

A true hydrogen economy may only materialize post 2030-2035. Once renewables 
penetration reaches 70%-80% of power output, there will be an increasing need to 
balance the system and store surplus electricity, which hydrogen can provide. 
Whether hydrogen will ultimately replace gas-fired generation will depend on net 
zero commitments, as hydrogen-based power will remain intrinsically more 
expensive (even when costs are expected to halve to $100/MWh by 2030) given 
conversion and round-trip inefficiencies. 

Even more uncertain is how hydrogen may fully decarbonize certain industries, 
for instance to replace gas-based heating in buildings, produce carbon free steel, or 
to serve as fuel for shipping or even airlines. A major transition will likely take 
several decades. The Hydrogen Council projects that hydrogen’s share in primary 
energy could reach 15%… but only by 2050 
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Inequalities | Is The Social Divide 
Widening? 

Unprecedented fiscal support cushioned the social impact of 
COVID-19. As this wears off, the question of equitable 
burden-sharing could determine political agendas in 2021. 

How this will shape 2021 
COVID-19 has become a “great divider”, at least for now. The unequal effect of the 
pandemic on different socio-economic groups could put perceptions of rising 
domestic inequalities under heightened political spotlight in 2021. Vulnerable 
populations, including lower income households, ethnic minorities, but also 
women, have often been worst affected. The World Bank expects extreme poverty—
defined as living on less than US$1.90 day—to have increased in 2020 for the first 
time in 20 years.  

Unemployment is rising. Official statistics may underestimate the effect of social 
distancing and lockdowns on employment. In particular in developed markets, 
governments have attempted to protect employment through job retention 
schemes, and people opted out of labor markets. As income protection through 
government transfers wears off, the ultimate impact on disposable incomes could 
come to light over the next few months.  

Massive fiscal support programs will be scaled back in 2021. Fiscal and monetary 
stimulus, swiftly rolled out at the onset of the pandemic, resulted in unprecedented 
fiscal imbalances and sharply rising government debt, although often at very cheap 
funding cost. Equitably and justly allocating the burden of fiscal consolidation—tax 
increases or spending cuts—could increasingly dominate political debates.   

Chart 29 

Extreme Poverty Rates Are Set To Rise 

% at the $1.90 per day poverty line 

 
Source: S&P Global Ratings: “Poverty and Shared Prosperity 2020”, World Bank 
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As the initial “rally-around-
the-flag” effects following 
the outbreak of the pandemic 
have worn off, long-term 
trends toward political 
fragmentation and populism 
could gain traction 

 
By year-end 2020 the 
sustainable debt market 
could exceed US$500 billion 
in annual issuance. We 
believe the sustainable debt 
market will continue to grow 
rapidly into 2021 
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What we think and why 
Social stability and predictability of policymaking could suffer. Protests and 
populist movements in 2020 triggered by the pandemic could increase the odds for 
surprise election outcomes, and perhaps even unexpected election schedules in 
2021 and beyond. As the initial “rally-around-the-flag” effects following the 
outbreak of the pandemic have worn off, long-term trends toward political 
fragmentation and populism could gain traction. This could affect institutional 
stability and the predictability of public policy decisions, which can be important 
factors in credit ratings.   

Governments will issue the fiscal bill. As governments strive to rein in the fiscal 
imbalances triggered by lost revenue and increased spending in 2020, this could 
result in debates about tax increases. While fiscal sustainability is supportive for 
sovereign ratings, tax increases or spending cuts may hamper aggregate demand.  

The economic shock has also created opportunities. Although many jobs lost in 
2020 may never be brought back, the disruption created by the pandemic could 
ultimately create new business and employment opportunities. New technological 
platforms could turn out to benefit poorer populations globally.  

What could go wrong 
Extended lockdowns could dent human capital and possibly long-term growth. A 
longer period of higher unemployment could increasingly affect skillsets. Renewed 
or longer-lasting school closures, curbed education budgets in response to fiscal 
pressures, or a protraction of dampened early career opportunities could ultimately 
convert a temporary effect on specific age cohorts into impediments to long-term 
growth.    

If household debt were to increase as a result of lost income, household debt 
affordability could depend on ongoing low interest rates. Bank risk exposure and 
asset quality could be affected.   

Chart 30 

U.S. Lower Wage Earners Are Harder Hit And Recovering More Slowly 

% change in employment Jan-Nov 2020 

 
Source: S&P Global Ratings. Opportunity Insights (tracktherecovery.org), and Raj Chetty et al: “The Economic Impacts of COVID-
19: Evidence from a New Public Database Built Using. 
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Credit Conditions Asia-Pacific: 

The Rebound Has Begun 
Key Takeaways  

– Overall: Asia-Pacific is beginning to recover from the COVID-19 crunch. China is ahead, many 
other economies have infection rates under control, but certain countries, such as India and 
Indonesia, have more work to do. In any case, until vaccines are widely available and the 
population is immunized, the rebound is fraught with risks. 

– Risks: Rising debt, a slow return to revenue growth, and disruption from COVID-19-
containment measures and post-COVID policies are the main threats. High risks stem 
from trade tensions between the U.S. and China (despite the U.S. election) and access to 
U.S. dollar funding. 

– Credit: Negative rating actions have tapered over the past quarter, with no defaults by 
rated issuers, indicating some stabilization of credit quality. However, one-fifth of our 
ratings carry negative outlooks, which implies a significant likelihood of downgrades. 

 

The improvement in credit conditions should solidify in 2021, although with important caveats. 
The region is undergoing a three-speed recovery, starting with China. Likely to be next are 
Australia, Hong Kong, Japan, Korea, New Zealand, Singapore, and Taiwan. Meanwhile, countries 
such as India and Indonesia keep striving to contain the virus. Recent reports about multiple 
experimental, highly effective vaccines are fueling optimism about the recovery. 

We expect economic growth of 6.8% for the region in 2021, underlining China’s strong 
recovery. The prospects for other emerging-market economies (such as India, Indonesia, 
Malaysia, and Philippines) are less rosy. Their ongoing efforts to quell a resurgence of COVID-19 
cases implies that consumption remains weak. Meanwhile, a recent spike in cases in Europe and 
North America could hurt Asia-Pacific's export-dependent economies. A delay in delivering a 
vaccine to the region’s vast population could push back the rebound. A slower economic recovery 
will only intensify stress on households and corporates, and push up credit losses for banks. 

Although credit growth is slowing in most countries, deleveraging will be tough because 
revenue, while improving, will remain below pre-pandemic levels. The recovery of Asia-Pacific's 
corporate and banking sectors will be a measure of their pre-pandemic performance. Some 
sectors will largely bounce back in 2021, and most others in 2022. For a small number of industry 
sectors, including airlines, autos, nonessential retail, and oil and gas, as well as India's banking 
system, the turning point will come only in 2023 or even later.  

The net outlook bias for companies we rate in Asia-Pacific remains about one-fifth negative. 
Although negative outlooks indicate a significant number of potential downgrades or even default 
risk in 2021, flattening of the outlook bias in recent months implies credit quality is settling. 
Economic recovery, led by China, and relief measures from regional governments continue to 
support issuers’ debt-servicing ability. However, increasingly tight financing conditions will pile 
stresses on weaker borrowers. In China, selective support for weak state-owned enterprises 
could mean defaults to come. Borrowers relying on the off-shore funding market will see uneven 
access as investor appetite for highly-leveraged issuers wanes. 

While a further escalation of tensions between the U.S. and China seems unlikely, negative 
bipartisan views point to a strenuous relationship ahead. Worsening ties between the two 
countries could disrupt international economic conditions.   
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Top Asia-Pacific Risks  
Table 3 

 

 

  

  

Source: S&P Global Ratings.
Copyright © 2020 by Standard & Poor’s Financial Services LLC. All rights reserved.

Credit disruption from COVID-19 measures and post-COVID-19 policies
Recent COVID-19 vaccine developments are positive. But the challenge of delivering a vaccine to Asia-Pacific’s 4.5
billion people is daunting. The pandemic situation in the region is mixed. China is set to be an early exiter from the
COVID-19 downturn. While China does not face a very high risk of credit disruption from the pandemic, weak
Chinese corporates remain stressed. In Australia, Hong Kong, Japan, Korea, New Zealand, Singapore, and Taiwan,
where the pandemic seems to be somewhat under control (albeit with sporadic resurgences), we still see credit
disruption risk as very high but improving. Countries such as India and Indonesia are still trying to contain the
pandemic, so disruption risk is still very high. The slower the exit, the more critical are government and regulatory
policies, particularly when monetary and fiscal stimulus measures taper.

Uneven access to U.S. dollar funding
Reduced ability to source funding in U.S. dollars exacerbates the refinancing challenges facing highly leveraged
corporate borrowers in sectors where the recovery is slow, and particularly in emerging economies with insufficient
or fading government support. Even if exchange rates are in their favor with the weakening trend of the U.S. dollar,
the market is losing its appetite for these borrowers. For weaker issuers with looming debt maturities, the funding
challenge will be much more difficult at a time when their operations have been hard hit. We anticipate funding and
capital flows in general will remain selective and uneven.

Credit spillover from U.S.-China trade tensions
The risk of heightened tensions between China and the U.S. remains significant, reflecting negative bipartisan
views. An escalation is unlikely in the first half of 2021 when U.S. President-elect Biden takes office, since his focus
is likely to initially be on domestic issues, in particular COVID-19 and its economic and social impact. However, this
doesn't mean the relationship between the U.S. and China will improve. The outgoing and incoming U.S.
administrations seem to have broadly similar views on China, while the Chinese government’s recently announced
“dual circulation” philosophy indicates a determination to be less reliant on the U.S., such as in the area of
technology. Further strain on U.S.-China relations would dampen cross-border investment, with a knock-on effect
on other regions' economies. The impact on supply chains and restricted access to intellectual property and
markets, in turn, increase the risk of business disruption and loss of investor confidence.

A surge in leverage and slower return of revenue growth
In our base case, we assume higher leverage for corporations, households, and governments, and a recovery to
trend-line economic activity over 2021-2023 (varying by geography and sector). However, if debt rises faster than
income, the resulting increase in leverage would be harder to manage. Currently, low risk pricing generally supports
debt-servicing ability, but could pressure issuer credit quality further if it recalibrates. This is particularly true for
emerging markets, which continue to lag in pandemic containment and resumption of economic activity.

Risk level Forward 12-month trend

Worsening Unchanged ImprovingVery high High Elevated

Risk levels are based on 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.
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Credit Conditions Emerging Markets:  
A Vaccine Won't Erase All Risks  

Key Takeaways 

– Overall: Credit conditions in emerging markets (EMs) continue to improve following positive 
news about progress in developing a coronavirus vaccine, which augurs well for a faster 
recovery over the second half of 2021. 

– Credit: Negative rating actions have plateaued, but lower ratings overall and a record high 
number of negative outlooks indicate increased vulnerability. A slower economic recovery or 
delays in delivering a vaccine could lead to further downgrades. 

– Risks: Short-term risks still loom large. The coming winter could lead to a resurgence of COVID-
19 cases in EM countries in the northern hemisphere. A recent spike of cases in Europe and the 
U.S. are already denting economic activity in the final quarter of 2020. The pandemic will also 
undermine another relevant season for tourism.  

Credit conditions strengthened over the third quarter of 2020, although the economic recovery is 
looking weaker in the last quarter. On the positive side, China’s pandemic management is enabling 
a swift economic recovery, as shown by an upswing for many commodities (including metals and 
certain agricultural products). This has supported exporters with strong trade ties to China, such as 
Brazil, Chile, South Africa, and Indonesia, which should continue to benefit from China’s resilient 
demand for industrial and agricultural commodities. The U.S. election results and progress on a 
vaccine are whetting investors' appetite for EMs, since many expect more-predictable policies 
under President-elect Biden, including a more supportive stance toward trade. This is leading to a 
rise in capital flows to EMs, alongside appreciating currencies and easing of financing conditions. 

Despite this, threats remain, particularly over the next few months. The coming winter represents 
a major hurdle for EMs in the north, due to the increased risk of a resurgence of COVID-19 cases. 
Although we don't expect full lockdowns in EMs, governments might implement partial lockdowns 
and other social-distancing measures in response, preventing the return to normal activities. In 
addition, a recent rise in cases in Europe and the U.S. will likely subdue economic activity over the 
last quarter of 2020, affecting EMs that depend on those countries. The pandemic and related 
restrictions will also hamper the lucrative tourism seasons (Christmas for EMs in the northern 
hemisphere and summer in the south). Combined, these factors will most likely result in a sluggish 
economic recovery, increasing risks for corporations and households. 

Corporate leverage, although higher, remains manageable in most cases. The key risk for EM 
corporations we rate is reduced earnings, hit by lockdowns and social-distancing measures. 
Overall, many corporations and small and midsize enterprises (SMEs) are running out of options, 
and would be particularly vulnerable to new COVID-19 containment measures. The number of EM 
ratings with a negative outlook remains at record highs: 43% in Asia-Pacific (excluding China) and 
52% in Latin America. Only EMs in Eastern Europe, the Middle East, and Africa (EEMEA) show a 
lower negative bias versus historical averages. So far, 19 corporations have defaulted, and we have 
taken 287 rating actions related to the pandemic and falling oil prices.   

Few of the top 16 EM countries have room to accommodate higher debt, which we expect will 
increase by around 12% of GDP by the end of 2020.  Additional debt will probably also affect credit 
quality. Of our ratings on the key 16 EM sovereigns, five carry negative outlooks (Chile, Colombia, 
Mexico, Indonesia, and Malaysia). In EMs, our sovereign ratings usually cap the ratings on domestic 
corporates and banks. This means that a downgrade of any of these countries could also result in 
lower ratings for the respective corporates and banks, rising funding costs, and, in cases where 
ratings fall below investment grade, tighter market access. 
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Top Emerging Market Risks 
Table 4 

 

 

 

  

    

Source: S&P Global Ratings.
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Debt overhang among governments and pressure on corporate earnings would constrain an economic recovery
EM corporates have taken several steps to remain afloat during the COVID-19-led downturn, including cutting costs,
increasing liquidity, and issuing debt. A slowdown in the recovery will depress corporate earnings, increasing sector
risks, particularly for those with little flexibility to cope with continued stress. Struggling and failing corporations
will most likely result in additional layoffs, with knock-on effects for households. Moreover, the impact could spill
over to banks as credit forbearance and fiscal stimulus measures wind down. Combined, these factors could lead to
rapid asset-quality deterioration for banks, absent additional mitigating measures.

Economic spillover from a strained U.S.-China relationship and increasing geopolitical tensions
U.S. President-elect Biden is likely to initially focus on domestic issues, especially COVID-19, so U.S.-China relations
are unlikely to worsen in the short term. The incoming and outgoing U.S. administrations seem to have broadly
similar views on China, while the Chinese government has recently shown its determination to rely less on the U.S.,
such as in technology. An escalation in tensions would hamper cross-border investment, supply chains, and access
to intellectual property and markets, thereby increasing the risk of business disruption and loss of investor
confidence. Regarding the geopolitical situation, Turkey's increasing military presence in EEMEA has raised
tensions with its neighbors. Armenia and Azerbaijan have reached a cease-fire agreement but the situation is
fragile. Moreover, the potential reinstatement of the Iran nuclear deal could bring discomfort to Saudi Arabia and
Israel. It's uncertain how these governments will tackle the related social and economic challenges.

High income inequality, limited access to health services, and lockdown fatigue spurring social unrest
The pandemic has exacerbated existing income disparities, precarious living conditions, and limited access to
health services for the poor, stoking social discontent, with politicians raising their voices. Furthermore, the deep
economic contraction resulting from the pandemic will lead to a sharp rise in poverty, which would be a huge
setback for many EMs that made progress in this area in previous years. These conditions could ignite protests, with
the population demanding change.

COVID-19 spreading across key EMs and potential policy missteps that slow the growth trajectory
The pandemic situation in EMs remains mixed, with many EM countries struggling to contain the coronavirus. A
vaccine could be available early in 2021. But, unlike in developed markets, EMs may find it difficult to get the
vaccine and effectively distribute it, delaying an economic rebound. A vaccine will nevertheless be a positive factor
since developed markets will probably be able to deliver the vaccine efficiently, which will most likely reactivate the
global economy. With winter around the corner, EMs in the northern hemisphere could see a spike in COVID-19
cases, and the pandemic will also hurt tourism. We still see a risk that mounting fiscal pressures will make it
tougher for governments to implement large stimulus packages, especially if GDP growth stays low due to company
failures and job losses stemming from COVID-19. A sluggish economic recovery will also challenge key EMs, since
few can provide additional stimulus without hurting their credit quality.

Volatile financing conditions that could limit access to credit markets
Financing conditions continue improving, more recently due to the U.S. election results and positive news on the
development of a COVID-19 vaccine, but also thanks to accommodative monetary conditions in advanced
economies. Spreads for EMs continue to narrow, except for the weakest issuers. Such conditions have also eased
the pressure on most key EMs' currencies. Nevertheless, uncertainty and fragile investor sentiment prevail.
Financing conditions could become volatile in the future if there's a delay in finalizing effective treatment or a
vaccine for COVID-19, or if the economic recovery is slower than expected, triggering fresh capital outflows.

Risk level Forward 12-month trend

Worsening Unchanged ImprovingVery high High Elevated

Risk levels are based on 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.
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Credit Conditions Europe:  
Waiting For Relief  

Key Takeaways  

– Overall: Europe is facing a difficult winter. Infection rates are still high and governments are 
tightening restrictions, so the road to recovery will remain bumpy until an effective vaccine 
becomes widely available. 

– Risks: The economic fallout of protracted national lockdowns and potential corporate 
insolvencies remain a concern. Other elevated risks relate to global trade, uncertainty about 
consumer spending, and failure of the U.K. and EU to reach a free-trade agreement. 

– Credit: In 2021, the economic damage from the pandemic will become clearer, once the 
recovery takes hold and fiscal, if not monetary, support starts to be scaled back. Corporate 
restructurings, asset quality, and bank loan provisioning are key areas to watch.  

Economic momentum is slowing as restrictions on mobility and social activities are extended. 
This signals clear risks for companies' creditworthiness as we approach 2021, and contrasts with 
improved longer-term credit prospects in view of recent positive news on the vaccine front.     

So, for non-financial corporates, 2021 may get worse before it gets better. Demand for travel, 
leisure, hotel, and non-essential retail sectors--hardest hit by social-distancing requirements and 
health concerns--may be slowest to recover. Services will continue to trail industrial sectors. In 
particular, we anticipate that restructurings and defaults will push the speculative-grade default 
rate toward 8% by September as government support measures are wound down. At the same 
time, many companies will look to adapt their business strategies to the post-pandemic world, 
factoring in sustainability, innovation, and digitalization. 

This means another challenging year for European banks. Low rates, a flat yield curve, and an 
increase in problem loans (albeit likely still covered by earnings) are just some of the hurdles banks 
face. Profitability will likely be quite weak (the median return on equity is 4.6%), increasing the 
sensitivity of our ratings to risks, including the pandemic lasting longer than expected.   

In the absence of a sustainable recovery, government fiscal support will probably continue. 
Long-term eurozone sovereign debt, issued in 2020 and 2021 to shore up national economies, will 
end up on the eurosystem's balance sheet. In this context, the financial resilience of most 
European local and regional governments, with the notable exception of German states, will 
continue to benefit from additional grants from central governments. Because it will take time to 
stimulate productivity and growth through supply side reforms--the only realistic path to sovereign 
deleveraging--we expect discrete fiscal consolidation to start slowly, and only in 2022. 

We anticipate collateral performance of consumer asset classes in structured finance will start 
to deteriorate by the second half of 2021. This as financial support measures end, and 
unemployment rises. Similarly, greater credit stress among borrowers in corporate transactions 
could put pressure on related ratings, including on collateralized loan obligations.  

In contrast, prospects for the insurance industry appear largely stable. Prudent investment 
portfolios and replenishment of capital through retained earnings will benefit European insurers in 
2021, supported by the recovery of capital buffers in 2020 following the rally in equity markets.  
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Top European Risks 
Table 5 
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The timing of mass vaccinations and a transition to post-COVID-19 policies are key uncertainties
Europe faces a difficult winter as the authorities impose fresh restrictions to limit the resurgence in infections.
While progress on developing an effective and safe vaccine appears promising, we assume vaccines won't be widely
available until the middle of next year. The public's acceptance of a vaccine is crucial for the success of the program.
The risks remain very high, meaning the economic rebound could happen later or be weaker than expected,
which--without continued government fiscal support--could cause greater structural damage to business models,
further delay business investment, and lead to greater long-term unemployment.

Insolvency remains a major concern for more vulnerable corporates
The authorities’ policy response has headed off a liquidity crisis. However, this comes at a cost to credit quality,
where companies are taking on additional (net) debt at a time when COVID-19-related reductions in revenue and
higher costs are depressing earnings. Services sectors dependent on social interaction are likely to remain
depressed for several years. This represents a clear risk to the solvency of vulnerable companies in the 'B' rating
category, as well as 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.

Global trade tensions cast a shadow over the global economy
We anticipate that President-elect Biden will adopt a more diplomatic and collaborative approach to trade issues.
This could reinvigorate multilateral institutions, including the WHO and WTO, and trigger a review of tariffs, both of
which would be welcome to Europe. As a consequence, we now see this risk as elevated rather than high. Yet
deep-seated tensions between the U.S. and China look set to persist, especially in areas such as technology,
intellectual property, and market access. Additionally, the outgoing U.S. administration could still implement
punitive measures against China, stirring up further uncertainty regarding the global economy and financial
markets.

Persistent uncertainty is inhibiting consumer spending
Precautionary savings remain high across Europe due to concerns about job security, the recession, mobility
restrictions and health, uncertainty regarding a vaccine, and the time-limited nature of government furlough
schemes. Without appropriate incentives from government to encourage household spending and business
investment as lockdowns ease, this situation could drag on growth and exacerbate the rise in unemployment that
policy is trying to minimize.

The U.K. and EU could fail to negotiate a free-trade agreement by the year's end
If there is no political compromise in the coming days, U.K. trade with the EU will revert to WTO terms, with some
inevitable short-term disruption. Relative to shocks from the pandemic, failure to reach a free-trade agreement
(FTA) would come at an incremental cost, most directly in the form of tariffs on traded goods. We estimate this cost
at about 1% of U.K. GDP in aggregate by 2023 compared with our base case, which assumes a limited FTA. The direct
economic cost for the EU will be lower still, but with a greater impact on smaller, open EU economies with close
trading links to the U.K., including Ireland, Belgium, the Netherlands, and Norway.

Risk level Forward 12-month trend

Worsening Unchanged ImprovingVery high High Elevated

Risk levels are based on 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.
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Credit Conditions North America: 

Some Relief, Sizable Risks 
Key Takeaways 

– Overall: Progress toward a coronavirus vaccine bodes well for the U.S. and Canadian 
economies, and industries hit hardest by the pandemic. But the recent surge in COVID-19 cases 
shows we’re still a long way from normal activity, so economic and credit pressures will persist. 

– Credit: Still, borrowing conditions remain favorable for many issuers, especially those in the 
investment-grade and high speculative-grade categories. Issuance has been fairly robust at a 
time of year when there is often a slowdown in the number of borrowers coming to market. 

– Risks: Commercial real estate (CRE) is high on our list of sectors most at risk of declining asset 
quality. The U.S.-China confrontation, too, remains a threat to the region. 

The U.S. and Canadian economies remain under pressure, despite good news on the vaccine 
front. Recent reports indicate that multiple experimental coronavirus vaccines are highly effective 
and could gain initial approval by the end of the year. In the meantime, there’s been a spike in 
COVID-19 cases and deaths, triggering the tightening of restrictions in many areas, which means 
that a return to pre-pandemic social and economic activities is still far off.  

On the bright side, borrowing conditions remain largely favorable for many issuers. This is 
especially true for those in the investment-grade and high speculative-grade categories. In the 
U.S., the Federal Reserve is unlikely to raise benchmark interest rates any time soon (we think the 
federal funds rate will stay close to zero through 2023), as policymakers have said they will focus on 
full employment, even if that means letting inflation run somewhat hotter than they would have 
allowed in the past. 

Credit spreads have compressed in the wake of the vaccine news and U.S. election results. The 
rally in equities and bonds has reduced risk pricing for even the least-creditworthy borrowers. 
Issuance has also received a shot in the arm, at a time of year when the number of borrowers tends 
to decrease. Some nonfinancial corporate sectors are faring surprisingly well, such as durable 
goods, certain consumer products, and fast-food restaurants. However, the ‘CCC’ category of 
issuers has swollen to record size, and very few companies have made it back to the ‘B’ category. 

In the near term, federal fiscal stimulus could be key to keeping the U.S. from slipping back into 
recession. We forecast a full-year GDP contraction of 3.9% followed by a rebound in 2021, with 
growth at 4.2% next year, assuming legislators agree on additional stimulus. With the leaders of the 
two main parties seemingly far apart on any deal, the risks to our forecast are clearly on the 
downside. A delay in stimulus poses a significant risk to U.S. state and local governments, which 
face increasing budgetary pressure as tax revenues dwindle and virus-related costs climb. Many 
have already slashed their budgets, and would have to cut even deeper without federal help. 

High leverage is our top risk, and declining CRE asset quality could exacerbate losses for 
financial entities. We project debt in North America will rise to a record 277% of GDP this year, as 
corporates, governments, and households borrow to deal with coronavirus-related disruptions. If 
debt grows faster and income recovers more slowly than we expect, the surge in leverage would be 
harder to manage. Historically low financing costs have eased debt-servicing pressure but could 
expose highly leveraged issuers if the market reprices risk. Weakening of CRE asset quality could 
push up loan losses for U.S. banks, insurers, REITs, and commercial mortgage-backed securities. 
Most banks can likely absorb the hit, but the risk to our forecast for losses is on the downside.  

The U.S.-China strategic confrontation remains a risk. Criticism of China has increasingly evolved 
into U.S. policy, particularly regarding China’s access to America’s technology and financial 
markets. The Biden Administration will have several options to manage the relationship, but seems 
unlikely to quickly reverse many of its predecessor’s policies. We believe the strained relationship 
could further pressure economic and credit conditions in both countries, and elsewhere. 

  

We See U.S. Real GDP Back 
At Pre-crisis Level In Q3 
2021 

 
Sources: S&P Global Economics, 
Oxford Economics, Bureau of 
Economic Analysis. 
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Top North American Risks 
Table 6 
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Risk level Forward 12-month trend

Worsening Unchanged ImprovingVery high High Elevated

Risk levels are based on 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.

High leverage threatens credit quality and could result in financial market dislocation
North American debt-to-GDP could rise to a record 277% this year as the public and private sectors borrow to deal
with coronavirus-related disruptions. Welcoming debt markets have eased near-term maturity pressures and low
interest rates have mitigated debt-servicing burdens. However, incomes are down and economic recovery looks set
to be uneven. If debt grows faster and income recovers more slowly than we expect, the leverage spike would be
harder to manage. U.S. debt issuance is up 60% this year from the same period in 2019, while still-high insolvency
and refinancing risks may rise if markets recalibrate. Still, the benchmark S&P 500 equity index is in record territory
and credit spreads in the secondary market have narrowed sharply since March. This contrast suggests that a
sudden return to “risk-off” positioning could spur market dislocation.

Coronavirus-related health crisis persists, affecting consumer behavior, exacerbating the shock
The resurgence in COVID-19 cases and tightening of lockdowns in many regions has hindered the return to normal
social and economic activity. Advances in vaccine development and more effective treatment of COVID-19 are
promising, but we still assume that the widespread availability of immunization won’t come before mid-2021. In the
near term, the lack of new federal fiscal stimulus is weighing on states and municipalities. The risk that the drag on
employment, consumer demand, and business activity will persist remains firmly on the downside.

U.S.-China strategic confrontation spills over into the economy and credit markets
It seems unlikely that President-elect Biden will move quickly to reverse many of his predecessor’s trade policies.
We don’t see Mr. Biden taking a much friendlier stance toward China, and tensions between the world’s two biggest
economies look set to persist, especially in areas such as technology, intellectual property, and market access.
Additionally, China’s “dual circulation” strategy indicates its determination to be less reliant on markets and technol-
ogy from foreign countries, including the U.S. The strained U.S.-China relationship could intensify the pressure on
economic and credit conditions in both countries.

Declining commercial real estate asset quality could lead to rising loan losses
We foresee elevated CRE-related loan losses for debtholders, such as U.S. banks, insurers, REITs, and CMBS as the
cash flows and values of many CRE properties decline—most notably those focusing on hotels, entertainment
venues, and certain retail properties—and structural factors for asset classes such as office and multifamily
deteriorate. Most banks can likely absorb the expected hit, but risks to our forecast imply that losses could be even
higher. Eight U.S. nonbank CRE lenders we rate also face risks from worsening CRE asset quality.

Low oil demand hurts Canada and the U.S.
The COVID-19-induced demand shock, coupled with better but still-depressed oil prices, is casting a shadow over
the U.S. and Canadian economies, both of which are net oil exporters. A slow recovery of global air traffic could
further weigh on demand. Not only will persistently low prices erode the credit quality of the upstream oil and gas
industry and related sectors, including midstream energy, it may also hurt the economies of oil-producing provinces
or states.

Cybersecurity threats to business activity
As the pandemic forces almost all organizations—public and private—to accelerate their digital transformation,
cyber-risks continue to pose a systemic threat and significant sin gle-entity ri sk. As attacks become more sophi st-
cated, new targets and methods are emerging. The key to resilience is a combination of risk-management actions,
both before and after an attack, followed by swift remediation--an increasingly vital step as the nature of threats
evolves. Entities lacking well-tested playbooks to shape their responses could become more exposed to attacks.
Commercial and private cyber-risk insurance premiums now total about $5 billion, an amount we expect will soon
increase by 20%-30% per year.
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