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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 
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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 
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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. 
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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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Top Global Risks 
Table 2 
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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.
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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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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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