
 

S&P Global Ratings believes there remains high, albeit moderating, uncertainty about the evolution of the coronavirus 
pandemic and its economic effects. Vaccine production is ramping up and rollouts are gathering pace around the world. 
Widespread immunization, which will help pave the way for a return to more normal levels of social and economic activity, 
looks to be achievable by most developed economies by the end of the third quarter. However, some emerging markets may 
only be able to achieve widespread immunization by year-end or later. We use these assumptions about vaccine timing in 
assessing the economic and credit implications associated with the pandemic (see our research here: 
www.spglobal.com/ratings). As the situation evolves, we will update our assumptions and estimates accordingly. 
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Key Takeaways 
– Inflation concerns continue to trouble markets, but we think the pressures are transitory. 
– COVID’s financial burdens weigh heavily on national and government finances; corporate tax 

rises may be a consequence. 
– Global M&A surged in the first quarter; AT&T’s spin-off and merger of Warner Media with 

Discovery Inc. is the latest mega-deal, and we look at the ratings implications. 
– Measurement issues explain some of the U.K. economy’s dramatic COVID-19 contraction, 

but also sets the scene for a rapid recovery. 

Key developments 
Inflation worries continue to trouble markets, particularly in the U.S. S&P Global 
Ratings’ economists argue that inflation surges will be transitory, reflecting a bounce-
back from pandemic-depressed prices and the impact of recovery on demand. Even 
beyond near-term inflation spikes, they think higher levels of stimulus-encouraged 
household savings will increase demand for goods and especially services, spurring 
inflation above 2% over the span of this year--but hardly to "runaway" levels. 

The financial burdens of COVID-19 will cast a long shadow, in some cases amplified by 
changes in business and consumer behavior. For European sovereign ratings, massive 
stimulus has increased budget deficits and public debt but so far cushioned the potential 
blow to sovereign ratings. The post-pandemic ratings trajectory will depend on 
governments’ ability to deliver sufficient economic growth to restore fiscal balances. 
Municipalities, too, have been at the forefront of dealing with the pandemic and face 
substantial challenges from changed retail and work patterns. In the U.K., we expect the 
average city government will hold a rating in the high 'A' range, although pressured 
operating balances over the medium term, and the potential need for extraordinary 
government support, could widen the ratings distribution. 

Buttressing government finances is partly why corporate taxation is back on the 
agenda, both in relation to specific proposals from U.S. President Biden and in broader, 
OECD-led discussions about global tax alignment. In our view, if The Made In America Tax 
Plan is enacted as proposed, most U.S. companies would have somewhat higher effective 
tax rates and pay higher cash taxes, and multinational corporations with foreign earnings 
would pay even more, absent tax planning. Highly leveraged borrowers could be 
pressured without using tax planning, net operating losses, or tax credits to offset the tax 
increases. Despite the potential effects on cash flow, we don't foresee rating changes 
directly attributable to the passage of the Biden tax proposal into law. Rating actions 
would more likely be due to companies offsetting lower cash flows via strategic, 
structural, or financial policy changes (e.g., shareholder returns). 
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Global mergers and acquisitions (M&A) surged in the first quarter, recording the 
second-biggest quarter on record. This week brought another mega deal, with AT&T Inc. 
announcing on that it had reached an agreement to spin off and merge its media 
business, Warner Media LLC, with Discovery Inc. As part of the deal, AT&T will receive $43 
billion (subject to adjustment) in cash, debt securities, and Warner Media's retention of 
certain debt. We revised the rating outlook on AT&T to stable from negative and affirmed 
the 'BBB' issuer credit rating. For Discovery, and the eventual combined entity, we view 
the proposed transaction favorably. However, a merger of this scale brings significant 
execution risk, particularly given a challenging industry backdrop. Based on our 
affirmation of the 'BBB-' issuer credit rating and stable outlook on Discovery, we placed 
the 'BBB' issuer credit rating and issue-level ratings on Warner Media on CreditWatch 
with negative implications given that we would expect to equalize the ratings upon close.  

The U.K. economy contracted 9.8% last year, its worst single-year performance in a 
century, and worse than those of almost all its peers. The U.K.'s high share of household 
consumption in GDP, especially its relatively larger share of social consumption, 
contributed significantly to the downturn, because this was heaviest-affected by 
lockdowns and furloughs. Another key reason is that the U.K. Office for National 
Statistics measures public sector output differently from national statistics institutes 
elsewhere. We estimate that U.K. growth performance would have been 1 to 3 percentage 
points better, more in line with its European peers, absent these differences. The good 
news is that most of the factors that led to a stronger contraction in 2020 will play in 
favor of higher U.K. growth rates during the recovery that is now under way. 

The phase-out of LIBOR as a benchmark interest rate is creating challenges and 
uncertainties for financial markets. Policymakers in the U.S., the EU, and the U.K., are 
seeking legislative solutions to address these uncertainties. Publication of one-week and 
two-month U.S. dollar LIBOR, along with sterling, euro, Swiss franc, and yen LIBOR, is 
scheduled to end on Dec. 31. Other LIBOR rates, including the overnight rate and more 
commonly used one-, three-, six-, and 12-month U.S. dollar rates, are scheduled to cease 
after June 30, 2023. S&P Global Ratings expects these legislative solutions, if enacted, 
would reduce legal uncertainty as to what interest rate will be applied to an individual 
contract after the phase-out of LIBOR. However, they won’t fully eliminate uncertainty 
around LIBOR transition. See here for more. 

The credit quality of European speculative-grade issuers stabilized in the first quarter, 
particularly in the 'B' category, with upgrades more prominent than downgrades. 
Negative outlooks decreased 23% from the peak in the third quarter of last year. The 
combination of receptive, liquid debt market investors and robust cash balances may 
lead to fewer nonpayment-related defaults in 2021. Cash balances have soared by 32% 
since the end of 2019, which alleviates some pressure from rising leverage. The average 
leverage of speculative-grade European issuers continues to rise, reaching 6.6x in first-
quarter 2021, compared with 6.0x at the end of 2019. Average first-lien recovery rates are 
unchanged at 57%. 'BB' category issuers are attempting to restore pre-pandemic credit 
metrics, whereas sponsor-backed issuers are aiming to preserve financial flexibility. 
Overall deleveraging prospects remain muted for the next two years, though our 
expectations diverge greatly by sector.  

  

https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?&DocumentId=48242131&From=SNP_RE
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?&DocumentId=48241496&From=SNP_RE
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?&DocumentId=48241496&From=SNP_RE
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?&DocumentId=48241496&From=SNP_RE
https://www.spglobal.com/ratings/en/research/articles/210512-economic-research-why-the-u-k-s-worse-recession-should-turn-into-a-stronger-recovery-11951836
https://www.spglobal.com/ratings/en/research/articles/210514-libor-transition-laws-won-t-eliminate-all-uncertainty-11959298
https://www.spglobal.com/ratings/en/research/articles/210513-leveraged-finance-european-leveraged-finance-and-recovery-first-quarter-2021-update-financial-flexibility-t-11956018


Ratings Weekly Digest 

S&P Global Ratings May 19, 2021     3 

Credit Market Update 
Ratings Trends 

Chart 1 

Upgrades Outpace Downgrades, But At A Slower Pace 

 
Source: S&P Global Ratings. Data as of May 10, 2021. 
 

Table 1 

Recent Rating Actions 

Date Action Issuer Industry Country To From 
Debt vol 

(mil. $) 

17-May Upgrade 
Burlington Northern Santa Fe 
LLC (Berkshire Hathaway Inc.) 

Transportation U.S. AA- A+ 20,798 

12-May Downgrade Sigma HoldCo BV Consumer products Netherlands B B+ 13,697 
12-May Upgrade Tenneco Inc. Automotive U.S. B+ B 12,225 
17-May Upgrade Antero Resources Corp. Oil and gas exploration and production U.S. BB- B 8,450 

13-May Upgrade 
Goodyear Tire & Rubber Co. 
(The) 

Automotive U.S. BB- B+ 5,200 

11-May Upgrade Peraton Corp. Aerospace and defense U.S. B+ B 4,295 

13-May Downgrade 
Southern Gas Networks PLC 
(Scotia Gas Networks PLC) 

Utility U.K. BBB BBB+ 3,253 

11-May Downgrade Automatic Data Processing Inc. Media and entertainment U.S. AA- AA 2,000 

13-May Downgrade 
Credito Real, S.A.B. de C.V., 
SOFOM, E.N.R. (Futu Iem, 
S.A.P.I. de C.V.) 

Finance  Mexico BB- BB 1,969 

11-May Downgrade ContourGlobal PLC Utility U.K. BB- BB 1,893 

Source: S&P Global Ratings  

– Upgrades continue to outpace downgrades but at a more modest pace than the 
previous month.  

– The transportation sector had two upgrades this week as it continues to 
improve from downward pressures in 2020. S&P Global Ratings raised its issuer 
credit rating on Fort Worth, Texas-based freight railroad Burlington Northern 
Santa Fe LLC (BNSF) to 'AA-' from 'A+' after it improved its profitability despite 
lower demand, while also financing dividends with cash flow rather than 
incremental debt.  

– This year's global corporate default tally rose to 41 after two distressed 
exchanges this week. The number of selective defaults (most of which are 
distressed exchanges) have been on the rise since the great financial crisis and 
account for nearly 70% of default so far this year. 
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Chart 2 

The Positive Bias For Nonfinancial Corporates and Financials Increased This Week 

 
Source: S&P Global Ratings. Data as of May 17, 2021. 

 

Chart 3 

Aerospace And Defense Had The Greatest Weekly Drop In Net Negative Bias, But 
Remains Elevated 

 
Source: S&P Global Ratings. Data as of May 17, 2021. 
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Financing Conditions 

Chart 4 

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

 
Source: ICE Benchmark Administration Limited (IBA), 'ICE BofAML Asia Emerging Markets Corporate Plus Sub-Index Option-
Adjusted Spread', 'ICE BofAML Europe, the Middle East, and Africa (EMEA) Emerging Markets Corporate Plus Sub-Index Option-
Adjusted Spread', retrieved from FRED, Federal Reserve Bank of St. Louis; 
https://fred.stlouisfed.org/series/BAMLEMRECRPIEMEAOAS, U.S. Investment-Grade and Speculative-Grade Spreads from S&P 
Global Ratings, Europe Investment-Grade Spreads From S&P Dow Jones Indices. May 17, 2021. 

Chart 5 

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

 
Source: S&P Global Ratings. Data as of May 17, 2021. 

– Debt issuance. Debt issuance on the year is down by nearly 8% form at this point 
in 2020 but remains strong at $2.14 billion.  

– Spreads stabilized at all rating levels this week and are in line with their 30-day 
averages. 
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Debt Capital Markets 

Chart 6 

Financial And Nonfinancial New Bond Issuance 

 
Source: S&P Global Ratings. Data as of May 17, 2021. 

– Global.  Rising inflationary pressures propelled supply to $2.23 trillion, as 
borrowers frontloaded issuance. 

– Asia. After a long pause, Chinese property developers pushed up supply of 
speculative-grade deals last week, despite lack of investor appetite, placed 
mostly in form of ESG notes. 

– Europe.  Issuers are rushing to launch their deals as markets remain 
constructive. Market participants fear that corporate spreads could widen in 
second half of 2021. 

– U.S. Issuance picked up as borrowers continued to capitalize on low rates, 
completed opportunistic deals, or refinanced debt to get ahead of any potential 
rise in rates. Refinancing activity dominated the spec-grade supply, while 
leveraged loan issuance was driven more by M&A and leveraged buyouts. 
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Asset Class Trends 
Corporates  

– Notable publications include: 
 Default, Transition, and Recovery: 2020 Annual Global Structured 

Finance Default And Rating Transition Study 
 Default, Transition, and Recovery: Two Distressed Exchanges Push The 

2021 Corporate Default Tally To 41 
 Leveraged Finance: European Leveraged Finance And Recovery First-

Quarter 2021 Update: Financial Flexibility Trumps Deleveraging 
 The Jump in US Inflation Is Transitory and Consistent with Our Recovery 

Story 
 The Biden Tax Proposal Would Increase The Amount Companies Pay, With 

Limited Effect On Ratings 
 China's Chemical Sector: Bonding Growth To Environmental Goals 
 Japanese Steelmakers: Heavy Investment Tests Industry Mettle 

– Notable ratings actions include: 
 Goodyear Tire & Rubber Co. Upgraded To 'BB-' On Acquisition Of Cooper, 

Ratings Off CreditWatch Positive; New Debt Rated 
 Restaurant Brand International Outlook Revised To Stable From Negative 

On Expected Performance And Leverage Improvement 
 Discovery Inc.'s 'BBB-' Ratings Affirmed On Proposed Merger With Warner 

Media LLC; Outlook Stable 
 AT&T Inc. Outlook Revised To Stable On Proposed Merger Of Warner 

Media LLC With Discovery Inc.; Ratings Affirmed 
 Warner Media LLC 'BBB' Ratings Placed On CreditWatch Negative 

Following Announced Merger With Discovery Inc. 

Banks and financial institutions  

- We lowered our rating on one bank and one nonbank financial institution over the 
past week. French-based Carrefour Banque was downgraded to ‘BBB’ from 
‘BBB+’. We consider the bank’s loan volumes and overall profitability have been 
harder hit by the COVID-19 pandemic than its peers', with weaker recovery 
expectations in 2021-2022. The COVID-19 pandemic resulted in practically zero 
new loans being produced during the lockdown periods, especially personal 
loans. Furthermore, the closure of large shopping centers, where the bank sells 
its products, explain most of the loan book reduction in 2020.  

- We also downgraded Mexican financial company Credito Real, S.A.B. de C.V., 
SOFOM, E.N.R. Asset quality metrics in Credito Real's commercial loan portfolio 
deteriorated significantly during the past few months. In this regard, we expect 
the company to continue raising loan-loss reserves, and consequently, limiting 
bottom-line results, internal capital generation, and overall capitalization levels 
for the next 12 months. Therefore, we're lowering our long-term global scale 
issuer credit rating on the Mexican lender to 'BB-' from 'BB'. 

Infrastructure 

– Infrastructure: Why Design Build Contracts Can Be A Double-Edged Sword For 
U.S./Canadian P3 Projects  

Sovereign 

– Israel Ratings Affirmed At 'AA-/A-1+'; Outlook Stable 
– Iceland 'A/A-1' Ratings Affirmed; Outlook Stable 
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Structured finance  

– Global structured finance: Here are a couple key takeaways from a recent 
commentary: The global structured finance annual default rate fell to 1.4% in 
2020, the lowest since 2009, despite a global recession and pandemic. All 
defaults occurred in the U.S. and Europe. Despite a global pandemic and 
resultant recession, our ratings performed well, with most defaults occurring in 
the 'CCC' rating category. We lowered 7.6% of all global structured finance 
ratings in 2020. Commercial mortgage-backed securities in both the U.S. and 
Europe accounted for the majority, as the hardest-hit sector by the global 
pandemic. We raised 3.7% of our global structure finance ratings in 2020, with 
asset-backed securities and residential mortgage-backed securities in the U.S. 
and Europe leading. This was the lowest upgrade rate since 2011. See "2020 
Annual Global Structured Finance Default and Rating Transition Study" 
published on May 13.  

– LIBOR transition: Here are a couple key takeaways from a recent commentary on 
this topic: Legislation is progressing in the U.S., EU, and U.K. to address the 
phase-out of LIBOR. These laws aim to enhance an orderly transition to new 
benchmarks. However, we do not think they will remedy every aspect of the move 
away from LIBOR.  See "LIBOR Transition: Laws Won't Eliminate All Uncertainty" 
published May 14. 

– European structured finance: See "EMEA Structured Finance Chart Book" 
published May 13. Our Chart Book includes a roundup of the latest new issuance 
and credit developments that we have observed across structured finance 
sectors, along with data on issuance drivers, recent rating actions, and 
underlying performance indicators. We also highlight the key takeaways from our 
recent research publications. 

– China structured finance: Here are a couple key takeaways from a recent 
commentary: China securitization issuance was off to a good start, with new 
issuance increasing 38% year over year to RMB602.7 billion (US$93 billion) in 
first-quarter 2021. Auto loan ABS and RMBS issuances were buoyant. Asset 
performance across classes was generally stable, as economic recovery 
continued. A greater number of electric vehicle (EV) models are likely to launch in 
China in the next 12 months, boosting auto loans that will finance the purchase. 
However, we do not anticipate EV-backed auto loans to account for a meaningful 
portion of the securitized pool across transactions during this period. See "China 
Securitization Performance Watch 1Q 2021: Issuance Off to a Strong Start, Asset 
Performance Stable" on May 13.  

– U.S. CLO: See "SF Credit Brief: CLO Insights 2021 U.S. MM Index: Stable 
Performance Continues in First Quarter, as CDO Monitor Metrics Reveal Portfolio 
Differences" published on May 11. 

 
– Overall, middle-market (MM) collateralized loan obligations (CLOs) experienced 

another stable quarter in the first quarter of 2021, with many transactions 
reporting improved overcollateralization ratios and par balances and reduced 
exposure to defaulted loans. Credit metrics for MM CLO portfolios have also 
remained stable. 

 

https://www.spglobal.com/ratings/en/research/articles/210513-default-transition-and-recovery-2020-annual-global-structured-finance-default-and-rating-transition-study-11946068
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https://www.spglobal.com/ratings/en/research/articles/210514-libor-transition-laws-won-t-eliminate-all-uncertainty-11959298
https://www.spglobal.com/ratings/en/research/pdf-articles/210513-emea-structured-finance-chart-book-may-2021-100081589
https://www.spglobal.com/ratings/en/research/articles/210513-china-securitization-performance-watch-1q-2021-issuance-off-to-a-strong-start-asset-performance-stable-11946160
https://www.spglobal.com/ratings/en/research/articles/210513-china-securitization-performance-watch-1q-2021-issuance-off-to-a-strong-start-asset-performance-stable-11946160
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