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(Editor’s Note: S&P Global Ratings’ Credit Conditions Committees meet quarterly and on an ad hoc basis to review 
macroeconomic conditions in each of four regions—Asia-Pacific, Emerging Markets, Europe, and North America covering 
Canada and the U.S. Discussions center on credit risks and their potential ratings impact in various asset classes, as well as 
borrowing and lending trends for businesses and consumers. This commentary reflects views discussed in the North America 
committee on June 23, 2021.) 

Key Takeaways 

– Overall: Credit conditions are extremely favorable entering the third quarter, underpinned by 
investors’ continued thirst for yield and a strong economic rebound. Economic activity has 
rebounded sharply as COVID-19 case counts decline and social restrictions ease. This has 
boosted revenues for borrowers we rate in a number of corporate sectors, improving their 
prospects for a return to pre-pandemic levels sooner than we expected. 

– Risks: Against the backdrop of record-high debt, inflation fears could push investors to reset 
their risk-return demands, resulting in the repricing of assets, higher debt-servicing costs, 
and tighter financing conditions. 

– Credit: Corporate bond spreads across the board are more or less where they were pre-
pandemic, and issuance of speculative-grade bonds and leveraged loans is roughly 3-4 
months ahead of usual annual trends. The number of companies we rate ‘CCC’ has shrunk, 
and the number of “weakest links” continues to decline. We now forecast the U.S. 
speculative-grade corporate default rate to decline to 4% by March 2022. 

Credit conditions for borrowers in North America are extremely favorable entering the third quarter, 
underpinned by investors’ continued thirst for yield and a strong economic rebound, particularly in 
the U.S.—where we expect the world’s biggest economy to grow 6.7% this year. 

This raises the question of whether investors are being fairly compensated for the risks they 
assume, especially given the looming unwinding of the fiscal and monetary support that has 
fostered not only the growth rebound but stabilized financial markets in the face of the pandemic. 
Now, the prospect of uncomfortably high inflation could be one catalyst for investors to reset their 
risk-return demands, resulting in the repricing of assets, higher debt-servicing costs, and tighter 
financing conditions. The Federal Reserve’s “dot plot” of policymakers’ expectations for benchmark 
interest rates suggests that they, too, are growing wary of recent price pressures. However, S&P 
Global Ratings agrees with Fed Chairman Jerome Powell’s view that inflation will prove transitory, 
given certain structural forces that will keep it from reaching runaway levels. 

At the same time, consumer demand—and, thus, economic activity—has rebounded sharply as 
COVID-19 case counts continue to decline in the U.S. and leaders lift social restrictions. This has 
boosted revenues for borrowers we rate in a number of corporate sectors, improving their 
prospects for a return to pre-pandemic levels sooner than we expected. For example, pent-up 
demand, fueled by consumer savings and optimism, is buoying spending—and we have revised our 
expectations for several retail and consumer segments (see “COVID-19 Heat Map: Pent-Up 
Demand And Supply Shortages Further Improve Recovery Prospects For Credit Quality,” 
published June 8). That said, we still believe it will take until well into next year—and, in some 
cases, 2023 and beyond—for many sectors to recover to 2019 credit metrics. 

There may be a growing disconnect between economic activity and vaccination rates, particularly in 
the U.S., where the daily average of immunizations has fallen well below the peak in mid-April and 
looks unlikely to increase significantly. Because of this, the long-sought-after widespread 
immunity in the U.S. may slip to the late third quarter or early fourth quarter—if it’s achievable at 
all, given the hesitancy of some Americans to get the shots. 
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Regardless, the economic recovery is accelerating, and this is reflected in financial markets. 
Corporate bond spreads across the board are more or less where they were pre-pandemic, and 
year-to-date (through May) issuance of speculative-grade bonds and leveraged loans has already 
exceeded $500 billion combined—roughly 3-4 months ahead of usual annual issuance trends. And 
deal terms are increasingly borrower-friendly—akin to what we’d typically see later in a credit and 
economic cycle, rather than at the start of one. 

Credit quality is improving apace. The number of U.S. and Canadian companies we rate ‘CCC’ has 
shrunk roughly 25% from the peak in May 2020, and the number of weakest links (issuers we rate 
‘B-’ or lower with negative outlooks or ratings on CreditWatch with negative implications) continues 
to decline, to near pre-pandemic levels. We now expect the U.S. trailing-12-month speculative-
grade corporate default rate to decline to 4% by March 2022, from 6.3% as of March 2021. 

Top Risks 
Near-Term Risks 

Beyond the pandemic-related risks to the economic recovery, and the possibility that inflationary 
pressures will push investors to drive borrowing costs higher, debt leverage remains at or near 
record highs, as companies continue to tap credit markets at a frenetic pace (see table 1). They’ve 
done this not just to survive the hit from the pandemic but to take advantage of historically low 
borrowing costs. While this has eased near-term maturity pressures, the risks of a bumpy recovery 
in demand in some sectors remains. Also, input prices are rising for many, and borrowers are 
feeling some profit pressures amid supply-chain constraints, and rising commodities prices and 
labor costs. Moreover, the second half will feature a massive unwinding of government support, 
which could fully expose the operational and structural headwinds many borrowers face. That said, 
we believe this risk related to high debt has diminished as the U.S. economic recovery solidifies—
and we’ve lowered our assessment of the level of this risk to “high,” from “very high” in March. 

We’ve similarly lowered our risk classification concerning a resurgence of the pandemic to 
“elevated,” from “high,” given the notable decline in COVID-19 cases and deaths, coincident with 
vaccine rollouts. Certainly, the possibility that more-contagious coronavirus strains will take hold—
as we’ve seen with the highly transmissible delta variant—remains a significant risk. But the 
likelihood that the U.S. and Canada would have to implement the sorts of lockdowns we saw early 
in the pandemic seems to have diminished. Nor would the concomitant economic hit be as severe, 
given the lessons that governments, business, and consumers have learned. 

Longer-Term Structural Risks 

On another front, while the U.S.-China strategic confrontation continues, the Biden Administration 
is taking the tack of enlisting allies (G-7 countries, in particular) in its endeavor, in sharp contrast to 
the unilateral approach of the previous administration. China is actively pursuing its drive to be less 
reliant on markets and technology from foreign countries, and tensions between the countries look 
set to persist. But we expect less short-term risk volatility with actions by both sides being more 
measured, at least in tone. In this light, we’ve shifted the risk level to “elevated,” from “high.” 

Along these lines, we’ve revised our forward-looking risk trend assessment regarding declining 
demand for commercial real estate (CRE), to “improving.” It’s true that behavioral shifts in working, 
living, and shopping have changed the environment for employers, the lodging sector, and retail—
and some will surely suffer pressures on cash flows and asset valuations. While we’ve kept the risk 
classification at “elevated,” we have seen signs of improvement in asset performance directly 
correlated to growing levels of vaccinations and the lifting of restrictions. 

Other secular risks include those related to cybersecurity and environmental, social, and 
governance (ESG) concerns—which we see as “elevated” and “worsening” in the next 12 months. 
The former drew much attention after the ransomware attack on the Colonial Pipeline in the U.S., 
while the physical risks of climate change are top of mind given the heat waves and drought 
conditions that have ravaged the American West. 
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Table 1  
Top North America Risks 

Near-Term Risks 
Record-high debt threatens credit quality if revenue rebound falters 

Risk level* Very low Moderate Elevated High Very high  Risk trend** Improving Unchanged Worsening 

Debt leverage has risen to record levels as governments and companies borrowed to survive the pandemic-induced crisis. While welcoming markets have eased 
near-term maturity pressures, and historically low interest rates have mitigated debt-servicing burdens, there’s a risk that the demand recovery remains uneven 
across sectors. Meanwhile, corporate borrowers in many sectors are seeing input prices trend upward and feeling some profit pressures amid supply-chain 
constraints, and rising commodities prices and labor costs. If such cost pressures persist and/or intensify, profit erosion could become steeper and more 
widespread than our expectations. Moreover, the draw-down of government support could fully expose the operational and structural headwinds many borrowers 
face. All told, if income recovers more slowly than we expect, some issuers may find it difficult to manage debt burdens and credit quality could weaken. 

Investor repricing of risk amid inflation fears increases funding costs 
 

Risk level* Very low Moderate Elevated High Very high  Risk trend** Improving Unchanged Worsening 

Inflationary pressures are building due to rising demand as social restrictions ease, supply-chain disruption, and—in certain areas—labor imbalances. While we 
expect the Fed’s policy rate to stay near-zero through next year, investors could reset risk-return demands because of escalating credit concerns, inflation fears, or 
an unexpected adverse event. This could result in the repricing of financial and real assets, higher debt-servicing costs, and tighter financing conditions. A 
disorderly normalization of rates could also trigger a sudden return to “risk-off” positioning that spurs market dislocation. 

Health crisis resurges, curbing economic activity 

Risk level* Very low Moderate Elevated High Very high  Risk trend** Improving Unchanged Worsening 

While COVID-19 cases and deaths have declined sharply—as the U.S. progresses toward widespread immunity and Canada catches up in vaccine rollout—there is a 
risk of gaps (or lackluster participation) in immunizations in certain regions, and a resurgence in cases as social restrictions ease and if the virus’s more-contagious 
variants (e.g., the coronavirus delta variant) proliferate. Any resurgence of the pandemic could cause renewed consumer caution, exacerbate supply chain 
constraints, and curb economic activity. 

Longer-Term Structural Risks 
Secular risks, including cyber- and ESG-related, affect business operations 

Risk level* Very low Moderate Elevated High Very high  Risk trend** Improving Unchanged Worsening 

Cyber-risks continue to pose a systemic threat and significant single-entity risk, and new targets and methods are emerging. As public and private organizations 
are forced to accelerate their digital transformation, the key to resilience is a combination of risk-management actions, both before and after an attack, followed by 
swift remediation. Entities lacking well-tested playbooks to shape their responses are most vulnerable. And as policymakers and investors intensify their focus on 
environmental, social, and governance (ESG) factors, borrowers that are (or are perceived as being) “offside” with regard to ESG could face increasing policy risks or 
limited access to capital—with restrictions ranging from having to pay a premium to borrow to being shut out of the capital markets. 

U.S.-China strategic confrontation worsens 

Risk level* Very low Moderate Elevated High Very high  Risk trend** Improving Unchanged Worsening 

The Biden Administration continues to maintain pressure on China, but is taking a more multilateral approach, rather than the go-it-alone strategy of the previous 
administration. China is actively pursuing its drive to be less reliant on markets and technology from foreign countries, including the U.S. While the tension between 
the two countries look set to persist in the medium-to-long term, we now expect less short-term risk volatility with actions (albeit still continuing) by both sides to 
be more measured. Nonetheless, further worsening of the strained relationship could weigh on trade, intellectual property, investments and financial transactions, 
for both and other economies. Certain targeted sectors and industry players could suffer disproportionately as well. 

Declining demand for commercial real estate pressures landlords 

Risk level* Very low Moderate Elevated High Very high  Risk trend** Improving Unchanged Worsening 

Behavioral shifts in working, living, and spending could result in a sustained sharp drop in demand for commercial real estate (CRE) such as office space, 
retail/malls, and high-end lodging. This would pressure cash flows and asset valuations, which could have credit implications for landlords. While this risk remains 
elevated, we have started to see signs of improvement in asset performance directly correlated to growing levels of vaccinations and the lifting of restrictions. 
Nonetheless, we may still see elevated CRE-related loan losses for debtholders, such as U.S. banks, insurers, REITs, and CMBS as the cash flows and values of 
many properties decline. Most banks can likely absorb the expected hit, but risks to our forecast imply that losses could be problematic. 

Source: S&P Global Ratings. 

* Risk levels may be classified as very low, moderate, elevated, high, or very high, and are evaluated by considering both 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. 

** Risk trend reflects our current view on whether the risk level could increase or decrease over the next 12 months. 
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Inflation 
Transitory Or Troublesome?  

As inflationary pressures build in the U.S. because of rising demand as social restrictions ease, 
supply-chain disruptions, and labor imbalances, financial markets are focused on whether the Fed 
can normalize monetary policy without triggering excessive market volatility. We think there’s no 
question the Fed has the tools to do so—the question, rather, is whether policy makers will wait too 
long to rein in runaway inflation. We see orderly reflation as a positive development for the macro 
and credit environments. Yields being pushed higher because of a robust recovery are a good thing 
(as opposed to rising yields solely because of inflation concerns). Moving away from very low rates 
eases the search for yield and the distortions to asset prices.  

Fed policy makers have so far been sanguine about wage and price pressures, signaling that the 
policy rate will likely remain near zero through next year. This approach is informed by the lessons 
of the global financial crisis (GFC), but may ultimately prove too optimistic. If wage and price gains 
run hotter—or persist longer—than expected, the Fed will need to move more quickly than it would 
like, which could spur volatility in markets/asset prices and throw the labor market into a tizzy. 

For now, we believe the jump in inflation will be transitory, since “COVID-insensitive” sectors aren’t 
seeing the same price increases (see chart 1). We think higher levels of stimulus-encouraged 
household savings will increase demand for goods and, especially, services, thus spurring inflation 
above 2% over the span of this year—but hardly to “runaway” levels. 

Chart 1 

Inflation Sensitivity To COVID-19 

 
PCE—Personal consumption expenditures. COVID-sensitive components include those categories where either prices or 
quantities moved in a statistically significant manner at the onset of the pandemic, between February and April 2020. COVID-
insensitive components include all other core PCE categories. Sources: San Francisco Federal Reserve, S&P Global Economics. 

That said, corporate borrowers in many sectors are feeling some input-price pressures. But we 
expect this to moderate in the next year or two, as the economic recovery starts to level off and 
business activities return to more normal levels. Moreover, we think industries will largely be able 
to manage rising prices through cost-saving strategies, productivity gains, or by passing them 
through to customers. 

In the near-term, cost pressures look set to shrink profit margins in many sectors—although we 
expect any erosion to be only moderate, hitting a relatively small percentage of companies, and we 
don’t expect it to weigh too heavily on credit quality. For most, the acceleration of the U.S. economic 
recovery—which will add to revenues—is far more critical for their bottom lines. 

Nonetheless, an inflation spike, combined with an interest rate shock, could double the number of 
loss-making corporates globally. Our stress test of more than 10,000 corporates (equivalent to 
about 31% of estimated corporate debt) suggests that a twin shock of 1970s-style cost inflation 
and GFC-level spreads could almost double potential defaulters, to 12%, by 2023. The share of 
“highly indebted” companies could reach almost 40% (see “Global Debt Leverage: Spreads, Costs 
Shock May Double Rate Of Loss-Making,” published June 22). But most companies’ pushing out of 
debt maturities has cushioned them against interest-cost rises—at least for the next few years. 
Over time, interest rate rises could weigh on debt sustainability as more debt comes to maturity.   
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U.S. Housing 
A Different Dynamic Than 2004-2006 

Accelerating shifts in consumer and work habits have placed a spotlight on how U.S. commercial 
properties are affected by the pandemic. Recently, however, the focus has shifted to residential 
housing, with prices soaring across the country. The S&P CoreLogic Case-Shiller Index, a leading 
measure of U.S. home prices, indicates that at a national level, home prices rose 13.2% in March on 
a year-over-year basis. At the same time, the average price of a new home jumped to more than 
$430,600 in May, up from roughly $368,700 a year earlier, according to the U.S. Census Bureau. 

This has fueled talk of a housing bubble similar to the one that precipitated the GFC. Certainly, the 
prolonged period of historically low interest rates, an improving labor market, along with pent-up 
demand and some desire for de-urbanization, have contributed to rising home valuations. High-
priced building materials and labor shortages have also been major drivers of home prices for 
several years. However, there are some fundamental differences between the factors driving the 
current run-up in prices and those that caused the bubble during the years prior to the GFC. 

Whereas speculative buying and loose lending standards allowed many GFC-era homeowners to 
extend themselves too far, current borrowing patterns suggest that underwriting standards have 
tightened and that cash-out refinancing is more controlled. Moreover, loan-to-value (LTV) ratios—
at least on “non-agency” deals that don’t involve government-sponsored enterprises (GSEs)—are 
well below where they were in the lead-up to the GFC, when buyers could finance the entire 
mortgage plus closing costs, and in some cases wound up with LTV ratios in excess of 100%. 
Another major shift in the secondary mortgage market is that non-agency loans now represent a 
much smaller fraction of the total, with most new residential mortgage-backed securities (RMBS) 
coming from the GSEs. 

This comes amid fundamental changes in the securitization market that have alleviated some of 
the systemic risks—even with the amount of RMBS outstanding still substantially greater than all 
other structured products in the U.S. combined. While the primary source of mortgage funding has 
come from securitization markets, it’s important to distinguish between the different channels: 
agency and non-agency. Fannie Mae and Freddie Mac are two major agencies that issue RMBS. 
They’re regulated by the Federal Housing Finance Agency (FHFA) and exist to promote ownership 
and ensure funding at optimal rates for borrowers. Mortgages related to RMBS by these GSEs need 
to conform to specific guidelines concerning credit quality and loan size. The principal and interest 
payments from conventional RMBS issued by Fannie and Freddie are guaranteed by these GSEs, 
which in turn are widely believed to be implicitly backed by the U.S. government. 

While there has been non-agency securitization since the 1980s, there was a marked increase in 
2004–2006, when approximately half of the securitized home funding in the U.S. came from the 
non-agency sector (see chart 2)—the bulk of which were loans to borrowers with weaker credit 
histories and limited loan documentation. After the GFC (as of 2008), non-agency issuance all but 
vanished. Since 2014, the non-agency market has grown, although it hasn’t come close to the levels 
seen during 2004–2006, when annual issuance volume was comparable in magnitude to that of the 
GSEs. Nowadays, non-agency RMBS are no longer backed by the type of subprime and “Alt-A” 
collateral that was then widespread (although non-prime and limited-documentation mortgages 
still make up some of the RMBS market). Meanwhile, non-agency (typically bank-held) “jumbo” 
mortgages, which exceed the conforming loan limit set annually by the FHFA, are now mostly 
“super-prime”—that is, of very high credit quality. 
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Chart 2 

Share of Agency and Non-Agency MBS Issuance in the U.S. 

 
CMO—collateralized mortgage obligation. CMBS—commercial mortgage-backed security. Source: SIFMA. 

This isn’t to suggest there aren’t imbalances in the housing market that can become problematic. 
Millennials (the oldest of whom are now in their late-30s) represent a huge cohort of potential 
buyers. As this group increasingly forms households, the National Association of Realtors (NAR) 
estimates that homebuilders would need to construct at least 5.5 million extra new units to meet 
demand and keep homeownership affordable over the next decade. According to NAR, even at a 
pace of 2.1 million units per year (which is roughly the level attained in 2005, and substantially 
higher than the 1.6 million units per year estimated as of May 2021), it would take 10 years to close 
the gap. Without enough housing to meet Millennial-fueled demand, record-low home availability 
and declining affordability could keep homeownership out of reach for millions of Americans. If the 
current dynamics in the housing market result in a permanent class of renters, this could 
exacerbate income inequality, given that homeownership is a primary driver of wealth generation.  

Either way, current price gains seem unsustainable. Even with inflation rising and wage growth 
beginning to follow, the pace is well below that of house-price increases. In this light, the question 
is now whether the market will settle into a soft landing or if the bumpy ride will end in a crash. And 
there’s no guarantee that home prices won’t fall from their current highs.  

While supply-demand dynamics have pushed house prices sharply up, at least some of the 
increase is attributable to the long stretch of historically low mortgage rates. To the extent that 
benchmark interest rates go up (as they inevitably will), this could weigh on affordability—and 
potentially precipitate price declines. On the flip side, when the economic cycle does turn (again, as 
inevitably happens) and household income pressures increase, the high level of mortgage debt 
could become more difficult to service. This, too, could spark a material decline in house prices that 
could have broader economic ramifications.  
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Macroeconomic Outlook 
U.S. 

As COVID-19 cases and deaths continue to decline in the U.S.—with vaccinations pushing the 
world’s biggest economy closer to widespread immunity—the rebound in economic activity 
remains solid. We now expect full-year GDP growth of 6.7%, near our forecast of 6.5% last 
quarter—and see the risk of recession in the next 12 months at just 10%-15% (see chart 3). As 
strong as the rebound has been, economic growth would have been even stronger in the first half if 
it weren’t for bottlenecks in the supply chain and imbalances in the job market. 

Beyond supply-chain constraints, companies are having trouble filling jobs in a number of sectors. 
Enhanced unemployment benefits are keeping some workers out of the labor force, with other 
factors—such as the location mismatch between job-seekers and opportunities, a skills gap, and 
the need for many working-age Americans (usually women) to stay at home to care for children and 
other family members—also coming into play. In May, the world’s biggest economy added 559,000 
jobs, but nonfarm payrolls are still down by 7.6 million from the pre-pandemic level. 

Chart 3 

U.S. Real GDP 

 
f—Forecast. Sources: Bureau of Economic Analysis, Oxford Economics, and S&P Global Economics forecasts. 

On the bright side, headline unemployment fell to 5.8%, from 6.1%, and the rate adjusted for the 
shortfall in labor-force participation, though still-high, dropped to 8.1%, from 8.4%. Most of the job 
gains were in the leisure and hospitality sectors, as Americans returned to restaurants and other 
venues that had been shuttered or severely restricted during lockdowns. But the participation rate 
slipped 0.1 percentage point, to 61.6%—well shy of the pre-pandemic level. While we expect more 
people to rejoin the workforce as businesses reopen and the economic rebound settles in, the road 
to full recovery in the labor market is likely to be a long one. 

Even as wage pressures build—overall hourly earnings, for example, rose 0.5% in May and are up 
2% year-over-year, while earnings in the leisure and hospitality sectors jumped 1.3% and are 7% 
higher than in February of last year—still-high unemployment, low labor participation, and the 
waning effects of federal fiscal stimulus could weigh on consumer demand in the second half. 

While inflation as measured by the Consumer Price Index leapt 5% (annualized) in May—the most 
since 2008 and building on April’s 4.2% jump—the biggest increases have been in areas that were 
hit hardest by the pandemic and are now recovering. The price pressures driven by transitory 
supply-demand mismatch will shift to traditional “demand-push” forces as the economy gets 
closer to full employment by the end of next year. This will help keep core PCE inflation slightly 
above 2%, thus not repeating the experience following the Great Recession when inflation serially 
undershot the Federal Reserve’s 2% target.  

Because of these price dynamics and our expectation that supply-chain bottlenecks and labor 
imbalances will ease starting in the second half, we expect the Fed to keep the benchmark federal 
funds rate near zero until early 2023. For that to change, we’d need to see the current level of 
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inflation persist for a significant stretch (beyond 2021) and for long-term inflation expectations to 
be well above the Fed’s 2% target. In terms of quantitative easing (QE), we anticipate the Fed to 
announce tapering of its bond purchases in the first quarter of next year, but wouldn’t be surprised 
if it gets moved forward by a quarter. 

On nearby Capitol Hill, legislators will soon have to tackle the U.S. debt ceiling, which the country 
will hit on July 31, after which the Treasury Department typically takes so-called “extraordinary 
measures” to pay most of the government’s bills (that Treasury could exhaust its ability to acquire 
additional resources late this summer). While the issue is the cause of much periodic hand-
wringing, leaders in Washington are almost certain to strike a deal, as they’ve done multiple times 
in the 100-plus years that the debt ceiling has existed—even if the agreement requires some 
horse-trading between Democrats and Republicans. This pressure may prove heavier than usual 
given that a number of GOP members, including Sen. John Thune of South Dakota, the No. 2 
Republican in the Upper Chamber of Congress, have said it’s “unlikely” their caucus will come up 
with the 10 votes needed to avoid a filibuster and raise the borrowing limit (assuming all Senate 
Democrats vote to do so), thus setting up a high-stakes showdown. 

One area in which Democrats and Republicans seem to have agreed is infrastructure, as a 
bipartisan group of senators and the White House have framed out a spending plan. While we 
haven’t factored a bill into our baseline forecast, it seems likely at this point that something will get 
through. And while the fiscal multiplier of infrastructure spending is currently lower than it would 
be during a recession, based on current economic conditions, we believe that it’s still above one—
which means that every dollar spent would generate more than one dollar in economic activity.  

Canada 

After strong first-quarter GDP growth of 5.6% (annualized) in Canada, a third wave of COVID-19 has 
disrupted economic activity such that preliminary data showed a contraction in April—which would 
be the first monthly decline since April 2020. With many social restrictions persisting into June, we 
lowered our forecast for second-quarter growth to 1.9% (it was 5.5%). The good news is that the 
worst appears to be over, with COVID cases falling, provinces lifting restrictions, and vaccinations 
progressing at a solid pace—all of which sets the stage for a stronger rebound in demand. Upward 
revisions to our U.S. growth forecast, and the federal government’s additional stimulus outlined in 
April’s budget announcement, means GDP growth will likely come in higher than previously forecast 
in the second half and beyond. We now see real GDP growth of 6.1% (was 5.5%) and 3.2% (was 
2.4%) in 2021 and 2022. The risks to the economic outlook have become more balanced. 

Inflation as measured by the Consumer Price Index reached 3.6% (year-over-year) in May—
surpassing the upper limit of the Bank of Canada’s target range (1%-3%). The acceleration of 
consumer price inflation to 6% average (monthly annualized) in the last two months has come 
despite activity restrictions in April and May. It will take rest of the year to iron out supply-side 
pressures to meet renewed demand, which means inflation will likely stay above 3% this year. The 
price pressures driven by transitory supply-demand mismatch will likely fade next year and more 
traditional demand-push forces from the economy getting closer to full employment by the end of 
2022 will help keep inflation slightly above 2% in 2023 and 2024. 

With second-quarter GDP growth set to be weaker than the central bank expected, and BoC 
Governor Tiff Macklem concerned about the strength of the Canadian dollar, policy makers are 
unlikely to take a more hawkish approach to interest rates or to cut asset purchases materially in 
July. The Bank of Canada may slow the pace of its bond purchases further as early as in September 
2021, as the Governing Council gains confidence in the strength of the re-opening following the 
activity pause in Spring. Still, the first policy rate hike likely won’t come before late 2022, when the 
unemployment rate dips below 6.0% and inflation consistently stays at or above 2%. 

The views expressed here are the independent opinions of S&P Global Ratings’ economics group, which is 
separate from but provides forecasts and other input to S&P Global Ratings’ analysts. S&P Global Ratings’ 
analysts use these views in determining and assigning credit ratings in ratings committees, which exercise 
analytical judgment in accordance with S&P Global Ratings’ publicly available methodologies. 
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Financing Conditions 
Financing conditions in the U.S. remain very accommodative—especially for speculative-grade 
corporate issuers, which have sold record amounts of debt (both bonds and leveraged loans). The 
$536 billion of issuance through May is an amount typically seen through August (see chart 4). It’s 
likely many are coming to market ahead of rising interest rates. 

Inflation fears have yet to be reflected in borrowing costs. Treasury yields and secondary-market 
yields for corporate bonds of all rating categories are higher than a year ago but have largely fallen 
since peaking in mid-March. Market participants are still showing a strong appetite for yield (see 
chart 5). Corporate bond spreads continue to fall, albeit at a more gradual pace than last year, with 
our spec-grade spread hitting 367 basis points (bps) on June 18. Meanwhile, our investment-grade 
corporate spread finished that day at 101 bps—flirting with 100 bps for the first time since 2007. 

Chart 4 Chart 5 

U.S. Spec-Grade Debt Issuance Hits Record Pace In 2021 U.S. Investment-Grade And Spec-Grade Spreads 

  
Chart displays combined speculative-grade bond, and leveraged loan 
issuance. Data through May 31, 2021. Sources: S&P Global Ratings; 
Refinitiv; LCD, an offering of S&P Global Market Intelligence. 

Source: S&P Global Ratings. 

We now expect the U.S. trailing-12-month spec-grade default rate to fall to 4% by March. Upgrades 
have outpaced downgrades so far this year, and we expect a steep decline in “fallen angel” debt 
(downgrades to speculative-grade) compared to last year (see chart 6). 

Chart 6 

2021 On Track For Lower Fallen Angel Debt In The U.S. 

 
* 2021 through May. ** Nonfinancial projection from June 1, 2021 through May 31, 2022 for the U.S. and tax havens. 
Source: S&P Global Ratings. 
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U.S. Public Finance 
Sectors Trending to Greater Stability 

With the pressures of COVID abating and a significant influx of federal dollars to help make up for 
lost revenues, U.S. Public Finance (USPF) sectors continue to regain stability. Revenue trends 
remain strong for many issuers, and all eyes are on Washington for a long-awaited infrastructure 
package. In a sign of growing stability within the sector, we revised our 2021 sector view for not-for-
profit health care, to stable from negative, reflecting a trend of revenue recovery and ongoing 
balance-sheet strength. The extension of use of Coronavirus Aid, Relief, and Economic 
Security (CARES) Act funding and other federal programs, and the recent Supreme Court decision 
upholding the Affordable Care Act, are positive developments. (The only USPF sector on which we 
maintain a negative view is higher education.) 

Despite a suddenly strong economy, some post-pandemic uncertainties are lingering—including 
how consumer, student, and worker habits have changed in the past year and the timeframe for 
getting back to a “new normal” (see chart 7). While critical health and safety challenges associated 
with COVID have abated, other ESG-related challenges may test USPF issuers. 

Chart 7 

Credit Topics We Are Watching Across USPF 

 
Source: S&P Global Ratings. 
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Nonfinancial Corporates 
The number of ‘CCC’ category ratings on companies in the U.S. and Canada has declined to a 15-
month low. More than 70% of year-to-date ‘CCC’ ratings actions have been upgrades—the highest 
among speculative-grade categories (see “Risky Credits: The ‘CCC’ Category Leads Speculative-
Grade Net Upgrades,” published June 15). At the same time, the number of defaults in North 
America so far this year, at 25, is less than half of the 2020 year-to-date total of 66. We now expect 
the U.S. speculative grade default rate to fall to 4% by March of next year. (see “The U.S. 
Speculative-Grade Corporate Default Rate Could Fall To 4% By March 2022,” published May 26). 

As economic prospects improve, consumers have been eager to spend—and prices in several 
industries have soared as demand outstrips supply amid the bounce back from the pandemic-
induced standstill. We expect supply-demand dynamics will stabilize over the course of the year, 
and near-term inflationary pressures will ease. For sectors that can pass price increases through 
to consumers, recovery prospects have improved (see chart 8). 

Chart 8 

Timeframe Of Recovery Of (Run Rate) Credit Metrics To 2019 Levels 
North America 

 

Hardware sales (PCs, smartphones, gaming, etc.) have exceeded our expectations, and we see 
industry growth consistent with global GDP as enterprise and commercial information technology 
spending comes back. The economic recovery and delayed IT spending following an investment 
slump last year support our favorable view of hardware sales for the rest of 2021. 

Ad-based media sectors continue to see improving trends, as well. And though the recovery is 
mixed, total advertising looks set to recover—and surpass 2019 levels—this year, with TV and 
digital advertising leading the way.  

Similarly, the outlook for the metals and mining sector looks promising. We recently raised (for the 
second time since September) our price assumptions for most metals, as production cutbacks and 
trade frictions have coincided with a surge in demand. Spot prices for copper hit their highest level 
in a decade only a year after dropping to near decade lows. For steel, production discipline and 
trade barriers have pushed prices to all-time highs in the U.S. The chemicals sector, too, is likely to 
benefit from an increase in demand. For many producers, this makes it is easier-than-usual to pass 
on to customers any increases in raw-materials prices. 

On the downside, we still expect the travel sector will take years to recover to pre-pandemic credit 
metrics. However, the industry is showing signs of recovery and may have reached an inflection 
point. The success of U.S. vaccination campaigns has combined with pent-up demand—and so it’s 
conceivable that the worst is behind borrowers in the industry.  
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Structured Finance 
Following a solid first quarter, structured finance credit continued its positive momentum in April-
June, buoyed by better-than-expected growth, stimulus spending, and the economic reopening. As 
we assess the performance of loans emerging from forbearance we note that auto loan extensions 
have fallen back to pre-pandemic levels and mortgage-forbearance levels have continued their 
downward trajectory. Still, there remain sectors that have a relatively longer road to recovery, and 
some downward ratings activity is possible in certain pockets of structured finance. 

Within certain areas of commercial mortgage-backed securities (CMBS) and esoteric asset-backed 
securities (ABS), we continue to see pockets of risk and expect longer recovery times (see table 2). 
These include mall and (some) lodging-backed CMBS, as well as aircraft ABS and small-business 
ABS. According to Green Street, commercial real estate (CRE) values are down just 1% from pre-
COVID levels, compared with 10% earlier this year. There are differences by property types, with 
industrial, self-storage, and manufactured homes appreciating, while office/lodging/strip retail 
and malls still show modest declines.  

Table 2 

North America Structured Finance Sector Trends (12-Month Outlook) Q3 2021 

  Collateral performance outlook Rating trends 

Residential mortgages     

RMBS Somewhat weaker Stable to negative 

RMBS - servicer advance Somewhat weaker Stable 

Commercial mortgages     

CMBS - N.A. conduit/fusion Somewhat weaker Stable to negative 

CMBS - large loan/single borrower Somewhat weaker Stable to negative 

CMBS - large loan/single borrower (retail) Weaker Stable to negative 

CMBS - large loan/single borrower (lodging) Weaker Stable to negative 

Asset-backed securities     

ABS - prime auto loans Stable Stable 

ABS - subprime auto loans  Somewhat weaker Stable 

ABS - auto lease Stable Stable 

ABS - auto dealer floorplan Stable Stable 

ABS - credit cards Somewhat weaker Stable 

ABS - unsecured consumer loans Somewhat weaker Stable to negative 

ABS - FFELP student loan  Somewhat weaker Stable 

ABS - private student loan Stable Stable 

ABS - commercial equipment Stable Stable 

Asset-backed commercial paper Somewhat weaker Stable 

Structured credit     

CLOs Somewhat weaker Stable 

Timeshares Stable Stable 

Small Business Somewhat weaker Stable to negative 

Tobacco Somewhat weaker Stable 

Transportation - aircraft Somewhat weaker Stable to negative 

Transportation - container Stable Stable 

Transportation - railcar Stable Stable 

Whole business Stable Stable 

Triple-net lease Stable Stable  

FFELP—Federal Family Education Loan Program. Source: S&P Global Ratings.  

Overall, metrics for collateralized loan obligations (CLOs), and our outlook for CLO credit, have 
shown modest improvement this year. As of early May, loans in the average broadly syndicated loan 
(BSL) CLO ‘CCC’ bucket decreased to 6.51%—a full percentage point below the typical allowance of 
7.5% loans from 'CCC’ rated obligors. 

For consumer ABS sectors, we see mostly stable performance, while noting that a potentially 
uneven recovery may put borrowers with lower FICO scores at risk. “Marketplace” unsecured 
consumer loans remain an area of potential credit risk, and we maintain a “somewhat negative” 
stance on collateral performance and ratings trends. 

Primary Contacts 

Winston W Chang 
New York 
winston.chang 
@spglobal.com 
+1-212-438-8123 
 
James M Manzi 
Washington D.C. 
james.manzi 
@spglobal.com 
+1-202-383-2028 
 
Stephen A Anderberg 
New York  
stephen.anderberg 
@spglobal.com 
+1-212-438-8991 



Credit Conditions North America Q3 2021: Looking Ahead, It’s Looking Up 

S&P Global Ratings  June 29, 2021      13 

Financial Institutions 
Banks 

We have gained confidence in the economic rebound and the quality of U.S. bank regulation, 
especially for banks under enhanced supervision. We believe the many regulatory and supervisory 
enhancements implemented since the GFC has benefited banks’ financial performance leading up 
to, and during, the pandemic. Those enhancements have related to capital, liquidity, underwriting, 
operational risk, stress testing, resolution, and governance, among other factors.  

As a result, we may revise the anchor for our ratings on banks in the U.S. to ‘A-’ from ‘BBB+’ in the 
next 1-2 years if the stringency of regulation remains in place, the economy continues to grow, and 
banks maintain strong balance sheets and good asset quality. At a higher anchor, we would likely 
raise our ratings on the banks that have positive outlooks, as well as any subsidiaries with positive 
outlooks (see “Various Rating Actions Taken On Large U.S. Banks And Consumer-Focused Banks 
Based On Favorable Industry Trends,” and “Various Rating Actions Taken On U.S. Regional Banks 
Based On Improving Economy And Favorable Industry Trends,” published May 24).  

The main characteristics of banks that have a positive outlook are: above-peer performance over an 
extended period; diversified business models and large scale; advanced strategic transformation; 
and a minimum amount of regulatory or governance issues. 

The extraordinary actions the government and the Fed have taken to support the economy and 
financial markets have indirectly been enormously beneficial to financial institutions. With such 
robust growth and stimulus, we have once again lowered our forecast for pandemic-related credit 
losses, to be absorbed from 2020-2022, to 1.4%-1.8%, well below our prior forecasts. Banks have 
generally already provisioned enough to cover those losses, and allowance levels should decline 
this year as a result. However, a future crisis may look very different, and we aren’t factoring into 
our ratings any expectation that the government will always respond in such a way to benefit 
financial institutions. Nevertheless, we look positively on the benefits that have accrued to them. 

Finance Companies 

Asset quality for finance companies has generally been better than expected. Consumer finance 
companies have been particularly resilient, while asset quality has been solid for most commercial 
lenders, including business development companies and CRE finance companies. We think the 
likelihood of substantial further deterioration in the loan portfolios of CRE finance companies has 
lessened, and in June we revised the outlooks on seven of them, to stable from negative. Earlier in 
the year, we took positive ratings actions (upgrades or positive outlooks) on various residential 
mortgage companies, reflecting strong performance in 2020 and our expectation that this will be a 
strong year for originations and servicing retention. Finance companies are also benefiting from 
favorable financing conditions, enabling them to refinance and, in many cases, to lower their cost of 
funds. While slightly less than 25% of finance companies we rate are on negative outlook, we 
expect the rating action momentum will continue to be positive for the remaining of the year. 

Asset Managers 

Our outlook on traditional and alternative asset managers remains stable. This reflects our belief 
that, in the next year, secular industry headwinds (particularly for traditional asset managers) will 
be offset by higher asset prices, supporting assets under management (AUM) levels and margins. 
This is supported by the increase in positive rating actions compared to multiple negative rating 
actions in 2020. We continue to believe alternative asset managers are less exposed to many of the 
challenges facing traditional managers, since their AUM is largely locked up, and strategies are 
harder to index. Alternative asset managers have enjoyed significant net inflows due to good 
investment returns and general expansion—both in size of average fund and broadening platforms. 
That said, we believe the risks for alternative asset managers remain as higher valuation and 
stronger competition could hit returns and overall performance of managers. 
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Insurance 
While ratings changes were very limited in the second quarter, we did revise our sector outlook on 
mortgage insurers to stable from negative, highlighting improved current business conditions (see 
table 3). We also highlight improvement in the business conditions outlook for bond insurers. These 
developments add to a positive business conditions outlook trend emergent for the life, health and 
reinsurance sectors. Overall, the average financial strength rating for the core North American 
insurance portfolio (life, health, property/casualty) is at the upper end of the strong (‘A’) category. In 
addition, a very high percentage of our ratings for the core portfolio maintain stable outlooks.    

Balance-sheet strength remains a pillar of credit quality for the portfolio, providing a measure of 
protection from risks related to downside economic developments broadly, and the expansion or 
increase in the magnitude of specific current and emerging subsector risks, more specifically. 

Table 3 

North America Insurance Sector Trends Q3 2021 

Sector Current business 
conditions 

Business conditions 
outlook Sector outlook 

Life insurers Satisfactory Somewhat stronger Stable 

Health insurers Satisfactory Somewhat stronger Stable 

Property/casualty insurers Satisfactory No change Stable 

Global reinsurers Weak Somewhat stronger Negative 

Bond insurers Satisfactory Somewhat stronger Stable 

Title insurance Satisfactory No change Stable 

Mortgage insurers Satisfactory No change Stable 

Note: Business conditions and sector outlook are for the next 12 months. The shaded cells indicate changes since Q2 2021. 
Source: S&P Global Ratings. 

Life insurers are strongly capitalized, have ample liquidity, and are generally well-positioned for the 
economic recovery. The sector still faces elevated mortality, especially for those companies that 
have exposure outside the U.S. and Canada. Some possible investment-portfolio stresses— 
especially in sectors that may have a slower recovery—and low interest rates will likely continue to 
be drag on earnings and a challenge for new sales. Yet, as vaccinations progress, new sales for 
most products recover, and as the economy continues to rebound, we expect insurers to continue 
to generate positive earnings and maintain their strong capital buffers. Still-low intertest rates, 
coupled with low equity valuations for life insurers in public markets, will continue to fuel 
consolidation. We believe companies will continue look to for opportunities to exit and/or divest 
non-strategic businesses and simplify their balance sheets.   

For health insurers, policy risk remains paramount. That said, the Biden Administration’s moves 
thus far appear to be generally favorable for the industry. The $1.9 trillion American Rescue Plan 
(ARP) included short-term funding that expanded the Affordable Care Act (ACA) exchange program 
and incentivizes state-based Medicaid expansion. Also, the administration’s $1.8 trillion American 
Family Plan proposes to make the ARP’s short-term funding of the ACA exchange expansion 
permanent. We still expect the industry to experience higher medical costs this year because of 
COVID-19 testing/treatment, a rebound in non-COVID utilization, and higher acuity/high-cost 
claims. On the M&A front, the industry remains active, as health insurers continue to acquire non-
insurance health-care services companies and tuck-in health insurance assets. Greater control 
over medical costs and business diversification have been two key M&A themes. We believe M&A-
related leverage risks should be manageable because of health insurers’ strong operating cash 
flows and financial flexibility, which are reflected by healthy debt repayment and coverage metrics.  

The P/C industry entered the year with a strong balance sheet attributable to stable underwriting 
despite the pandemic, capital raising, and a strong equity market recovery in the second half of 
2020. Preliminary results for the first quarter indicate a continuation of these trends. Further 
momentum on rate increases, particularly in commercial lines, should buoy underwriting results, 
but low interest rates remain a damper on net investment income. With the economic recovery in 
full swing, insurers won’t likely provide another round of premium relief to personal auto 
policyholders as they had in the prior year. Winter storm Uri in the first quarter could stress 
catastrophe budgets for the full year among insurers exposed to the event, but this will depend on 
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catastrophe activity in the second and third quarters, which are typically more active. With 
resiliency during the pandemic from stronger balance sheets, we expect insurers to focus on 
utilizing excess capital through expanding underwriting opportunities, resuming shareholder 
returns, and pursuing opportunistic tuck-in acquisitions. 

The global reinsurance sector has struggled to earn its cost of capital in the past several years, and 
this continued in the first quarter due to the pandemic and large natural-catastrophe losses, 
adverse loss trends in certain U.S. casualty lines, lower investment returns due to low interest 
rates, and competition among reinsurers—exacerbated by alternative capital, which, over the 
years, has eaten up margins in the property-catastrophe line of business. As a result, our outlook 
on the sector remains negative, but we may revise our view back to stable if we believe the sector 
can sustainably earn its cost of capital. Capitalization remains robust, benefiting from capital 
raises in 2020 and the financial market recovery. Alternative capital capacity will remain 
constrained in the near term as alternative providers are reeling from their capital being trapped for 
four years in a row and underperformance in the past few years. As a mitigating factor, reinsurance 
pricing has been hardening in the past couple of years, with tightening terms and conditions, 
further supported by COVID-19 and first-quarter winter storm losses, which we believe will carry 
the positive reinsurance pricing momentum throughout the year. 

Bond insurers continue to capitalize on investors’ return to the municipal market with a heightened 
focus on credit quality, trading value stability, and market liquidity. These are driving demand for 
bond insurance and have led to penetration rising well above levels of recent years. Additionally, 
growth in insured secondary market issues continues to be strong as investors have been credit-
sensitive. We don’t expect these trends to change materially as economic recoveries will continue 
to be uneven across issuers. While the pandemic has led to fiscal challenges for some USPF 
issuers, we view the potential impact on bond insurers as somewhat low. There have been a limited 
number of ratings downgrades of insured issues, and these have been limited to a notch or two with 
an immaterial effect on the bond insurers’ capital adequacy. 

Capitalization in the title sector remains robust benefiting from capital raises in 2020 and low 
levels of losses. Although we expect home-purchase originations to rise this year and next, we think 
refinance volumes will be below 2020 levels, with home purchases unlikely to offset the decline in 
refinancings. Additionally, limited existing-home inventory and low construction will hurt revenue 
generation from home purchases. But a rebound in the commercial market late last year may be a 
sign of positive performance that was absent in 2020. The overall profitability of title insurers 
depends on their ability to manage operations throughout the mortgage cycle. This is especially 
true in an environment where the product mix is heavily weighted toward residential refinancings 
and, as a result, the premiums are lower per transaction. Each company we rate has proven 
successful at expense control, and we don't expect this to change. 

We’ve revised the outlook on the private mortgage insurers (PMIs) to stable from negative, 
reflecting the economic recovery, borrower relief through forbearance, the robust housing market, 
and supportive sector capitalization. While risks persist, we believe pandemic-related stresses are 
an earnings event for the sector rather than a capital one. New business volumes, while lower than 
last year, and the recovering economy support our improving earnings outlook, although we expect 
earnings to be hit by lower premium yield from a high proportion of 2020 vintage and from lower 
persistency levels compared to pre-pandemic. We expect the sector's combined ratio will be 45%-
50% this year and 40%-45% next year. Delinquency rates should continue to moderate with cure 
activity outpacing new delinquencies. However, we temper our earnings expectation due to the 
potential for elevated losses depending on the sustainability of the economic recovery, the 
sensitivity around the transition period when payment forbearance subsides, and the extent of the 
latter’s impact on cure rates.   
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Appendix 1: Nonfinancial Corporate Sectors 
Outlook 
For analytical contacts, please see Appendix 3. 

Table 4 
North America Nonfinancial Corporate Sectors Outlook 

Sector Comment 

Aerospace and 
defense 

Commercial aerospace has likely hit bottom for revenues and earnings, but the recovery will be bumpy. Most 
companies should see growth in revenues and earnings over the next few quarters as higher air travel in 
certain markets (e.g., U.S. and China domestic) drives increased demand for aftermarket parts and services, 
widebody production rates stabilize at low levels, and companies benefit from cost reduction efforts. 
Widebody production is unlikely to increase until at least 2023 and requires most countries dropping 
pandemic related restrictions on international travel. Production of the Boeing 737 MAX should continue to 
increase as it recovers from the original grounding and more recent electrical issues and Airbus plans to 
increase A320 production later this year, although this may be somewhat optimistic. Cash flow should also 
improve, helping liquidity, but will remain weak or negative for most commercial aero suppliers as they 
operate at suboptimal production rates. The biggest risk is that a resurgence of the virus, such as what has 
happened in India, causes the recovery in air travel to slow or even reverse.  

 Defense demand was not materially affected by the pandemic and has provided stable or growing revenues 
for companies that supply both markets. 

Autos Credit quality in the sector will likely improve in 2021 compared to 2020 because of better factory utilization 
and a more favorable product mix (more pickup trucks and SUVs, together classified as trucks) than in 
previous years. Based on first-quarter results, we expect supply disruption to further deteriorate in Q2 
leading to a significant cash flow burn in Q2 for automakers. Hopes for a strong recovery in units in the 
second half of the year are starting to fade for other regions as well but transitory supply issues and higher 
raw material costs should normalize over the next 12 months. 

 Despite some downside risks to auto production from semiconductor shortages, volume levels should remain 
healthy enough for most automakers and suppliers to operate with relatively strong EBITDA margins, 
especially given the higher profits they earn on trucks. 

Building 
materials 

Revenues bounced back quickly in 2020, so we expect underlying profits to continue benefiting from strong 
revenue performance. Costs, on the other hand, will be a headwind in 2021 depending on the pass-through of 
volatile commodities for earnings. Working capital typically consumes cash in the first half of the year, 
releasing cash later in the year; record commodity prices could thus exaggerate this volatility.  

 Stronger fundamentals overall should enable deleveraging from earnings in 2021 and 2022, so the trajectory 
on credit quality will depend on financial priorities. Some light manufacturers are investing to expand 
production in the U.S., while several financial sponsors are using unprecedented access to debt markets to 
fund more dividends from highly leveraged credits. 

Capital goods The outlook for the next 12 months is improving with better-than-expected revenue growth given stronger 
economic growth and end-markets’ recovery. Despite cost inflations related to raw materials, labor and 
freight, we think capital goods issuers have the ability to pass on higher costs given improving demand.  We 
think the cost increases are likely temporary, until supply chains can catch up and normalize.  Costs 
headwinds could drag margin recovery, but we expect revenue and EBITDA recovery for the sector, getting 
closer to 2019 levels. Risks remains for weaker end markets such as commercial aviation and oil and gas. 
Negative bias has eased to about 28% of ratings compared to 50% in early 2020, and there have been more 
upgrades than downgrades (from ‘CCC’ to ‘B’ category). 

Chemicals The sector is likely to benefit from an increase in demand over the next 12 months. Very high domestic and 
improved global GDP growth rates, and strong demand from key end markets including housing, auto, 
packaging, technology, and general industrial are contributing to this positive demand outlook.  We expect 
many chemical companies will achieve 2019 levels of EBITDA, and some are likely to exceed this benchmark. 
The demand growth for many chemicals translates into an environment where it is easier-than-usual for 
chemical companies to pass on to customer the increases in raw-material prices we anticipate. Profitability 
should remain flat to 2020 levels at least, but could actually improve in many subsegments. A small number 
of highly leveraged companies remain dependent on capital markets to meet refinancing needs. 

Consumer 
products 

Credit metrics won’t likely recover to pre-COVID levels until next year for the sectors most affected by 
consumers’ stay-at-home behavior during the pandemic. These include food service distributors, apparel 
manufactures, and cosmetics companies, which still face an uneven recovery. The outlook for smaller, less-
diversified issuers that have less scale and financial flexibility is improving but they face margin pressure 
from input cost inflation. We see ratings stability for large players with significant scale and financial 
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flexibility. The rated durables issuers also have performed better than we had expected because of their 
exposure to the housing, home improvement and decorating markets. 

 U.S. consumer products companies in food, home-cleaning products, and hygiene continue to benefit from 
consumer trends and behavioral changes associated with the pandemic, including increased at-home food 
consumption, more products in their pantries, a heightened personal wellness focus, and increased online 
purchases. We expect most companies in these sectors to maintain some of the share gains they achieved 
last year even as consumers resume most of their pre-COVID activities. During the pandemic consumers 
navigated back to familiar and trusted brands, and they also improved their relationship with their retail 
customers because of their flexible supply chains. We expect these sectors’ sales will remain above 2019 
levels but EBITDA may be pressured by input cost inflation and increased marketing and promotional spend 
as consumption starts shifting outside of retail. M&A slowed in the food sector in 2020 as companies focused 
on meeting higher demand. This has resulted in stronger balance sheets. We expect companies in these 
sectors to resume repositioning their product portfolios to strengthen their long-term growth prospects and 
will use their increased financial flexibility for bolt-on (or possibly larger) acquisitions. In addition, we expect 
them to resume pre-COVID shareholder returns and in some cases increase share repurchases if they don’t 
pursue M&A. While strong cash flows supports ratings stability, financial policy remains the key factor for 
ratings given our expectation for strong acquisition activity and debt-financed dividends to equity sponsors. 

Forest products  Wood products makers are enjoying some of the highest prices in history because capacity closures at the 
outset of the pandemic sparked a price spike when demand improved against expectations. Credit quality is 
getting a much-needed boost after a weak 2019 and early 2020, with windfall profits from higher prices and 
tight supply. Wood producers haven’t kept pace with the increase in demand, so sawmill operating rates 
jumped above 90% in 2021 across most of North America, contributing to record cash flows. Incremental 
output has often kept a lid on wood products prices over various cycles, but near-term marginal capacity 
appears modest for lumber and oriented strandboard. 

 Pulp and paper markets have largely remained soft due to excess capacity amid lower business demand for 
paper in light of COVID-19. That said, packaging markets have remained fairly resilient, supported by the 
growth in e-commerce during the pandemic. Ongoing paper supply curtailments owing to structural demand 
declines will likely accelerate and provide some price stability. 

Gaming, leisure, 
and lodging 

Restrictions on consumer activity continue to loosen, but nearly all cruise, lodging, fitness, and sports 
issuers still face a multi-year path recovering revenues and an ongoing cash burn for many. Recent trends in 
gaming are positive, as many regional casinos generated higher EBITDA in recent quarters than in 2019, 
benefiting from good demand and lower costs. Also, recent trends point towards upside to our base case for 
U.S. lodging revenue per available room (RevPAR) and theme park attendance due to strong pent up leisure 
demand. Regulatory oversight poses a particular risk to a cruise recovery. Further delay in our current 
assumption that U.S. cruising resumes sometime in the third quarter could result in a longer cash burn for 
operators, although cruise operators and the CDC are progressing towards mid-summer sailings. Some 
outdoor recreational activities like RVs and boats, are faring much better than the overall sector with some 
experiencing year-over-year growth relative to pre-COVID performance. In addition, debt markets continue to 
finance incremental debt to cover cash burn or refinance upcoming maturities, with much less stringent 
terms and conditions than at the beginning of the pandemic. While issuance has helped to bolster balance 
sheets, depending on cash burn rates companies will be saddled with a significant amount of incremental 
(and in some cases high-cost) debt as they navigate recovery and the potential for years of lower revenues. 

 As various U.S. states continue to reopen, some subsectors such as local drive-to markets and outdoor 
recreational activities are recovering faster, but we believe there could be a moderation in this trend later this 
year and in 2022, particularly for some outdoor recreation segments that benefited during COVID-19. Given 
the material impact COVID-19 has had on the leisure sector, we believe longer-term structural changes could 
have a lasting impact on credit quality. This could include properties that never reopen, permanent supply 
and demand imbalances, and disruption to operations that could affect future profitability. As a result, for 
many subsectors, we expect a multi-year recovery for credit metrics to reach to pre-pandemic levels. 

Health care and 
pharmaceuticals 

The health care industry has largely recovered from the pandemic, with patient and procedure volumes in 
many areas returning to within 5%-10% of pre-COVID-19 levels. The significant improvement in vaccination 
rates has helped lower infection and hospitalization rates, putting less strain on stressed regional health 
care systems and providers. Our focus is now shifting to the longer-term impact of the pandemic, such as 
utilization rates, previously deferred care returning as higher acuity (and higher cost) care, and sustainability 
of cost savings realized during the pandemic. The successful launch of multiple vaccines, as well as the 
continued demand for pharma development and manufacturing supplies, diagnostics tests, medical supplies 
have led to some positive ratings pressure in the pharmaceutical, life sciences, and medical products 
subsectors, but it has also added a significant amount of health care costs to a U.S. system already 
struggling with the rising overall cost of health care. The pandemic has also swelled the number of Americans 
on Medicaid to 80 million, potentially further straining federal and state budgets. 

 For the balance of 2021, we believe the recent positive ratings trend (in terms of upgrades and outlook 
revisions) will continue, as the industry further recovers from the pandemic and demand for health care 
services, products, and pharmaceutical remain strong. However, we are increasingly concerned longer term 
about further legislative moves to slow health care spending growth, such as the competing bills on 
pharmaceutical pricing and the implementation of mandated pricing transparency measures. We are also 
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watching how the increased rate of evolution in the health care industry brought on by the pandemic affects 
the competitive positions and financial performance of individual companies.      

Homebuilders We have upgraded several homebuilders in 2021, and two to investment-grade. We have a positive outlook on 
about one-quarter of issuers in the U.S. homebuilder industry, because financial discipline before and during 
the pandemic is yielding stronger ratios and a growing credit buffer. The industry’s credit outlook further 
benefits from good long-term demand, stronger pricing amid tight supply and record-low mortgage rates, 
good cost management, and judicious capital allocation. U.S. household formation appears solid, and the 
current peak in housing starts only recently neared the long-term average of 1.5 million-1.6 million. Slower 
foot traffic and a potentially slower closing process for social distancing has accelerated the digitization of 
homebuying, enabling better sales conversion from more serious buyers and potentially lower costs. On the 
other hand, a rise in mortgage rates off record lows could sap the important price growth that has sustained 
margins amid higher costs and an industrywide shift to lower price points. 

Media and 
entertainment 

The pace of recovery of the media sector from the pandemic continues to accelerate. Both advertising-based 
media and out-of-home entertainment sectors are quickly moving back to 2019 revenue levels.  Advertising-
based sectors, such as digital, television, and billboards, have been in recovery mode since the third quarter 
last year and are close to if not already back at 2019 revenue levels. A few ad-based sectors such as transit 
and radio remain soft and we don’t expect those sectors to return to 2019 revenue levels until 2022. 
Television’s recovery, in particular, benefitted from record political advertising in the second half of last year 
(on the local side), the return of sports programming (on the national side) and generally as advertisers 
scramble to get their products or services in front of consumers in a recovering economy. We expect many of 
these sectors could return to pre-pandemic revenue levels before the second half. Still, longer term, we 
expect that the pandemic will accelerate secular pressures from falling audience ratings, cord-cutting, and 
growing alternate entertainment options that are ad-free, on traditional advertising-based media. 

 The near-term outlook for out-of-home entertainment has dramatically strengthened as vaccination levels in 
the U.S. have increased and government-mandated social distancing measures have been lifted. Movie 
theaters have reopened and big blockbuster film releases are planned starting in June. We expect theme 
parks could return to full attendance by the fourth quarter 2021. Full global concert tours will likely not 
happen until 2022 though smaller concert tours are already underway. Finally, sports events are quickly 
moving to full capacity. Much of our focus has turned away from pandemic toward strong growth in 2021 and 
2022, and those issues that were building before the pandemic, specifically secular declines in legacy media, 
audience shifts to subscription video on demand, etc. 

Metals and 
mining 

The industry’s outlook and response to the coronavirus pandemic mirrored the moves it implemented during 
the GFC and other sharp downturns—such as in 2013 and 2016—including closing plants to rebalance 
markets and reduce costs given the high fixed costs of metals production. We are using a moderating price 
assumption in the face of the euphoric near-term conditions not the least because these extraordinary cash 
flow gains are fleeting and often don’t sustainably bolster producers’ credit quality. First, their strong credit 
ratios will last only as long as metal prices remain volatile in the absence of debt reduction. Second, metals 
shortages could prompt higher capital and operating spending as these companies seek to increase their 
output while their cash flows are strong. Finally, the most aggressive corporate development decisions, such 
as risky greenfield projects or acquisitions with debt-funded premiums, often occur during phases of tight 
market conditions, perceived scarcity, and high price expectations. 

Midstream 
energy 

The sector outlook continues to improve, supported by stronger oil and natural gas prices and renewed 
discipline among U.S. exploration and production (E&P) companies. Despite regulatory headwinds and an 
increasing focus on climate change, energy transition, and ESG, midstream companies are well-contracted 
and in most cases are generating positive free and discretionary cash flow. Companies are building cash to 
have additional financial flexibility to paydown debt or return value to shareholder with repurchase programs 
and dividend increases in a few cases. We expect profitability will be flat to slightly higher, liquidity will 
remain strong, and debt levels will be flat to decreasing. 

Oil and gas The rally in oil and gas prices appears to have slowed somewhat, at least for the near term. Economic 
reopening and OPEC production cuts have remained supportive for oil production, which have reached the 
low- to mid-$70 range. We believe OPEC will remain supportive and not flood the market with the around 7 
million barrels of oil production that has remained off-line. Prices remain supportive of credit quality. Oilfield 
services, however, remain under pressure because of restrained E&P capex budgets and efforts from E&P 
companies to continue to focus on lower costs and efficiencies in drilling programs.   

Oil refineries The refining sector continues to improve as utilization and margins strengthen with demand as the U.S. 
gradually opens up.  That said, profitability and cash flow will be well below mid-cycle conditions and credit 
metrics, though improving, are much weaker than levels in 2019 and pricing for renewable identification 
numbers (RIN) is high, resulting in a significant potential cost for some. Refineries’ liquidity position is solid, 
bolstered with short-term bank facilities and successful debt issuance in 2020. 

REITs The outlook for the next 12 months is improving given stronger economic growth and vaccination rollout.  
Rent collection has improved sequentially, getting close to pre-pandemic levels even for retail REITs. Office 
could see pressure given weak leasing activity, while multifamily REITs (particularly those exposed to urban 
markets) still expect to see decline in net operating income (cash flow) in the first half this year, though we 
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expect recovery in the second half. Industrial REITs continue to outperform. Negative rating bias stand at 
about 20%, with retail and office REITs with higher proportion of negative outlooks.   

Regulated 
utilities 

The outlook for the sector is negative. This reflects year-to-date downgrades outpacing upgrades by about 7 
to 1, and that more than 25% of the industry having a negative outlook compared to less than 3% with a 
positive outlook. We expect financial measures to weaken reflecting rising capital spending (now above $160 
billion annually) and increasing use of leverage to fund the industry’s negative discretionary cash flow. 

Retail and 
restaurants 

Consumer confidence and elevated savings combined with rapidly dissipating health and safety fears are 
pushing retail and restaurants back to pre-pandemic sales levels. Retail apparel and department stores 
remain the most vulnerable. Toplines are quickly approaching or exceeding 2019 levels but we expect 
volatility as stimulus wears off and consumers shift spending back to experiences. Profitability is also 
recovering but faces pressure from freight and other supply chain-related costs. Liquidity has benefitted 
from receptive debt markets and/or bonanza cash generation in 2020 for issuers that reaped profits from the 
stay-at-home dynamic. Long-term secular headwinds remain, such as shift to e-commerce and 
casualization of apparel. Demographic movement to suburbs positions some restaurant chains better than 
those that have focused on urban presence. The demise of many independent restaurants leaves market 
share opportunities for large casual diners who have the resources to invest. 

Technology The 12-month outlook continues to be bright. Hardware vendors and IT service providers fared worse in 2020 
compared to semiconductors and software firms due to customers’ view of macroeconomic recovery 
uncertainties. However, as global GDP growth estimates continue to rise, the hardware and IT services are 
seeing signs of significant year-over-year growth in revenues. Component supply shortages are translating to 
higher input costs for tech original equipment manufacturers (OEMs) but the effect on large OEMs’ 
profitability is manageable as many have been able to pass along higher costs to customers. We believe the 
higher costs/expenses are transitory and will pass in 2022. Liquidity position is strong for tech overall, with 
debt levels remain relatively stable. 

Telecom We don’t expect the recovery to have a meaningful impact on telecom and cable credit quality. We expect in-
home broadband providers to benefit from higher data consumption, although growth should moderate as 
home-based work diminishes. Nonetheless, shifting technology and consumer behavior will continue to 
result in rising data usage and continued cash flow growth. We expect competition in wireless to increase as 
the economy opens up and carriers try to differentiate their 5G network capabilities, although service 
revenue trends should improve as consumers migrate to higher-tiered data plans. Among wireline 
companies, we expect improving business conditions will help top line trends for issuers that have exposure 
to large enterprise customers, although this will be partially offset by secular industry pressures and 
aggressive competition in the consumer and small-/midsize business (SMB) segment 

Transportation Airlines are seeing a surge in summer bookings, particularly for domestic leisure travel, and are getting good 
ticket prices.  But business travel will be slower to return, likely picking up somewhat in the fourth quarter, 
and international travel (aside from nearby destinations like the Caribbean) will return slowly as markets 
open up and people regain confidence. Generous federal aid has plugged the cash drain from a grim first 
quarter and better but still weak second quarter, so liquidity is not a problem. Progress on the health front is 
more important than the economy in pacing the recovery. But credit measures will take until around 2024 to 
return to pre-pandemic levels.   

 Freight transportation never fell as far and has been recovering strongly for several quarters. Some modes 
linked to internet commerce, such as trucking and package express, are seeing strong demand.  Most 
companies are already back to pre-pandemic financial profiles. Transportation equipment leasing 
companies vary depending on the sectors they serve, but mostly fare better than their customers. 

Unregulated 
(merchant) 
power 

Demand, a key driver for the merchant power industry, continues to be sluggish in regions like Pennsylvania-
Jersey-Maryland (PJM) and New England but continues to improve in regions like ERCOT (Texas).  In the 
largest merchant markets demand has slowed not only because of energy efficiency but also because of 
weather, which remains milder. ERCOT demand has resurged since 2018 but could witness a year of 
slowdown after the substantial effects of the February winter storm. We see ERCOT as an island of growth 
among other stagnating markets. If the secular decline in regions like New York, PJM and New England were 
to continue, cash flows of merchant power issuers could be affected negatively. Regulatory risks have abated 
since the extension of subsidies (accelerated depreciation, tax credits etc.) for renewables and the passage 
of the zero-emission credits (ZECs) in Illinois and New York. We expect Illinois and New Jersey to be at the 
center of the nuclear debate. Capex trends include significant investments in offshore wind, conversion of 
coal to gas, continuing investments in energy storage and renewables, especially solar, and in merchant 
transmission. 
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Appendix 2: Economic Data And Forecast 
Summaries 
Table 5 

U.S. – S&P Global Ratings Economic Outlook 
 2020 2021f 2022f 2023f 2024f 

Real GDP (year % ch.) (3.5) 6.7 3.7 2.6 1.8 

Real consumer spending (year % ch.) (3.9) 8.1 4.1 2.1 1.7 

Real equipment investment (year % ch.) (5.0) 15.0 3.7 4.0 3.3 

Real nonresidential structures investment (year % ch.) (11.0) (6.2) 6.6 6.8 5.1 

Real residential investment (year % ch.)  6.1 11.4 (1.6) 0.1 2.1 

Core CPI (year % ch.) 1.7 2.8 2.4 2.5 2.3 

Unemployment rate (%) 8.1 5.6 4.5 3.8 3.3 

Housing starts (annual total in mil.) 1.40 1.59 1.53 1.47 1.48 

Federal Reserve’s fed funds policy target rate range (year-end %) 0-0.25 0-0.25 0-0.25 0.50-0.75 1.00-1.25 

Note: All percentages are annual averages, unless otherwise noted. Core CPI is consumer price index excluding energy and food 
components. f—forecast. Sources: Bureau of Economic Analysis, Bureau of Labor Statistics, the Federal Reserve, Oxford 
Economics, and S&P Global Economics’ forecasts. 

 

Table 6 

Canada – S&P Global Ratings Economic Outlook  
 2020 2021f 2022f 2023f 2024f 

Real GDP (year % ch.) (5.3) 6.1 3.2 2.3 2.0 

Household real final consumption (year % ch.)  (5.9)  4.8   4.9   2.6   1.8  

Real equipment investment (year % ch.)  (17.4)  9.5   9.7   3.3   2.8  

Real nonresidential structures investment (year % ch.)  (11.3)  (3.8)  8.4   3.3   2.8  

Real residential investment (year % ch.)  4.1   18.2   (1.3)  1.6   1.9  

Core CPI (year % ch.) 1.1 2.2 2.3 2.0 2.1 

Unemployment rate (%) 9.6 7.5 6.3 5.7 5.4 

Housing starts (annual total in thousands) 219.0 261.2 219.0 216.0 218.0 

CAD/USD exchange rate (per US$1) 1.34 1.23 1.25 1.25 1.22 

Government of Canada 10-year bond yield (%) 0.75 1.58 2.13 2.37 2.55 

Bank of Canada overnight rate (%, end of period) 0.25 0.25 0.38 0.88 1.25 

Note: All “year % ch.” are annual averages percent change. Core CPI is consumer price index excluding energy and food 
components. f—forecast. Sources: Statistics Canada, Oxford Economics, and S&P Global Economics’ forecasts. 
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