
 

S&P Global Ratings acknowledges a high degree of uncertainty about the evolution of the coronavirus pandemic. The 
consensus among health experts is that the pandemic may now be at, or near, its peak in some regions, but will remain a 
threat until a vaccine or effective treatment is widely available, which may not occur until the second half of 2021. We are 
using this assumption in assessing the economic and credit implications associated with the pandemic (see our research 
here: www.spglobal.com/ratings). As the situation evolves, we will update our assumptions and estimates accordingly. 
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Key Takeaways 
– COVID-19 is taking a heavy toll on India, where we now expect the world’s fifth-largest 

economy to contract 9% this fiscal year.  
– China, in contrast, is much further along the road to recovery, but still heavily reliant on 

state-directed lending and investments, which are pressuring credit quality. 

Key developments 
India is one of the countries hit hardest by COVID-19, with more than 5 million cases 
and average weekly deaths currently highest in the world. The escalating outbreak will 
likely keep private spending and investment lower for longer, and S&P Global Ratings 
now expects the country’s economy will contract 9% this fiscal year. Our previous 
forecast put the COVID contraction at -5%. Activity did begin to recover during the post-
lockdown phase, albeit more gradually than we anticipated. Rising food price inflation 
will likely constrain the Reserve Bank of India’s ability to lower policy rates further after a 
115 basis-point cut to 4% this year, and high deficits limit the scope for fiscal stimulus. 

China, in contrast, is a long way along the path to recovery, albeit with growth still 
heavily reliant on policy support. These efforts will likely bring credit strains. The 
Chinese government has drafted banks into an aggressive plan to revive the economy. 
Planners have directed the country's "big five" banks to increase lending to micro and 
small enterprises (MSEs) by 40% this year. We estimate the banking system will extend 
US$420 billion in new MSE loans in 2020, about 17% of new lending in the year. These are 
breathtaking numbers, and S&P Global Ratings expects the MSE program will strain the 
profitability of Chinese banks (see here for more). In the nonfinancial corporate sector, 
tightening monetary policy is creating funding pressures that might tip weaker state-
owned enterprises (SOEs) into default. Corporate leverage is rising amid tough operating 
conditions and policy-guided investment spending. With investors demanding much-
higher coupons for weaker SOEs, default risks are rising. 

The U.S. tech sector has been relatively resilient through COVID-19 (see “U.S. Tech 
Candidates For A Rating Change In The Next 12 Months”). Investment-grade debt issuers 
entered 2020 with stronger balance sheets, and are providing services and products that 
are even more relevant due to COVID-related shutdowns. Most rating actions were on 
speculative-grade issuers, mainly driven by capital structures leveraged with limited 
room within their rating categories. Looking to the post-COVID world, S&P Global Ratings 
assesses that the U.S. software industry is well positioned to recover and that the recent 
acceleration of ongoing trends toward cloud-based computing and remote work will 
provide opportunities to many issuers. That said, there will likely be sharply diverging 
fortunes between software firms capable of providing cloud-based, remotely serviced 
offerings and those with already lagging legacy solutions. Firms offering communication 
and collaboration tools, IT security, and educational software will be best positioned to 
capitalize on shifting spending priorities.  
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Links 
Daily research updates, 
including a summary of 
related ratings actions, are 
available at: 
https://www.spglobal.com/ratin
gs/en/research-
insights/topics/coronavirus-
special-report 
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Credit Market Update 
Ratings Trends 

Chart 1 

Percent of Issuers Downgraded Due To COVID-19 & Oil Prices By Sector 

 
Source: S&P Global Ratings Research. Downgrades tracked from Feb. 3rd to Sep. 13.  NBFI: Non-bank financial institution. 

– S&P Global Ratings has taken 2,002 negative rating actions (as of Sept. 13) on global 
corporate nonfinancial, financial, and sovereign issuers, including 1,024 downgrades, 
848 outlook revisions to negative, and 130 placements on CreditWatch with negative 
implications. The downgrades for nonfinancial companies represent roughly 21% of 
the rated portfolio, higher than that of financial institutions (17%) and sovereigns 
(10%). By comparison, roughly 4% of the structured finance rated portfolio 
experienced negative actions, primarily consisting of CreditWatch negative 
placements. 

– The pace of negative rating actions due to COVID-19 and oil-related pressures has 
slowed steadily, with just 20 this week (up one from the week prior). Retailers led 
rating actions this week with four, by count, though the energy sector led by debt 
volume with roughly $13 billion. Three-quarters of the issuers that saw negative 
actions this week were downgrades, consistent with recent trends of downgrades 
leading over outlook and CreditWatch revisions, which were more prominent several 
months ago. 

– Corporate defaults now total 171 issuers so far in 2020 –the highest since the 
Global Financial Crisis in 2009. Most of these are missed interest and/or principal 
payments, though both bankruptcies and distressed-exchanges are at their highest 
tally since 2016. 
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Financing Conditions 

Chart 2 

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

 
Source: ICE Benchmark Administration Limited (IBA), 'ICE BofAML Asia Emerging Markets Corporate Plus Sub-Index Option-
Adjusted Spread', 'ICE BofAML Europe, the Middle East, and Africa (EMEA) Emerging Markets Corporate Plus Sub-Index Option-
Adjusted Spread', retrieved from FRED, Federal Reserve Bank of St. Louis; 
https://fred.stlouisfed.org/series/BAMLEMRECRPIEMEAOAS, U.S. Investment-Grade and Speculative-Grade Spreads from S&P 
Global Ratings, Europe Investment-Grade Spreads From S&P Dow Jones Indices. September 14, 2020. 

Chart 3 

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

 
Source: S&P Global Ratings. Data as of September 14, 2020. 

– Debt issuance. Accommodative financial conditions will likely continue to support 
issuance for companies with stronger and healthier balance sheets, while weak 
economic growth and renewed market volatility may hamper lower-quality borrowers. 
Risk appetite grows as yields remain extremely low, even negative in some instances. 
This week has seen stronger appetite for green and sustainable bonds in both 
developed and emerging markets. 

– Spreads widen. Spreads widened week over week, particularly in the ‘BB’ category 
which rose from 406 bps to 421 bps. Spreads have tightened considerably since peaks 
in late March across the board. While the ‘CCC’ category remains above distressed 
levels, it has tightened week over week to its current level of 1,054 bps. 
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Debt Capital Markets 

Chart 4 

Financial and Non-Financial New Bond Issuance 

 
Source: S&P Global Ratings. Data as of September 14, 2020. 

– Global. New bond issuance rises to $4.5 trillion globally, 28% higher than at this point 
in 2019. 

– Asia. Risk aversion persists, with the surge of issuance volume this week limited to 
investment-grade names. 

– Europe. The primary market is seeing a flurry of green deals and supply from high beta 
names. 

– U.S. Supply remained strong and investor appetite helped complete deals with ease. 
‘BB’ rated credits continued to attract investors as they search for higher yields. 
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Asset Class Trends 
Banks and Financial Institutions  

– In the past week, the only COVID-19-related rating action among financial institutions 
was the downgrade of a U.S financial company connected to the automotive sector. 
The outlook on this rating is negative to reflect the potential further pressure from the 
current environment on earnings and covenant cushions. 

Structured Finance  

– U.S. CMBS: The U.S. CMBS overall delinquency rate decreased by 24 bps month over 
month, to 8.29% in August. Roughly 8.5% of the loans in our CMBS portfolio are in 
forbearance or have made a forbearance request that is currently in process. The 
forbearance rate since the COVID-19 pandemic began peaked in June at 9.00%. The 
delinquency rates for CMBS 1.0 and 2.0 transactions decreased by 158 bps to 40.13% 
and by 17 bps to 7.49%, respectively. The delinquency rates for retail and lodging 
properties decreased by 82 bps and 18 bps, respectively. The delinquency rates for 
industrial, office, and multifamily properties increased by 17 bps, 10 bps, and 8 bps, 
respectively (see “U.S. CMBS Delinquency And Forbearance Rates Decline To 8.29% 
And 8.54%, Respectively” published Sept. 11). 

– Swedish covered bonds: The Swedish housing market has undergone almost 
uninterrupted growth since the mid-1990s, supporting continued covered bonds 
issuance. Subdued new covered bond issuance and continued growth in loan volumes 
has resulted in increased available overcollateralization for the covered bond 
programs that we rate. Significant government support has helped soften the impact 
of the COVID-19 pandemic. Borrowing costs are at all-time lows and despite higher 
expected unemployment rates and lower GDP, we expect house prices will remain 
stable in the near term (see “Swedish Covered Bond Market Insights 2020” published 
Sept. 11).  

– Australian RMBS: Australian prime home-loan arrears fell in July (see "Australian 
RMBS Arrears SPIN Statistics, July 2020”, published Sept. 10). The Standard & Poor's 
Performance Index (SPIN) for Australian prime mortgages decreased to 1.26% in July 
from 1.34% a month earlier. The SPIN for Australian nonconforming mortgages also 
dropped in July, falling to 3.70% from 3.86% the previous month. Changes in home 
loan repayment delinquencies during mortgage-relief periods mostly reflect nuances 
in arrears reporting. This is especially the case for loans that were already in arrears 
before being granted COVID-19 hardship relief. As such, the SPIN will likely exhibit 
greater variability during mortgage-relief periods. The level of loans under mortgage 
relief has contracted, reflecting the easing of lockdowns in most states and the 
gradual resumption of activity. We expect rises in arrears will start to filter through in 
the earlier arrears categories in the next few months before becoming more marked in 
2021, with the nonconforming pools possibly experiencing this the soonest. Most 
lenders in the nonconforming sector currently are not including in their arrears 
reporting loans under mortgage-relief arrangements. Original mortgage-deferral 
periods for nonconforming lenders were around three to four months. (see “Australian 
Prime Home Loan Arrears Fell In July, Report Says” published Sept. 9). 
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