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1 Executive Summary

The COVID-19 pandemic: Assessing the impact on credit risk, March 2020 6

• Countries whose corporate sectors are at materially increased risk since mid-January:

• Canada and Norway (oil & gas exposure)

• U.S. and Southern Europe (large COVID-19 related shocks to multiple industries)

• Selected emerging markets (risk-off effects and pre-existing vulnerability)

• Major industry-level impacts:

• Primary impact: Oil & gas, Entertainment & leisure, Air transportation

• Knock-on effects: Consumer Durables

• Secular downtrend meets black swan event: Broadcast media, printing 

• Corporate bond and equity market impact

• “Flight-to-credit-quality”

• Low EDF bonds outperform high EDF bonds in both IG and HY; Low EDF equities outperform in U.S. and Europe

• Stressed EDFs under a pandemic macro scenario

• Oil & gas industry to see highly elevated default risk in Europe and the U.S. if perfect storm of falling expected demand and supply war 
persist

Executive summary
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Global median default risk (1-year EDF, %)
A modest uptick by this measure, but still well below historical average

The COVID-19 pandemic: Assessing the impact on credit risk, March 2020 8

Initial detection lag, testing and unrestrained growth, slowing growth

The S-curve of total infections

Source: Our World in Data (ourworldindata.org), European Centre for Disease Prevention and Control, Authors’ Calculations
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China is the exception

The J-Curve of default risk
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• Demand shock  (Expected) Earnings shock 

 Firm asset shock 

 Shock to Firm Equity Values 

 Shock to Firm Market Leverage  Increased vulnerability

• Global industry shocks affect countries that specialize in those industries

• We look at average asset and equity shocks at the industry/country level during the Jan. 20-
March 18 period.

Assessing equity returns and leverage impacts

COVID-19: Market impacts so far

The COVID-19 pandemic: Assessing the impact on credit risk, March 2020 12

Global public firms, January 20-March 18, 2020

Average equity vs. asset returns by industry

MINING

AGRICULTURE

OIL GAS & COAL EXPL.

OIL REFINING

APPAREL & SHOES

UTILITIES GAS
HOTELS & RESTAURANTS

CONSUMER PRODUCTS RETL/WHSL

CONSUMER DURABLES RETL/WHSL

AIR TRANSPORTATION

LESSORS

y = 0.6896x ‐ 0.1744
R² = 0.2921

‐60.00%

‐50.00%

‐40.00%

‐30.00%

‐20.00%

‐10.00%

0.00%

‐32% ‐27% ‐22% ‐17% ‐12% ‐7% ‐2%

Eq
u
it
y 
R
et
u
rn
: J
an

 2
0
 t
o
 M

ar
ch
 1
8

Asset Return: Jan 20 to March 18

Market vs. Asset Return by Global Industry: January 20‐March 18, 2020

@2020 Moody's Analytics, Inc., its licensors and affiliates. All rights reserved.

Not 
for

 D
ist

rib
uti

on



3/23/2020

7

The COVID-19 pandemic: Assessing the impact on credit risk, March 2020 13

Industries with highly levered large cap firms feel outsized impact

Average equity vs. asset returns by industry
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Market vs. Asset Return by Global Industry: January 20‐March 18, 2020

Oil & Gas, Hotels & Restaurants, 
Airlines the worst hit overall

MS1
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Global public firms, January 20-March 18, 2020

Average equity vs. asset returns by country
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Commodity country equities have been hit especially hard

Average equity vs. asset returns by country
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Commodity exporters and selected 
EMs suffer disproportionately.
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High leverage adversely impacts Southern European corporates

Average equity vs. asset returns by country
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Equity Return vs Asset Return

Italy, Spain, Greece see large negative 
equity returns compared to 
underlying shocks to corporate assets.
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Global public firms, March 18, 2020

Corporate book and market leverage by country
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High leverage plus a shock begets higher leverage

Corporate book and market leverage by country
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Market Leverage vs. Book Leverage at the Country Level: March 18

Outsized shocks to equity 
values leave market leverage 
in Southern Europe especially 
high.
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• The mean and 75th percentile of the PD distribution for an industry or 
country reveals a lot about likely defaults ahead

• So let’s see where the tail of default risk has been most sensitive to 
the effects of the COVID-19 pandemic

We now focus on shocks to the right tail of the PD distribution

Assessing likely default impacts

The COVID-19 pandemic: Assessing the impact on credit risk, March 2020 20

Results for tail default risk measures and end dates

Top 5 countries

Risk Discovery:

United States,

Developed Oil 
Producers,

Emerging 
Markets 

have felt the 
biggest impact
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Results for tail default risk measures and end dates

Top 5 global industries
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Shock:
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Leisure, 
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& Gas and
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Results for tail default risk measures and end dates

Top 5 global industries

Structural 
Decline + 
Black Swan:

Oil & Gas and 
Printing, Cable 
TV, Broadcast 
Media
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Results for tail default risk measures and end dates

Top 5 industries for U.S.

Risk 
Discovery:

Greatest 
Default Risk 
Impact Shifting 
from Oil & Gas 
to Consumer 
Cyclicals
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Results for tail default risk measures and end dates

Top 5 industries for Western Europe

Risk Discovery:

Greatest Default 
Risk Impact 
Shifting from Oil & 
Gas and 
Automotive to Oil & 
Gas, Air 
Transportation and 
Consumer 
Cyclicals
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Credit Default Swap-implied Default Probabilities

Increased sovereign default risk: Top 10 countries

3 Turning on the microscope: 
A closer look at firms during the 
pandemic
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Selected companies: relative EDF change (1/20 to 3/18)
Cruise

Industry                
is at risk

Airline/Travel 
Industries                
are at risk

Zoom, Campbell 
Soup and Clorox
are performing 

well

Oil & Gas 
Industries                
are at risk

-100% 0% 100% 200% 300% 400% 500% 600% 700%

CAMPBELL SOUP CO
ZOOM VIDEO COMMUNICATIONS, INC.

CLOROX CO
JOHNSON & JOHNSON
HORMEL FOODS CORP

NETFLIX INC
3M

CHEVRON CORP
BP PLC

SWISS RE AG
EXXON MOBIL CORP

ANHEUSER BUSCH INBEV NV
HUNTSMAN CORP

FREEPORT-MCMORAN INC
DEUTSCHE LUFTHANSA AG

DELTA AIR LINES INC
EXPEDIA GROUP INC

EASYJET PLC
AKER BP ASA

UNITED AIRLINES HOLDINGS, INC.
CARNIVAL CORP/PLC (USA)

ROYAL CARIBBEAN CRUISES LTD

3,719%
1,543%

7,017%
6,397%

4 Flight-to-credit-quality: 
equities and fixed income
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Total returns of Low EDF/High EDF strategies 

Total return                                                                             Companies with high EDF

S&P 500

Corp                                             FI 
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American Airlines Group Inc

Apache Corp

DXC Technology Co
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Macy's Inc

Nordstrom Inc

Western Digital Corp
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E*TRADE Financial Corp

Lincoln National Corp

Principal Financial Group Inc
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SVB Financial Group

State Street Corp

Unum Group
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Total returns of Low EDF/High EDF strategies 

Total return                                                                            Companies with high EDF

Europe Stoxx 600

Corp                                      FI

AMS AG
K+S AG

Faurecia SE

Cineworld Group PLC

John Wood Group PLC

NMC Health PLC

TechnipFMC PLC

Pirelli & C SpA

ArcelorMittal SA

Altice Europe NV

CaixaBank SA

TP ICAP PLC

Royal Bank of Scotland Group PLC

Quilter PLC

Phoenix Group Holdings PLC

Bank of Ireland Group PLC

AIB Group PLC
Aegon NV

Santander Bank Polska SA
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Use bond PDs to make a finer distinction amongst bonds

Fixed income strategy: Go long high credit quality

• Divide the eligible securities into five duration buckets and two sectors buckets (FIN and 
IND/UTL, for Investment Grade only) per duration cell, so 10 in total (5 in High Yield).

• Within each duration/sector bucket, rank the bonds by their EDFs. 

• Select the bonds in the high 20% and the low 20% of each duration bucket’s rank order by bond 
count.

• On a daily basis, calculate the market value-weighted total returns of the high and low 20% 
bucket in each duration/sector bucket.

• Combine the duration bucket results on a market value-weighted basis

The COVID-19 pandemic: Assessing the impact on credit risk, March 2020 32

Cumulative total returns of Low EDF/High EDF strategies 
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The flight-to-credit quality, present in IG, is overwhelming in HY
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5 Forecasting credit risk 
under economic scenarios

The COVID-19 pandemic: Assessing the impact on credit risk, March 2020 34

• The Stressed EDF model is used to forecast EDFs, conditioned on 
an economic scenario

• In early-March, our Economics team produced 3 COVID-19 
scenarios: Baseline, Downside, Pandemic

• The Pandemic scenario is now the most likely:

• US GDP falls 2% 

• US unemployment rate rises from 3.5% to 5.4%

• S&P 500 falls 26%

Projecting credit risk using Stressed EDFs
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75th percentile Stressed Default Probability

Select Countries, Pandemic scenario

The COVID-19 pandemic: Assessing the impact on credit risk, March 2020 36

75th percentile Stressed Default Probability

Select North American industries, Pandemic scenario
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75th percentile Stressed Default Probability

Select W. European industries, Pandemic scenario
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• Default risk impacts of the COVID-19 pandemic have been notable 
so far for several industries

• Our projection of default risk for the Oil & Gas industry in particular 
is dire if current supply and demand conditions persist

• U.S. and Southern European corporate sectors are at elevated risk 

• Moving along the S-curve of confirmed cases, through effective 
suppression of COVID-19 and effective policy measures, is key to 
stabilizing markets and capping default risk

Where we might go from here

Conclusions
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Continue the conversation on Thursday

Register at www.moodysanalytics.com/events

Samuel W. Malone, Ph.D
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