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Credit 
Spreads 

Investment Grade: We see the year-end 2019’s average 
investment grade bond spread above its recent 118 basis 
points. High Yield: Compared with a recent 431 bp, the high-
yield spread may approximate 460 bp by year-end 2019. 

Defaults US HY default rate:  Moody's Investors Service’s Default 
Report has the U.S.' trailing 12-month high-yield default rate 
rising from October 2019’s actual 3.6% to a baseline 
estimate of 3.7% for October 2020. 

Issuance For 2018’s US$-denominated corporate bonds, IG bond 
issuance sank by 15.4% to $1.276 trillion, while high-yield 
bond issuance plummeted by 38.8% to $277 billion for high-
yield bond issuance’s worst calendar year since 2011’s $274 
billion. In 2019, US$-denominated corporate bond issuance is 
expected to rise by 4.2% for IG to $1.330 trillion, while high-
yield supply grows by 51.7% to $421 billion. The very low 
base of 2018 now lends an upward bias to the yearly 
increases of 2019’s high-yield bond offerings. 
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Credit Markets Review and Outlook 

Credit Markets Review and Outlook 
By John Lonski, Chief Economist, Moody’s Capital Markets Research, Inc. 
 

Return of Christmas Past Does Not Impend 
 
More than 20% of the European Union's population is at least 65 years of age. Partly because of an 
unprecedented aging of the EU’s slowly growing population, the average annual rate of economic growth 
for the EU has slowed from the 2.7% of 2004-2007 to the projected 1.2% of 2019-2020. In addition, an 
inevitable further aging of Europe’s population has reined in inflation expectations. The combination of 
sluggish growth and low inflation expectations has given rise to Europe’s extraordinarily low interest rates 
across the credit risk spectrum. 

To assure ample financial liquidity and thereby support risk taking, European Central Bank policy has 
helped to steer benchmark interest rates lower. For example, from yearlong 2014 to 2019-to-date, the 
average 10-year sovereign government bond yields have plunged from 1.23% to -0.21% for Germany, 
1.68% to 0.14% for France, and 2.89% to 1.95% for Italy. Recent 10-year yields were -0.30% for 
Germany, 0.02% for France, and 1.38% for Italy. 

The plunge in benchmark bond yields helped to reduce euro-denominated corporate bond yields from 
2014’s averages of 1.99% for investment-grade financials, 1.84% for investment-grade industrials, and 
4.60% for high-yield to 2019-to-date averages of 1.05% for investment-grade financials, 0.87% for 
investment-grade industrials, and 3.40% for high-yield. Recent yields were 0.84% for the investment-
grade financials, 0.70% for investment-grade industrials, and 3.00% for high-yield. 

The “Europeanization” of U.S. demographics is not imminent. Current projections show that the percent 
of the U.S. population at least 65 years of age will not reach the 20% threshold until 2028. The 
inexorable aging of the U.S. is likely to be accompanied by a slower underlying rate of growth for U.S. 
business activity. 

Median Age of China Nearly Equals That of U.S. 
As inferred from a November 18 op-ed in the Wall Street Journal, the share of China's population that is 
at least 65 years of age will not reach 20% until sometime between 2035 and 2039. By that time, China 
too may have difficulty realizing 3% real GDP growth on a recurring basis. 

The current median age of China’s population of 37 years is surprisingly close to the 38-year median age 
of the U.S. population and is much older than India’s 28-year median age. In addition, though the 11% of 
China’s population that is aged at least 65 years is well under the 16% of the U.S., both are well above 
India’s 6%. 

As Europe and Japan make clear, unprecedented aging and meager population growth influence business 
activity and financial markets considerably. 

By the way, Japan’s predicament is more extreme than that of Europe. For example, though Japan’s 
median age matches Germany’s 47 years, the 28% of the Japanese population that is at least 65 years 
old is much greater than Germany’s 21% share. 
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Shrinking and Aging Population Trims Ratings of Eight Japanese Banks 
Lately, the investment-grade credit ratings of eight Japanese banks were lowered partly because of 
pressures emanating from an aging population. 

According to analysts at Moody’s Investors Service, the prolonged shrinkage and aging of Japan's 
population has diminished bank profitability by suppressing economic growth, keeping low interest rates 
extraordinarily low and reducing the demand for bank loans. Reduced profitability has adversely affected 
capitalization and thereby has lessened the ability of banks to absorb future credit losses. 

Fewer Young Americans Challenges Holiday Sales 
Well established demographic trends weigh against the return of recurring growth for real consumer 
spending of 3% or faster. Some may be shocked by how the number of very young Americans shrinks as 
the number of very old Americans expands. 

Demographic change even may affect the current holiday shopping season. If Christmas is mostly for 
children, then it is worth noting that 2019’s count of Americans aged 14 years and younger shrank for an 
eighth consecutive year. By contrast, during the 10-years ended 1999—or when real consumer spending 
advanced by 3.4% annualized, on average—the 14-years and younger age cohort expanded each year by 
667,000, on average. 

Despite all the hype surrounding the double-digit percent yearly increases by e-commerce shopping over 
the latest Thanksgiving weekend, consensus forecasts have real consumer spending decelerating well into 
2020. More specifically, after having dropped from second-quarter 2019’s 4.6% and the third quarter’s 
2.9%, the consensus expects real consumer spending’s annualized sequential growth rate to descend to 
2.3% for 2019’s final quarter and then dip to 2.0% for 2020’s first quarter. 
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Still, it remains to be seen whether the widely anticipated slowing by real consumer spending into the 
spring of 2020 might yet match the severity of last year’s subpar performance, or when the metric rose 
at an annualized pace of merely 1.25% during the six-months-ended March 2019. 

Expectations of slower consumer spending help to explain why the consensus foresees U.S. real GDP’s 
annualized quarter-to-quarter increase sagging from the 2.0% of 2019’s second quarter and the 2.1% of 
the third quarter to 1.6% for 2019’s final quarter and 1.8% for 2020’s first quarter. 

Why Healthcare Will Be the Fastest Growing Industry 
For 2019, the 122,000-person anticipated reduction in the number aged 14 years and younger contrasts 
vividly with the 1.76-million-person addition to the 65-years and older age cohort. Within the 65-years 
and older segment, the number aged at least 80 years may grow by 270,000. 

Also, the 20-64-year age cohort has gone from growing by 2.3 million per year during 1990-1999 to 
rising by merely 480,000 in 2019 for its second smallest annual increase on record, where the sample 
begins with 1921. During the 10-years-ended 2030, the 20- to 64-year age cohort is projected to rise by 
381,000 people per annum, on average, which is much less than the 1.69 million average annual increase 
expected for the number aged 65 years and older. 

 

It is easy to understand why healthcare is likely to be America’s fastest growth industry during the 2020s. 
After all, the number of Americans aged 80-years and older is now expected to expand by 650,000 
people per annum during the 10-years-ended 2030, which is much faster than the accompanying 
predicted average annual rise by the 20- to 64-year age cohort. 

Older Workers’ Record Share of Employment Skews Jobless Rate and Wage Growth Lower 
The reduction in worker availability stemming from the slower growth of 16- to 64-year old Americans 
has been partly offset by the increased participation rate of older workers. After having bottomed at 
1993’s 12%, the percent of household survey employment at least 55 years of age now approaches a new 
record high of 24%. 
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The growing share of workers aged at least 55 years has lent a downward bias to both the unemployment 
rate and wage growth. Regarding the latter, older workers tend to receive smaller wage and salary 
increases than much younger workers. The statistical record shows a significant inverse relationship 
between the percent of employment aged at least 55 years and the average hourly wage’s yearly 
increase. 

Moreover, the average unemployment rate for older workers has typically been the lowest of all age 
cohorts. Compared to October 2019’s overall unemployment rate of 3.6%, the unemployment rate for 
the 55-years and older age cohort was a lower 2.6%. At the other extreme, October 2019’s 
unemployment rate for workers aged less than 25 years was 7.9%. 
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sources: BLS, NBER, Moody's Analytics 
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The tendency of the unemployment rate to decline at older age cohorts has been well established. The 
averages of the last 20 years showed that the overall 5.9% U.S. jobless rate was joined by unemployment 
rates of 4.1% for Americans at least 55 years old and 12.4% for those less than 25 years of age. 

Thus, as the U.S. workforce ages, both the unemployment rate and wage inflation are likely to be lower 
than otherwise. Perhaps, the U.S. unemployment rate will eventually return to 1953’s post-World War II 
record low of 2.5% without triggering an unwanted upturn by inflation expectations. 
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The Week Ahead – U.S., Europe, Asia-Pacific 

THE U.S. 
By Ryan Sweet of Moody’s Analytics 
 

Trump Sticks to His Playbook but the Fed Has Change Its 

The Trump administration is sticking to its playbook, with trade rhetoric striking a tougher tone as usual 
when the U.S. stock market is at or near record highs. But proposals to raise tariffs on France, Brazil and 
Argentina don’t justify a material change to our baseline forecast for the U.S., although the Trump 
"put" may eventually lose its magic. 

The put is Trump's option to change course—the belief that he will not let the stock market decline 
significantly, since he views it as a measure of his administration’s policy success. Though forecasting 
what comes out of the White House is difficult, Trump has followed a fairly predictable playbook on 
trade and with financial markets. 

Sticking with the pattern, the administration this week announced a proposal to reimpose tariffs on 
imported steel from Brazil and Argentina. In terms of the market share of U.S. steel imports, Brazil 
accounts for 12%, trailing Mexico at 13% and Canada at 20%. Argentina’s market share is less than 1%. 

Also, there is a proposal to put a 100% tariff on imported sparking wine, cheese, handbags and some 
cosmetics from France in retaliation for that country's digital tax. Financial markets have also been 
rattled Tuesday by comments from Trump that the phase-one trade deal between the U.S. and China 
may not be reached until after the U.S. presidential election. 

We still have an escalation in the trade tensions as the key downside risk on our U.S. risk matrix. It is 
still not guaranteed that either the steel tariffs on Brazil and Argentina or the French tariffs will go into 
effect. Therefore, we are not changing our subjective odds of an escalation in the trade tensions 
between the U.S. and its trading partners. We also have a currency war as a downside risk. The odds of 
that are low but could increase with Trump justifying the steel tariffs on Brazil and Argentina because 
of a belief that those countries are purposely devaluing their currency. This is misguided. For example, 
Brazil’s central bank’s target rate is low by Brazilian standards, not to reduce the value of the currency 
but to address a weak economy and low inflation. 

Though Trump is following his playbook, the Fed has changed its approach to trade uncertainty. 
Previously, there was some policy ping-pong between Trump and the Fed. Escalation in the trade 
tensions led to the Fed to ease, but the risk of trade-related weakness is no longer enough to prompt 
rate cuts by the Fed, which is now watching out for a “material” change to the outlook. Our subjective 
odds of a December rate cut remain low, even if developments on the trade front don’t appear overly 
encouraging. 

On the data front, the U.S. nominal trade deficit narrowed more than anticipated in October, and this 
puts net exports on track to add more to fourth-quarter GDP growth than previously thought. The 
nominal deficit narrowed from $51.1 billion in September to $47.2 billion in October. Though this came 
in better than our forecast for a narrowing to $48.5 billion, the forecast error was attributed to a 
revision of September figures. 

Separately, factory goods orders rose 0.3% in October, a touch lighter than our forecast for a 0.4% 
gain. Revisions to the key core capital goods orders were small, and shipments are shown to have risen 
0.8%. Our high-frequency GDP model has real business equipment spending posting a small gain in the 
fourth quarter, rising 1.7% at an annualized rate. One quarter isn’t a trend, and we don’t anticipate that 
business investment will come roaring back in 2020, since fundamentals will remain weak for 
investment. 
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The factory orders data showed inventories edged higher in October, rising 0.1%. While this nudged up 
our estimate of the inventory build in the fourth quarter, inventories are still going to be a drag on 
growth this quarter, shaving 0.6 percentage point off GDP growth. 

All told, the new data on factory orders and trade deficit put our tracking estimates of third-quarter 
GDP growth at 2.2% at an annualized rate, while fourth-quarter GDP is now on track to rise 1.9% at an 
annualized rate, up from 1.3% prior to Thursday's data. 

Next week  

Looking ahead to next week, we will get producer prices, consumer prices, retail sales, business 
inventories and jobless claims. 

We will publish our forecasts for next week’s data Monday on Economic View. 
 

 
 
EUROPE 
By Barbara Teixeira Araujo of Moody’s Analytics 
 

ECB to Meet With Lagarde at Its Helm 
 

Markets will be interested in two things next week: the release of U.K.’s October GDP estimate and the 
European Central Bank’s December monetary policy meeting, the first with Christine Lagarde at the 
helm of the bank. Mario Draghi was the ECB’s president for all but eight years, so investors are 
wondering how a change in the leadership will impact the bank’s decisions. We expect that Lagarde will 
continue to follow Draghi’s rather dovish stance, but the meeting will bring virtually nothing new in 
policy announcements. The ECB unleashed all its big guns in September. It cut the deposit rate, 
restarted its quantitative easing programme, eased the modalities for its TLTRO long-term refinancing 
programme, and introduced a tiered system of reserve remuneration. We think it will want to wait a 
while longer to fully gauge whether more stimulus is needed. Our base case scenario is that, unless 
there is an economic catastrophe, the bank will remain on hold throughout next year. 

We will watch to see if Lagarde, like Mario Draghi, will badger governments to spend more on the fiscal 
front. Draghi for years insisted that monetary policy in the euro zone was reaching its limits, and that 
governments needed to step up to prevent the downturn from gathering momentum. Another thing to 
look for is a review of the ECB’s mandate. The bank is trying, as the Fed has, to come up with new tools 
to combat persistent low inflation. The ECB’s staff macroeconomic projections will also be published 
next Thursday, but we expect only minor tweaks to the forecast. Growth for 2020 should be confirmed 
at 1.2%, but growth for 2021 should be lowered to 1.3% from 1.4%. On the inflation front, we expect 
no changes. 

In the U.K., all eyes will be on the publication of October’s monthly GDP figures. We are forecasting a 
0.3% m/m rise in activity, which should fully reverse September’s 0.1% decline. Our view is that most 
of the upside came from a jump in industrial production following horrible results for the previous two 
months. Manufacturing likely drove the gains; all leading evidence suggest that firms at home and 
abroad rushed to stockpile during the first half of the month before the old October 31 Brexit deadline, 
which raised demand for intermediate and consumer goods production. But energy production is also 
expected to have soared following three consecutive months of decline. Temperatures in the U.K. 
remained above their seasonal norms throughout the third quarter, depressing demand for heating. 
But, temperatures then plunged below long-term averages in October. Mining and quarrying are a wild 
card, but we expect that output in the sector held relatively steady in October following a jump in 
September. 

https://www.economy.com/economicview/
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We are also penciling in a small increase in construction output after a decline in September. True, 
uncertainty remained extremely elevated during the month, which normally would suggest a decline in 
construction output. But leading data point to a rise in building activity in October. Housing demand is 
recovering, and our bet is that it ultimately managed to offset yet another decline in commercial 
construction and lackluster results for the civil engineering sector. 

Services should also have increased, after no growth in September and a marginal decline in August. 
We expect that growth in the consumer-facing services industry remained especially solid as household 
finances remain healthy with unemployment at a record low and wage growth gaining a strong pace. 
We are penciling in a 0.2% m/m rise in output in the sector. 

For the fourth quarter, we continue to expect GDP to rise by around 0.2% q/q, building on a 0.3% 
increase in the second stanza. Most of the increase should come on the back of continued growth in 
consumer spending, though government spending is expected to rise strongly as well. 

 

 

 

 

ASIA-PACIFIC  
By Katrina Ell of Moody’s Analytics 

Trade War Keeps China Exports Under Pressure 
China’s exports will remain under pressure in November, after falling by 0.9% y/y in October. 
Shipments to the U.S. remain an important drag as the trade war continues to bite and were down by 
16.2% y/y in October, following double-digit falls in the prior two months. The slump in imports from 
the U.S. are what is helping keep China’s monthly headline trade balance relatively large, also a direct 
consequence of the trade war. 

The second estimate of Japan’s September quarter GDP growth will likely be unchanged from the 
preliminary estimate. GDP growth hit 0.1% q/q according to preliminary estimates, from 0.3% in the 
June quarter. While private consumption expenditure grew at 0.4% q/q, nonresidential investment 
expenditure growth accelerated, rising by 0.9% q/q. Government consumption moderated, as it grew 
at 0.5% q/q, down from 1.2% in the second quarter. Exports, however, weighed on growth, declining by 
0.7% q/q, down from a 0.5% gain in the second quarter. Overall, third-quarter growth has held up as 
the economy has expanded for four straight quarters. The real test for the economy will be how much 
momentum has been lost to the 1 October consumption tax hike. 

Japan’s Tankan survey hit its lowest level in over six years in the September quarter, and likely stayed 
put in the December quarter. With the consumption tax hike as a drag on manufacturers’ sentiment. 
Other enduring reasons for the ongoing weakness include slowing global demand and the enduring 
U.S.-China trade war, which is yet to reach a resolution. Japan’s exports have contracted in 2019, and 
forward-indicators are not pointing to meaningful relief in 2020. 

 

Key indicators Units Moody's Analytics Last

Mon @ 11:00 a.m. OECD: Composite Leading Indicators for October 99.1 99.1

Tues @ 7:45 a.m. France: Industrial Production for October % change 0.5 0.3

Tues @ 9:00 a.m. Italy: Industrial Production for October % change 0.2 -0.4

Tues @ 9:30 a.m. U.K.: Monthly GDP for October % change 0.3 -0.1

Thur @ 7:00 a.m. Germany: Consumer Price Index for November % change yr ago 1.1 1.1

Thur @ 7:45 a.m. France: Consumer Price Index for November % change yr ago 1.2 0.9

Thur @ 10:00 a.m. Euro zone: Industrial Production for October % change -0.2 0.1

Thur @ 12:45 p.m. Euro zone: Monetary Policy for December % 0.0 0.0

Thur @ 2:00 p.m. Russia: Foreign Trade for October $ bil 14.4 14.1

Fri @ 8:00 a.m. Spain: Consumer Price Index for November % change yr ago 0.4 0.1

Fri @ 11:30 a.m. Russia: Monetary Policy for December % 6.0 6.5
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Key indicators Units Confidence Risk Moody's Analytics Last

Mon @ 10:50 a.m. Japan GDP for Q3 second estimate % change 3  0.1 0.1

Mon @ Unknown China Foreign trade for November US$ bil 3   35.6 42.8

Tues @ Unknown China Monetary aggregates for November % change yr ago 3  8.5 8.4

Tues @ 12:30 p.m. China CPI for November % change yr ago 3  3.7 3.8

Tues @ 12:30 p.m. China PPI for November % change yr ago 2  -1.1 -1.6

Wed @ 10:00 a.m. South Korea Unemployment rate for November % 3  3.4 3.5

Thurs @ 10:50 a.m. Japan Machinery orders for October % change 2  -0.5 -2.9

Thurs @ 11:00 p.m. India CPI for November % change yr ago 3  4.5 4.6

Thurs @ 11:00 p.m. India Industrial production for October % change yr ago 2  -1.7 -4.3

Fri @ 10:50 a.m. Japan Tankan survey for Q4 Index 2   5.0 5.0



  

 
11  DECEMBER 5, 2019 CAPITAL MARKETS RESEARCH  /  MARKET OUTLOOK  /  MOODYS.COM 

CAPITAL MARKETS RESEARCH 
 
 The Long View 

d  
The Long View 
 
November 2019’s $57.6 billion of US$-denominated high-yield bond 
issuance was a new high for the month. 
 
By John Lonski, Chief Economist, Moody’s Capital Markets Research Group 
December 5, 2019 
 

CREDIT SPREADS 
As measured by Moody's long-term average corporate bond yield, the recent investment grade corporate 
bond yield spread of 118 basis points was less than its 122-point mean of the two previous economic 
recoveries. This spread may be no wider than 125 bp by year-end 2019. 

The recent high-yield bond spread of 431 bp is thinner than what is suggested by the accompanying long-
term Baa industrial company bond yield spread of 183 bp, but wider than what might be inferred from the 
recent below-trend VIX of 14.4 points. 

DEFAULTS 
October 2019’s U.S. high-yield default rate of 3.6% may average 3.7% during 2020’s first quarter, according 
to Moody’s Investors Service. 

US CORPORATE BOND ISSUANCE  
Third-quarter 2018’s worldwide offerings of corporate bonds showed year-over-year setbacks of 6.0% for IG 
and 38.7 % for high-yield, wherein US$-denominated offerings plunged by 24.4% for IG and by 37.5% for 
high yield. 

Fourth-quarter 2018’s worldwide offerings of corporate bonds incurred annual setbacks of 23.4% for IG and 
75.5% for high-yield, wherein US$-denominated offerings plunged by 26.1% for IG and by 74.1% for high 
yield. 

First-quarter 2019’s worldwide offerings of corporate bonds revealed annual setbacks of 0.5% for IG and 3.6% 
for high-yield, wherein US$-denominated offerings fell by 3.0% for IG and grew by 7.1% for high yield. 

Second-quarter 2019’s worldwide offerings of corporate bonds revealed an annual setback of 2.5% for IG and 
an annual advance of 17.6% for high-yield, wherein US$-denominated offerings sank by 12.4% for IG and 
surged by 30.3% for high yield. 

Third-quarter 2019’s worldwide offerings of corporate bonds revealed annual advances of 15.2% for IG and 
56.8% for high-yield, wherein US$-denominated offerings soared higher by 36.8% for IG and 81.3% for high 
yield. 

During yearlong 2017, worldwide corporate bond offerings increased by 4.1% annually (to $2.501 trillion) for 
IG and advanced by 41.5% for high yield (to $603 billion). 

For 2018, worldwide corporate bond offerings sank by 7.2% annually (to $2.322 trillion) for IG and 
plummeted by 37.6% for high yield (to $376 billion). The projected annual percent increases for 2019’s 
worldwide corporate bond offerings are 5.9% for IG and 45.4% for high yield. When stated in U.S. dollars, 
issuers based outside the U.S. supplied 60% of the investment-grade and 59% of the high-yield bond 
offerings of 2019’s first 10 months. 

US ECONOMIC OUTLOOK 
As inferred from the CME Group’s Fed Watch Tool, the futures market recently assigned implied probabilities 
of 99.3% to no change and 0.7% to a hiking of the federal funds rate at the December 11, 2019 meeting of 
the Federal Open Market Committee. In view of the underutilization of the world’s productive resources, low 
inflation should help to rein in Treasury bond yields. As long as the global economy operates below trend, the 
10-year Treasury yield may not remain above 2.00% for long. A fundamentally excessive climb by Treasury 
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bond yields and a pronounced slowing by expenditures in dynamic emerging market countries are among the 
biggest threats to the adequacy of economic growth and credit spreads. 

 

EUROPE 
By Barbara Teixeira Araujo of Moody’s Analytics 
December 5, 2019 

EURO ZONE 

The final estimate of third-quarter GDP growth for the euro zone confirmed that the economy avoided a further 
easing in the three months to September, and that’s despite the trade war and the slowdown in global trade. The 
carryover effect from last year suggests that even if GDP only holds steady in the fourth quarter, activity would still 
expand by 1.1% this year. We are more optimistic and pencil in 1.2% growth, which would still be well shy of 2018’s 
1.9% gain. 

The GDP expenditure breakdown confirmed our fears that net trade dragged on growth and offset a pickup in 
domestic demand. But the good news is that exports rose over the quarter, in defiance of advance country figures 
that had pointed to a plunge, though not as strongly as imports. But we had always expected that imports would 
remain solid in the third quarter; domestic demand, especially consumer spending, is boosting activity. 

Consumer spending gathered momentum following an unimpressive June stanza. The quarterly rise in household 
consumption was the strongest in two years. This confirms our view that consumers will drive growth in coming 
quarters on the back of solid wage and employment gains. But government spending also boosted growth, rising 
strongly for the fourth quarter in a row. Risks for government spending are tilted to the upside now as fiscal policy 
is gradually becoming more supportive, especially in the context of slowing growth. 

Although investment also rose over the quarter, it still slowed sharply from the previous stanza’s 5.7% q/q gain. But 
we caution against reading too much into those numbers; investment jumped in the second quarter only because 
of a soar in intellectual property investment in Ireland, and numbers for the country are notoriously volatile. For the 
third quarter, the results came in line with our expectations, with construction investment continuing to expand, 
while machinery and equipment investment faltered. The euro zone’s manufacturing sector is in a full-blown 
downturn owing to the trade war and the slowdown in global trade, so we never expected investment in 
manufacturing to perform well in the third quarter. 

UNITED KINGDOM 
The pound soared to a seven-month high against the dollar and to a one-month high against the euro on 
Wednesday, as markets became increasingly optimistic that the Conservatives will win the December 12 general 
elections with a comfortable majority. The Tories’ lead had narrowed over the past few weeks, raising fears that a 
hung Parliament would result in prolonged uncertainty and further postponements of Article 50, but the latest 
YouGov poll of polls gave the Conservatives a nine-point lead over the Labour Party. The poll is putting support for 
the Tories at 42% and for Labour at 33%, which should be enough to give the Conservatives around 359 seats and 
a majority of 68. 
 
But history has shown us that election polls can be unreliable in the U.K., and chances are that the Conservatives’ 
lead could narrow further over this final week of campaigning as undecided voters make up their minds. Consumer 
confidence remains depressed, which is usually bad news for the incumbent governing party. We thus cannot rule 
out the Conservatives winning with only a small majority, or Parliament remaining fragmented.  
 
A small Tory majority would be a less than ideal outcome for the elections. Although Boris Johnson would likely still 
manage to pass his withdrawal deal in such a scenario, the lack of a significant majority would make it 
extraordinarily hard for the prime minister to gather enough support for his policies during the upcoming trade 
negotiations with the EU. Those are expected to be even harder than the withdrawal negotiations were, especially 
as Conservative lawmakers each have their own opinion about how close the U.K.’s future relationship with the EU 
should be. Uncertainty would thus persist throughout next year, while a no-deal Brexit at the end of the transition 
period on December 31 would remain a possibility if no common ground is reached. 
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d  A hung Parliament would be an even worse outcome. If Parliament remains fragmented, then it is unsure whether 
Johnson’s deal will be ratified, which means that the risk of a no-deal Brexit by January 31 still looms. This would 
keep the pound low but uncertainty high. In that case, we think that Parliament would vote for another Brexit 
delay, likely until the end of 2020.   
 
 

 
ASIA PACIFIC 
By Katrina Ell of Moody’s Analytics 
December 5, 2019 

INDONESIA 
Indonesia’s economy is in a weak spot. GDP growth slowed to 5.02% in the September quarter, its weakest 
pace in over two years. On an expenditure basis, the third-quarter slowdown was broad-based across the 
major categories. Household consumption was an important source of weakness, slowing to 5% y/y from the 
prior quarter's 5.2%. This is significant, as the household sector accounts for over half of GDP. 

Exports have been a consistent source of weakness in Indonesia, with export values contracting on an annual 
basis through 2019. The latest data show exports fell by 6.1% y/y in October after a 5.7% fall in September. 
Lower commodity prices, especially for mineral fuels and rubber, have been an important drag. Palm oil has 
particularly struggled in 2019 with subdued prices, an important headwind for Indonesia's export sector, given 
it is the largest single commodity, accounting for around half of palm oil exports globally. Malaysia is the next 
largest at almost 30% of total global palm oil exports. 

Stimulus occurring 
The likelihood of further fiscal and monetary stimulus in Indonesia is high. Bank Indonesia has already 
delivered 100 basis points of policy rate cuts this year, with the latest reduction occurring in October. Bank 
Indonesia kept the benchmark repo rate at 5% in November, the first pause since June. The central bank did, 
however, reduce banks’ reserve requirement ratio by 50 basis points, marking the first cut since June. 
November’s actions show how it’s a difficult balancing act for Bank Indonesia in trying to bolster domestic 
demand while maintaining external stability, with a particular focus on the rupiah. The RRR cut is a way to 
bolster domestic liquidity without potentially pressuring capital outflows the same way a benchmark interest 
rate reduction does. 

Government spending and tax reforms are also forthcoming. On 29 November, the government announced it 
would relax income tax for local and foreign expatriates. The government is still finalizing the details. The 
planned tax changes would mean that foreign residents living in Indonesia and Indonesians living overseas 
would no longer be taxed on income earned overseas. The government also announced plans to remove 
dividend tax for companies with an ownership stake of less than 25%. Implementation date for the changes is 
not yet confirmed, but the reforms are aimed at encouraging investment and providing a broader boost to 
domestic demand. 

Investment is a sore point for President Joko Widodo, particularly since re-election in April. Investment fell 
short of expectations during Jokowi's first term, and pressure is on to ramp it up this time. 

Stimulus is necessary to keep the government's goal of full-year growth to come in at 5.08% for 2019 and 
5.3% in 2020. The likelihood of GDP growth accelerating that much by next year is low given the various 
headwinds, including the still-unresolved U.S.-China trade war and the general slowdown in global demand, 
which is not abating. 

The balancing act 
Indonesia is vulnerable to capital outflows, with one important trigger being the high foreign ownership of 
bonds necessary to fund the current account deficit. Currently, the government raises around US$10 billion 
per year from overseas selling dollar-, euro- and yen-denominated bonds, according to Bloomberg. Foreign 
ownership of Indonesian bonds stands at around 40%. The government is exploring plans to increase 
domestic retail ownership of sovereign bonds, which stands at around 3%, to reduce exposure to adverse 
swings in global sentiment over time, but there has been neither firm plans nor progress. 
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d  In 2018, this vulnerability was clear to see with the rupiah falling to multiyear lows at several points as 
emerging market assets fell out of favour. This year has been relatively calm for the rupiah, as has been the 
case for most other emerging market currencies in Asia. This has been helped by the Federal Reserve, 
alongside other major central banks, shifting to a dovish stance, keeping emerging market assets relatively 
attractive. 

Indonesia has also been on the front foot trying to maintain external stability. Indonesia's trade deficit has 
narrowed significantly in the past 12 months as the government has restricted imports including oil and 
various consumption imports. This has made some progress towards narrowing the current account deficit, 
which has closed to 2.7% of GDP in the September quarter from 3% in the June quarter. The current account 
deficit widened to 3% of GDP in 2018, and the government is targeting a current account deficit at 2.5% of 
GDP in 2019. 

Indonesia has steadily built up foreign reserves over the past 20 years, with particular improvement occurring 
in the aftermath of the global crisis in 2009. In October, net international foreign reserves rose to US$126.7 
billion, the highest level in 20 months, according to Bank Indonesia. Reserves are now equivalent to finance 
7.4 months of imports or 7.1 months of imports and payment of the government’s offshore borrowings. This 
is a positive development, as there is a bigger buffer against sudden capital outflows. Yet it will not shield 
Indonesia from being vulnerable in the first place. 
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Downgrades Dominate European Change Activity  
By Michael Ferlez 
 
U.S. rating change activity remained largely unchanged over the past two weeks. Downgrades accounted for 
63% of total rating changes, but only a small portion of the affected debt. While downgrades have 
consistently outnumbered upgrades over the past year, they have largely been confined to speculative-grade 
companies spread across many different industries. These downgrades have largely been the result of 
company-specific factors and are not suggestive of a weakening in the overall health of the U.S. corporate 
sector. The notable change last week was made to Diamondback Energy Inc. The U.S. oil and gas exploration 
company saw its senior unsecured credit rating upgraded to Ba1 from Ba2., affecting $4 billion in debt. 
 
European rating change activity volume remained steady over the past two weeks, though the overall trend 
was poor. For the two weeks ended December 3, downgrades accounted for over three-quarters of rating 
change activity. The rating change activity included downgrades to several large investment-grade companies, 
including Atlantia S.p.A and Suez. Atlantia S.p.A, an Italian infrastructure company, saw its senior unsecured 
credit rating cut to Baa3 from Baa2, affecting $104 billion in debt. Moody’s Investors Service downgraded 
Atlantia’s credit rating to reflect its view of growing downside risks, including the temporary closure of bridges 
operated by Autostrade per l'Italia S.p.A.—which is majority-owned by Atlantia—over safety concerns. 
Elsewhere, French utility Suez saw its senior unsecured credit rating cut one-notch from A3 to Baa1, affecting 
$9.7 billion in debt. The downgrade reflected Moody’s Investors Service’s view that Suez would be unlikely to 
demonstrate the financial performance consistent with its previous A3 credit rating. 
 
 

 
 

 
FIGURE 1 

Rating Changes - US Corporate & Financial Institutions: Favorable as % of Total Actions 
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FIGURE 2 

Rating Key 

 
 

 
 

 

 

BCF Bank Credit Facility Rating MM Money-Market
CFR Corporate Family Rating MTN MTN Program Rating
CP Commercial Paper Rating Notes Notes
FSR Bank Financial Strength Rating PDR Probability of Default Rating
IFS Insurance Financial Strength Rating PS Preferred Stock Rating
IR Issuer Rating SGLR Speculative-Grade Liquidity Rating

JrSub Junior Subordinated Rating SLTD Short- and Long-Term Deposit Rating
LGD Loss Given Default Rating SrSec Senior Secured Rating 
LTCF Long-Term Corporate Family Rating SrUnsec Senior Unsecured Rating 
LTD Long-Term Deposit Rating SrSub Senior Subordinated
LTIR Long-Term Issuer Rating STD Short-Term Deposit Rating

FIGURE 3 

Rating Changes: Corporate & Financial Institutions – US 

 
 

 

Date Company Sector Rating
Up/ 

Down

Old 
LTD 

Rating

New 
LTD 

Rating
IG/SG

11/27/19 AHEAD DB BORROWER, LLC Industrial PDR D B2 B3 SG

12/3/19
ANNA HOLDINGS, INC.                           
-ACOSTA, INC.

Industrial PDR D C D SG

12/3/19 PLAYTIKA HOLDING CORP. Industrial
SrSec/BCF         

/LTCFR/PDR
D Ba3 B1 SG

Source: Moody's
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FIGURE 4 

Rating Changes: Corporate & Financial Institutions – Europe 

 
 

 

Date Company Sector Rating
Amount   

($ Million)
Up/ 

Down

Old 
LTD 

Rating

New 
LTD 

Rating

IG/
SG

Country

11/20/19 SUEZ Utility
SrUnsec/LTIR                   
/JrSub/MTN

9,717 D A3 Baa1 IG FRANCE

11/20/19
ROLLS-ROYCE HOLDINGS 
PLC-ROLLS-ROYCE PLC

Industrial SrUnsec/MTN 4,029 D Baa1 Baa2 IG
UNITED 

KINGDOM

11/20/19 KAMAZ PTC Industrial LTCFR/PDR D Ba3 B1 SG RUSSIA

11/21/19 OUTOKUMPU OYJ Industrial
SrSec                        

/LTFR/PDR
276 D Ba3 B1 SG FINLAND

11/21/19 BERING III S.A R.L. Industrial
SrSec/BCF                           

/LTCFR/PDR
D B2 B3 SG LUXEMBOURG

11/22/19 NOSTRUM OIL & GAS PLC Industrial
SrUnsec                      

/LTCFR/PDR
1,125 D B3 Caa2 SG

UNITED 
KINGDOM

11/22/19 FAGE INTERNATIONAL S.A. Industrial
SrUnsec                                  

/LTCFR/PDR
420 D B1 B2 SG LUXEMBOURG

11/26/19 SEQENS GROUP HOLDING Industrial
SrSec/BCF                    

/LTCFR/PDR
D B2 B3 SG FRANCE

11/26/19 AI MISTRAL HOLDCO LTD Industrial
SrSec/BCF                        

/LTCFR/PDR
D B2 B3 SG

UNITED 
KINGDOM

11/27/19

BONAVENTURA 
STRASSENERRICHTUNGS - 
GMBH-OSTREGION 
INVESTMENTGESELLSCHAFT 
NR.1 S.A.

Industrial SrSec /BCF 937 U B3 B1 SG LUXEMBOURG

11/27/19 KIWI VFS SUB I S.A R.L. Industrial
SrSec/BCF                                        

/LTCFR/PDR
U B2 B1 SG LUXEMBOURG

11/27/19 SAFARI BETEILIGUNGS GMBH Industrial
SrSec                          

/LTCFR/PDR
386 D B2 B3 SG GERMANY

11/29/19
HIBU GROUP LIMITED                                       
-YELL BONDCO PLC

Industrial
SrSec                             

/LTCFR/PDR
291 D B3 Caa1 SG

UNITED 
KINGDOM

12/2/19 HEMA B.V. Industrial
SrSec/SrUnsec
/LTCFR/PDR

827 D B2 B3 SG NETHERLANDS

12/3/19 ATLANTIA S.P.A. Industrial
SrUnsec                            

/LTIR/MTN
10,454 D Baa2 Baa3 IG ITALY

12/3/19
LLOYDS BANKING GROUP 
PLC-LLOYDS BANK 
INTERNATIONAL LIMITED

Financial LTIR/STD/LTD U Baa1 A1 IG JERSEY

Source: Moody's
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Figure 1: 5-Year Median Spreads-Global Data (High Grade)
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Figure 2: 5-Year Median Spreads-Global Data (High Yield)
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CDS Implied Rating Rises

Issuer Dec. 4 Nov. 27 Senior Ratings
AK Steel Corporation Caa1 C B3
Verizon Communications Inc. A2 A3 Baa1
NextEra Energy Capital Holdings, Inc. Baa1 Baa2 Baa1
Dominion Energy, Inc. Aa1 Aa2 Baa2
Viacom Inc. Baa2 Baa3 Baa2
Corning Incorporated Baa1 Baa2 Baa1
Newmont Goldcorp Corporation A3 Baa1 Baa2
Iron Mountain Incorporated A2 A3 Ba3
Interpublic Group of Companies, Inc. (The) Baa2 Baa3 Baa2
Owens Corning Baa3 Ba1 Ba1

CDS Implied Rating Declines
Issuer Dec. 4 Nov. 27 Senior Ratings
Comcast Corporation A1 Aa3 A3
American Express Credit Corporation Aa3 Aa2 A2
Microsoft Corporation Aa3 Aa2 Aaa
Pfizer Inc. Aa2 Aa1 A1
Caterpillar Financial Services Corporation A3 A2 A3
Honeywell International Inc. Aa1 Aaa A2
Lockheed Martin Corporation Aa1 Aaa Baa1
General Mills, Inc. A1 Aa3 Baa2
Constellation Brands, Inc. Ba3 Ba2 Baa3
Charles Schwab Corporation (The) A3 A2 A2

CDS Spread Increases
Issuer Senior Ratings Dec. 4 Nov. 27 Spread Diff
Neiman Marcus Group LTD LLC Ca 5,845 5,669 176
Penney (J.C.) Corporation, Inc. Caa3 2,913 2,829 83
Rite Aid Corporation Caa3 1,329 1,278 51
K. Hovnanian Enterprises, Inc. Caa3 1,373 1,327 47
Talen Energy Supply, LLC B3 831 797 34
Apache Corporation Baa3 199 171 28
Frontier Communications Corporation Caa3 7,506 7,484 22
Cablevision Systems Corporation B3 408 386 21
Pitney Bowes Inc. Ba3 403 384 19
Embarq Corporation Ba2 299 280 19

CDS Spread Decreases
Issuer Senior Ratings Dec. 4 Nov. 27 Spread Diff
AK Steel Corporation B3 498 907 -409
Chesapeake Energy Corporation Caa2 2,623 2,750 -127
Diamond Offshore Drilling, Inc. B3 740 803 -62
Owens Corning Ba1 81 101 -20
Interpublic Group of Companies, Inc. (The) Baa2 60 79 -19
Brandywine Operating Partnership, L.P. Baa3 71 90 -19
Weingarten Realty Investors Baa1 81 94 -12
Mattel, Inc. B3 328 339 -11
Realogy Group LLC B3 470 479 -9
Meritage Homes Corporation Ba2 129 139 -9

Source: Moody's, CMA

CDS Spreads 

CDS Implied Ratings

CDS Implied Ratings

CDS Spreads 

Figure 3.  CDS Movers - US (November 27, 2019 – December 4, 2019)
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CDS Implied Rating Rises

Issuer Dec. 4 Nov. 27 Senior Ratings
United Kingdom, Government of Aaa Aa1 Aa2
BNP Paribas Aa1 Aa2 Aa3
GlaxoSmithKline plc Aaa Aa1 A2
Credit Suisse Group AG A2 A3 Baa2
Credit Suisse AG A1 A2 A1
Unilever N.V. Aaa Aa1 A1
Compagnie de Saint-Gobain SA A1 A2 Baa2
NXP B.V. A3 Baa1 Baa3
ASML Holding N.V. Baa2 Baa3 A3
Experian Finance plc Aa2 Aa3 Baa1

CDS Implied Rating Declines
Issuer Dec. 4 Nov. 27 Senior Ratings
Portugal, Government of A1 Aa3 Baa3
NatWest Markets Plc Baa2 Baa1 Baa2
Landesbank Baden-Wuerttemberg A3 A2 Aa3
Anheuser-Busch InBev SA/NV A3 A2 Baa1
Casino Guichard-Perrachon SA Caa3 Caa2 B3
Atlantia S.p.A. B2 B1 Ba1
thyssenkrupp AG B2 B1 Ba3
Adecco Group AG A1 Aa3 Baa1
Vedanta Resources Limited Caa2 Caa1 B2
Peugeot S.A. Ba1 Baa3 Baa3

CDS Spread Increases
Issuer Senior Ratings Dec. 4 Nov. 27 Spread Diff
PizzaExpress Financing 1 plc Ca 4,378 4,098 281
CMA CGM S.A. Caa1 1,282 1,064 218
Atlantia S.p.A. Ba1 254 196 58
Wienerberger AG Ba1 153 134 19
NatWest Markets Plc Baa2 69 55 14
Jaguar Land Rover Automotive Plc B1 478 464 14
UPC Holding B.V. B2 127 114 13
Iceland, Government of A2 86 76 10
Permanent tsb p.l.c. Baa3 223 213 9
Ineos Group Holdings S.A. B1 194 187 7

CDS Spread Decreases
Issuer Senior Ratings Dec. 4 Nov. 27 Spread Diff
Iceland Bondco plc Caa2 601 640 -39
Boparan Finance plc Caa1 1,853 1,884 -32
Stena AB B3 450 471 -21
Matalan Finance plc Caa1 748 764 -17
Vue International Bidco plc Caa2 248 263 -15
Novafives S.A.S. Caa2 705 719 -14
Hammerson Plc Baa1 135 145 -10
Banca Monte dei Paschi di Siena S.p.A. Caa1 333 340 -7
Premier Foods Finance plc Caa1 208 215 -7
NXP B.V. Baa3 48 55 -6

Source: Moody's, CMA

CDS Spreads 

CDS Implied Ratings

CDS Implied Ratings

CDS Spreads 

Figure 4.  CDS Movers - Europe (November 27, 2019 – December 4, 2019)
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Figure 5. Market Cumulative Issuance - Corporate & Financial Institutions: USD Denominated
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Figure 6. Market Cumulative Issuance - Corporate & Financial Institutions: Euro  Denominated
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Investment-Grade High-Yield Total*
Amount Amount Amount

$B $B $B
Weekly 8.785 4.038 14.962

Year-to-Date 1,290.623 415.317 1,805.354

Investment-Grade High-Yield Total*
Amount Amount Amount

$B $B $B
Weekly 14.818 0.083 16.740

Year-to-Date 813.842 106.079 951.953
* Difference represents issuance with pending ratings.
Source: Moody's/ Dealogic

USD Denominated

Euro Denominated

Figure 7. Issuance: Corporate & Financial Institutions



  

 
23  DECEMBER 5, 2019 CAPITAL MARKETS RESEARCH  /  MARKET OUTLOOK  /  MOODYS.COM 

CAPITAL MARKETS RESEARCH 
 
 

Moody’s Capital Markets Research recent publications  
 

Corporate Bond Issuance Reflects Business Activity’s Heightened Sensitivity to Rates (Capital Markets Research) 

Equities Advanced for 95% of the Yearly Declines by High-Yield Bond Spread (Capital Markets Research) 

Improved Market Sentiment Is Mostly Speculative (Capital Markets Research) 

Loans Impart an Upward Bias to High-Yield Downgrade per Upgrade Ratio (Capital Markets Research) 

VIX, EDF and National Activity Index Go Far at Explaining the High-Yield Spread (Capital Markets Research) 

Worsened Fundamentals Lift Downgrades Well Above Upgrades (Capital Markets Research) 

Next Recession May Lower 10-year Treasury Yield to Range of 0.5% to 1% (Capital Markets Research) 

Abundant Liquidity Suppresses Defaults (Capital Markets Research) 

Cheap Money in Action (Capital Markets Research) 

Bond Implied Ratings Hint of More Fallen-Angel Downgrades (Capital Markets Research) 

Leading Credit-Risk Indicator Signals A Rising Default Rate (Capital Markets Research) 

Upon Further review, Aggregate Financial Metrics Worsen (Capital Markets Research) 

Faster Loan Growth Would Bode Poorly for Corporate Credit Quality (Capital Markets Research) 

Likelihood of a 1.88% Fed Funds Rate by End of July Soars (Capital Markets Research) 

Market Implied Ratings Differ on the Likely Direction of Baa3 Ratings (Capital Markets Research) 

Below-Trend Spreads Bank on Profits Growth, Lower Rates and Healthy Equities (Capital Markets Research) 

Global Collapse by Bond Yields Stems from Worldwide Slowdown (Capital Markets Research) 

Borrowing Restraint Likely Despite Lower Interest Rates (Capital Markets Research) 

The Fed Cured 1998's Yield Curve Inversion (Capital Markets Research) 

Extended Yield Curve Inversion Would Presage Wide Spreads and Many Defaults (Capital Markets Research) 

Business Debt's Mild Rise Differs Drastically from 2002-2007's Mortgage Surge (Capital Markets Research) 

Earnings Slump Would Unmask Dangers of High Leverage (Capital Markets Research) 

Credit May Again Outshine Equities at Divining Markets' Near-Term Path (Capital Markets Research) 

Not Even the Great Depression Could Push the Baa Default Rate Above 2% (Capital Markets Research) 

Benign Default Outlook Implies Profits Will Outrun Corporate Debt (Capital Markets Research) 

Upside Risks to the U.S. Economy (Capital Markets Research) 

Outstandings and Rating Changes Supply Radically Different Default Outlooks (Capital Markets Research) 

High Leverage Offset by Ample Coverage of Net Interest Expense (Capital Markets Research) 

Subdued Outlook for Revenues and Profits Portend Lower Interest Rates (Capital Markets Research) 

Fed Will Cut Rates If 10-Year Yield Breaks Under 2.4% (Capital Markets Research) 

Riskier Outlook May Slow Corporate Debt Growth in 2019 (Capital Markets Research) 

Replay of Late 1998's Drop by Interest Rates May Materialize (Capital Markets Research) 

High-Yield Might Yet Be Challenged by a Worsened Business Outlook (Capital Markets Research) 

Default Outlook Again Defies Unmatched Ratio of Corporate Debt to GDP (Capital Markets Research) 

Equity Analysts' Confidence Contrasts with Economists' Skepticism  

  

http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1203100
http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1202276
http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1201368
http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1199570
http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1198640
http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1197438
http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1196531
http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1195387
http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1194625
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_1193539&WT.mc_id=MDCAlerts_realtime%7Eaf897351-3c32-49d9-8b68-f4e87b62d441
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