
In 2017 the picture relating to Global 
Corporate defaults looked positive

According to a Standard and Poor’s report “The numbers of defaults declined to 95 
in 2017 from 163 in 2016. This decrease pushed the global speculative – grade 
default rate down to 2.4% in 2017 from 4.2% at the end of 2016….”

1



A broader range of companies than would be 
included in Rating Agency statistics is 
covered in the Dun & Bradstreet Global 
Report , 2017 which covers 46 countries

“..Analysis of the results based on the income status of 
the countries in our sample reveals that bankruptcy rates 
have declined in a majority of both developed and 
developing countries..”
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So , as many commentators believe that , in 
2018, we are towards the end of the upwards 
phase of the current business cycle, what can 
we expect at the time of rapid and deep 
disruption?
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Based on past business cycles , we can 
expect an increase in default rates
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Source: Moody’s Annual Default Study: Corporate Default and Recovery Rates, 1920 – 2015



But will a combination of a change in a
business cycle plus rapid disruption result in
higher peaks in defaults and credit losses?

Any downturn is likely to reflect a combination of both the impact of a 
“normal” cyclical downturn plus affects relating to a disruptive business 

environment. This can already be seen in financial challenges facing traditional 
retailers, fossil fuelled power generating companies, some sectors of the Real 

Estate markets  and also in several construction related businesses
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So are there any reliable indicators of 
potential credit problems?

Each economic downturn has its own “trigger”

1973: Increases in oil prices

1987: Wall Street crash and excessive financial leverage

1997: Asian financial crisis – excessive financial leverage and currency

devaluations

2000 – 2002: Telecoms and internet companies

2007+ : Global Financial Crisis and systemic high financial leverage

2014: Oil and gas price collapse

2018? : rising interest rates and impact of technology
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…. but there are some typical indicators of 
potential problems to look out for
External

• Macroeconomic

• Political and regulatory changes

• Changes in industry sector

• Asset bubbles in financial markets

Internal

• Management strategy and governance
• Poor corporate governance
• Acquisitions, especially if large and highly leveraged
• Lots of change or no change over protracted period
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and some indicators of problems for 
corporates…..

• Performance of the company
• Financials ( Z scores, KMV, Ratings)
• Equity performance (KMV)
• Credit spreads and CDS prices
• Qualified audit reports

• Qualitative
• Company becomes “hyperactive”
• Deteriorating product quality
• Discounting of product
• Poor customer service
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In the event of credit problems the 
structure of finance matters
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Source: Moody’s Annual Default Study: Corporate Default and Recovery Rates, 1920 – 2015



So what might happen in a liquidation?

• Another indicator of credit risk would be to do a liquidation analysis

• There are two approaches
i. Use a multiple of the EBITDA to provide an indicator of the operating 

cashflow of the company. From this deduct the liabilities of the company

ii. Apply a stress test to the assets of the company

• In assessing the liquidation value assessment will have to be made 
of the interests of the various creditors of the company according to 
their ranking

• In a liquidation, the recovery rates may vary significantly in different 
entities within a group structure
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So how might a disruptive business 
environment affect corporate credit risk?

Nils Bohr, a Nobel Prize winning physicist is reported to have said "Prediction is very 
difficult, especially if it's about the future.“ so with this in mind what might be some 
consequences of disruption on credit risk, relative to previous business cycles

• Whole business sectors are being disrupted, so mergers / acquisitions within  a sector as 
a restructuring solution may be less likely to result in full recoveries

• Companies’ business environment may deteriorate more quickly

• Speed of action in a restructuring will become increasingly important…waiting for a 
change in general business conditions will be less of an option than in the past

• Credit losses may be more severe following a default, both in terms of asset and 
enterprise / company values

• Corporate credit analysis needs to focus more on operational and qualitative risks, and 
management’s ability and willingness to implement and manage change without 
excessive risk
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Is this time different?
The phrase “this time it’s different” has been often used to justify why the business environment is 
robust and continue onwards and upwards. History has often repeated itself as the business cycle 
goes into a downturn phase.

In the current rapidly changing environment , there will as always be winners and losers and 
opportunities.

The  current and short – medium term pace and depth of change means however that there needs 
to be more emphasis in corporate credit analysis on 

• qualitative and operational issues than traditional historical quantitative analysis,

• management’s ability to rapidly respond to change and capital structures, and

• credit protections need to be robust to reflect increased business risks at this time of deep and 
rapid disruption.

In this series on corporate credit analysis at a time of disruption I have outlined some thoughts on 
key themes. I hope the thoughts are useful to you, and please don’t hesitate to contact me on 
malcolm@m-training.co.uk if you want to discuss your potential financial training needs.
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