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CORPORATE AMERICA COULD FLOAT 

ABOUT $1 TRILLION OF ADDITIONAL DEBT IN 

2020 

The shutdown of many U.S. businesses will likely continue 

into May, but most banks and credit markets are generally 

open and functioning. Because the financial system can 

largely operate in the electronic world and because the bal-

ance sheets of banks and much of corporate America were 

healthy before the pandemic, we expect the extension and 

drawdown of credit to be the economy’s lifeline until the 

recovery begins. We expect 2020 to break prior records for 

net issuance of corporate-debt securities and origination of 

bank and other loans to companies. This borrowing 

will  cause long-lasting shifts in capital structure and claims 

on operating profits and enterprise value, from in small parts 

to in full, but it should safeguard the survival of businesses 

in the shutdown. Equity will  sacrifice recovery upside as 

creditors bear unusually high short-term risk. 

     “Credit is mans-confidence-in-man.” – Senator Daniel 

Webster. 

ABSORPTION OF EXTRAORDINARY LOSSES: 

COMPANIES, GOVERNMENT, HOUSEHOLDS 

Nominal U.S. gross domestic product (GDP) was $21 trillion 

in 2019. The costs incurred by corporates, sole proprietor-

ships, and not for profits are 85% of U.S. GDP. Because 

these entities direct most of the economy and bear most 

costs, they will  be the first loss absorbers of sharp revenue 

declines while trying to meet fixed and (more socially) sticky 

expenses such as rent, interest, property taxes and employ-

ee pay and benefits. We expect these entities to suffer $1 

trillion in losses in 2020 that will require borrowing to fund. 

We think that about half the losses are suffered by publicly 

listed companies and large private firms with access to fixed

-income capital markets. We think the other half of these 

losses are suffered by small, medium and some large firms 

that will need to turn to banks for credit and emergency 

Small Business Administration (SBA) loans. Including loss 

funding, raising cash and working capital and some rescue 

or opportunistic actions by those with access to credit, we 

expect net issuance of corporate-credit securities to jump by 

about $750 billion in 2020 to over $10 trillion. We also ex-

pect corporate loans to increase by roughly $250 billion net 

of forgiven Paycheck Protection loans. 

GOVERNMENT CORPORATE CREDIT AND 

LIQUIDITY PROGRAMS VIA THE SBA AND 

FED 

Per the $2 trillion+ CARES Act, the U.S. Treasury provided 

$349 billion to the Small Business Administration for loans 

to firms with under 500 employees. We expect 80% or more 

of these loans to be forgiven under Paycheck Protection. 

The Treasury also provided $454 billion to the U.S. Federal 

Reserve (Fed) to use for new credit facilities that 

will  purchase existing and new-issuance Investment Grade 

(IG) corporate and municipal debt. The Fed might initiate 

partner programs with banks to provide credit to mid- and 

larger-sized firms not IG rated or without collateral to secure 

loans or securitize. The new Fed facilities can leverage the 

capital provided by the Treasury, perhaps by a factor of 10 

to 1; thus these facilities could provide $4 trillion of credit to 
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companies and municipalities. Because the Fed will  buy 

Treasuries to support a ~$2.5 trillion federal deficit in 2020 

and mortgage-backed securities, while also deploying these 

new credit facilities, the Fed’s balance sheet could expand 

from about $4 trillion to $7-10 trillion. 

HIGHER S&P NON-FINANCIAL DEBT/EBITDA, 

LOWER EBITDA/INTEREST EXPENSE 

Corporate America’s debt-to-GDP ratio increased in recent 

years, but so did its assets compared to GDP. We consid-

ered leverage ratios healthy at corporate America, especial-

ly at large-cap companies, but with some concerns for small 

caps and especially at energy, retailers and the more cycli-

cally exposed parts of real estate. S&P 500 non-financial 

earnings before interest, tax, depreciation and amortization 

(EBITDA) / net interest expense was very strong at over 12x 

in 2019, but it likely falls to about 8x in 2020. But this masks 

what’s likely to be inadequate coverage, covenant breaches 

and reorganizations at many of the vulnerable industries 

and smaller companies. Russell 2000 non-financial lever-

age ratios were 150% of S&P non-financials in 2019. 

BANKS LIKELY TO BOOST LOANS DESPITE 

HIGHER CREDIT COSTS; COUNTERCYCLI-

CAL, BUT RISKY 

Banks went into this crisis with strong balance sheets and 

liquidity. We expect banks to suffer high credit costs this 

year and next, but not to shrink their balance sheets like 

they did in the last recession. Despite rising credit costs, we 

expect banks to initiate new loans and provide favorable 

terms of forbearance with missed payments being rolled 

into outstanding principle balances without penalty. While 

this is a risky strategy, and loan-loss provisions must climb 

as a result of this, we think with Fed support and public con-

fidence that this approach is in the best interest of the econ-

omy and also the banks. However, banks should raise addi-

tional loss-participating capital and curtail dividends to forti-

fy.  

  

GLOSSARY 

In some transactions, collateral is used to protect the lender against 

the borrower's default. In case the borrower defaults on the interest 

or principal payment, the collateral can be used to offset the loan. 

A corporate bond is a bond issued by a corporation in order finance 

their business. 

Covenants designate contractual obligations or restrictions intended 

to protect the financial interests of creditors. 

Coverage broadly defines the degree to which an issuers earnings, 

cash flow and assets allow it to cover interest payments and other 

liabilities. 

Cyclical is something that moves with the cycle. 

A dividend is a distribution of a portion of a company's earnings to 

its shareholders. 

EBITDA (earnings, before interest expenses, taxes, depreciation 

and amortization) is an accounting measure calculated using a 

company's net earnings, before interest expenses, taxes, deprecia-

tion and amortization are subtracted. 

The gross domestic product (GDP) is the monetary value of all the 

finished goods and services produced within a country's borders in 

a specific time period. 

Investment grade (IG) refers to a credit rating from a rating agency 

that indicates that a bond has a relatively low risk of default. 

Leverage attempts to boost gains when investing through the use of 

borrowing to purchase assets. 

A mortgage-backed security (MBS) is a special type of asset-

backed security where the holder receives interest and redemption 

payments from pooled mortgage debtors, secured by the underlying 

mortgages. 

A recession is, technically, when an economy contracts for two 

successive quarters but is often used in a looser way to indicate 

declining output. 

The Russell 2000 Index is an index that captures the 2,000 smallest 

stocks of the Russell-3000 index, which again comprises 3,000 

small- and mid-cap U.S. listed stocks. 

The S&P 500 is an index that includes 500 leading U.S. companies 

capturing approximately 80% coverage of available U.S. market 

capitalization. 

Treasuries are fixed-interest U.S. government debt securities with 

different maturities: Treasury bills (1 year maximum), Treasury 

notes (2 to 10 years), Treasury bonds (20 to 30 years) and Treas-

ury Inflation Protected Securities (TIPS) (5, 10 and 30 years). 

The U.S. Federal Reserve, often referred to as "the Fed", is the 

central bank of the United States. 
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IMPORTANT INFORMATION: EMEA 

The following document  is intended as marketing communication. 

DWS is the brand name under which DWS Group GmbH & Co. KGaA and its subsidiaries operate their business activities. Clients will be 

provided DWS products or services by one or more legal entities that will be identified to clients pursuant to the contracts, agreements, of-

fering materials or other documentation relevant to such products or services. 

The information contained in this document does not constitute investment advice. 

All statements of opinion reflect the current assessment of DWS Investment GmbH and are subject to change without notice. 

Forecasts are not a reliable indicator of future performance. Forecasts are based on assumptions, estimates, opinions and hypothetical 

performance analysis, therefore actual results may vary, perhaps materially, from the results contained here. 

Past performance, [actual or simulated], is not a reliable indication of future performance. 

The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This market-

ing communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading 

prior to the publication of financial analyses. 

This document and the information contained herein may only be distributed and published in jurisdictions in which such distribution and 

publication is permissible in accordance with applicable law in those jurisdictions. Direct or indirect distribution of this document is prohibited 

in the USA as well as to or for the account of US persons and persons residing in the USA.  

DWS Investment GmbH 2020 

 

IMPORTANT INFORMATION: UK 

Issued in the UK by DWS Investments UK Limited. DWS Investments UK Limited is authorised and regulated by the Financial Conduct Au-

thority (Registration number 429806). 

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS 

brand are specified in the respective contracts, sales materials and other product information documents. DWS, through DWS Group GmbH 

& Co. KGaA, its affiliated companies and its officers and employees (collectively “DWS”) are communicating this document in good faith and 

on the following basis. 

This document is a financial promotion and is for general information purposes only and consequently may not be complete or accurate for 

your specific purposes. It is not intended to be an offer or solicitation, advice or recommendation, or the basis for any contract to purchase 

or sell any security, or other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information 

contained herein. It has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 

This document does not identify all the risks (direct and indirect) or other considerations which might be material to you when entering into a 

transaction. Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, 

whether the investments and strategies described or provided by DWS, are suitable and appropriate, in light of their particular investment 

needs, objectives and financial circumstances. We assume no responsibility to advise the recipients of this document with regard to chang-

es in our views. 

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy, 

completeness or fairness of such information and it should not be relied on as such. DWS has no obligation to update, modify or amend this 

document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set 

forth herein, changes or subsequently becomes inaccurate. 

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding 

the tax consequences on the purchase, ownership, disposal, redemption or transfer of any investments and strategies suggested by DWS. 

The relevant tax laws or regulations of the tax authorities may change at any time.  

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 

projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author‘s 

judgement as of the date of this document. Forward looking statements involve significant elements of subjective judgements and analysis 

and changes thereto and/ or consideration of different or additional factors could have a material impact on the results indicated. Therefore, 

actual results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the 

reasonableness or completeness of such forward looking statements or to any other financial information contained in this document. 

PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS. 

© DWS 2020 

 

Publisher: DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany  
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IMPORTANT INFORMATION – APAC 

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS 

brand are specified in the respective contracts, sales materials and other product information documents.  DWS Group GmbH & Co. KGaA, 

its affiliated companies and its officers and employees (collectively “DWS Group”) are communicating this document in good faith and on the 

following basis.  

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 

Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the 

investments and strategies described or provided by DWS Group, are appropriate, in light of their particular investment needs, objectives 

and financial circumstances. Furthermore, this document is for information/discussion purposes only and does not constitute an offer, rec-

ommendation or solicitation to conclude a transaction and should not be treated as giving investment advice. 

DWS Group does not give tax or legal advice. Investors should seek advice from their own tax experts and lawyers, in considering invest-

ments and strategies suggested by DWS Group. Investments with DWS Group are not guaranteed, unless specified. 

Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income 

and principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any 

point in time. Furthermore, substantial fluctuations of the value of the investment are possible even over short periods of time. The terms of 

any investment will be exclusively subject to the detailed provisions, including risk considerations, contained in the offering documents. 

When making an investment decision, you should rely on the final documentation relating to the transaction and not the summary contained 

herein. Past performance is no guarantee of current or future performance. Nothing contained herein shall constitute any representation or 

warranty as to future performance. 

Although the information herein has been obtained from sources believed to be reliable, DWS Group does not guarantee its accuracy, com-

pleteness or fairness. No liability for any error or omission is accepted by DWS Group. Opinions and estimates may be changed without 

notice and involve a number of assumptions which may not prove valid. All third party data (such as MSCI, S&P, Dow Jones, FTSE, Bank of 

America Merrill Lynch, Factset & Bloomberg) are copyrighted by and proprietary to the provider. DWS Group or persons associated with it 

may (i) maintain a long or short position in securities referred to herein, or in related futures or options, and (ii) purchase or sell, make a 

market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation. 

The document was not produced, reviewed or edited by any research department within DWS Group and is not investment research. There-

fore, laws and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions 

expressed by other DWS Group departments including research departments. This document may contain forward looking statements. 

Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, models and hypothetical perfor-

mance analysis. The forward looking statements expressed constitute the author’s judgment as of the date of this material. Forward looking 

statements involve significant elements of subjective judgments and analyses and changes thereto and/or consideration of different or addi-

tional factors could have a material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the results 

contained herein. No representation or warranty is made by DWS Group as to the reasonableness or completeness of such forward looking 

statements or to any other financial information contained herein. 

This document may not be reproduced or circulated without DWS Group’s written authority. The manner of circulation and distribution of this 

document may be restricted by law or regulation in certain countries, including the United States. 

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 

locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be con-

trary to law or regulation or which would subject DWS Group to any registration or licensing requirement within such jurisdiction not currently 

met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, 

such restrictions. 

Unless notified to the contrary in a particular case, investment instruments are not insured by the Federal Deposit Insurance Corporation 

(”FDIC“) or any other governmental entity, and are not guaranteed by or obligations of DWS Group. 

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by 

the Securities and Futures Commission. 

© 2020 DWS Investments Hong Kong Limited 

In Singapore, this document is issued by DWS Investments Singapore Limited and the content of this document has not been reviewed by 

the Monetary Authority of Singapore. 

© 2020 DWS Investments Singapore Limited 

In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640) and the content of this 

document has not been reviewed by the Australian Securities Investment Commission. 

© 2020 DWS Investments Australia Limited 
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