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On March 11, the World Health Organization declared COVID-19 a 

pandemic, as its spread and severity escalated around the globe.[1] The 

COVID-19 pandemic is first and foremost a human tragedy.[2] At the 

same time, with increasing travel bans, business closures, cancellations of 

major events, restrictions on a wide range of activities, and turmoil across 

global stock markets, the business world is bracing for the economic 

impact of the outbreak. For the restructuring and bankruptcy industry, the 

pandemic is likely to bring heightened distress and bankruptcy risks. 

 

Certain industries are already taking a hit due to decreases in economic 

activity and supply chain disruptions. There is likely more to come from 

less expected industries. 

 

The travel and hospitality industry has been the first to face drastic declines in demand and 

revenue. International travel has fallen sharply, as countries and carriers institute 

restrictions on flights to countries and regions affected by COVID-19. The International Air 

Transport Association estimates that airlines could lose $63 to $113 billion in global 

revenues in 2020.[3] Hotels, cruise operators, car rental agencies and restaurants are also 

feeling the pressure. 

 

As its impact continues to expand, the COVID-19 outbreak is likely to threaten a wide range 

of industries, some of which may be less expected, given the complexity and intricacy of the 

economy. For U.S. businesses, risks are shifting from exposure in China to a potential 

domestic and global slowdown. The shock to the ecosystem is likely to come from at least 

four areas: 

• Supply chain disruptions: Over 50,000 companies around the world have one or 

more of their Tier-1 suppliers located in the impacted regions of China.[4] A survey 

conducted by the Institute for Supply Management between Feb. 22 and March 5 

revealed that 75% of U.S. manufacturing and non-manufacturing companies 

experienced COVID-19-related supply chain disruptions, largely from China.[5] It is 

also worth noting that, for companies with longer inventory cycles, the peak 

disruptions resulted from their China exposure can be lagging and still yet to come. 

 

• Dropping demand: Adding to the declines in international travel and exports to 

China, as COVID-19 spreads in the U.S., domestic demand also begins to decline. 

Entertainment (movie theaters, theme parks, casinos), retail (malls, restaurants), 

services (ride hailing, fitness, beauty), and other businesses that rely on foot traffic 

are already experiencing material revenue decreases. 

 

• Operational challenges: While certain industries, such as segments of professional 

services, have the ability to conduct business via telecommuting, the vast majority of 

industries do not. If the situation escalates, many more industries will face logistical 
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and labor challenges as goods cannot be transported efficiently, business activity 

becomes suspended, and employees are unable or unwilling to go to work. This could 

affect the construction, manufacturing, energy, and biotech industries, among 

others. 

 

• Financial markets turmoil: In addition to disruptions in the real economy, COVID-19 

has sent financial markets into sharp declines, spiked volatility and panic selling. 

Balance sheet exposure could become a concern for financial institutions. Insurance 

companies may get double dinged because of rising claims and negative returns on 

assets for years to come. Liquidity is likely to decline as investors withdraw from 

risky asset classes to treasuries and gold in an attempt to protect against downside 

risk. New debt issuances, initial public offerings and M&A transactions will be 

challenging due to heightened uncertainty. 

 

The magnitude of the potential impact depends on the duration and severity of the 

pandemic, and the timing and magnitude of the economic activity rebound. 

 

Some market disruptions last longer than others. While it is clear that COVID-19 will cause 

a global economic slowdown in 2020, its longer term impact remains highly uncertain. 

Potential outcomes range from a relatively quick recovery to a global recession, with market 

participants increasingly concerned about the latter.[6] Government interventions to control 

the disease and inject liquidity into the market will play a significant role. 

 

The Federal Reserve has cut its benchmark interest rate to 0-0.25% and launched a $700 

billion quantitative easing program of U.S. Department of the Treasury securities and 

mortgage-backed securities purchases.[7] A legislative response to COVID-19, a relief 

package including free testing and paid sick leave, was signed into law on March 18.[8] 

Another emergency stimulus package is also being contemplated and negotiated.[9] 

Meanwhile, existing geopolitical tensions among the world’s major economies may be 

further fueled by COVID-19 and take a toll on already disrupted international trade. The 

situation is evolving every day. 

 

Lower revenue and earnings in one or two quarters do not necessarily push companies into 

distress or bankruptcy. However, persistent cash flow problems can result in payment 

default and/or covenant default on debt securities, either because the company is unable to 

make timely payments towards its debt obligations, or because coverage ratios, such as the 

debt/EBITDA ratio, fall below required levels. 

 

In addition, living through the outbreak may result in shifting consumer behavior, such as 

increased penetration of e-commerce, lower consumer confidence, and reallocation between 

saving and spending. Businesses, especially brick-and-mortar businesses, may continue to 

face pressure in the aftermath. 

 

Companies with existing operational and financial challenges are likely the first ones to fail. 

 

The market has started to see signs of heightened distress and bankruptcy risks. Market 

participants are increasingly concerned about the turn of the tide in the credit and economic 

cycle. 
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In January and February, corporate bankruptcy continued at a slow pace, with 16 new cases 

each month.[10] In March, the number of companies on Debtwire’s Distressed Watchlist, 

which tracks borrowers engaged in financial restructuring and/or face imminent pressure of 

restructuring, rose to 316 borrowers, a 12% increase from February.[11] Option-adjusted 

high yield spread over Treasury more than doubled year-to-date, up from 3.56% (Jan. 2) 

and 5.06% (Feb. 29) to 8.38% (March 16).[12] The yield curve has flattened and, on 

certain days, inverted.[13] 

 

There have already been several COVID-19-related bankruptcies. As early as Feb. 9, 

medical device maker Valeritas Holdings Inc. filed for Chapter 11, citing supply chain 

disruptions due to the then “coronavirus epidemic in China,” which exacerbated existing 

operational issues.[14] On March 2, Japanese cruise operator, Luminous Cruise Co. Ltd., 

went bankrupt, citing cancellations due to COVID-19 and struggles with rising fuel costs and 

typhoons impact before the outbreak.[15] Coal mining company Foresight Energy LP also 

filed for bankruptcy on March 10, stating that the economic slowdown caused by COVID-19 

had pushed it over the edge, after having defaulted on its debt last year.[16] Laura Ashley, 

a U.K. fashion and homeware retailer, has collapsed into insolvency administration as of 

March 17, as it was unable to secure financing amid the bleak outlook under the impact of 

COVID-19, after having struggled with declining sales and working capital issues for some 

time.[17] 

 

One common observation from these filings is that the companies all had preexisting 

operational or financial problems that were exacerbated by the impact of COVID-19, ranging 

from supply chain issues to overall economic slowdown. Some of the underlying conditions 

are company-specific; others reflect the challenging business environment for certain 

industries. It is more difficult for companies with higher fixed costs and/or higher leverage 

to flatten the curve of depressed earnings caused by COVID-19. These companies are more 

likely to become distressed with COVID-19 being the last straw. 

 

Over the past decade, businesses have enjoyed abundant credit with low interest rates. The 

extended credit cycle and benign credit environment can change quickly in the face of the 

pandemic. U.S. corporate bonds surged to almost $10 trillion by late 2019, $7.8 trillion of 

which were investment grade.[18] Investment grade quality has deteriorated post financial 

crisis. As of December 2019, 50% of investment grade corporate bonds were rated BBB, 

compared to 35% in 2007.[19] Based solely on leverage, 50% of BBB companies have 

implied ratings below investment grade.[20] In a time of volatility and recession concerns, 

liquidity in the credit market may dry up quickly, leaving companies with high leverage 

unable to refinance at low costs, thus heightening bankruptcy risks. 

 

Increased distress and bankruptcy risks in connection with COVID-19 may bring a rise of 

bankruptcy-related litigation. 

 

As COVID-19-related bankruptcies increase, a wide range of litigation is likely to ensue. 

Stakeholders will litigate over the valuation of the debtor’s business and the allocation of 

value among parties with claims on the company’s assets. One area of contention may be 

the premise and standard of value appropriate for valuation, based on different 

interpretations of a company’s distress caused in part by COVID-19 and its ability to 

continue as a going concern, which can yield vastly different valuations. 

 

There may be causes of actions against a company’s officers and directors for inadequate 

disclosure of risks relating to material contracts or events, and/or failure to fulfill their 

duties in addressing business issues during a pandemic. Creditors may attempt to seek 

recovery from directors and officers insurance claims. Auditors may also be exposed for 
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having failed to identify material risks that are later exacerbated by the impact of COVID-

19. 

 

Certain types of insurance policies may be responsive to COVID-19, such as business 

interruption coverage, trade disruption insurance, and civil authority coverage. Litigation 

over the interpretation of specific insurance policies may arise as stakeholders seek 

recovery from insurance companies. 

 

The world has a lot to learn about the disease and its potential impact, and uncertainties will 

likely remain for months or even years to come. This article does not attempt to list all 

possible repercussions, but rather is intended to provide an analytical framework and 

facilitate a conversation in the restructuring and bankruptcy industry about what 

practitioners should expect as the impact of COVID-19 unfolds. 

 
 

Julia Zhu is an associate at The Brattle Group.  

 

The opinions expressed are those of the author(s) and do not necessarily reflect the views 

of the firm, its clients or Portfolio Media Inc., or any of its or their respective affiliates. This 

article is for general information purposes and is not intended to be and should not be taken 

as legal advice. 

 

[1] WHO Director-General’s Opening Remarks at the Media Briefing on COVID-19, March 11, 

2020, https://www.who.int/docs/default-source/coronaviruse/situation-reports/20200316-

sitrep-56-covid-19.pdf?sfvrsn=9fda7db2_6. 

 

[2] WHO Coronavirus disease 2019 (COVID-19) Situation Report, March 17, 

2020, https://www.who.int/docs/default-source/coronaviruse/situation-reports/20200317-

sitrep-57-covid-19.pdf?sfvrsn=a26922f2_4. 

 

[3] “Airlines could lose up to $113 billion in passenger revenue due to coronavirus, IATA 

says,” Reuters, March 5, 2020, https://www.cnbc.com/2020/03/05/coronavirus-iata-warns-

passenger-revenue-could-fall.html. 

 

[4] “Assessing Suppliers Among Steps to Mitigate Coronavirus Impact,” Inside Supply 

Management Weekly, An Institute for Supply Management 

Newsletter, http://ismmagazine.org/assessing-suppliers-among-steps-to-mitigate-

coronavirus-impact/. 

 

[5] “COVID-19 Survey: Impacts On Global Supply Chains,” Institute for Supply 

Management, March 11, 2020, https://www.prnewswire.com/news-releases/covid-19-

survey-impacts-on-global-supply-chains-301021528.html. 

 

[6] “JPMorgan officially forecasts a coronavirus-driven recession will rock the US and Europe 

by July,” Markets Insider, March 13, 

2020, https://markets.businessinsider.com/news/stocks/coronavirus-fuel-recession-

forecast-us-europe-economic-july-market-jpmorgan-2020-3-1028994637. 

 

[7] Federal Reserve issues FOMC statement, Board of Governors of the Federal Reserve 

System, March 15, 

2020, https://www.federalreserve.gov/newsevents/pressreleases/monetary20200315a.htm. 

 

https://www.brattle.com/experts/julia-zhu
https://www.law360.com/companies/the-brattle-group-inc
https://www.who.int/docs/default-source/coronaviruse/situation-reports/20200316-sitrep-56-covid-19.pdf?sfvrsn=9fda7db2_6
https://www.who.int/docs/default-source/coronaviruse/situation-reports/20200316-sitrep-56-covid-19.pdf?sfvrsn=9fda7db2_6
https://www.who.int/docs/default-source/coronaviruse/situation-reports/20200317-sitrep-57-covid-19.pdf?sfvrsn=a26922f2_4
https://www.who.int/docs/default-source/coronaviruse/situation-reports/20200317-sitrep-57-covid-19.pdf?sfvrsn=a26922f2_4
https://www.cnbc.com/2020/03/05/coronavirus-iata-warns-passenger-revenue-could-fall.html
https://www.cnbc.com/2020/03/05/coronavirus-iata-warns-passenger-revenue-could-fall.html
http://ismmagazine.org/assessing-suppliers-among-steps-to-mitigate-coronavirus-impact/
http://ismmagazine.org/assessing-suppliers-among-steps-to-mitigate-coronavirus-impact/
https://www.prnewswire.com/news-releases/covid-19-survey-impacts-on-global-supply-chains-301021528.html
https://www.prnewswire.com/news-releases/covid-19-survey-impacts-on-global-supply-chains-301021528.html
https://markets.businessinsider.com/news/stocks/coronavirus-fuel-recession-forecast-us-europe-economic-july-market-jpmorgan-2020-3-1028994637
https://markets.businessinsider.com/news/stocks/coronavirus-fuel-recession-forecast-us-europe-economic-july-market-jpmorgan-2020-3-1028994637
https://www.law360.com/agencies/federal-reserve-system
https://www.law360.com/agencies/federal-reserve-system
https://www.federalreserve.gov/newsevents/pressreleases/monetary20200315a.htm


[8] “House sends coronavirus relief bill to Senate after delay by Rep. Gohmert,” NBC News, 

March 17, 2020, https://www.nbcnews.com/politics/congress/rep-louie-gohmert-delays-

house-coronavirus-relief-bill-moving-senate-n1160681. 

 

[9] “Emergency stimulus to soar above $1 trillion,” Politico, March 17, 

2020, https://www.politico.com/news/2020/03/17/coronavirus-1-trillion-emergency-

stimulus-133821 

 

[10] “Restructuring Data: January 2020 Restructuring Insights Report,” Debtwire, February 

19, 2020; “Restructuring Data: February 2020 Restructuring Insights Report,” Debtwire, 

March 13, 2020. 

 

[11] “Distressed Watchlist,” Debtwire, March 2020. 

 

[12] ICE BofA US High Yield Index Option-Adjusted Spread, FRED, retrieved March 17, 

2020, https://fred.stlouisfed.org/series/BAMLH0A0HYM2. 

 

[13] Daily Treasury Yield Curve Rates, U.S. Department of the Treasury, retrieved March 

17, 2020, https://www.treasury.gov/resource-center/data-chart-center/interest-

rates/Pages/TextView.aspx?data=yieldYear&year=2020. 

 

[14] Declaration of John E. Timberlake in Support of Chapter 11 Petitions and First Day 

Pleadings, In re: Valeritas Holdings, Inc., et al., Case No. 20-10290. 

 

[15] “Japan cruise operator files for bankruptcy as coronavirus hits demand,” Reuters, 

March 2, 2020, https://www.reuters.com/article/health-coronavirus-kobe/japan-cruise-

operator-files-for-bankruptcy-as-coronavirus-hits-demand-idUSL4N2AV16R. 

 

[16] “Coal Supplier Foresight Energy Files For Bankruptcy, Citing Coronavirus,” WSJ, March 

10, 2020, https://www.wsj.com/articles/coal-supplier-foresight-energy-files-for-bankruptcy-

citing-coronavirus-11583847199. 

 

[17] “Laura Ashley falls into administration as coronavirus hits trading,” Financial Times, 

March 17, 2020, https://www.ft.com/content/9cbfc59c-686f-11ea-800d-da70cff6e4d3. 

 

[18] SIFMA and NYU Salomon Center. Edward Altman, Presentation to TMA NY Chapter, 

March 5, 2020. 

 

[19] Bloomberg Barclays. Steve Tesoriere, Presentation to CFA Society New York, February 

13, 2020. 

 

[20] Morgan Stanley Research, Moody’s, FTSE Fixed Income LLC. Steve Tesoriere, 

Presentation to CFA Society New York, February 13, 2020. 

 

https://www.law360.com/companies/nbcuniversal-media-llc
https://www.nbcnews.com/politics/congress/rep-louie-gohmert-delays-house-coronavirus-relief-bill-moving-senate-n1160681
https://www.nbcnews.com/politics/congress/rep-louie-gohmert-delays-house-coronavirus-relief-bill-moving-senate-n1160681
https://www.politico.com/news/2020/03/17/coronavirus-1-trillion-emergency-stimulus-133821
https://www.politico.com/news/2020/03/17/coronavirus-1-trillion-emergency-stimulus-133821
https://fred.stlouisfed.org/series/BAMLH0A0HYM2
https://www.treasury.gov/resource-center/data-chart-center/interest-rates/Pages/TextView.aspx?data=yieldYear&year=2020
https://www.treasury.gov/resource-center/data-chart-center/interest-rates/Pages/TextView.aspx?data=yieldYear&year=2020
https://www.reuters.com/article/health-coronavirus-kobe/japan-cruise-operator-files-for-bankruptcy-as-coronavirus-hits-demand-idUSL4N2AV16R
https://www.reuters.com/article/health-coronavirus-kobe/japan-cruise-operator-files-for-bankruptcy-as-coronavirus-hits-demand-idUSL4N2AV16R
https://www.wsj.com/articles/coal-supplier-foresight-energy-files-for-bankruptcy-citing-coronavirus-11583847199
https://www.wsj.com/articles/coal-supplier-foresight-energy-files-for-bankruptcy-citing-coronavirus-11583847199
https://www.ft.com/content/9cbfc59c-686f-11ea-800d-da70cff6e4d3
https://www.law360.com/companies/sifma
https://www.law360.com/companies/morgan-stanley

