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The onset of the global pandemic caused by COVID-19 has 
created substantial stress in the financial markets and the 
broader economy. Unlike the Global Financial Crisis (“GFC”), 
the current pandemic is a health care crisis that has had a 
much more direct and swift effect on all of our hospital clients’ 
operations and financial positions. The following represents 
Marquette’s key observations regarding the current operating 
environment for the not-for-profit (“NFP”) hospital sector, as 
well as an outlook for the remainder of 2020.  

MARKET OBSERVATIONS
 � Interest rates have fallen across the curve to levels not seen at any point 

in the last fifty years. The current Fed funds rate is in a range of 0%–0.25% 
and 10-year Treasury yields ranged between 0.60%–0.75% in April and May 
before starting to move higher in June.   

 � Significant support from the Federal Reserve helped to calm markets and 
boost the liquidity of credit markets. In addition, the Fed has supported 
money markets and re-introduced its bond buying program, which has 
included municipal bonds.  

 � By the end of May, large-cap U.S. stocks (measured by the S&P 500) were 
down only 5% year-to-date and up more than 12% over the trailing twelve 
months. However, most other segments of the global equity market have 
experienced significantly more stress including small-caps, non-U.S. stocks, 
and value stocks.  

 � There continues to be a level of skepticism and concern around the durability 
of the equity rally that started in April given the uncertain outlook for 
earnings in 2020 and 2021 coupled with the broad shutdown of the economy 
during the second quarter. 
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CLIENT PORTFOLIOS
 � After a very challenging month of March, most portfolios strongly rebounded in April and May.  

While most portfolios are still down year-to-date, they have generally experienced less overall stress 
than during the GFC.

 � Most NFP hospital portfolios held up relatively well compared to other institutional portfolios as our 
NFP hospital clients tend to have a greater focus on liquid investments and a higher allocation to 
lower risk, shorter duration, fixed income assets.  

 � The vast majority of losses to date have been unrealized mark-to-market losses, and thus will not 
directly affect the income statement.

 � Clients have been looking to raise cash and increase liquidity to support operations. The need to 
support hospital operations has been balanced against the desire not to sell assets that currently 
represent attractive value.  

 � Systems with pension plans with established LDI glidepaths did experience some funded status 
erosion due to the decline in interest rates and market values. However, the drop in funded status was 
not as bad as might be expected because credit spreads widened materially in March; on average 
funded status is about 4% lower from the December 31st, 2019 values.

 � On a related note, the cost of annuitization is prohibitively high right now with rates so low, which 
may delay some organizations’ plans to proceed with fully annuitizing their pension plans.

OPERATIONS
 � Across the industry, operations have been challenged by the drop in elective procedures and 

increased costs associated with the COVID-19 pandemic. For most systems, the drop in elective 
procedures has had a much greater impact on margins than increased costs related to COVID-19 
preparations.

 � Elective procedures did start to return in May but remain significantly below normal levels. April was 
worse than March but May appears to be better than April.  
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Exhibit 1:  Not-for-Profit Hospital 10-Year Municipal Bond Yields
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 � Analysts expect a fairly rapid ramp-up in elective procedures, but overall there will still be fewer 
procedures through the rest of the year. NFP hospital systems have been modeling that capacity/
revenue related to elective surgeries will be ~90% of pre-COVID levels by September.  

 � While the rating agencies have historically viewed a high degree of government paying customers 
(Medicare/Medicaid) as a risk, Medicare Advance Payments have been helping the liquidity profile 
of healthcare systems with a meaningful Medicare patient population.

 � Hospitals have received government support as part of the Provider Relief Funding section of the 
CARES Act, meant to support hospital systems providing frontline care during the pandemic. The 
first $30 billion of support began to be distributed in April and there is up to $100 billion of federal 
aid earmarked for hospitals as part of the legislation.

FINANCIAL COVENANTS & RATINGS
 � The cushion above financial covenants, such as days cash on hand (“DCOH”) and maximum annual 

debt service (“MADS”) coverage, has deteriorated for most systems. However, given many years 
of strong operating and investment performance leading up to the recent pandemic, few systems 
appear at risk of breaching covenants in the short term.  

 � Many systems are more closely monitoring realized and unrealized losses to address their debt 
service coverage ratio as realized losses flow through the income statement below the line and are 
included in the debt service coverage ratio for many systems.  

 � Most of the operational challenges hospitals are facing are being felt across the industry, so the 
current operational challenges may have less of an impact from a credit ratings perspective.  

 � Rating agencies are not forecasting a lot of downgrades: 

 � S&P put every low rated hospital on a negative outlook in May; however, they haven’t downgraded 
any hospitals rated BBB or higher and have indicated they are most likely to downgrade outlooks 
but not ratings.

 � S&P and Moody’s have both put the entire sector on negative outlook.

FINANCING AND LIABILITIES
 � After a brief spike due to market stress in March, interest rates and funding costs have fallen to an 

all-time low.

 � Most systems have drawn on their outstanding letters of credit (“LOC”) with their banks to provide 
their businesses additional liquidity and financial flexibility.  A lot of the facilities were used to make 
sure systems were not selling assets “at the low” and use of facilities has declined as markets have 
recovered/stabilized.

 � To preserve capital, liquidity, and financial flexibility, hospital systems have canceled or deferred 
non-essential capital expenditures.  

 � Variable rate demand bonds saw a spike in rates in mid-March but have since normalized and currently 
reflect the extremely low short-term interest rate environment. 

 � Given the drop in rates, systems that have interest rate swaps are typically underwater on their swaps, 
similar to 2008. However, most have more lenient collateral posting requirements which provide 
systems significantly more latitude this time around.  
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The next two quarters will be key to see how quickly revenue associated with elective surgeries returns.  
The current drop in interest rates is likely to drive lower expected returns on investment portfolios but 
should also allow strong systems to raise low-cost capital.  We expect clients will continue to focus on 
maintaining liquidity in their portfolios to support operations until the uncertainty in the broader economy 
subsides.   
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