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The UK could be the first major economy to increase short term interest rates over the next 12 months. With oil & gas
prices spiking and consumers facing shortages and delays, interest rate futures are already discounting at least two UK
rate hikes over that period, and Michael Saunders of the UK Monetary Policy Committee as
“appropriate”.

A rate hike would add the Bank of England to a growing list of central banks who see inflation as a key near-term risk to
economic stability. In the past 10 months, there have been 52 short rate increases and just 18 drops.

Figure 1 shows the pattern of interest rate increases vs. decreases over the past 6 years.

Figure 1: Central Bank interest rate increases vs. decreases, global
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The tendency towards rate cuts over the period 2016-2017 was followed by a large number of small increases in 2018,
beginning a significant reversal even before Covid. From the low reached in early 2020, the balance remained strongly
skewed towards cuts until the start of 2021. Since then, there has been a modest trend towards rising rates; the latest
positive balance is the highest since mid 2018.

Figure 2 shows an equivalent chart (upgrades vs. downgrades net balance) for global corporate credit.
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https://www.reuters.com/world/uk/bank-englands-saunders-says-get-ready-early-rate-rise-2021-10-09/

Rising Interest Rates and Credit Upgrades

Figure 2: Upgrades vs. Downgrades, net balance, Global Corporates
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The netbalance between upgrades and downgrades typically varies within +/- 2%, with a few large spikes in either direction.
However, the onset of the pandemic coincided with a negative balance of nearly -5%; and the recent recovery has taken it
close to +6%. The maximum negative balance in March 2020 coincides with the maximum drop in interest rates shown in
Figure 1. The recovery-driven peak in net credit upgrades was in mid-2021, and has since returned to balance. Overall, the
scale of the earlier decline roughly matches the scale of the recent improvement.

While central banks are increasingly concerned about inflation, rapid and aggressive rate hikes could jeopardise the
fragile recovery. But with net credit upgrades currently in balance, and a growing number of countries imposing monetary
tightening, there is a risk that the global net credit balance turns sharply negative.

Credit Benchmark data is now available on Bloomberg — high level credit assessments on the single name constituents of
the sectors mentioned in this report can be accessed on CRPR or via CRDT . Get in touch with us to request your free trial
for Credit Benchmark Premium Data and Analytics on Bloomberg.

Credit Benchmark brings together internal credit risk views from 40+ of the world’s leading financial institutions. The contributions are anonymized,
aggregated, and published in the form of entity-level consensus ratings and aggregate analytics to provide an independent, real-world perspective of

risk. Consensus ratings are available for 60,000 financials, corporate, funds, and sovereign entities globally across emerging and developed markets, and
90% of the entities covered are otherwise unrated.
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Credit Benchmark does not solicit any action based upon this report, which is not to be construed as an invitation to buy
or sell any security or financial instrument. This report is not intended to provide personal investment advice and it does not take into account the
investment objectives, financial situation and the particular needs of a particular person who may read this report.
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