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US, UK Retailers Optimism Tempered by Supply Chain Risk

US and UK Retailers are enjoying a steady improvement in credit fortunes after a long period of difficulty and some big
increases in default risk. Strong vaccination rates along with accommodative monetary and fiscal policy should continue
to support each sector.

The major issue continues to lie with supply chains. This is at the forefront of US and UK Retailer’s minds, affecting
everything from the goods sold to the drivers that transport the goods to the catalogues that many still use. Turmoil in
energy markets isn’t helping. Even if the worst of this massive problem has passed, the negative effects may linger for some
time. Measures like extending the hours of a major shipping port can only do so much in the short-term. With bottlenecks
threatening to curtail Christmas buying, the festive season may look different this year.

The future is looking brighter for retailers, but supply chain issues may lower the ceiling for improvement in the months

ahead.
Credit Trend - US vs UK General Retailers
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US General Retailers

US retail keeps moving in the right direction. Credit quality has improved by 1% from last month and 12% over the last year.
Default risk remains at 58 bps, compared to about 65 bps six months ago and at the same point last year, reflecting the
period last year into the beginning of this year when default risk saw only minor change. The sector’s overall CCR rating is
bb+ and 79% of firms are at bbb or lower. Overall US corporate default risk is 61 bps, with a CCR of bb+ and 80% of firms
at bbb or lower.

UK General Retailers

The outlook for UK retail is also getting better. Default risk was high at the same point last year (96 bps), then worsened
(was 103 bps six months ago). It was 97 bps last month and is now 95 bps. This reflects a slight improvement in credit
quality of 2% compared to last month, 8% compared to six months ago, and 1% compared to the same point last year. The
sector’s overall CCR rating is bb and 92% of firms are at bbb or lower. Overall UK corporate default risk is still 80 bps, with
a CCR of bb and 90% of firms at bbb or lower.


https://www.bloomberg.com/news/articles/2021-10-05/walmart-s-chris-nicholas-named-chief-of-u-s-operations
https://www.bloomberg.com/news/articles/2021-10-06/tesco-ceo-murphy-prepares-to-avoid-christmas-supply-chain-snags
https://www.bloomberg.com/news/articles/2021-09-24/paper-shortage-hits-retailers-printing-catalogs-to-advertise-2021-holiday-gifts
https://www.ft.com/content/6478625f-1d62-4bd0-8a27-5ee3de6f36bc
https://www.nytimes.com/2021/10/13/us/politics/biden-port-los-angeles-supply-chain.html
https://www.bloomberg.com/news/features/2021-10-04/out-of-stock-shortages-for-christmas-shopping-put-retailers-at-risk
https://www.reuters.com/world/uk/britain-resolve-trucker-shortage-swiftly-minister-says-2021-09-24/
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Single company credit examples — four from each major credit category

Credit Category* Examples
MEIJER INC
Upper Investment Grade SAMS WEST INC
1G1 NET A PORTER GROUP LTD
aaatoa
IKEA LTD

LANCASTER PLC

Lower Investment Grade OCADO RETAIL LTD

162 BEST BUY CO INC
a-to bbb
PRIMARK US CORP
FOOT LOCKER INC
Crossover DULUTH HOLDINGS INC
X0 DE BEERS JEWELLERS LTD
bbb- to bb+
HOTBRAY LTD

AO WORLD PLC
Upper High Yield CHURCH UK RETAIL LTD
HY1

b 10 bb- AMERICAN EAGLE OUTFITTERS INC
BOBS DISCOUNT FURNITURE LLC
o NORDSTROM INC

L°Wer:\'(f=’2h Yield PARTY CITY HOLDINGS INC
b to ¢ LEISURE SALES CHESHIRE LTD
LOOKERS PLC

* More detailed credit estimates available on Bloomberg in 21 or 100 categories

The overall general retail outlook may be improving, but there’s still plenty of pressure on some firms. Party City’s entire
business model was put under stress as social distancing measures ordered people to stay home and celebrate less. The
company’s prospects may be on as sales move higher, yet the high risk classification remains.

This monthly index reflects the aggregate credit risk for US and UK General Retailers. It illustrates the average probability of default for companies in
the sector to achieve a comprehensive view of how sector risk will be impacted by trends in the retail industry. A rising probability of default indicates
worsening credit risk; a decreasing probability of default indicates improving credit risk. The Credit Consensus Rating (CCR) is a 21-category scale
explicitly linked to probability of default estimates sourced from major financial institutions. The letter grades range from aaa to d.

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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Telephone: +1 646 661 3383 Telephone: +44 (0)207 099 4322

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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https://www.retaildive.com/news/retails-pandemic-bankruptcy-bloodbath-is-over-but-these-20-companies-are/607393/

