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Rising inflation has pushed up Government bond yields and many Central Banks are now increasing short rates. Shortages
of labour and materials are driving a major short-term adjustment to the price level, and the challenge for rate-setters is to
manage long-term inflation expectations downwards without completely derailing the global economy as it recovers from
COVID containment measures.

Consensus credit data is available for 1,000 corporate and financial aggregates (based on more than 30,000 issuer-level
credit estimates), with monthly time series back to 2016. These aggregates represent unweighted geometric means across
the constituent issuers. This data gives some insights into the possible impact of rising rates on credit risk.

This short study focuses on models of changes in selected PD aggregates for UK sectors, and uses changes in the UK
Corporate Credit Consensus PD average, the Fed Effective rate, the WTI Oil Price and the US High Yield OAS as explanatory
variables. Rate, spread and oil data are sourced from the St Louis Fed website. The study period is mid 2016 — early 2020,
pre-dating the aggressive rate cuts in response to COVID restrictions. This includes a period when the Fed had been
steadily tightening policy.

Figure 1 shows the t-statistics and R? results for a large group of UK sector aggregates.

Figure 1: Summary Regression Results: t-statistics and R? for UK Sectors
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After removing the effect of general UK credit risk, there are some sector-specific effects that are explained by the other
factors. For example, Fed hikes strongly increase credit risk in the UK Integrated Oil & Gas and Industrial Machinery
sectors. Other sectors which are likely to see a moderate risk increase include Food Products, Insurance Brokers,

Pharmaceuticals and Waste Disposal Services.

Fed hikes actually reduce risk for Mining, Health Care, Construction, Speciality Retailers and Travel & Tourism. (Some of
these sectors may be responding to associated currency effects that reflect changing interest rate differentials).

Rising oil prices are bad credit news for Healthcare Providers, Speciality Retailers, Transport, and Travel & Tourism. In
credit terms, Basic Materials and Broadline Retailers benefit from oil price rises; it is worth noting that the credit risk for
Integrated Oil & Gas companies is largely unaffected by the oil price — perhaps because price rises can be passed on and
price drops are not.

Anincrease in US High Yield spreads — as a proxy for global high yield bond risk and funding costs — is credit negative
for Health Care providers, Insurance Brokers, Railroads, and Speciality Retailers. It is positive for Broadline Retailers, Oil
E&P companies, and Heavy Construction.

Sectors that are most strongly influenced by the overall level of UK Corporate credit risk include Basic Materials,
Business Support Services, Consumer Goods, General Mining, Health Care, Heavy Construction, Home Construction,
Specialized Consumer Services, Speciality Retailers, Transport, and Travel & Tourism. These are the sectors that will
suffer most in a downturn and benefit most in an upturn.

With Central Banks raising rates to tackle inflation at time of materials and labour shortages, it is likely that the default
rate will rise and the forward-looking probability of default will anticipate this.

This analysis shows which sectors are likely to see the largest increase in credit risk as a result, and in particular those
sectors that are particularly vulnerable to adverse developments in multiple factors.

With the full consensus credit data set (more than 1,000 aggregates) this type of analysis can be extended to different
countries, sectors, time periods and explanatory variables.

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 Credit Consensus Ratings (CCRs) and aggregate analytics to provide an independent, real-world
perspective of risk. CCRs 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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12 East 49th Street, 9th Floor 131 Finsbury Pavement, 5th Floor
New York, NY, 10017 London, EC2A TNT

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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Credit Consensus Ratln
and Analytics

Credit Benchmark provides Credit Consensus Ratings and Analytics
based on contributed risk views from 40+ of the world’s leading financial
institutions, including 15 GSIBs, domiciled in the US, Continental Europe,
Switzerland, UK, Japan, Canada, Australia and South Africa.

For regulatory and business reasons, these financial institutions have
each created their own regulated internal credit rating agency to assess
the creditworthiness of tens of thousands of obligors. Credit Benchmark
collects, aggregates and anonymises this information to provide an
independent, real-world perspective of risk, delivered twice monthly to our
partners.

Credit Benchmark fills an information gap left open by traditional credit

risk content providers by offering a timely, comprehensive view of credit

risk which proves complementary to issuer-paid rating agencies and third
party model vendors. The first of its kind “credit consensus” data reflects the
expertise of more than 20,000 credit analysts across the contributing group
- a powerful example of the wisdom of crowds.

Credit Consensus Ratings and Analytics are available on over 60,000
corporate, financial, fund and sovereign entities globally, most of which are
unrated by credit rating agencies.

Data that works for you

Credit Benchmark data is available via our Web App, Excel add-in, API, flat-
file download, and third-party channels including Bloomberg.
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Unique measure of
creditworthiness based on
the views of 40+ leading
global financial institutions
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Credit Benchmark Web App: Entity-Level Data Sample
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Credit Benchmark Web App: Data Screen Sample
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Data that works for you:

Credit Benchmark data is available via our Web App, Excel
add-in, API, flat-file download, and third-party channels
including Bloomberg.

Contact us to learn more and to start a trial of our data.

Contact

For more information, visit
www.creditbenchmark.com
or contact

Email:
info@creditbenchmark.com

UK Office (London):
+44 (0)20 7099 4322

US Office (New York):
+1 646 661 3383
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