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Figure 1 shows overall global debt hitting a new high at the end of 2020, with corporate debt levels in major economies at
or close to their highs.

Figure 1: Debt to GDP
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With tighter global monetary policy already hitting heavily indebted households and firms, could default rates also reach
record levels? Figure 2 shows the history of since the late 1980s.

Figure 2: US Business Loan Delinquencies
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1 UK corporate debt was on a steady downward trend until the pandemic.
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The average over the whole period is 1.7%. The series peaked between 6% and 7% in the early 1990’s, with further peaks
in 2002 and 2009. The current rate of 1% is close to the all-time low. Other default rate series averages may be higher or
lower depending on the universe. For example, the Moody’s Global Speculative-Grade index has an average default value
of 3.8%, with a peak of close to 14% and a low of about 1%. But both series show a similar pattern of peaks and troughs
in terms of relative scale and timing.

Figure 3 shows the relationship between the Fed Effective rate and US Business Loan Delinquencies.

Figure 3: Fed Effective and Business Loan Delinquencies
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Latest data is in the cluster of points at lower left. Fed rates and Delinquency levels have both dropped erratically
from values of about 6.5% in 1991, spiralling down to about 1% (Delinquency) and close to zero (Fed Effective) in recent
quarters.

There have been periods when the Fed Effective Rate has been close to its high for the period, and at the same time
Delinquencies have been in the lower half of their range for this sample. This suggests that other factors — such as
aggregate debt loads — are likely to play a key role in determining the impact of the current round of Fed hikes.

If, for example, the Fed moved short rates to 4%, then the Delinquency rate could be anything from 1.5% to 6% based on
the historic range plotted in Figure 3. But with many heavily indebted companies having become acclimatized to paying
record low rates to borrow, it is possible that the next spike in defaults will be in the upper half of the range.

Recent Fed policy appears to have reverted to a more traditional inflation-driven approach. In the past 30 years,

the average Fed Effective rate has been 2.5% against an average CPl inflation rate of 2.6%. So if inflation becomes
stubbornly stuck — say at 4% (still half its current rate) — then Fed rates may reach a similar level. Few commentators are
yet talking about inflation staying anywhere near its current level for long, but it is worth bearing in mind that inflation
was well into double digits in the 1970s and early 1980s — both spikes also a result of war-driven energy shocks.

There are many dependencies here, but if US inflation stabilises at 4% and the Fed follows suit, then default rates
measured by US Business Loan Delinquencies could be above 3.5% (half the range of 1.5% to 6%) - more than 3 times
their current value. At an inflation / Fed rate level of 3%, default rates could still be double their current level.
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Moody’s base scenario is for the current global high yield default rate of 2% to remain around that level — but rising to
about 9% in a pessimistic scenario, an increase of more than 4 times.

It seems likely that default rates will show a sustained rise — they could double, triple or even quadruple from current
levels depending on assumptions and the chosen universe.

Figure 4 shows consensus credit data for 19,244 global corporates.

Figure 4: Consensus Credit Data for Global Corporates
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The average Global Corporate PD has risen from 44 Bps at the end of 2015 to a peak of 60 Bps at end 2020. It currently
sits at 56 Bps, an increase of more than 25%.

Default rates rise when the credit distribution shifts to the right, with a higher proportion of the corporate universe

in the non-Investment grade categories. The average PD rate plotted on the left is very sensitive to small changes

in the proportion in the b and ¢ grades plotted on the right, but as a very general rule a tripling of average credit risk
corresponds to a shift in the distribution by three to four notches on the 21-category scale — meaning that typical bbb+/
bbb/bbb- firms move into the bb+/bb/bb-/b+ range.

Consensus credit data covers a large universe of otherwise unrated names; these can be used in calculating quarterly
transition matrices to track credit distribution shifts in detail. Credit Benchmark provide regular updates on the speed
and scale of movements in the global corporate credit distribution and the impact on average PDs.

Consensus Credit Ratings from Credit Benchmark are available via Bloomberg on CRDT <GO>, covering 30,000 Corporate
and Financial issuers, many of them otherwise unrated.

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.

CB USA CB UK

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 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 : 60’000+
each created their own regulated internal credit rating agency to assess Entities Covered
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 2X

partners. Twice Monthly

Credit Benchmark fills an information gap left open by traditional credit Frequency

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 Rating Agencies
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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.

1,200+

Aggregates

<]
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Credit Benchmark data is available via our Web App, Excel add-in, API, flat- 1 60+
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Credit Benchmark Web App: Entity-Level Data Sample
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Credit Benchmark Web App: Data Screen Sample

Contact
Data that works for you:

For more information, visit
Credit Benchmark data is available via our Web App, Excel www.creditbenchmark.com
add-in, API, flat-file download, and third-party channels or contact us:
including Bloomberg.

Email:
Contact us to learn more and get a free trial of our data. info@creditbenchmark.com

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

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