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Transition matrices (“TMs”), derived from credit data, track the speed of full notch and multi-notch upgrades and
downgrades over a set timeframe'. Figure 1 shows the one-year TM for 9,560 US Corporates.

Figure 1: US Corporates, One-year TM
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For example, 12.5% of this large sample of US Corporates changed credit rating from aa to a over the past year. The leading
diagonal shows the proportion of US Corporates that had no change in credit rating — for example, 75.1% remained in the
bbb credit category.

Multi-year matrix benchmarks can be derived from the one-year matrix2. These multi-year “equivalent” matrices can be
compared with actual multi-year transition rates to show if upgrades and/or downgrades are speeding up or slowing down.

Figure 2 shows the 3-year equivalent (left) and the 3-year actual (right) for the same sample of US Corporates.

Figure 2: US Corporates, Three-year equivalent, and actual TMs
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This shows that the frequency of transitions has increased in the past year - the actual three-year transition frequency is
lower across all seven credit rating categories. The leading diagonal for the actual 3Y matrix shows more US Corporates
staying in the same credit rating category throughout the period, compared with the recent activity in the adjusted 1Y
matrix.

It also shows that higher recent credit mobility appears in both the upper (downgrades) and lower (upgrades) triangles.
The 3Y equivalent aaa to a transition rate is 14.4% compared to the actual value of just 2.7%, and the aa to bbb is 11% in
the 3Y equivalent compared with 5.2% for the actual.

1 A (credit) transition matrix shows frequency counts of revisions to probability of default estimates that are sufficiently large that the credit rating changes by at least one full 7-category notch over a
set time period.
2 To derive the three-year matrix, the one-year matrix is multiplied by itself, and the resulting two-year matrix is post-multiplied by the original one-year to give the three-year matrix.
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The lower triangle shows faster upgrades — the recent “Rising Stars” 3Y equivalent rate for bb to bbb transitions is 27.5%,
compared with 17.9% for the actual 3Y. And the recent 3Y equivalent proportions of very high risk b and ¢ names moving
to investment grade bbb are 14% and 12%, compared with 4.9% and 7.2%

The implication is that bank credit estimates for US Corporates show a rising proportion of one-notch upgrades and some
multi-notch upgrades in the lower credit categories. But while one-notch downgrades have continued at a similar rate,
multi-notch downgrades within the investment grade categories have picked up. The 3Y equivalent proportion of names
with no credit rating change has been lower in the past year than for the past three years. So previously downgraded
names are staying in their lower categories, and across the investment grade categories those downgraded firms are
being rapidly joined by firms that have seen multi-notch downgrades.

The conclusion is that the post-COVID credit recovery has been strong across most credit categories, but at the same
time a significant number of investment grade firms have started to be subject to multi-notch downgrades. This may
indicate a structural shift in credit — in the new regime of rising interest rates and supply-side shocks, new winners are
emerging, and previously sound firms are showing credit weakness. Any further evidence of more widespread credit
deterioration following recent rate hikes will quickly show up in these matrices.

To receive regular updates on credit trends across 1000+ geographic and industry/sector combinations, contact us on
. Credit Benchmark TM updates are also available upon request for various geographic and

industry/sector combinations, and for more detailed credit categories (e.g. 21x21).
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Credit Consensus Ratmgs
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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Credit Benchmark Web App: Entity-Level Data Sample
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Credit Benchmark Web App: Data Screen Sample
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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 u
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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