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2024 US Default Risk Landscape

Default risks to peak by mid-2024 across most industries, with credit

recovery possible if rate cuts go ahead

Credit Benchmark’s projected default rate for 2024
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" Default Risk is defined as a weighted average of S&P long-term observed default rates in each rating category, using the monthly sector

credit breakdown as weights derived from contributed bank data.
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Key takeaways

We predict that default” risks will continue to
rise and peak by mid-2024 across most
sectors, except for technology and telecoms
which will likely peak in late H2. Credit quality
should generally recover in H2 2024 if rate
cuts go ahead and barring further escalation
of geopolitical risks.

*  The oil & gas industry benefits from the
most benign outlook for 2024, followed by
the pharma industry.

* Risks are likely to rise modestly for
consumer goods, industrials, basic
materials, financial institutions.

*  The largest projected increase in risk is
likely for telecoms, consumer services,
leveraged loans.

e Financial institutions and non-financial
corporates show little change in default
risk in 2024.

*  Our Sectors to Watch section (slide 17)
compares the shifting probabilities of
default across peer sub-sectors.
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Outlook for US Non-Financial Corporates*
Default risks to rise slightly, peak by mid-2024 and ease thereafter

Credit distribution by ratings category Projected 2024 default rate
40% 40%
30% o
§ g 30%
2 S
S 20% 5
o P & 20%
s 5
52
52
10%
1.6% 0%
w17
0% i// .EZZ] -%}2
aaa c Def 0%
o o Clo
m Average Past 12m Credit Distribution 7 2024 Projected Median A® AP A1
Monthly balance of deteriorations vs Distribution of entities across rating
improvements / number of entities categories (%)
20% 100%

90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

15%

10%

time period

Monthly DIN%

“" )
(1111 A I_l_,....mlul,u "m. I 1 Dbl o

-5%

Credit category %, cumulative per

-10%

N IN 00 0 0 0 O O O — — N N N ™M ™
T oL oo g g g aoqgdo
-15% = (o] > = > 3 1 (&) > w2
15% 3 9 3 8 &8 26§ 5 3 D—%%-’, o @™ ©
OWONNNOOWOVDOOOOOOrr——NNNM®M® a s 0 =I5 5z < v uw a s ©
TTTYTTT R T adgygaagagaa
chOoQchochaoacochaoacochaoachaacochacoth
589580580958 09580958058058 Maaa Waa Wa mbbb mbb mb mc
S0LSO0OLS0OLS0LS0uLS50uLS0wLs50

* Covering all corporate sectors, including those discussed in this deck, but excluding financial institutions.

" Default Risk is defined as a weighted average of S&P long-term observed default rates in each rating category, using the monthly sector
credit breakdown as weights derived from contributed bank data.

1 Fallen angels are credits that have fallen from investment grade into the high-yield or speculative-grade category.
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Key takeaways

We predict that default” risks for US
corporates will rise minimally in 2024
and peak mid-year. Our range of
projections indicate that a default level of
1.7% - 1.8%, up from 1.6% currently (as
of 1/1/2024), is the most likely.

A recovery for US corporates is
possible in H2 2024 given that the
current credit deterioration (as of
1/1/2024) is likely to dissipate after
default risks have peaked. We expect
fewer Fallen Angels® and improvements
in creditworthiness signalled by buoyant
stock prices and recovering profits.

The proportion of borrowers in the “c”
rating category will trend lower in
2024. This category has ballooned since
mid-2022, suggesting that more defaults
are likely in H1 2024 — followed by
improvements in H2.

Our aggregated consensus ratings
cover 5,055 US non-financial
corporates, 71% of which are not rated
by a credit rating agency.
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} Outlook for US Financial Institutions

Post-Covid improving trend to stall on lower interest income, higher debt provisions

12-month balance of deteriorations vs
improvements / number of entities
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" Default Risk is defined as a weighted average of S&P long-term observed default rates in each rating category, using the monthly sector
credit breakdown as weights derived from contributed bank data.

B Credit Benchmark

Key takeaways

We predict that the post-Covid
improving trend among Fls will
plateau in H1 2024 as interest income
drops and loan-loss provisions
increase. The outlook has been
deteriorating since the SVB collapse last
year, but we expect this to have
dissipated by the end of 2024.

This sector’s current low default” rate
is likely to increase slightly during
2024. The proportion of firms in the “c”
rating category remains very low, but
projections imply a small increase in the
“b” category.

Our range of projections shows no
scope for a fall in the default rate.
There is a small likelihood (10%) of a
spike to 0.9%, but a default rate of 0.7%
is the most likely in 2024.

Our aggregated consensus ratings
cover 2,378 financial institutions in the
US, 79% of which are not rated by a
credit rating agency.

info@creditbenchmark.com 5
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} Outlook for US Oil & Gas

Creditworthiness to improve slightly in 2024, with further drop in default rate

12-month balance of deteriorations vs
improvements / number of entities
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" Default Risk is defined as a weighted average of S&P long-term observed default rates in each rating category, using the monthly sector
credit breakdown as weights derived from contributed bank data.
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Key takeaways

The already low default” rate among
US oil & gas companies is likely to
drop further in 2024 — a positive outlier
among US industries. Our long-term
projections show that a drop from the
current 1% default rate (as of 1/1/2024) to
0.7% is the most likely scenario (40%-+).
There is only a small likelihood (10%) of
an increase in defaults to 1.1%.

We also predict that more US oil & gas
firms will move into investment-grade
territory in 2024, swelling the ranks of
the “a” and “bbb” rating categories. This
trend has been driven by the war in
Ukraine, although producers may ramp

up output in 2024.

The benign outlook for US oil & gas
will persist regardless of the outcome
of the US election — but Middle East
instability could affect credit trends.

Our aggregated consensus ratings
cover 458 oil & gas companies in the
US, 67% of which are not rated by a
credit rating agency.
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} Outlook for US Industrials* Key takeaways

Deterioration bias easing in 2024 but modest rise in default risk amid slower growth «  Our central credit scenario is for the
bellwether US industrial sector to

12-month balance of deteriorations vs Projected 2024 default rate el .
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* Covering the manufacture of industrial goods and services, e.g., constructions materials, aerospace, electronic equipment and
components, defense equipment, railroads, marine transportation, industrial machinery, commercial vehicles and trucks, etc.

" Default Risk is defined as a weighted average of S&P long-term observed default rates in each rating category, using the monthly sector
credit breakdown as weights derived from contributed bank data.
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} Outlook for US Basic Materials*

Modest rise in default risk in 2024 despite strong demand in some sub-sectors

12-month balance of deteriorations vs
improvements / number of entities
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* Covering the mining industries for aluminum, iron, steel, coal, gold platinum and precious metals, non-ferrous metals, as well as forestry

and paper products.

" Default Risk is defined as a weighted average of S&P long-term observed default rates in each rating category, using the monthly sector
credit breakdown as weights derived from contributed bank data.
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Key takeaways

We predict a modest increase in
default” risk among the basic
materials industry in the US in 2024.
Our central scenario points to a rise in
default risk from the current level of 1%
(as of 1/1/2024) to 1.2%.

The range of our projections is narrow
at 1.1% to 1.3%, with our central scenario
for risk positioned very close to our
optimistic scenario. However, the 12-
month rolling balance of deteriorations vs
improvements could be close to the long-
term maximum — ahead of the positive
effect of alternative energy drivers

(lithium and uranium).

Our aggregated consensus ratings
cover 378 basic materials companies
in the US, 74% of which are not rated by
a credit rating agency.
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Outlook for US Consumer Goods
Default risk to climb in 2024, with rise in proportion of high-yield borrowers

Long-term projected observed default rate Projected 2024 default rate
(ODR)
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A Default Risk is defined as a weighted average of S&P long-term observed default rates in each rating category, using the monthly sector
credit breakdown as weights derived from contributed bank data.
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Key takeaways

We predict arise in default” risk for
the US consumer goods sector in
2024, even though our long-term default
risk projections for the US consumer
goods sector are mixed. Our range of
projections cover a lower bound of 1.7%
above the current 1.5% level (as of
1/1/2024), with a pessimistic projection at
2.1%.

Our forecasts point to a continued rise
in the proportion of US consumer
goods companies in the “c” rating
category in 2024, indicating that a spike
in defaults is likely as the cost-of-living
crisis continues to bite.

Our aggregated consensus ratings
cover 635 consumer goods companies
in the US, 67% of which are not rated by
a credit rating agency.
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} Outlook for US Consumer Services

Sharp increase in default risk likely in 2024 amid fall in discretionary spend

12-month balance of deteriorations vs
improvements / number of entities
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" Default Risk is defined as a weighted average of S&P long-term observed default rates in each rating category, using the monthly sector

credit breakdown as weights derived from contributed bank data.
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Key takeaways

Our central scenario for the US
consumer services sector points to a
significant increase in risk, with the
current level of 1.9% (as of 1/1/2024)
projected to rise to 2.4% during 2024.
Our pessimistic scenario points to a
possible rise in the default” rate to above
3%.

The net balance of deteriorations in
creditworthiness outnumbered
improvements during 2023 but remains
far below the long-term maximum. A
further decline in discretionary spend
could weigh on creditworthiness.

Our aggregated consensus ratings
cover 861 consumer services
companies in the US, 70% of which are
not rated by a credit rating agency.
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} Outlook for US Technology Key takeaways

Default risk to rise modestly in 2024 amid slowing tech investment - We predict that the US technology
) . sector will record a modest increase in
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" Default Risk is defined as a weighted average of S&P long-term observed default rates in each rating category, using the monthly sector
credit breakdown as weights derived from contributed bank data.
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} Outlook for US Telecoms

Significant increase in default risk given uncertainty over network battles and M&A

12-month balance of deteriorations vs Projected 2024 default rate
improvements / number of entities
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A Default Risk is defined as a weighted average of S&P long-term observed default rates in each rating category, using the monthly sector
credit breakdown as weights derived from contributed bank data.
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Key takeaways

We predict a significant increase in
default” risk for the US telecoms
sector in 2024. Our central scenario
posits a spike in the already very high
current level of 3.2% (as of 1/1/2024) to
median 4.4% this year. The range of our
long-term projections is skewed towards
higher risk, with a small (10%) likelihood
that it reaches 6.4% or more.

There is a clear divergence in this
sector, with a sharp rise in the
proportion of borrowers in both the
“c” and “a” rating categories,
suggesting clear winners and losers. But
the central trend is downwards,
suggesting that the shakeout in telecoms
may run its course this year.

Our aggregated consensus ratings
cover 92 US telecoms companies, 66%
of which are not rated by a credit rating
agency.
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Outlook for US Health Care

Default risk to nudge up as sector’s share of GDP growth shrinks

Projected default rate, rolling 12-month
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" Default Risk is defined as a weighted average of S&P long-term observed default rates in each rating category, using the monthly sector
credit breakdown as weights derived from contributed bank data.
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Key takeaways

We predict that the US healthcare
sector will record a slight increase in
default” risk in 2024. According to our
central scenario, the current high level of
2.2% (as of 1/1/2024) is projected to rise
slightly to 2.3%.

Overall, the range of our projections is
skewed towards lower risk, with a level
of 2.3%-2.4% most likely, and a small
likelihood (10%) that risk levels may drop
to 2%.

The proportion of borrowers in the
“bb” rating category has been falling
in recent years, with a corresponding
rise in the “b” category in particular.

Our aggregated consensus ratings
cover 447 US healthcare companies,
75% of which are not rated by a credit
rating agency.
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Outlook for US Pharmaceuticals

Minimal change in default risk masks company-specific differences

Long-term projected observed default rate
(ODR)
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Key takeaways

Our outlook for default” risks in the US
pharma industry is stable, with our
central scenario showing almost no
change in risk between current levels
(1/2/2024) and projections for 2024. Our
long-term projections are skewed towards
lower risk overall.

Secular trends have had a mixed effect
across the pharma industry. Al is
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drugs coming off patent is fading. The
positive effect of anti-obesity drugs is
company-specific.

The proportion of US pharma
borrowers in the “c” rating category
has been dropping, and the proportion
in the “b” category has been trending up
slightly.

Our aggregated consensus ratings
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A Default Risk is defined as a weighted average of S&P long-term observed default rates in each rating category, using the monthly sector
credit breakdown as weights derived from contributed bank data.
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Outlook for US REITs Key takeaways
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" Default Risk is defined as a weighted average of S&P long-term observed default rates in each rating category, using the monthly sector
credit breakdown as weights derived from contributed bank data.
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} Outlook for US Leveraged Loans

Risk levels to continue rising given HY concentration — but lower interest rates will help
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" Default Risk is defined as a weighted average of S&P long-term observed default rates in each rating category, using the monthly sector
credit breakdown as weights derived from contributed bank data.
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Key takeaways

Our central scenario for the US
leveraged loans sector shows a
further increase in default” risk from
4.6% to 4.9%. Our 2024 projections are
generally skewed towards higher risk,
with levels of 4.9% to 5.3% most likely.
There is a small likelihood (<10%) of the
default rate reaching 5.6%.

Despite the deteriorating trend in
2023, this sector has remained more
robust than the more pessimistic
market projections. However, our
projections indicate that the long-term
negative credit trend will continue for
most of 2024.

The long-term trend in default rates is
still on the rise, with no major turning
points in sight yet.

Our aggregated consensus ratings
cover 852 US leveraged loans, 27% of
which are not rated by a credit rating
agency.

info@creditbenchmark.com 16


https://www.creditbenchmark.com/?utm_source=research&utm_medium=pdf&utm_campaign=annual_outlook&utm_content=cb%20logo

Selection of Sectors to Watch Key takeaways

2023 trends in probabilities of default (PD) across peer industries and sub-sectors Despite a high federal funds rate, US growth
_ was strong in 2023 overall, with sector-
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Appendix

Additional definitions and explanations

All projections cover 2024 up until the end of December 2024.

Segments of some industries are included in other larger industries (for example, parts of the consumer
goods industry are included industrials), so the numbers of entities may overlap for some industries.

The historic data set that we used for our projections is based only on derived metrics from one-year ex
ante probability of default (“PD”) estimates contributed by major global banks to Credit Benchmark. No
external micro- or macro-level data was used.

The reported “Default Rate” is defined as a weighted average of S&P’s long-term observed default rates
in each of the seven main rating categories (from “aaa” down to “c”), using the monthly sector credit
breakdown as weights derived from contributed bank data.

This gives an index of default risk combined across investment-grade and high-yield borrowers, and this
index only changes when contributing banks amend the credit classification of borrowers. It is therefore
directly linked to changes in transition rates, which can be tracked and potentially predicted via the
deterioration vs improvement net balance, which records ALL movements in single-name PDs across all
rating categories.

Our projections are a combination of three types:

1. The proportion of borrowers projected to be in the “c” category by the end of 2024. The majority
of defaulting borrowers will transition from this category.

2. The net balance of deteriorations vs improvements across all rating categories, projected by the
end of 2024. This shows how rapidly the upper right triangle elements of the transition matrix are
increasing in value, showing the potential scale of future rating category transitions, including
jumps to default.

3. Modelled default rate projected directly to end 2024.
All projections follow monthly timestep paths up until the end of 2024.

All projection types use multiple historic periods to give a range of future outcomes. Many of these give
similar results, but some result in large outliers on either side of the distribution

Optimistic and pessimistic projections based on 10th and 90th percentiles of projected paths. Our central
scenario is based on 50th percentile.

B Credit Benchmark

About This Report

Credit Benchmark’s inaugural Default Risk
Outlook draws on an extensive database of
over 100,000 unigue Credit Consensus Ratings
(CCRs). These CCRs represent the internal
risk views of expert analysts at the world’s
leading banks — a previously untapped source
of risk intelligence. 90% of the entities with
CCRs are not rated by a major credit rating
agency, meaning these projections offer a new
and significant capacity for analysing default
risk.

Although this report focuses on US Industries,
the methodology can be applied to the broad
and highly representative dataset of 100,000+
CCRs. The default projections can be
customized for our clients to match their own
classification schemas and align more
accurately with their portfolios and exposures.

Vigilant risk management is vital when
navigating an unpredictable economic climate.
With broader, deeper, and more frequent
analytics than previously available, Credit
Benchmark is now able to offer the market a
comprehensive and differentiated view on
default risks.

If you would like a free and fully confidential
analysis of the default risk projections of your
own portfolio, we encourage you to get in touch
using the contact details on the following slide.
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} Contact and Disclaimer

Author

David Carruthers
Research Advisor
david.carruthers@creditbenchmark.com

Contact

Werner de Wit
Global Head of Banking and Client Solutions
werner.dewit@creditbenchmark.com

Michael Crumpler
Chief Executive Officer
michael.crumpler@creditbenchmark.com

London: New York:

12 East 49th Street, 11th Floor
New York, NY 10017
+1 646 661 3383

131 Finsbury Pavement
London, EC2A 1INT
+44 (0)20 7099 4322

Disclaimer:

We have prepared this document solely for informational purposes. You should not definitively rely upon it or use it to form the basis for any decision, contract, commitment
or action whatsoever, with respect to any proposed transaction or otherwise. You and your directors, officers, employees, agents and affiliates must hold this document and
any oral information provided in connection with this document in strict confidence and may not communicate, reproduce, distribute or disclose it to any other person, or
refer to it publicly, in whole or in part at any time except with our prior consent. If you are not the recipient of this document, please delete and destroy all copies
immediately.

All data and information provided or made available by Credit Benchmark is provided as-is, indicative and for research purposes only. Credit Benchmark is not a credit
rating agency and does not provide ‘Credit Ratings'. The 'Credit Consensus Rating', 'Security Rating Assessment(s)' and associated data (“CB Information") are not 'Credit
Ratings'. Neither we nor our affiliates, or our or their respective officers, employees or agents, make any representation or warranty, express or implied, in relation to the
accuracy or completeness of the information contained in this document or any oral information provided in connection herewith, or any data it generates and accept no
responsibility, obligation or liability (whether direct or indirect, in contract, tort or otherwise) in relation to any of such information. We and our affiliates and our and their
respective officers, employees and agents expressly disclaim any and all liability which may be based on this document and any errors therein or omissions therefrom.
Neither we nor any of our affiliates, or our or their respective officers, employees or agents, make any representation or warranty, express or implied, that any transaction
has been or may be effected on the terms or in the manner stated in this document, or as to the achievement or reasonableness of future projections, management targets,
estimates, prospects or returns, if any. Any views or terms contained herein are preliminary only, and are based on financial, economic, market and other conditions
prevailing as of the date of this document and are therefore subject to change. We undertake no obligation to update any of the information contained in this document.

E Credit Benchmark

Book a Demo

Credit Benchmark offers entity-level Credit
Consensus Ratings on over 100,000
counterparts and borrowers globally,
alongside an extensive suite of analytical
tools and products.

Please contact us to request a full-service
demo and learn how Credit Benchmark
helps risk professionals manage their
capital and risk more effectively and
efficiently.

BOOK DEMO
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