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The credit cycle has turned
Pandemic legacy and Russia-Ukraine conflict have set in motion a sharp turn in the cycle

Source: Moody's Investors Service
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Inflation
Commodity prices – energy
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Inflation
Commodity prices – food and metals (USD index Feb-21=100)

Nickel US Fertilizer price index Aluminium Wheat
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Lockdown constraints and post-lockdown pent-up demand

» Transportation bottlenecks

» Capacity constraints

» Labour shortages/wage pressure

» Raw material shortages

» …

Source: Moody's Investors Service
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Supply chain disruption
Trade index (QuantCube International trade index, y/y change)

Source: Moody's Investors Service, QuantCube, IHS Market
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Goods blocked due to congestion
(% of goods that are waiting on stationary ships)

Containership traffic at major ports
(% of global cargo tied up and unable to be loaded or unloaded due to congestion)
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Source: Moody's Investors Service, Fleetmon, Haver Analytics
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Supply chain disruption
Spot rates for shipping containers

Source: Moody's Investors Service, Fleetmon, Haver Analytics
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Supply chain disruption
Capacity constraints
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Supply chain disruption
Labour force (index, 2013 Q1 =100)
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Market-implied inflation expectations



How much tightening is enough?

» Full impact from global financial tightening to be realized only in 2023 because of policy lags.

» Synchronized tightening could amplify existing vulnerabilities; growth and financial stability at risk.

» Challenge: to avoid an overly sharp downturn; What is the post-Covid “neutral” rate? And NAIRU?

» US

– Rates at 4.25%-4.50% by the end of 2022. Tightening to end in March 2023 at 4.75%-5.25%.

– Fed to continue to reduce the size of its balance sheet. Liquidity conditions to worsen?

– Softening of policy stance (forward guidance); cuts as early as November 2023. Neutral stance in 2025.

– Fiscal policy also becoming contractionary.

» Euro area

– Deposit rate to 2.0% and the Refi rate to 2.5% by the end of this year; terminal Refi and deposit rate at 

3.25% and 2.75%, respectively in Q1 2023, holding through 2023 and much of 2024.

– Quantitative tightening to begin in Q1 2023

The credit cycle turns: key risks 14
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Labour market and inflation
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Debt
Global debt as percentage of GDP

Source: Moody's Investors Service, IIF
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Debt
Corporate liquidity in EMEA (rated companies)

Source: Moody's Investors Service, (* Bonds and bank debt)
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Debt
Corporate liquidity (liquidity strength by rating category)

Source: Moody's Investors Service,
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Debt
Household debt service ratio

Source: Moody's Investors Service, IIF, BIS (ratio of interest payments + amortization to income)
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Issuance: the refinance wall
Next four years US and EMEA rated NFC total refunding needs as of:

Source: Moody's Investors Service (US NFC bond and loan; EMEA NFC and infra bond and loan maturity)
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Issuance: the refinance wall
FY 2022 issuance

Source: Moody's Investors Service
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Issuance: the refinance wall
Global non-financial corporate bond issuance
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Issuance: the refinance wall
Corporate yields by region and rating category

Source: Moody's Investors Service
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Corporate liquidity
Ample liquidity in the US and EMEA, but poised to deteriorate

Source: Moody's Investors Service (percentage of high-yield companies with our weakest speculative-grade liquidity score)
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Banking sector
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Capital and profitability

Banking sector
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Banking sector
Domestic credit levels, 2007 and 2018=100 respectively
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Real Estate
Affordability and rising interest rates

Source: Moody's Investors Service, OECD
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Real Estate
Affordability and rising interest rates

Source: Moody's Investors Service, OECD
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Ratings and defaults
Rating activity - Trailing 12-month rating drift
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Ratings and defaults
Rating activity – industry sector outlooks

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

Negative Stable Positive

Source: Moody's Investors Service

The credit cycle turns: key risks 31

a/o 31 October 2022 ISOs:

Positive: 18%

Stable: 41%

Negative: 41%



Ratings and defaults
Defaults – speculative grade default rates
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Ratings and defaults
Rating distribution (global nonfinancial companies; senior unsecured or corporate family ratings)

Source: Moody's Investors Service
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Ratings and defaults
Global cumulative default rates at different time horizons

Source: Moody's Investors Service
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