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Geopolitical Risk Rattles Markets 
One link between the Russian invasion 
of Ukraine and the global economy is 
through financial market conditions. 
U.S. equity prices have dropped, and 
volatility has jumped. Also, U.S. high-
yield corporate bond spreads have 
widened modestly, though they remain 
well below their historical averages. 

To gauge the effect of geopolitical risk 
on U.S. financial markets, we leaned on 
a vector autoregression model that 
allowed us to estimate the response of 
equity prices, the VIX, and high-yield 
corporate bond spreads. We also 
included some measures of economic 
activity. A sudden increase in 
geopolitical risk had a greater impact on 
financial markets than the economy. 

Some other variables included in our 
VAR were the Fed’s geopolitical risk 
index and economic policy uncertainty. There are two periods where both geopolitical 
risk and U.S. policy uncertainty increased, including the Gulf War and 9/11. The VAR used 
monthly data since January 1995 and included a few lags. 
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Our VAR results revealed that a one-standard deviation 
increase in geopolitical risk causes an immediate widening in 
U.S. high-yield corporate bond spreads, a drop in equity 
prices, and an increase in the VIX. This is similar to what is 
currently occurring in financial markets. The widening in 
high-yield corporate bond spreads is sticky. 

U.S. consumers see inflation, expect inflation 
Oil prices have also jumped. The increase in global oil prices 
is going to raise prices at the pump, and that will weigh on 
U.S. consumer spending and sentiment. Retail gasoline 
prices are set to increase. Wholesale gasoline futures, which 
lead retail gasoline prices by two weeks, point toward prices 
at the pump reaching $3.80 to $3.90 per gallon, compared 
with $3.65 in the week ended February 25. If we extrapolate 
what has occurred over the past few trading days, wholesale 
prices suggest the odds of $4-per-gallon gasoline are rising 
quickly. 

Higher prices at the pump will increase survey-based 
measures of inflation expectations. To gauge what explains 
long-term inflation expectations, we used a simple 
regression of the trend in growth in the consumer price 
index on the University of Michigan measure since 2000. 
This showed that trend inflation explains only a small 
portion. We tested other possible explanations and found 
short-term inflation expectations explain more. The 12-
month rolling correlation between the long- and short-term 

inflation expectation measures can ebb and flow but is 
historically strong at 0.67. 

 

Key determinants of short-term inflation expectations are 
gasoline prices and food prices. Indeed, the rolling 
correlation between retail gasoline prices and one-year-
ahead inflation expectations is north of 0.8. The University 
of Michigan one-year-ahead inflation expectations have 
been 4.9% in each of the past two months but are poised to 
go north of 5% as retail gasoline prices rise. 
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TOP OF MIND 

Invasion of Ukraine Felt in  
U.S. Regional Economies 
BY ADAM KAMINS 

Russia’s invasion of Ukraine has unleashed tragic human 
consequences accompanied by broad, but thus-far 
manageable, economic ramifications for most of the world. 
The U.S. economy is already feeling some of those effects, but 
there should be enough offsets to keep the pain contained, 
barring a dark turn. 

Still, the regional ramifications of recent events will vary. In 
oil-producing areas, the supply shock could prove beneficial, 
while heightened energy prices or links to the Russian 
economy will make other places vulnerable. These differential 
impacts are not enough to meaningfully alter their expected 
trajectories, but if tensions escalate further and sanctions 
grow more severe, that could change. 

Energy 
The most fundamental impact associated with recent events 
was and will remain the severe disruption to the global energy 
market. With Russian supplies of oil and natural gas 
diminished and the Nord Stream 2 pipeline shuttered, prices 
have already jumped noticeably. Barring an unexpected 
resolution to the conflict, gasoline will become even more 
expensive in the near term. 

While this is an unambiguous headwind to European growth, 
the story in the U.S. is more nuanced. As prices rise, energy 
production in a handful of regions is poised to pick up, 
powering a continued increase in rig counts. This bodes 
especially well for oil states including Texas, Oklahoma, North 
Dakota and Alaska. While break-even prices vary across 
different shale plays, recent upward movements generally 
make extraction profitable everywhere. 

Similarly, spillover effects may be felt in regions that 
manufacture mining equipment. Portions of the Midwest that 
also produce agricultural equipment could experience a small 
uptick, and areas of the South, including many that are 
adjacent to or double as energy-dependent economies, could 
also receive a boost. 

Yet those hoping for explosive growth will be disappointed. 
For one, domestic producers were already planning to ramp 
up output this year, so the invasion does little to change the 
outlook. In addition, uncertainty around the situation will 
likely keep firms from investing as if oil prices above $100 per 
barrel can be sustained. Further, ramping up was already 

proving difficult due to high labor, materials and capital costs. 
Put it together and the increase in profitability may not drive 
as much hiring as it otherwise would. 

Meanwhile, the pain associated with rising energy costs will 
be more diffuse, but on net it will outweigh the concentrated 
benefits. Both residential and commercial users of gasoline 
face a slog as prices take a dent out of their bottom lines. 

Consumers in portions of the South and Midwest may be hurt 
most. Both regions are already experiencing elevated inflation 
and can ill-afford yet another surge in prices. Yet reeling 
consumers will have little choice but to absorb pain as they fill 
their gas tanks. 

Compounding those issues is especially heavy usage of 
gasoline in those regions. On a per capita basis, Alabama and 
Mississippi lead the nation in gas consumption, with the 
Dakotas and northern Rockies also high on the list. These 
regions feature more open spaces, meaning a greater reliance 
on cars and trucks, and their vehicle fleets tend to skew larger 
and less efficient than elsewhere in the nation. In fact, the 
states at the top of the list not only feature more miles driven, 
but scant electric vehicle penetration, compounding 
vulnerability to rising gasoline prices. 

Energy-intensive industries face potential hardship as well. 
Based on data from the U.S. Energy Information 
Administration, chemical and packaging production rely 
especially heavily on energy usage per dollar of value added. 
This puts a handful of small, less diverse economies in the 
crosshairs, including packaging-dependent Longview WA, Pine 

https://www.economy.com/economicview/geography/IRUS
https://www.economy.com/economicview/geography/iukr/Ukraine
https://www.economy.com/economicview/geography/IUSA
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Bluff AR, and Lewiston ID; Vineland NJ, which features a 
sizable glass industry; and Lake Charles LA, where chemical 
production dominates. 

Trade 
Broader sanctions will take an enormous bite out of Russia’s 
economy but will make a small impact on parts of the U.S. as 
well. Still, the pain will be contained, hurting only a handful of 
economies and doing so only minimally at that. 

While the U.S. runs a sizable deficit in the trade of goods with 
Russia, the impact of sanctions on exports will prove a bit 
more consequential given differences in regional exposure. 
This is especially true of the aerospace, vehicle and machinery 
industries, all of which are responsible for an outsize 
contribution to exports to Russia. 

Among states, two are affected disproportionately by 
sanctions. As a share of pre-pandemic GDP, exports from 
South Carolina and Washington to Russia have led the way in 
recent years. In each, transportation equipment was key, 
whether that involved motor vehicles or aerospace 
equipment. Chemicals and other specialized machinery are 
also among the most popular exports to Russia, along with 
some food products that put the Midwest in a somewhat 
more vulnerable position. 

Still, even the most exposed states will barely feel the effects 
of reduced exports to Russia. South Carolina has been the 
nation’s largest exporter to Russia in recent years, but the 
country accounts for only about 1% of exports, making it the 
state’s 20th-largest destination. Nationally, Russia’s ranking 
as an export destination is closer to 40th. 

While the automobile industry is poised to struggle with 
diminished overseas demand, a key problem for carmakers 
could grow worse. Ukraine is responsible for about 70% of the 
world’s neon, which is critical due to its importance as an 
input in the semiconductor production process. While hardly 
disastrous for the industry, further disruptions to chip 

production would prove a setback to an industry that is still 
struggling to overcome pandemic-induced bottlenecks. 

Further, because the shock in this case affects an upstream 
supplier to the chip industry, increased federal funding for 
semiconductor production will prove less potent. This could 
temporarily offset big investments from firms such as Intel 
and GlobalFoundries in Columbus OH and Albany NY. Other 
established chip-producing metro areas read like a who’s who 
of hot tech markets—they include Silicon Valley, Phoenix, 
Portland, Austin and Boise. All could encounter near-term 
challenges while supply chains adjust. 

Meanwhile, farmers and food manufacturers face 
uncertainties of their own. Ukraine is a major wheat and corn 
producer, and while the U.S. does not rely heavily on its 
imports, the disruption to supply is already affecting prices. 
Rising wheat prices, for example, spell higher costs for 
commercial bakeries; although these tend to be fairly evenly 
distributed across regions, the impact will be felt 
disproportionately in a handful of smaller metro areas. 

On the flip side, farmers who grow crops that face price 
increases may enjoy a temporary boost in profits. But this will 
largely be offset by rising fertilizer costs, given that Russia is a 
key exporter. Prices were already rising before troops began 
amassing on the Ukrainian border, and recent events could 
cut either way for agriculture-based economies, meaning 
heightened uncertainty in the weeks and months ahead. Even 
so, it is all but guaranteed that food will cost more in the 
coming months, exacerbating concerns about inflation. 

Russian money 
With many Russian firms and individuals facing severe 
financial restrictions, a handful of states and metro areas may 
be forced to cope with the fallout. A cratering Russian 
economy is hardly enough to lead to a global recession, but 
more extensive sanctions could begin to crimp the flow of 
money into portions of the U.S. 
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Most obvious, financial centers face peril as many Russian 
banks are banished from the global SWIFT payment network. 
To the extent that this hurts markets, big coastal cities such as 
New York and Boston face a somewhat more challenging 
environment. This reflects a broader regional reliance on 
securities and trading, with the Northeast home to the 
nation’s seven highest employment shares in the industry. 

Portions of Florida and the Mountain West face near-term 
challenges as well given their reliance on financial markets. 
Despite strong population growth in those regions, a large 
banking presence or elevated retiree share in many of their 
metro areas suggest greater impact associated with a decline 
in nonwage incomes. 

Other channels by which Russian money flows into the U.S. 
include vacations and real estate investment. The former 
makes a middling contribution at best, with Russian tourists 
representing a very small piece of the overall pie. The greater 
risk involves a broader economic hit to Western Europe 
should conditions deteriorate; if the United Kingdom, for 
example, experiences a major economic slowdown, that could 
have an especially deleterious effect on tourism in the 
Northeast. 

The real estate market is another source of modest, yet 
isolated, risk. A handful of Russian oligarchs play a 
disproportionately important role in driving ultraluxury 
condominium sales in big cities. One individual alone 
is believed to own more than $100 million in Manhattan 
properties. Similarly, South Florida is a popular destination for 
Russian real estate buyers and could also face slightly 
diminished demand should assets be seized. 

But these challenges are not terribly foreboding. Removing 
Russian money from those real estate markets would hardly 
spell collapse, especially given rising prices. Further, some of 
Russia’s richest individuals have evaded detection in previous 
sanctions regimes through shell companies, making it difficult 
to punish them directly. Ultimately, like many aspects of this 
conflict, the real estate implications are worth monitoring but 
hardly a cause for panic. 

 

https://nypost.com/2022/02/27/heres-where-russian-oligarchs-and-their-families-own-property-in-nyc/
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The Week Ahead in the Global Economy  
U.S.  

The U.S. economic data next week take a back seat to the 
events in Ukraine. There are many scenarios on how the 
Russian invasion of Ukraine will unfold, each darker than the 
next, but the most likely scenario is that Russian troops will 
go no farther than Ukraine, and any disruptions to oil, 
natural gas and other commodity markets will be limited 
and temporary. If so, the impact of the Russian invasion on 
the U.S. economy will be on the margins. While Europe’s 
economy will be hit harder, its economic recovery will 
continue. Russia, however, will suffer a debilitating recession, 
and for Ukraine’s economy, this is a catastrophe. 
 
U.S. economic data will be released and the focus will be on 
the February consumer price index. Higher energy prices are 
going to boost the CPI in February. Other key data include 
the trade deficit, jobless claims and the University of 
Michigan’s consumer sentiment survey.  
 
Europe  

Next week’s meeting at the European Central Bank will top 
the economic calendar, though we do not yet expect news 
on policy rates. The main refinancing rate will be left at 0%, 
and there will not be mention of a rate hike this year, 
though we are updating our March baseline to include a 10-
basis point September increase followed by a 15 bps hike in 
December. We’ve also been expecting the ECB to chart the 
path to ending its asset purchase program. However, given 
the military conflict in Ukraine, the governing council may 
postpone changes to the APP until the next meeting. 
 
Final estimates of euro zone GDP will be released and will 
likely show  a growth rate of 0.3% q/q for the fourth 
quarter. The preliminary estimates of GDP did not include a 
detailed breakdown, but we expect private consumption and 
net exports were the main drag on the growth rate. Looking 
at the U.K., we expect its GDP growth to recover slightly to 
0.1% m/m in January after contracting 0.2% in December. 
Activity will remain weak, though, given the persistence of 
social distancing measures for most of the month. These 
were mostly removed at the end of the month, which will 
support activity in February.  
 

Industrial production in Spain and Germany likely pulled 
back for another consecutive month in January, while it 
partially rebounded in Italy. Widespread sick leave due to 
the Omicron outbreak likely dulled industrial production, 
even though demand for goods was solid according to PMI 
surveys and the ESI. Supply shortages will also have weighed 
on production during the month. 
 
Germany and Spain’s inflation rates will speed up for 
February, to 5.1% y/y and 7.4% respectively, in line with the 
preliminary estimates. Fuel prices will be a major factor 
pushing up the inflation rate from the previous month. 
Cost-push inflation will persist as well due to shortages in 
global supply chains.  
 
In Russia, the inflation rate likely sped up to 10% y/y in 
February from 8.7% in January. As elsewhere, oil prices will 
play a role in pushing up headline inflation. But the ruble 
already had begun weakening at the start of the month, 
which will have exacerbated cost-push inflation. The military 
conflict in Ukraine caused the ruble to crash, but the results 
of that will show up more in the March and April releases.  
 
Asia-Pacific 

We expect the second estimate of Japan’s December quarter 
GDP growth will be upwardly revised to 1.5% q/q from 1.3% 
in the preliminary reading. Upward revisions are expected 
from business investment, which grew just 0.4% in the 
preliminary reading. GDP growth turned a corner in the final 
months of 2021, and this largely reflects better consumption 
spending amidst a much-improved COVID-19 situation. 
Fading supply snags will help exports, while Japan’s high 
vaccination rate and policy supports will lift domestic 
demand this year. Still, the recovery is unlikely to proceed 
along a straight line. 

Elsewhere, China’s CPI growth will have cooled in February 
from January’s 0.9%, largely because of moderating pork 
prices. Producer price growth likely gathered momentum in 
February, fuelled by higher input prices for downstream 
manufacturers. The January-February reading for China’s 
exports should show improvement, supported by increased 
manufacturing in major trading partners. Higher energy 
costs will put upward pressure on the import bill. 
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Geopolitical Calendar 

  

Date Country Event
Economic 
Importance

Financial Market Risk

 
9-Mar South Korea Presidential election Medium Medium

28-29-Mar ASEAN U.S.-ASEAN summit Low Low

10-Apr France General elections Medium Medium

8-May Hong Kong Chief executive election Low Low

9-May Philippines Presidential election Low Low

29-May Colombia Presidential election Medium Low

Jun Switzerland World Economic Forum annual meeting Medium Low

29-30-Jun NATO NATO Summit, hosted by Madrid Medium Medium

Jun/Jul PNG National general election Low Low

2-Oct Brazil Presidential and congressional elections High Medium

Oct/Nov China National Party Congress High Medium

7-Nov U.N. U.N. Climate Change Conference 2022 (COP 27) Medium Low
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THE LONG VIEW: U.S. 

Default Risks Remain Low  
BY RYAN SWEET  

CREDIT SPREADS 
Moody's long-term average corporate bond spread is 147 
basis points, 7 bps narrower than the 154 bps at this time 
last week and wider than the 136 bps average in February. 
The long-term average industrial corporate bond spread 
tightened 4 bps to 132. It averaged 123 bps in February. 

The recent ICE BofA U.S. high-yield option-adjusted bond 
spread widened 9 basis points to 371 bps. The Bloomberg 
Barclays high-yield option-adjusted spread has bounced 
around recently and is currently 358 bps compared with 353 
at this time last week. The high-yield option adjusted bond 
spreads approximate what is suggested by the 
accompanying long-term Baa industrial company bond yield 
spread but a little tighter than that implied by a VIX of 33.8. 

Defaults 

Defaults remain very low. In the latest Moody’s monthly 
default report, the global speculative-grade default rate rose 
from 1.7% to 1.8% for the trailing 12 months ended in 
January. This is well below its cyclical peak of 6.9% at the 
end of 2020 and remains below the pre-pandemic level of 
3.3%. Under our baseline scenario, Moody's Credit 
Transition Model predicts that the global speculative-grade 
default rate will resume declining over the next several 
months but then increase in the second half of the year, 
ending 2022 at 2.5%.  

We also expect default risk to remain low for speculative-
grade companies as a whole because many have refinanced 
their debt in the last two years at very low interest rates, 
therefore mitigating their near-term default risk. However, 
some low-rated companies that are under liquidity or 
solvency stress could be vulnerable to default in the event of 
tighter liquidity, higher borrowing costs and profit erosion. 

U.S. Corporate Bond Issuance 
First-quarter 2020’s worldwide offerings of corporate bonds 
revealed annual advances of 14% for IG and 19% for high-
yield, wherein US$-denominated offerings increased 45% 
for IG and grew 12% for high yield. 

Second-quarter 2020’s worldwide offerings of corporate 
bonds revealed annual surges of 69% for IG and 32% for 
high-yield, wherein US$-denominated offerings increased 
142% for IG and grew 45% for high yield. 

Third-quarter 2020’s worldwide offerings of corporate 
bonds revealed an annual decline of 6% for IG and an 

annual advance of 44% for high-yield, wherein US$-
denominated offerings increased 12% for IG and soared 
upward 56% for high yield. 

Fourth-quarter 2020’s worldwide offerings of corporate 
bonds revealed an annual decline of 3% for IG and an 
annual advance of 8% for high-yield, wherein US$-
denominated offerings increased 16% for IG and 11% for 
high yield. 

First-quarter 2021’s worldwide offerings of corporate bonds 
revealed an annual decline of 4% for IG and an annual 
advance of 57% for high-yield, wherein US$-denominated 
offerings sank 9% for IG and advanced 64% for high yield. 

Issuance weakened in the second quarter of 2021 as 
worldwide offerings of corporate bonds revealed a year-
over-year decline of 35% for investment grade. High-yield 
issuance faired noticeably better in the second quarter. 

Issuance softened in the third quarter of 2021 as worldwide 
offerings of corporate bonds revealed a year-over-year 
decline of 5% for investment grade. U.S. denominated 
corporate bond issuance also fell, dropping 16% on a year-
ago basis. High-yield issuance faired noticeably better in the 
third quarter.  

Fourth-quarter 2021’s worldwide offerings of corporate 
bonds fell 9.4% for investment grade. High-yield US$ 
denominated high-yield corporate bond issuance fell from 
$133 billion in the third quarter to $92 billion in the final 
three months of 2021. December was a disappointment for 
high-yield corporate bond issuance, since it was 33% below 
its prior five-year average for the month. 

In the week ended February 25, US$-denominated high-
yield issuance totaled $1 billion, bringing the year-to-date 
total to $45.0 billion. Investment-grade bond issuance rose 
$25 billion in the current week, bringing its year-to-date 
total to $264.4 billion. Total US$-denominated issuance is 
currently between that seen in 2018 and 2019. 

U.S. ECONOMIC OUTLOOK 
There were some minor adjustments to our forecast 
between the January and February baselines. Bottom line: 
the most likely economic outlook is sanguine, characterized 
by full employment and comfortably low inflation by early 
next year. But it depends on the Federal Reserve successfully 
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calibrating monetary policy, and this tightening cycle will be 
significantly different than the last one. 

Smaller fiscal package 
In the February vintage of the baseline forecast, Democrats 
pass a $1.2 trillion Build Back Better package of social safety 
net and climate investments in the first half of 2022. Some 
implementation will occur by the end of the second quarter. 
Most notably, this is less than the $1.8 trillion package 
assumed in prior baselines. 

We dropped the following investments: $210 billion for 
home care, $150 billion for affordable housing, $135 billion 
for an expanded Earned Income Tax Credit, and $30 billion 
for higher education. As a result, the remaining initiatives 
are $560 billion for clean energy and the climate, $430 
billion for healthcare coverage, $215 billion for universal 
preschool, and $45 billion for a fully refundable Child Tax 
Credit. The first three are provisions that West Virginia 
Democrat Joe Manchin has said he would support, while a 
fully refundable CTC would be a consolation prize for 
Democrats, who had sought to extend the enhanced CTC 
from the American Rescue Plan. Under our new assumption, 
gross BBB investments represent 0.1% of GDP in 2022, 
0.3% in 2023, and 0.4% in 2024 before peaking at nearly 
0.5% in 2026. 

The cost of the BBB investments are nearly paid for by 
higher taxes on corporations and well-to-do households, as 
well as prescription drug savings. Because the dollar figure of 
BBB investments is lower than before, we have also 
jettisoned some of the pay-fors that we previously assumed. 
Specifically, we dropped a 15% corporate minimum tax on 
large corporations, as well as new surtaxes on the top 0.02% 
of earners. 

Besides the two examples mentioned above, the rest of our 
BBB pay-fors are the same as before. The February forecast 
still includes the following changes to the personal tax code: 
ensuring high-income business owners pay either the 3.8% 
Medicare tax or the 3.8% net investment income tax and 
limiting business loss deductions for noncorporate 
taxpayers. In addition, IRS funding would increase to 
improve tax compliance. On the corporate side, a new 
excise tax would apply to stock buybacks, and U.S. 
multinationals would face higher taxes on global intangible 
low-taxed income, among other international tax changes. 
Finally, we assume prescription drug savings would come 
from repealing a Trump-era rule that would eliminate safe 
harbor from a federal anti-kickback law for rebates paid by 
pharmaceutical manufacturers to health plans and 
pharmacy benefit managers in Medicare Part D. 

That said, the longer it takes Democrats to rally around BBB, 
the closer we get to discarding BBB altogether from the 

baseline forecast. For now, we still assume Democrats will 
strive to pass some version of BBB in a bid to rally their base 
ahead of the 2022 midterm election. The State of the Union 
address on March 1 is an opportunity for Democrats to 
outline a resurrected BBB that President Biden can then tout 
during his address. 

If we do not get any BBB clarity by the SOTU address, the 
March forecast will likely water down our assumption of a 
$1.2 trillion package to one costing about $600 billion. 
Moreover, we would delay the start of implementation from 
the second to the third quarter. An approximately $600 
billion BBB package would largely revolve around green 
energy tax credits and climate investments. It could also 
include modest amounts of social safety net spending. 

It would not be a game changer for the economy if the BBB 
failed to become law, but it will diminish the economy’s 
growth prospects and ding the fortunes of lower- and 
middle-income households. Our outlook for real GDP 
growth in 2022 would be reduced by 0.75 percentage point, 
since BBB is front-loaded—with budget deficits in the near 
term and surpluses in the longer run that roughly net out 
over the 10-year budget horizon. Long term, the economy’s 
potential growth would be reduced by several basis points 
per year as the BBB agenda lifts labor force participation by 
lowering the cost of work, particularly for lower-income 
minority women. 

COVID-19 assumptions 
We adjusted our epidemiological assumptions to anticipate 
that total confirmed COVID-19 cases in the U.S. will be 82.9 
million, noticeably less than the January baseline 
assumption that cases would total 107.1 million. However, 
the number of assumed cases is still well above that 
assumed before the Omicron variant. The seven-day moving 
average of daily confirmed cases has dropped sharply 
recently and is around 250,000, below its recent peak of 
807,000. The date for abatement of the pandemic, where 
total case growth is less than 0.05% per day, changed 
slightly; it is now April 4, a few weeks earlier than in the 
January baseline. 

We have replaced the concept of herd immunity with 
“effective immunity,” which is a rolling number of infections 
plus vaccinations to account for the fact that immunity is 
not permanent. The forecast still assumes that COVID-19 
will be endemic and seasonal. 

A little less balmy 
The new fiscal policy assumptions about the Omicron 
variant of COVID-19 led to a downward revision to the 
forecast for real GDP growth this year; it is now expected to 
be 3.7% at an annualized rate, compared with 4.1% in the 
January baseline. The bulk of the downward revision was in 
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the first quarter, as real GDP is expected to rise 0.5% at an 
annualized rate. Our high-frequency GDP model now has 
first-quarter GDP on track to rise 0.8% at an annualized 
rate. Risk bias, or the difference between our high-frequency 
GDP model’s estimate of fourth-quarter GDP growth and 
our official forecast, is 0.3 percentage point. It's early in 
tracking first-quarter GDP, as there isn’t a lot of source data 
released. 

We expect GDP growth to bounce back in the second 
quarter, similar to the pattern seen during the Delta wave. 
The forecast is for GDP to rise 6% at an annualized rate in 
the second quarter, but it will be south of 3% at an 
annualized rate in the second half of the year. We look for 
GDP to rise 3% next year, a touch lighter than the 3.1% in 
the January baseline. The Bloomberg consensus is for real 
GDP to increase 3% this year and 2.5% in 2023. 

Inventories and global supply-chain issues remain a 
downside risk to the near-term forecast. The level of real 
GDP is currently 0.6% lower than if the recession didn’t 
happen and the pre-pandemic trend had continued; that 
gap will be closed later this year, but inventories are a risk. 
Inventories played an enormous role in the gain in fourth-
quarter GDP. Inventories jumped by $173.6 billion at an 
annualized rate in the fourth quarter after falling in each of 
the prior three months. Inventories added 4.9 percentage 
points to fourth-quarter GDP growth, among the largest 
gains since the 1980s. 

The sizable inventory build could be an issue for first-quarter 
GDP growth because it is unlikely to be duplicated. For GDP, 
it’s the change in the change in inventories that matters. In 
other words, inventories would need to increase more than 
that seen in the fourth quarter to add to first-quarter GDP 
growth. That seems unlikely because of the Omicron variant 
and its impact on supply chains. 

Also, supply chains remain a downside risk. The issues with 
U.S. supply chains are both supply- and demand-related. On 
the demand front, wealth effects associated with rising asset 
prices, unprecedented fiscal stimulus, and fewer 
opportunities to spend on services led to an enormous 
increase in consumer goods spending. The good news is that 
our U.S. Supply-Chain Stress Index has improved recently 
along with our Asia-Pacific region SCSI. 

Business investment and housing 
Fundamentals remain supportive but less so than in January, 
for business investment as corporate credit spreads have 
widened. However, corporate profit margins are fairly wide, 
and banks are easing lending standards. 

We have real business equipment spending rising 8.2% this 
year, compared with 9.7% in the January baseline. The 

forecast is for real business equipment spending to increase 
5.4% in 2023, a touch stronger than the 5.2% gain in the 
January baseline forecast. 

Risks are weighted to the downside, as financial markets 
could tighten more than we anticipate, and corporate credit 
spreads widen further. The correlation coefficient between 
monthly changes in the high-yield corporate bond spread 
and changes in the S&P 500 is -0.71 since 2000. The 
relationship is still strong if we look at it on a weekly basis. 
Using no and various lags, the Granger causality tests 
showed changes in the S&P 500 caused changes in the 
high-yield corporate bond spread. The causal relationship 
runs in one direction. Also, now that interest rates are rising 
and the market value of global bonds with negative yields is 
declining, it could put some upward pressure on U.S. long-
term rates and cause some widening in high-yield corporate 
bond spreads as investors have less pressure to search for 
yield. 

The real nonresidential structures investment was cut this 
year and next. We now look for real nonresidential 
structures investment to rise 11% this year (17% in the 
January baseline) and 10.7% in 2022 (11.5% in the January 
baseline). The downward revision to the forecast was broad-
based across components, including structures investment 
in commercial/healthcare and manufacturing. We did revise 
higher the forecast for structures investment in mining 
exploration, shafts and wells because of the rise in energy 
prices. The Bureau of Economic Analysis uses the American 
Petroleum Institute’s weighted average of footage drilled 
along with rotary rig counts from Baker Hughes in its 
current-quarter estimate of private fixed investment in 
mining exploration, shafts and wells. This segment now 
accounts for more than 10% of nominal private fixed 
investment in nonresidential structures. Therefore, a sudden 
rise in energy prices would lead to an increase in the number 
of active rotary rigs. Separately, growth in the Commercial 
Property Price Index was revised higher by 30 basis points 
this year and next, to 1.7% and 2.3%, respectively. 

Revisions to housing starts were small. Housing starts are 
expected to be 1.84 million, compared with 1.82 million in 
the January baseline. Revisions to housing starts next year 
were also modest. Risks are heavily weighted to the 
downside. There are likely only so many homes that can be 
built each year because of labor-supply constraints and lack 
of buildable lots. Some of the labor-supply issues will ease 
as the pandemic winds down, but the reduction in 
immigration is particularly problematic for homebuilders' 
ability to find workers. Revisions to the forecast for new- 
and existing-home sales this year were minor, as mortgage 
rates haven’t risen either fast or high enough to cut 
noticeably into sales. 
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We nudged up the forecast for the FHFA All-Transactions 
House Price Index this year, with it rising 9.8%, compared 
with 8.9% in the January baseline. House price growth 
moderates noticeably in 2023, as prices are forecast to rise 
2.4%, a touch stronger than the 2.1% in the January 
baseline. This is attributable to rebalancing of supply and 
demand. 

Labor market weathers Omicron 
The January jobs report delivered an upside surprise with 
gains totaling 467,000, which far exceeded expectations. 
After much concern, the impact of the Omicron virus 
variant on job growth was minimal, as January’s total fell 
only slightly short of the impressive 555,000 average gain in 
2021. Given that the Omicron wave has already begun to 
fade, the stage is set for substantial payroll gains to continue 
this year. 

The January employment data are incorporated into the 
February baseline forecast. They led to minor tweaks to the 
forecast. We have job growth averaging 384,000 per month 
this year, better than the 360,000 in the January baseline 
forecast. There wasn’t any material change to the forecast 
for the unemployment rate this year, but it's now expected 
to bottom at 3.3% next year, compared with 3.2% in the 
baseline forecast. 

We assume a full-employment economy is one with a 3.5% 
unemployment rate, around a 62.5% labor force 
participation rate, and a prime-age employment to 
population ratio of 80%. All of these conditions will be met 
by late this year or early next. 

Marching toward March 
The Federal Open Market Committee used its January 
meeting to tee up the potential for the first increase in the 
target fed funds rate as early as March. The post-meeting 
statement noted that it “will soon be appropriate” to raise 
the target range for the fed funds rate. The inflation criteria 
for raising interest rates had already been met, but the Fed 
was waiting for further improvement in the labor market, 
and the market appears closer to meeting the threshold. The 
statement described the labor market as “strong.” This was 
absent in the December statement. It looks as if the tapering 
process will end a week earlier; the statement said the 
process will be wrapped up in early March rather than mid-
month. The statement subtly hints that the balance sheet 
will eventually shrink. 

Given Fed communication, new data on inflation, and job 
growth, we have pulled our first rate hike forward to March. 
We expect the Fed to raise the funds rate three additional 
times this year, once each quarter, by 0.25 percentage point 
each time. The Fed is also expected to begin quantitative 
tightening this summer. That is, the central bank will not 
replace the Treasury and mortgage securities it owns as they 
mature or prepay, allowing its balance sheet to slowly 
shrink, and putting upward pressure on longer-term rates. 
We didn’t make significant changes to the forecast for the 
10-year Treasury yield. 

The forecast for the Dow Jones Industrial Average was 
unchanged between the January and February baseline 
forecasts. It still calls for stocks to steadily decline this year, 
bottoming in early 2023.
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THE LONG VIEW: EUROPE 

Military Conflict Threatens Global Supplies 
BY BARBARA TEIXEIRA ARAUJO and ROSS CIOFFI  

The military conflict in Ukraine is expected to exacerbate 
the ongoing global supply-chain crisis through two different 
channels. First, there are the obvious disruptions to the 
transportation and logistics industries—many flights have 
been cancelled or rerouted, leading to increased pressure on 
cargo capacity. Ukrainian ports have been closed, Russian 
ships have been banned from U.K. ports, and global shipping 
giants have announced that they are suspending all 
shipments to and from Russia, which will make it even more 
difficult for companies to move goods around the world. 
This will only increase already-long delivery times and lead 
to a further rise in shipping and producer costs. 

Second, the military conflict combined with the sanctions 
imposed on Russia are putting the global supply of various 
products at risk. Granted, energy and commodities trade 
with Russia has not been sanctioned yet and has carried on 
as usual since the start of the invasion. But trade with 
Ukraine has essentially ground to a halt, as has production in 
most of the country’s factories. Markets are concerned that 
shortages of specific products are a matter of when and not 
if. This is leading to increased volatility in financial markets, 
with prices of some commodities going through the roof 
and hitting record highs. 

Ukraine and Russia are substantial sources of palladium and 
platinum, both used to manufacture catalytic converters for 
the auto industry. Ukraine is also home to half of the world’s 
neon gas, which is used for lasers employed in 
manufacturing semiconductor chips. Adding to that, Russia 
is a major producer of aluminum and steel. Those metals are 
used in a wide range of items, from beverage cans to 
smartphones to cars. 

One conclusion we can take from this is that the global 
semiconductor chip shortage is unlikely to go away soon. 
This will intensify input shortages in several industries 
ranging from automakers to telecoms. Automakers could 
also suffer from shortages of other inputs such as catalytic 
converters and parts made of steel and aluminum, causing 
further delays in car deliveries. But the truth is that those 
base metals are used in a broad range of manufactured 
goods, and we could be facing major disruptions for firms in 
other industries including transportation, construction and 
packaging. 

The food industry is also at risk. Ukraine and Russia account 
for almost 80% of the world’s sunflower oil shipments—

which is also used in the cosmetics industry—and they 
produce almost one-quarter of the world’s wheat. If the 
summer harvest is hit, we could see a major shortage of 
wheat that would result in higher prices of staples such as 
pasta, cereals and bread. Adding insult to injury, Ukraine is 
one of the world’s four major exporters of corn, while Russia 
and Ukraine account for around 30% of the world’s barley 
exports. 

Unsurprisingly, we have seen agricultural commodity prices 
surge over the past week, which could further exacerbate 
the cost-of-living crisis that most major countries are 
currently experiencing on the back of higher inflation. We 
expect that the prices of the most basic food items will 
increase over the coming months. This will be compounded 
by a further rise in energy prices, as oil and gas prices have 
climbed steeply since the invasion given the world’s 
dependence on Russian gas and oil supplies. 

Service PMIs Recover 
European services PMIs rebounded in February. As infection 
rates slowed and it became clear that the Omicron variant 
of COVID-19 was less dangerous to public health, European 
countries began unwinding social distancing measures 
around the end of January and start of February. Many 
restrictions are still in place, so Europe has yet to return to 
normal, but the step in the right direction has helped service 
sectors considerably. According to the euro zone survey, 
new order and employment growth accelerated in February 
from the previous month. This helped push the services 
reading up to 55.5 from 51.1 in January. There were still 
frictions though, with the backlog of outstanding business 
extending at a rapid clip. Cost inflation accelerated, as did 
the pass-through to consumer prices. 

The U.K. services PMI reflected a similar improvement, with 
the reading jumping to 60.5 from 54.1 previously. The 
improvement was more marked as social distancing 
measures were almost fully unwound. Client demand 
followed, domestically and from abroad, and a positive 
outlook for the coming months supported new hiring. As in 
the euro zone, inflation pressures strengthened, largely 
pushed ahead by higher wage, fuel, food and utility costs. As 
a result, output price inflation hit a record high for the 
survey. 

Russia’s services PMI also picked up during the month, to 
52.1 from 49.8 previously. This was the first reading above 

https://www.economy.com/economicview/geography/iukr/Ukraine
https://www.economy.com/economicview/geography/IRUS
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the breakeven 50 score since September. Unfortunately, 
with the ongoing military conflict in Ukraine, the services 
sector is going to contract in March. Russia's invasion of 
Ukraine prompted a crash in Russian equities and of the 
ruble exchange rate. The resulting negative wealth effects 
and the hit to purchasing power will cut sharply into 
consumer demand. Services in the euro zone and the U.K. 
will be hit as well given lower consumer confidence, inflation 
effects, and the loss of Russian demand. This could sting 
tourism, but it will not significantly drive the sector off 
course. 

Euro zone unemployment falls further 
The euro zone’s unemployment rate declined to 6.8% in 
January from 7% in December, as there were 214,000 fewer 
unemployed workers than in the previous month. In level 
terms, the number of unemployed is also the lowest it has 
been since the currency area formed, although at 11.2 
million it is close to levels seen in 2007 and 2008. This is no 
mirage, either. According to our estimates, employment 
increased by 1.8 million jobs from January to December. 

Moreover, the number of employed and the number of 
active participants in the labor force have recovered above 
pre-pandemic levels. The January employment reading could 
easily be revised downward, as has been happening lately 
due to the effects from COVID-19, but the trend is clearly 
toward labor market tightening. The military conflict in 
Ukraine will strengthen headwinds on the economy as 
inflation pressures and supply disruptions are exacerbated. 

Turkish inflation continues accelerating 
Turkey’s inflation rate rose further in February, to 54.4% y/y 
from 48.7% in January. At the same time, its producer price 
index was up 105% y/y in February, after January’s 93.5% 
increase. A sharply depreciated lira was behind rising 
consumer and producer prices. In the CPI, prices rose across 
the major segments, the largest being for transport goods 
and services, which skyrocketed 75.8% y/y. We do not 
expect Turkey’s central bank to respond, however, given the 
political influence over monetary policy and the 
government’s antipathy toward rate hikes. 
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THE LONG VIEW: ASIA-PACIFIC 

Now That’s a Rebound in Aussie GDP 
BY KATRINA ELL

Australia's GDP surprised on the upside, surging by 3.4% q/q 
in the December stanza as it bounced back from a 1.9% 
contraction in the September quarter. The ending of 
extended lockdowns in New South Wales and Victoria 
states and the Australian Capital Territory in October drove 
the strong quarterly performance. 

State final demand surged in the two states and the ACT, 
which is where movement controls to combat outbreaks of 
the Delta strain of COVID-19 were most aggressive. It was 
not surprising that NSW enjoyed the strongest quarterly 
gain in household consumption, as its population had 
endured the entire September quarter in lockdown. When 
combined, NSW, Victoria and the ACT account for almost 
60% of Australia's GDP. 

Unsurprisingly, it was households that drove the fourth 
quarter recovery. Spending on goods and services each rose 
an impressive 6.3% q/q. An easing of government 
restrictions encouraged people out of their homes, leading 
to strong gains in two categories: hotels, cafes and 
restaurants; and recreation and culture. There remains a 
performance disparity between household spending on 
goods versus services. Spending on goods in the December 
quarter was 8.8% above pre-pandemic levels, while 
spending on services was 3.9% below. Limitations on 
domestic travel was a sticking point for services; some state 
borders were closed for periods during the quarter. In 
addition, heightened near-term uncertainty discouraged 
some households from booking domestic travel. 

Supply-chain strain is hurting economies across the globe, 
and Australia is not immune. The national accounts show 
this in several areas. First, the domestic final demand 
implicit price deflator was up by 1.1% q/q in the December 
quarter, its fastest quarterly pace in 14 years. Second, the 
terms of trade were down by 5.1% q/q on the back of a 
5.8% increase in import prices. Export prices provided only a 
modest offset. The terms of trade will stay under pressure in 
the March quarter because of higher energy costs. 

The March quarter will not sustain the blistering growth of 
the December quarter. Household pent-up demand has 
faded. Also, a surge in COVID-19 infections due to the 
Omicron variant of COVID-19 spilled into January from 
December. Although state and federal governments avoided 
reintroducing harsh movement controls, Google Mobility 
data confirm that there was a significant drop in foot traffic 

at retail and recreation venues. This will have impacted 
discretionary spending, particularly on services. 

RBA sticks to path of least regret 
Being a central banker during a pandemic is tough. But being 
a central banker when a pandemic isn't quite over and an 
invasion of Ukraine fans uncertainty and pushes up energy 
prices is harder still. The Reserve Bank of Australia is doing 
its best to take the path of least regret. For the RBA, this 
means only moving the cash rate higher when it deems the 
economy is absolutely ready.  

Along this line, the RBA maintained its view in March that it 
will be patient when it comes to policy normalisation. It will 
only move when "actual inflation is sustainably within the ... 
target range." Helping guide the RBA's view that rate hikes 
are not imminent (despite the direction of bond markets) is 
the fact that wage growth has been sluggish and will remain 
so. 

We take a slightly more aggressive view. We expect that 
supply-side inflation (looking more heated since Russia 
invaded Ukraine, adding around $15 per barrel to global 
prices) will increasingly feed through to stronger inflation 
expectations. In addition, demand-pull inflation will gather 
speed because of the recovery in domestic demand and the 
success, from an economic perspective, of endemic living. 
We expect the RBA to deliver a 25-basis point hike to the 
cash rate in August, earlier than our prior assumption of a 
November move. 

There is some chatter that the cooling property market 
means that the RBA has added breathing space when it 
comes to lifting the cash rate. This is wrong. When setting 
monetary policy, the RBA does not use this blunt instrument 
to influence only one segment of the economy. It has been 
clear on this. Targeted measures influence the heated 
property market, including macroprudential measures 
deployed last year by the Australian Prudential Regulation 
Authority to curtail new loan growth (in addition to other 
measures). The RBA would have welcomed the data released 
Tuesday from CoreLogic, which showed that house value 
growth in Sydney in February declined 0.1% m/m. It means 
that an earlier tightening by macro tools has worked. But 
further heat needs to come out of the national market. If 
the property market does not cool sufficiently over 2022, 
more macroprudential tools will be introduced. Our thinking 
on the timing of cash rate hikes is separate from this. 
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RATINGS ROUNDUP 

Upgrades for 73% of Latest U.S. Changes 
BY MICHAEL FERLEZ

U.S. 

U.S. rating change activity was credit positive in the latest 
period. For the week ended March 1, upgrades accounted for 
73% of total rating changes and all the affected debt. Rating 
changes spanned a wide range of industries, with 
investment-grade companies accounting for three of the 
eight upgrades.  
 
The most notable upgrade in terms of affected debt was 
made to Boston Scientific Corp., which saw its senior 
unsecured credit rating upgraded one notch to Baa1 from 
Baa2. Among the reasons for the upgrade, Moody’s 
Investors Service cited their expectation that Boston 
Scientific’s revenue growth would return to mid to high 
single digits. The upgrade impacted $9 billion in outstanding 
debt.  
 
Other notable changes included upgrades to Targa 
Resources Partners LP and Macy’s Inc. which saw their senior 
unsecured debt ratings upgraded to Baa3 and Ba2, 
respectively. 
 

Europe 

Western European rating change activity was mixed for the 
week ending March 1. Although downgrades accounted for 
the bulk of rating changes activity, upgrades accounted for 
nearly all the affected debt. Rating changes were divided 
evenly across 7 countries, with speculative-grade companies 
representing all but one rating action.  
 
The most notable change in terms of affected debt was 
made to U.K.-based CNH Industrial N.V. On February 25, 
Moody’s Investors Service upgraded the CNHI’s senior 
unsecured debt to Baa2, affecting $9 billion in outstanding 
debt. Moody’s Investors Service also upgraded the 
unsecured debt of several subsidiaries of CNHI.  
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RATINGS ROUND-UP 
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FIGURE 1
Rating Changes - US Corporate & Financial Institutions: Favorable as a % of Total Actions

By Count of Actions By Amount of Debt Affected

* Trailing 3-month  average

Source: Moody's

 FIGURE 2

BCF Bank Credit Facility Rating MM Money-Market
CFR Corporate Family Rating MTN MTN Program Rating
CP Commercial Paper Rating Notes Notes
FSR Bank Financial Strength Rating PDR Probability of Default Rating
IFS Insurance Financial Strength Rating PS Preferred Stock Rating
IR Issuer Rating SGLR Speculative-Grade Liquidity Rating

JrSub Junior Subordinated Rating SLTD Short- and Long-Term Deposit Rating
LGD Loss Given Default Rating SrSec Senior Secured Rating 
LTCF Long-Term Corporate Family Rating SrUnsec Senior Unsecured Rating 
LTD Long-Term Deposit Rating SrSub Senior Subordinated
LTIR Long-Term Issuer Rating STD Short-Term Deposit Rating

Rating Key
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FIGURE 3
Rating Changes: Corporate & Financial Institutions - US

Date Company Sector Rating
Amount   

($ Million)
Up/ 

Down

Old 
LTD 

Rating

New LTD 
Rating

IG/S
G

2/23/2022 BOSTON SCIENTIFIC CORPORATION Industrial SrUnsec 9148.18 U Baa2 Baa1 IG
2/23/2022 MACY'S, INC. Industrial SrUnsec/LTCFR/PDR 3409.76 U Ba3 Ba2 SG

2/23/2022
SOUTHEAST POWERGEN, LLC-MACKINAW 
POWER, LLC

Industrial SrSec 52.60 U Baa3 Baa2 IG

2/23/2022
SK TITAN HOLDINGS LLC-ASCEND 
PERFORMANCE MATERIALS OPERATIONS LLC

Industrial SrSec/BCF/LTCFR/PDR U B1 Ba3 SG

2/24/2022 DUNN PAPER HOLDINGS, INC. Industrial SrSec/BCF/LTCFR/PDR D Caa3 Ca1 SG
2/25/2022 ADAMS HOMES, INC. Industrial SrUnsec/LTCFR/PDR 225.00 U B3 B2 SG
3/1/2022 BRINKER INTERNATIONAL, INC. Industrial SrUnsec/LTCFR/PDR 950.00 U B2 B1 SG

3/1/2022
GLOBAL ATLANTIC FINANCIAL GROUP-GA 
Global Funding Trust

Financial
SrSec/SrUnsec/LTIR/Sub/
MTN/IFSR

U A3 A2 IG

3/1/2022
TARGA RESOURCES CORP.-TARGA 
RESOURCES PARTNERS LP

Industrial SrUnsec 6750.00 U Ba1 Baa3 SG

3/1/2022
ROAD HOLDINGS III, L.L.C.-ASSOCIATED 
ASPHALT PARTNERS, LLC

Industrial SrSec/BCF/LTCFR/PDR D Caa1 Caa2 SG

3/1/2022 8TH AVENUE FOOD & PROVISIONS, INC. Industrial SrSec/BCF/LTCFR/PDR D B2 B3 SG
Source: Moody's

FIGURE 4
Rating Changes: Corporate & Financial Institutions - Europe

Date Company Sector Rating
Amount   

($ Million)
Up/ 

Down

Old 
LTD 

Rating

New 
LTD 

Rating

O
l
d 

IG/
SG

Country

2/23/2022 HAYA REAL ESTATE, S.A.U. Industrial SrSec/LTCFR/PDR 553.21 D Caa1 Caa2 SG SPAIN
2/25/2022 CNH INDUSTRIAL N.V. Industrial SrUnsec/MTN 9019.70 U Baa3 Baa2 IG UNITED KINGDOM
2/28/2022 SAS AB Industrial LTCFR/Sub/PDR/MTN 138.87 D Caa1 Caa3 SG SWEDEN
2/28/2022

DELTA TOPCO LIMITED-DELTA 2 (LUX) 
S A R L

Industrial SrSec/BCF/LTCFR/PDR U B2 B1 SG LUXEMBOURG
3/1/2022 MHP SE Industrial LTCFR/PDR D B2 B3 SG CYPRUS
3/1/2022 METINVEST B.V. Industrial LTCFR/PDR D B2 B3 SG NETHERLANDS
3/1/2022 FERREXPO PLC Industrial PDR D B2 B3 SG SWITZERLAND
Source: Moody's
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Figure 1: 5-Year Median Spreads-Global Data (High Grade)
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CDS MOVERS 

 

CDS Implied Rating Rises
Issuer Mar. 2 Feb. 23 Senior Ratings
Colgate-Palmolive Company Aa3 A3 Aa3
Texas Instruments, Incorporated Aa2 A1 Aa3
Air Products and Chemicals, Inc. A2 Baa1 A2
Stanley Black & Decker, Inc. A1 A3 Baa1
Nordstrom, Inc. B1 B3 Ba1
John Deere Capital Corporation A2 A3 A2
CVS Health Corporation A2 A3 Baa2
Exxon Mobil Corporation Aa1 Aa2 Aa2
International Business Machines Corporation A2 A3 A3
Caterpillar Financial Services Corporation Aa3 A1 A2

CDS Implied Rating Declines
Issuer Mar. 2 Feb. 23 Senior Ratings
CenterPoint Energy, Inc. Baa2 A3 Baa2
PepsiCo, Inc. A2 A1 A1
Philip Morris International Inc. A2 A1 A2
General Electric Company Baa3 Baa2 Baa1
Eli Lilly and Company Aa2 Aa1 A2
FirstEnergy Corp. Baa3 Baa2 Ba1
Emerson Electric Company Baa1 A3 A2
Danaher Corporation A3 A2 Baa1
Archer-Daniels-Midland Company A2 A1 A2
United Rentals (North America), Inc. Ba2 Ba1 Ba2

CDS Spread Increases
Issuer Senior Ratings Mar. 2 Feb. 23 Spread Diff
Talen Energy Supply, LLC Caa2 4,721 4,421 300
United Airlines Holdings, Inc. Ba3 519 472 47
Delta Air Lines, Inc. Baa3 311 266 45
American Airlines Group Inc. Caa1 881 836 44
United Airlines, Inc. Ba3 509 466 43
Rite Aid Corporation Caa2 1,233 1,191 41
Liberty Interactive LLC B2 621 592 29
Travel + Leisure Co. B1 250 225 25
Southern California Edison Company Baa2 127 106 21
Meritage Homes Corporation Ba1 213 192 21

CDS Spread Decreases
Issuer Senior Ratings Mar. 2 Feb. 23 Spread Diff
Nordstrom, Inc. Ba1 339 437 -98
Nabors Industries, Inc. Caa2 571 630 -59
United States Steel Corporation B1 370 407 -37
Pitney Bowes Inc. B3 658 694 -36
Macy's Retail Holdings, LLC Ba2 281 311 -30
Dish DBS Corporation B3 574 601 -27
Lumen Technologies, Inc. B2 488 513 -25
Occidental Petroleum Corporation Ba2 150 175 -24
Kohl's Corporation Baa2 337 361 -24
Gap, Inc. (The) Ba3 310 333 -23
Source: Moody's, CMA

CDS Spreads 

CDS Implied Ratings

CDS Implied Ratings

CDS Spreads 

Figure 3.  CDS Movers - US (February 23, 2022 – March 2, 2022)



  

 

MOODY’S ANALYTICS          CAPITAL MARKETS RESEARCH / WEEKLY MARKET OUTLOOK 20 

 

CDS Movers 

 

CDS Implied Rating Rises
Issuer Mar. 2 Feb. 23 Senior Ratings
Scottish Power UK plc Aa2 A2 Baa1
Scottish Power Limited Aa3 A3 Baa1
DZ BANK AG A1 A2 Aa2
Landesbank Hessen-Thueringen GZ Aa2 Aa3 Aa3
Anglo American plc Baa3 Ba1 Baa2
Unione di Banche Italiane S.p.A. Baa1 Baa2 Baa3
Orsted A/S Aa2 Aa3 Baa1
Thales A2 A3 A2
ASML Holding N.V. Aa3 A1 A2
United Kingdom, Government of Aaa Aaa Aa3

CDS Implied Rating Declines
Issuer Mar. 2 Feb. 23 Senior Ratings
Raiffeisen Bank International AG Ba2 A3 A2
Carlsberg Breweries A/S Baa1 A2 Baa2
France, Government of Aa1 Aaa Aa2
BNP Paribas A2 A1 Aa3
Societe Generale A3 A2 A1
Deutsche Bank AG Baa2 Baa1 A2
ING Groep N.V. Baa1 A3 Baa1
UniCredit S.p.A. Baa3 Baa2 Baa1
Nordea Bank Abp Aa2 Aa1 Aa3
Credit Agricole Corporate and Investment Bank A1 Aa3 Aa3

CDS Spread Increases
Issuer Senior Ratings Mar. 2 Feb. 23 Spread Diff
Boparan Finance plc Caa1 1,841 1,400 441
Raiffeisen Bank International AG A2 192 57 136
Casino Guichard-Perrachon SA Caa1 1,012 895 117
Novafives S.A.S. Caa2 1,164 1,055 109
Vedanta Resources Limited B3 900 825 75
Banca Monte dei Paschi di Siena S.p.A. Caa1 454 381 73
Renault S.A. Ba2 280 209 71
Piraeus Financial Holdings S.A. Caa2 609 572 37
Fortum Oyj Baa2 116 79 37
Telefonaktiebolaget LM Ericsson Ba1 149 113 36

CDS Spread Decreases
Issuer Senior Ratings Mar. 2 Feb. 23 Spread Diff
Leonardo S.p.A. Ba1 185 214 -29
Scottish Power Limited Baa1 41 53 -12
Scottish Power UK plc Baa1 37 48 -11
Stagecoach Group Plc Baa3 76 82 -6
Italy, Government of Baa3 91 96 -5
FCE Bank plc Baa3 155 160 -5
BAE SYSTEMS plc Baa2 53 58 -5
Unione di Banche Italiane S.p.A. Baa3 68 71 -4
Landesbank Hessen-Thueringen GZ Aa3 37 39 -3
Smiths Group plc Baa2 81 84 -3
Source: Moody's, CMA

CDS Spreads 

CDS Implied Ratings

CDS Implied Ratings

CDS Spreads 

Figure 4.  CDS Movers - Europe (February 23, 2022 – March 2, 2022)
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CDS Movers 

 

CDS Implied Rating Rises
Issuer Mar. 2 Feb. 23 Senior Ratings
Japan, Government of Aaa Aaa A1
China, Government of A3 A3 A1
Australia, Government of Aaa Aaa Aaa
India, Government of Baa3 Baa3 Baa3
Indonesia, Government of Baa3 Baa3 Baa2
Korea, Government of Aa1 Aa1 Aa2
Sumitomo Mitsui Banking Corporation Aa2 Aa2 A1
Westpac Banking Corporation A1 A1 Aa3
Korea Development Bank Aa1 Aa1 Aa2
Export-Import Bank of Korea (The) Aa1 Aa1 Aa2

CDS Implied Rating Declines
Issuer Mar. 2 Feb. 23 Senior Ratings
Kazakhstan, Government of Ba1 Baa2 Baa2
Norinchukin Bank (The) A1 Aa2 A1
Development Bank of Kazakhstan Ba3 Ba1 Baa2
Commonwealth Bank of Australia Aa3 Aa2 Aa3
National Australia Bank Limited Aa3 Aa2 Aa3
Philippines, Government of Baa3 Baa2 Baa2
Thailand, Government of Aa3 Aa2 Baa1
Malaysia, Government of Baa2 Baa1 A3
Macquarie Group Limited Baa1 A3 A3
Mitsubishi Corporation Aa1 Aaa A2

CDS Spread Increases
Issuer Senior Ratings Mar. 2 Feb. 23 Spread Diff
Development Bank of Kazakhstan Baa2 246 148 98
Pakistan, Government of B3 495 425 70
Kazakhstan, Government of Baa2 137 82 55
Halyk Savings Bank of Kazakhstan Ba2 367 337 30
SoftBank Group Corp. Ba3 359 341 18
Macquarie Group Limited A3 67 53 14
Nissan Motor Co., Ltd. Baa3 101 88 13
Holcim Finance (Australia) Pty Ltd Baa2 114 101 13
Indonesia, Government of Baa2 107 95 12
Philippines, Government of Baa2 91 80 11

CDS Spread Decreases
Issuer Senior Ratings Mar. 2 Feb. 23 Spread Diff
Woolworths Group Limited Baa2 61 64 -2
ORIX Corporation A3 31 31 0
Nippon Telegraph and Telephone Corporation A1 20 20 0
SK Innovation Co. Ltd. Baa3 102 102 0
Japan, Government of A1 17 17 0
Australia, Government of Aaa 15 15 0
MUFG Bank, Ltd. A1 32 32 0
Kyoto, City of A1 24 24 0
MTR Corporation Limited Aa3 34 34 0
East Japan Railway Company A1 21 21 0
Source: Moody's, CMA

Figure 5.  CDS Movers - APAC (February 23, 2022 – March 2, 2022)
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Figure 6. Market Cumulative Issuance - Corporate & Financial Institutions: USD Denominated
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Figure 7. Market Cumulative Issuance - Corporate & Financial Institutions: Euro  Denominated
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Investment-Grade High-Yield Total*
Amount Amount Amount

$B $B $B
Weekly 24.997 1.000 27.352

Year-to-Date 264.390 45.041 321.368

Investment-Grade High-Yield Total*
Amount Amount Amount

$B $B $B
Weekly 10.396 0.000 10.424

Year-to-Date 160.770 12.951 174.747
* Difference represents issuance with pending ratings.
Source: Moody's/ Dealogic

USD Denominated

Euro Denominated

Figure 8. Issuance: Corporate & Financial Institutions
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