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Fear of Smaller Banks 
The recent failures of Silicon Valley Bank, 
Signature Bank, and Silvergate Bank have 
seen massive deposit outflows in the 
banking system, especially from small 
and midsize regional banks. Estimates 
suggest as much as $550 billion in 
deposits have moved to larger, safer 
banks or to money market funds. Money 
market fund inflows account for an 
extraordinary $250 billion of the total 
money moves over the last two weeks, 
largely driven by investors piling into 
government funds that concentrate on 
short-maturity Treasury securities. 
Excluding when the economy shut down 
during the COVID-19 pandemic, this 
marks the largest two-week increase in 
the data back to 2007. 

Significant flows into money market 
funds began to pick up in November 
after the policy rate breached 3%, and 
funds—which invest in short-term securities whose yield closely tracks the policy rate—
were finally able to offer would-be investors returns that would turn bank depositors’ 
heads. Since then, money market fund returns have approached 4.5% as about $150 billion 
has piled into retail prime funds and $350 billion into government funds, including the 
$250 billion over the last two weeks. That is certainly turning up the heat on banks to offer 
more competitive interest rates on deposits, which will eat into their margins. 

Prime funds, which invest in riskier and less liquid corporate securities, have seen the most 
growth in the retail segment, with institutional funds seeing only a trickle of inflows. That is 
probably a good thing, as those funds experienced investor runs during the financial crisis 
and the early days of the pandemic—despite additional regulations in 2017 that shrank 
their footprint and decreased their risk. Retail investors tend to be a little less prone to a 
mass exodus from funds, although we have seen a few billion dollars drain out of retail 
prime over the past few weeks as financial system fears ratcheted up, suggesting the 
vehicles may not be completely immune to runs. 

In recent years, money funds have benefited from being given access to the Federal 
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Reserve’s reverse repo facility intended to keep the policy rate 
above the lower floor of the Fed’s target range. The facility 
allows funds to park cash with the Fed—typically overnight—
and receive collateral in the form of Treasury securities and an 
overnight interest rate just a little under the federal funds 
rate. The outstanding transactions in the reverse repo facility 
have grown from almost nothing in early 2021 to around $2 
trillion in recent months, largely driven by money market fund 
holdings. Access to the facility provides them with a cheap 
way of managing their liquidity and enhances their ability to 
compete with bank deposits. It also parks a large chunk of 
liquidity with the Fed that would otherwise reside in the 
banking system. At the margins, this adds to bank deposit 
pressures. 

Collective psyche holds up 
The U.S. Conference Board Consumer Confidence Index 
landed in the Goldilocks zone from the Federal Reserve’s 
perspective for two reasons. First, consumer confidence 
unexpectedly improved in March, despite recent turmoil in 
the banking system. The cutoff for the Consumer Confidence 
Survey was March 20, which came 10 days after the failure of 
Silicon Valley Bank. The increase in the Consumer Confidence 
Index, which partly reversed February’s decline, was driven by 
consumers’ more sanguine outlook for short-term income, 
business and labor market conditions, whereas their appraisal 
of the present situation deteriorated modestly.  
 
All this suggests that the collective psyche is not fraying, at 
least according to the Conference Board. Economic recessions 
are ultimately a loss of faith in which consumers lose 
confidence that they will hold onto their jobs and curtail their 
spending. Though the odds of a recession over the next 12 to 
18 months have increased in recent weeks, our baseline 
assumption that the economy will avert a full-blown 

downturn rests on deft policymaking by the Fed, further 
progress on the inflation front, no sudden stop in credit, and a 
collective psyche that holds up. 
 
The second reason that the Consumer Confidence Survey was 
favorable from the central bank’s point of view was that it 
pointed to some loosening in labor market conditions. This is 
key because the Fed views the labor market as the primary 
channel by which to bring down inflation. The share of 
consumers stating that jobs were “plentiful” decreased from 
51.2% in the prior month to 49.1%. Meanwhile, the share of 
consumers reporting that jobs are “hard to get” was 10.3%, 
roughly the same as in the previous month. Consequently, the 
labor market differential, or the difference between those 
saying jobs are plentiful versus hard to get, decreased from 
40.7 in February, which was the highest since April 2022, to 
38.8 in March. Exactly a year ago, the differential hit a record-
high 47.1. 
 
The labor market differential is still high from a historical 
perspective despite a surge in job cut announcements, and a 
major reason for this is that job-finding rates for the 
unemployed are meaningfully higher than their average in the 
past two economic expansions across industries. The job-
finding rate is defined as the share of individuals who were 
unemployed in the prior month who were employed in the 
current month. 
 
It is important to emphasize that the Consumer Confidence 
Index and the labor market differential have historically 
moved in near tandem. However, the two have decoupled 
dramatically during COVID-19 because of pandemic fatigue 
and stubbornly high inflation, among other reasons. Based on 
their historical relationship, we would expect the Consumer 
Confidence Index to be 139.8 in March, more than 35 points 
higher than its actual level. 
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  TOP OF MIND 

Consumer Credit Outlook 
BY KYLE HILLMAN

U.S. consumer credit markets moderated in February. Total 
balances rose by 0.1% from January levels, a deceleration 
from their 0.3% gain in the month prior. Year-on-year 
growth in outstanding balances across all products slowed 
from 7.3% to 6.8%. Active account gains also faded in 
February, with the number of open trades falling 0.4% 
below January levels; on a year-ago basis, active account 
growth slowed from 5.1% to 4.4%. The current consumer 
credit cycle is fading in the face of higher interest rates. 

The slowdown is taking place across most product 
categories. First mortgage volume growth decelerated from 
a year-on-year pace of 6.7% to 6.1%; in February 2022, 
mortgage balances grew by nearly 9% annually. 
The housing market is contracting as higher rates have 
pushed a share of would-be buyers to the sidelines while 
also limiting supply, as most sellers, who are likely also 
buyers, are unwilling to stomach price reductions or give up 
their current low interest rates. The auto market is also 
cooling, with volume gains fading from 8% to 7% between 
January and February. However, weakness is concentrated in 
the auto finance segment, where rising delinquency and 
default rates have led lenders to pull back. 

In contrast, bank auto lending remains robust; year-on-year 
growth decelerated in February, but at 10.8%, it is just off 
its cyclical high. Consumer spending-related credit products 
are a mixed bag. Year-on-year growth in bankcard balances 
accelerated from 19.7% to 20.9% in February, the product’s 
fastest gain in the time series maintained by Moody’s 
Analytics. Meanwhile, retail card volume growth has 
trended sideways since spring 2022, while consumer finance 
has rolled over. Home equity lending remains robust as 
homeowners take advantage of the last two years’ price 
gains, while the student loan segment shows modest 
growth. 

 

Performance continues to deteriorate, but it is important to 
remember that the increase in delinquency and default 

rates is off an artificially low base. The total dollar 
delinquency rate across all products modestly declined from 
1.64% to 1.62% in February. While the total delinquency 
rate across all products is 43 basis points higher than in 
February 2022, it remains nearly a full percentage point 
below its pre-pandemic level. This dynamic—worse 
performance relative to 2022 but better performance than 
prior to the pandemic—is true for most products. The 
outliers to this trend are the auto and consumer finance 
segments, where delinquency rates today are higher than in 
February 2020. 

Only as good as your last loan 
The previous argument—lower delinquency rates today 
relative to early 2020 but worsening performance over the 
last year—is true at the product level but not across 
vintages. Loans originated in 2022 have gotten off to a 
rough start, though this trend varies by product. The 
performance for recently originated first mortgage and 
home equity accounts is comparable to vintages that 
originated prior to the pandemic, though their performance 
is worse than that of loans written in 2021 and 2022. 

 

This divergence reflects the sharp shift in the housing 
market following the pandemic. Mortgage rates dropped 
and prices sharply rose in 2020 and 2021; as a result, most 
buyers could lock in generous financing terms and likely 
experienced a substantial equity gain, which, with various 
mortgage forbearance programs, pushed delinquency and 
default rates below historical norms. Loans written in 2022 
have faced a difficult environment; interest rates doubled 
over the last year, and home values are flat or declining in 
many markets. Forbearance programs have been removed, 
with late-payment rates returning to historically normal 
levels. 

The situation is more concerning for nonresidential loans, 
particularly consumer spending-related credit products. 

https://www.economy.com/economicview/chapter/6/United-States-Consumer--Credit
https://www.economy.com/economicview/chapter/12/United-States-Real-Estate
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Credit card and consumer finance lenders aggressively 
expanded lending in late 2021 and early 2022, looking to 
make up for falling demand during the height of the 
pandemic. At the same time, a combination of excess 
savings on the part of households and borrower support 
programs on the part of creditors pushed down delinquency 
and default rates, which, by proxy, lifted credit scores. As a 
result, the risk profiles for borrowers, visible to lenders and 
underwriters, improved, even if the underlying 
creditworthiness of the borrower pool was unchanged. 
These two factors likely led to riskier consumer loans being 
underwritten, the toll of which is now beginning to 
materialize. 

 

These developments are concerning in the context of the 
current economic cycle. The unemployment rate, at 3.6%, 
is near its historical low, and wage growth has been strong 
over the last two years. Consumers are stretching to deal 
with higher prices but thus far have been able to lean on 
excess savings and credit to cover the shortfall between 
income and expenditures. The unemployment rate will rise 
from 3.6% to approximately 4% by the end of 2024, while 
monthly job gains slow from their current pace of 250,000 
per month to less than 100,000. At the same time, excess 
savings will be exhausted, particularly for lower-income 
households. Credit stress will intensify, particularly for 
lower-credit-score borrowers in the consumer finance and 
credit card segments. Fortunately, these markets are small 
enough that the shock will not change the outlook of no 
recession under the baseline forecast, but creditors with 
significant exposure to these products should be watched. 

Clues from housing 
Despite a frozen housing market and a slowing labor 
market, first mortgage performance has been strong in 
recent months. The total dollar delinquency rate for 
mortgages fell from 1.35% to 1.33% in February, and 
defaults remain rare. However, data from the Mortgage 
Bankers Association, which provides a view of performance 
at the loan-type level, suggest that weakness is 
materializing across Federal Housing Administration loans. 

 

These loans allow smaller down payments and reduced 
standards, making them attractive to lower-income and 
first-time homebuyers. FHA loans account for around 14% 
of all mortgages, and while the increase in delinquency rates 
is not a macro risk, as FHA loans are government-backed, 
the rise in late-payment rates is another indication that 
lower-income and younger borrowers face increased credit 
stress given persistent inflation. 

Outlook 
This year will be difficult for the U.S. economy. Real GDP 
will rise by 1.9%, with strength concentrated in the first 
quarter; output growth will hover around 1% annualized 
during the second and third quarters before accelerating in 
the final three months of the year. In addition, despite a 
strong start to 2023, the labor market will significantly 
loosen in the near term, with monthly job gains dipping 
below 100,000 during the second quarter. A softer job 
market will translate to slower wage growth, one of 
the Federal Reserve’s key targets in its fight against inflation. 
While growth moderates, the baseline forecast assumes the 
U.S. avoids a recession this year. 

Consumer credit markets will slow in tandem. Most 
products have already downshifted as the combination of 
higher interest rates and waning confidence weighs on 
balance growth. Performance bears watching. Delinquency 
and default rates will rise toward 2019 levels without a 
recession; should the economy contract, credit stress will 
increase. 

Risks 
Recession risks are elevated. The Federal Reserve remains 
aggressive; the baseline forecast assumes the central bank 
will continue to raise rates during the first half of the year. 
The concern is that the Federal Open Market Committee 
could overshoot its target, tightening in the face of slower 
job growth and difficult financial conditions, tipping the U.S. 
into recession. Credit markets would contract under this 
scenario, while performance, which has deteriorated in 
recent months, would worsen further. 

https://www.economy.com/economicview/chapter/1/United-States-Monetary-policy
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The Week Ahead in the Global Economy  
U.S.  

The U.S. economic calendar will be heating up, highlighted by 
the release of the March employment report at the end of 
next week. We expect payroll gains will moderate further 
from the elevated rate of growth seen in January and 
February. The unemployment rate is likely to hold steady as 
growth in the labor force keeps pace with job gains.  

The Fed will also be keeping a close eye on data from the Job 
Openings and Labor Turnover survey. Job openings remain 
quite high, signaling excess demand in the labor market, 
though we do expect the rate of job openings to continue 
softening. 

The ISM manufacturing index has been in contractionary 
territory in recent months and that will not change in the 
March data. The early read from regional Fed surveys confirms 
that manufacturers are still struggling against strong 
economic headwinds. 

Other key data to be released next week include construction 
spending, vehicle sales, factory orders, international trade, and 
the ISM nonmanufacturing index. 

Europe  

Industrial production figures in the major euro zone 
economies will be the main releases to look out for. We 
expect there was modest growth in February in Germany, but 
output likely contracted in France and Spain. French industry 
was likely to have been negatively affected by the strikes that 
continued in February and March. The manufacturing PMI 
from the country, meanwhile, dropped between January and 
February as output and sentiment darkened and new orders 
took a strong hit. Spanish industry will likely fall back further 
as the industry struggles with supply issues and lagging 
demand. The situation looks slightly better in Germany, as we 
expect some residual momentum from January to have 
carried through to February.  

Meanwhile, retail sales in Italy likely inched down 0.3% 
month over month after jumping 1.7% in January. Still-high 
inflation is draining purchasing power, and after the strength 
in January we expect households shifted gradually to spending 
on services or increasing precautionary savings. 

Asia Pacific 

Central banks in Australia, New Zealand and India are set to 
decide on monetary policy settings, with each case expected 
to be a line-ball call. 

First cab off the rank, the Reserve Bank of Australia is 
expected to raise its cash rate by 25 basis points to 3.85%, 
although the case for a pause has strengthened. Minutes from 
the Reserve Bank Board’s March meeting indicated that data 

spanning employment, inflation, business sentiment and retail 
sales would determine if an April pause was warranted. Since 
the March meeting, those four data references have come in 
fairly soft. Of note, inflation figures for February cooled for a 
second month in a row, landing at 6.8% year on year. Retail 
trade rose 0.2% in February from January, but this was likely 
the result of an increase in migration (and related spending as 
new arrivals got settled) rather than excess demand in the 
economy. Although conditions are ripe for a pause, we believe 
the RBA is more likely to hike to the terminal rate in case data 
proves stronger than expected in the months ahead.  

Across the Tasman, the Reserve Bank of New Zealand is 
expected to cool its hiking pace, opting for a 25-basis point 
increase in the official cash rate to 5%. Kiwi households have 
been insulated from the tightening cycle—almost 90% of 
mortgages were fixed in 2020, a time when the cash rate was 
at a record low 0.25%. These mortgages will roll off three-
year fixed terms this year and will need to be refinanced at 
rates almost 4 percentage points higher than previously. The 
RBNZ can afford to slow its hiking pace and save the 
economy some pain because inflation expectations are 
coming down, demand-side pressures are abating, and 
supply-driven inflation from commodity and transport prices 
is coming down. The economy has also faltered, and we 
expect it to contract through 2023 as higher borrowing costs 
bite into household consumption. 

Growing dissent in the Reserve Bank of India’s Monetary 
Policy Committee is likely to see a contentious decision for a 
25-basis point increase in the reverse repo rate to 6.75%. At 
its last meeting, two out of six committee members voted for 
a pause; a third member suggested a pause was imminent. 
Hawkish members believed core inflation was too high and 
that a meaningful deceleration was needed before a pause 
could be considered. 

Latin America 

Latin America’s major economies have struggled in the 
opening months of this year, and next week’s batch of 
indicators will fill in important holes in the hard data. Top of 
mind are the March CPI figures, which will give a more 
complete picture of central banks’ battle against inflation, 
one that has grown more complicated as of late amid still-
high food prices and, in Colombia, a weak currency. The 
upcoming week will also bring decision day in Chile, with 
central bank directors expected to leave the policy rate 
unchanged for the third consecutive meeting. Given that the 
Chilean economy is in recession, all eyes will be on the 
bank’s communique and any sprinkling of hints over when 
easing might begin. 
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Geopolitical Calendar 

 

Date Country Event
Economic 
Importance

Financial Market Risk

2-Apr Finland General election Medium Low

4-Apr Australia Reserve Bank of Australia monetary policy announcement Medium Low

28-Apr Japan Bank of Japan monetary policy announcement Medium Low

28-Apr EU Eurogroup Low Low

April Solomon Islands General election Low Low

May New Zealand 2023 budget Low Low

May Thailand General election Low Low

4-May Euro zone European Central Bank monetary policy announcement Medium Medium

5-May United Kingdom Bank of England monetary policy announcement Medium Medium

14-May Turkey Presidential and parliamentary elections Low Low

14-May Thailand General election Low Low

15-May EU Eurogroup Low Low

19-21-May G-7 Summit-Japan Low Low

30-Apr Paraguay General election Low Low

15-Jun Euro zone European Central Bank monetary policy announcement Medium Medium

15-Jun EU Eurogroup Low Low

16-Jun United Kingdom Bank of England monetary policy announcement Medium Medium

25-Jun Guatemala General election Low Low

29-30-Jun European Union European Council summit Low Low

By Jul Greece General election Medium Low

23-Jul Cambodia General election Low Low

27-Jul Euro zone European Central Bank monetary policy announcement Medium Medium

4-Aug United Kingdom Bank of England monetary policy announcement Medium Medium

18-Aug United States U.S. Treasury X-date High High

1-Sep France Senatorial elections Low Low

9-10 Sep G-20 India hosts G-20 summit Low Low

14-Sep Euro zone European Central Bank monetary policy announcement Medium Medium

Sep U.N. General Assembly, New York Low Low

22-Sep United Kingdom Bank of England monetary policy announcement Medium Medium

By 12-Oct Spain General elections Medium Medium

14-Oct New Zealand General election Low Low

26-Oct Euro zone European Central Bank monetary policy announcement Medium Medium

26-27-Oct EU European Council summit Low Low

29-Oct Argentina General election Medium Medium

29-Oct Colombia Regional elections Low Low

Oct/Nov ASEAN Indonesia to host ASEAN summit Low Low

Nov Indonesia Association of Southeast Asian Nations Low Low

Nov APEC Economic leaders' meeting, to be held in San Franciso, U.S. Low Low

3-Nov United Kingdom Bank of England monetary policy announcement Medium Medium

6-17 Nov U.N. COP 28, to be held in Dubai, UAE Low Low

14-Dec Euro zone European Central Bank monetary policy announcement Medium Medium

14-15-Dec EU European Council summit Low Low

15-Dec United Kingdom Bank of England monetary policy announcement Medium Medium



 

 

MOODY’S ANALYTICS          CAPITAL MARKETS RESEARCH / WEEKLY MARKET OUTLOOK 7 

THE LONG VIEW: U.S. 

Another Week Without High-Yield Issuance 
BY STEVEN SHIELDS 

CREDIT SPREADS 

Moody's long-term average corporate bond spread is 165 
basis points, 7 bps narrower than the 172 bps at this time 
last week, but wider than the 139-bps average in February. 
Over the past 12 months, the highest average corporate 
bond spread was 178 bps, while the low was 139.  

Meanwhile, the long-term average industrial corporate bond 
spread narrowed 10 basis points to 141. It is currently in the 
middle of its 12-month band after reaching a high of 162 
bps last July.  

After peaking at 522 basis points, a near six-month high, the 
ICE BofA U.S. high-yield option adjusted bond spread 
narrowed over the past week by 39 bps to 483. The 
Bloomberg Barclays high yield option adjusted spread has 
bounced around recently and is currently 498 bps, 
compared with 481 at this time last week. The high-yield 
option adjusted bond spread is tighter than that suggested 
by the accompanying long-term Baa industrial company 
bond yield spread and that implied by a VIX of 21.7%. 

While highly uncertain given how quickly events are 
unfolding, the impact of the bank failures on the economic 
outlook should be on the margin and we do not anticipate 
the recent banking turmoil to push the U.S. economy into 
recession. 

DEFAULTS 
Nine Moody’s-rated corporate debt issuers defaulted in 
February, up from a revised six in January. The global 
speculative-grade corporate default rate came in at 2.8% for 
the trailing 12 months ended in February, unchanged from 
the December and January levels. 

The largest default of the month was from Avaya Inc. and its 
parent Avaya Holdings Corp The New Jersey-based provider 
of unified communications, collaboration and contact 
center software and services filed for Chapter 11 bankruptcy 
protection for the second time in six years, following 
investigations and potential litigation surrounding the 
company's reporting of results and guidance in conjunction 
with its June 2022 debt refinancing. Moody’s Investors 
Service had downgraded the company’s CFR to Caa2 with a 
negative outlook in August 2022, reflecting unsustainably 
high financial leverage, sustained cash burn and increased 
near-term performance challenges. Under Avaya’s 
prepackaged plan of reorganization, more than 90% of the 
secured lenders agreed to reduce its debt to about $800 
million from $3.4 billion.  

Besides the two defaulters within Avaya’s corporate family, 
five other U.S. companies also defaulted in February. They 

were AMC Entertainment Holdings Inc., API Holdings III 
Corp., and Equinox Holdings Inc., which conducted 
distressed exchanges; and Akorn Operating Company LLC 
and KNB Holdings Corp., which filed for bankruptcy. Outside 
of the U.S., Foodco Bondco SAU of Spain did not make an 
interest payment on its 6.25% notes at the end of the grace 
period, while Luxembourg-based Altisource Sarl completed a 
distressed exchange.  

Fifteen companies defaulted in the first two months of this 
year, down from 17 in the comparable period last year. 
Across sectors, hotel, gaming and leisure had the most year-
to-date defaults, with three. Durable consumer goods, retail 
and telecommunications followed with two each. By region, 
North America had 11 defaults, all from the U.S. The rest 
were from Europe (three) and Latin America (one). 

Moody’s Investors Service predicts the global speculative-
grade default rate will rise this year amid a backdrop of 
higher interest rates, restrictive financing conditions, 
lingering inflation, and the likely contraction in economic 
activity in some countries. However, most issuers’ near-term 
debt maturities are manageable, and the risk of widespread 
defaults remains low.  

Under the baseline default scenario, Moody’s Investors 
Service expects the global speculative-grade corporate 
default rate to rise to 4.3% at the end of 2023 and then to 
increase to 4.7% by the end of February 2024. These 
forecasts, if realized, would surpass the long-term average of 
4.1% but remain well below prior recessionary levels, 
including the pandemic peak of 7%. The forecasts assume 
the U.S. high-yield spread will range from 437 basis points 
to 515 bps in the coming four quarters, while the U.S. 
unemployment rate will rise to 4.8%. At the end of last 
month, the high-yield spread stood at 412 bps and the 
unemployment rate was 3.6%. 

U.S. CORPORATE BOND ISSUANCE 
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-
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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 first quarter of 2022, worldwide offerings of 
investment grade corporate bonds totaled $901 billion, up 
12% on a year-ago basis.  

In the second quarter, corporate bond issuance weakened. 
Worldwide offerings of investment grade corporate bonds 
totaled $548 billion, down 21% on a year-ago basis. US$ 
denominated high-yield corporate bond issuance was $38 
billion in the second quarter, down from $63 billion in the 
first three months of the year.  

Third-quarter issuance declined further as higher interest 
rates weighed on lending activity. Worldwide offerings of 
investment grade corporate bonds totaled $505 billion, 
down 30% year over year. US$ denominated high-yield 
corporate bond issuance clocked in at $21 billion in the third 
quarter. High-yield issuance declined approximately 84% on 
a year-ago basis. 

Corporate debt issuance remained suppressed in the fourth 
quarter of 2022. US$-denominated high-yield issuance 
ended the year at $2.47 billion, reflecting a drastic 77% 
decline from 2021.  Meanwhile, investment-grade bond 
issuance totaled $1.29 trillion in 2022, corresponding to a 
20.8% decline from 2021. Over the past twelve months 
total US$-denominated issuance has tracked at a near-
decade low. 

In the period ending March 28, US$-denominated 
investment grade corporate bond issuance was $21.2 billion, 
bringing year-to-date issuance to $408.26 billion.  

The absence of any high-yield US$-denominated corporate 
debt issuance the past two weeks has resulted in the year-
to-date total remaining stagnant at $49.44 billion. This is 
tracking at its lowest point in seven years. Cumulative 
corporate debt issuance is currently 14.3% below the same 
period last year.  

U.S. ECONOMIC OUTLOOK 
Moody’s Analytics made modest adjustments to the U.S. 
baseline forecast in March based on new data and the recent 
collapse of Silicon Valley Bank, Signature Bank, and 
Silvergate Bank. These failures raise fears of contagion to 
other regional banks. Fundamentally, the outlook remains 
essentially the same, and the pace of annual GDP growth is 
only modestly changed. 

However, there was a material change to monetary policy 
assumptions this month. Strong job, spending and inflation 
figures have caused us to assume a higher terminal fed 

funds rate than last month, though the recent financial 
system turmoil altered the timing of the increases. New 
data, especially for spending and income, were strong, lifting 
first-quarter growth at the expense of coming quarters. In 
contrast, recent data suggested modestly lower oil prices 
than expected and caused only minor shifts in the outlook 
for the labor market. Fiscal policy assumptions remained 
unchanged, while the outlook for the 10-year Treasury is a 
bit lower because of recent events. 

Monetary policy 

Our baseline forecast for the federal funds rate has changed 
materially from the previous outlook. After stronger-than-
expected January jobs and inflation figures, followed by 
hawkish rhetoric from the Fed, we anticipate that 
policymakers will ultimately hike interest rates higher than 
in the previous baseline. But our expectations about the 
timing have changed. The failures of Silicon Valley Bank, 
Signature Bank, and Silvergate Bank have roiled the financial 
system, and the Fed will be under pressure to pause its rate 
hikes. Financial conditions are one of the factors used in Fed 
monetary policy decisions, and the turmoil will likely lead to 
a tightening in underwriting standards and less credit 
availability. Therefore, we assume that the Fed will pause its 
rate hikes in March to gauge just how much conditions have 
tightened, as well as the impacts on the economy and 
inflation. We then expect two more 25-basis point rate 
hikes at the May and June meetings of the Federal Open 
Market Committee, putting the terminal range for the fed 
funds rate at 5% to 5.25% in the summer. The previous 
outlook predicted a single 0.25-point rate hike in March and 
a terminal range for the fed funds rate of 4.75% to 5%. We 
anticipate that the Fed will keep rates at the terminal level 
before beginning to cut at the first FOMC meeting in 2024. 
Monetary policy will remain restrictive through the end of 
2025. The fed funds rate will return to its neutral rate in 
early 2026. 

Meanwhile, inflation continues to decelerate, although the 
progress is slower than last fall when pandemic-supply 
conditions and energy market frictions were fading. 
Consumer prices rose 0.37% in February, nearly matching 
the monthly average over the last six months. However, the 
increase was smaller than the almost 0.6% in January. The 
change in core inflation slightly accelerated to 0.44% in 
February, highlighting price pressures for shelter and 
nonshelter services. Overall, at 6%, year-over-year 
consumer price inflation remains well above the Fed’s 2% 
target. Various Fed governors reiterated that further interest 
rate hikes will be appropriate. However, they did not 
commit to how high the policy rate will ultimately have to 
go. Policymakers instead have signaled that they will stop 
when incoming data firmly suggest that broad-based 
inflation has turned. Their main bellwether remains labor 
market tightness. The Fed considers wage growth of 3.5% 
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consistent with its 2% inflation target. Year-over-year 
growth in the employment cost index for wages and salaries 
was 5% in the last quarter of 2022, down from its peak of 
5.7% earlier last year but still too high for policymakers to 
consider their job done. 

The baseline outlook reflects our expectation that 
inflationary pressures from supply-side frictions, energy 
markets, shelter, and U.S. labor market conditions will 
continue to soften throughout the year. The path toward a 
soft landing for the Fed remains narrow: Policymakers 
cannot ease up too early and have repeatedly pointed to 
tight financial market conditions as the central monetary 
policy mechanism to dampen demand. However, as U.S. 
demand shows signs of sustained cooling, keeping interest 
rates too high for too long risks choking off the expansion 
and increasing unemployment. It also risks unearthing 
further imbalances in the financial sector. 

Inflation remains the key to the baseline outlook. The March 
vintage has the CPI rising 4.1% in 2023 and 2.4% in 2024, a 
small uptick compared with 3.9% and 2.4%, respectively, in 
the prior baseline. The reason is that inflation in early 2023 
has decelerated a bit more than expected. 

Financial conditions remain unsettled as the recent market 
upheaval has undone some of the easing observed since 
inflation started to decelerate last fall. The 10-year Treasury 
yield briefly breached 4% in early March before falling back 
to 3.5%, as some investors scrambled for the exits after 
SVB’s failure. The baseline outlook has the 10-year Treasury 
yield averaging 3.7% during the first three months of this 
year, unchanged from the previous baseline, and peaking in 
the first quarter of 2025 at 4.1%. Compared with the prior 
baseline, this marks a slight decline of less than 10 basis 
points for each upcoming quarter, reflecting higher investor 
risk aversion. We project that the 10-year Treasury yield will 
start to decline into 2025. 

Foreign exchange markets have also started to relax since 
the Fed has slowed the pace of hiking. On a real broad 
trade-weighted basis, the U.S. dollar is still up more than 
10% from its pre-pandemic level, but in February has 
depreciated by more than 5% from its October peak. 

Energy 

Moody’s Analytics has lowered its oil price forecast. Brent 
crude oil is expected to average $88.53 a barrel in 2023, 
down from $90.59 a month ago. At prices north of $80, 
crude oil is overvalued relative to conditions on the ground. 
Moody’s Analytics’ current and future assessment of the 
supply/demand balance suggests that Brent prices should be 
around $75 and end the year around $80. 

A good bit of the tightening that we expect in the oil 
market, owing primarily to China’s reopening, is already 
being priced in. It would take the full combination of a 
massive surge in Chinese demand—beyond the International 
Energy Agency’s optimistic expectations—total EU 
compliance with the Russian energy ban, and a lack of 
Russian ability to reroute exports for oil to sustain $100 a 
barrel for an extended period this year. Given the balance of 
risks, we have lowered the oil price forecast, particularly in 
the second quarter. 

However, as we get into 2024, the buffer of oversupply will 
be gone, the prospects for new U.S. oil are bleak, and we 
expect the dollar to weaken considerably. This, combined 
with recent comments from U.S. drillers about a lack of 
productive shale oil inventory, has caused us to raise our oil 
price forecast for 2024. We expect Brent to then average 
$78.92 a barrel, up from $76.67. 

Moody’s Analytics also continues to reduce our forecast for 
Henry Hub natural gas prices. We expect gas prices to 
average $5.18 per million BTUs for 2023, down from $5.51 a 
month ago. Two of the three trains at the Freeport liquefied 
natural gas terminal have reopened, but that has had a 
modest impact on prices. Mild weather conditions continue 
to dominate the dynamics in the gas market, responsible for 
the oversupply. Absent a reversal in weather conditions or a 
near-term recovery in prices, we will likely continue to mark 
down our natural gas price forecast. 

Changes to the pattern of GDP growth 

The expansion in economic activity progressed in the second 
half of 2022 after pausing in the first half as measured by 
real GDP. The contribution from trade declined but 
inventory accumulation increased, and several other 
components contributed. Output rose 2.7%, following a 
3.2% gain in the third quarter, according to the second 
report from the Bureau of Economic Analysis. The year as a 
whole was weak, and the economy is sure to have a difficult 
2023, as it struggles under the weight of the interest rate 
increases orchestrated by the Federal Reserve to quell 
painfully high inflation and fallout from recent problems 
among banks. 

While the economy will struggle during the coming year in 
response to the Fed’s actions intended to rein in the high 
inflation, the baseline outlook holds that the Fed will be able 
to accomplish this without precipitating a recession. That is, 
it will be able to raise rates high enough to sufficiently quell 
the wage and price pressures, but not so high and fast that it 
fully knocks the wind out of the economy. This is a scenario 
Moody’s Analytics might call a “slowcession”—growth that 
comes to a near-standstill but never slips into reverse. 
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Revisions to the baseline forecast for real GDP are modest. 
The forecast for real GDP now shows only a slight dip in the 
first quarter of 2023, but a larger deceleration in growth in 
the second quarter before economic growth gradually 
accelerates. The strong January data contributed to this 
altered pattern, along with near-term concerns about the 
fallout from financial system issues. Annual growth rates in 
2022 and 2023 are 2.1% and 1.9%, respectively, the latter a 
marked improvement from last month’s forecast that comes 
at the expense of 2024. Growth in 2024 was revised lower 
to 1.9% and growth in 2025 was unchanged, at 2.7%. It will 
now take until 2025 before the economy returns to near-
potential growth. 

Labor market 

The February employment report underscored the labor 
market’s resilience but also showed signs of softening. Net 
payroll gains came in above expectations again but slowed 
from January’s outsize gain. The unemployment rate rose to 
3.6% as the labor force posted its third straight month of 
impressive gains. The new data were incorporated in the 
March baseline forecast, which has not materially changed 
from February. 

The strong momentum of the job market means that the 
marked weakening in the labor market is not expected to 
materialize until the second quarter of 2023 and beyond. 
Monthly job gains will average less than 75,000 in the 
second quarter, followed by gains of only about 25,000 per 
month during the final two quarters of 2023. Growth will 
pick up only modestly in 2024 as the risk of a recession 
remains high. High-profile layoffs by tech companies and 
banks have started to have an impact, and as a result, 
financial services and information payrolls will be among the 
biggest losers over the next year. Despite the housing 
market being pummeled by high interest rates, construction 
payrolls will remain mostly flat in 2023 as builders work 
through a significant pipeline of projects. 

The unemployment rate forecast has shifted slightly given 
the increase in February, with the rate now expected to hold 
stable at around 3.5% for most of this year before increasing 
at year’s end. The unemployment rate will soften further 
next year and peak at 4%. Over the next year, the increase 
in the unemployment rate will be right on the border of the 
50-basis point increase that historically has been a reliable 
indicator that the economy is in a recession. 

Fiscal policy 

The Treasury budget deficit will amount to 4.9% and 5.3% 
of GDP in fiscal 2023 and 2024, respectively, down from 
5.5% in fiscal 2022. The deficit-to-GDP ratio for the current 
fiscal year is 0.6 percentage point higher than in the 
February forecast following the budget shortfall that the 

Treasury recorded in February, which was the largest ever for 
the month of February outside of the COVID-19 pandemic. 
Also, personal tax payments have come in lighter than 
expected in early 2023. Close observers of the federal 
budget should not be sidetracked by the improvement in 
deficits since fiscal 2020, as this reflects the winding down 
of emergency pandemic relief. The federal budget is still on 
an unsustainable track, and budget shortfalls will reach 6.7% 
by fiscal 2033. Likewise, public debt outstanding will rise 
from an expected 97.1% in fiscal 2022 to 115.5% in fiscal 
2033. 

The U.S. Treasury is quickly approaching the X-date—the 
day it will not have enough cash to pay all of the federal 
government’s bills on time. Moody’s Analytics assumes 
lawmakers will suspend or increase the Treasury debt limit 
before this happens, allowing the Treasury to issue more 
debt and pay the government’s bills. The debt limit was hit 
on January 19, and the Treasury is using “extraordinary 
measures” to come up with the additional cash needed to 
pay its bills while staying under the statutory limit. Based on 
our updated assessment of the government’s outlays and 
receipts in the coming weeks, those measures seem likely to 
be exhausted by mid-August. To be more precise, the X-
date appears to be August 18, which is not much different 
from our assumption in the February vintage. Investors in 
short-term Treasury securities are coalescing around a 
similar X-date, demanding higher yields on securities that 
mature in late August, given worries that a debt limit breach 
may occur. 

Business investment and housing 

The Bureau of Economic Analysis’ second estimate of 
fourth-quarter real fixed business investment showed 
growth of 3.3% annualized, a measurable upward revision 
from 0.7% in the advance estimate. The bulk of the 
adjustment came from structures, which rose 8.5% 
annualized compared with 0.4% in the earlier publication. 
Drilling down further, the source appears to be that the large 
office segment recorded its first gain in real terms in more 
than three years. However, one quarter does not make a 
trend. 

Otherwise, the revised data on equipment spending mainly 
confirmed the weakness in IT, which led the overall decline. 
Pandemic-related spending by companies on computers and 
peripherals is past the peak as the proportion of the labor 
force working remotely stabilizes. However, the significant 
gains in transportation equipment spending were unchanged 
as supply-chain issues continue to resolve, and the upward 
revision in fourth-quarter growth in core industrial 
equipment spending to 6.1% annualized was noteworthy. 
Still, high-frequency data are pessimistic, with inflation-
adjusted new orders for nondefense, nonaircraft capital 
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goods steadily declining by 2.8% cumulatively over the 
course of 2022. 

The bottom line is that the improved fourth-quarter 
structures spending data will help to lift the outlook for 
2023 growth in business investment modestly. The new 
projection is that real business fixed investment will grow 
3.9% on an annual average basis, up from 3.4% forecast in 
February. The outlook for equipment spending is largely 
unchanged, up 2% versus February’s 1.8%. However, the 
unexpectedly high January CPI data mean that the Fed will 
tighten more than previously expected, adding downside risk 
to the outlook. The failure of SVB, the bank for high-tech 
startups, will also weaken business sentiment. 

By contrast, Moody’s Analytics downgraded its short-term 
outlook for housing permits and starts due to expectations 
for higher mortgage rates to persist throughout 2023. 
Underlying demand due to demographics continues to 

support increased construction activity in the long run as 
vacancy rates remain near their all-time lows and as the 
nation continues to run a significant housing deficit. Builders 
are expected to slow applications for new permits in 2023 
as they focus on completing the large number of units under 
construction. 

Commercial real estate price growth was revised downward 
given the upward revisions to interest rates, which will 
increase the financial burden on property owners and 
potential buyers. Prices for office properties are expected to 
decline more than other property types as more businesses 
adopt remote or hybrid work policies, thereby decreasing 
their need for office space. Apartment building prices are 
expected to soften because of higher interest rates as well as 
slowing rent growth. Property prices, rents and cap rates will 
come under further pressure as many multifamily buildings 
under construction are completed this year and add to the 
available supply.
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THE LONG VIEW: EUROPE 

German Economy Emerges From Doldrums 
BY DAVID MUIR 

Recent business survey data point to some improvement 
in German economic conditions. This is consistent with our 
baseline forecast which sees the economy moving onto a 
slightly firmer footing in the spring, following what is likely 
to have been another quarter of contraction at the start of 
the year. 

In the March survey conducted by the Ifo Institute, covering 
9,000 firms, companies reported an improvement in overall 
conditions for a fifth month, with the balance of opinion 
around the business climate positive for the first time since 
last June, albeit only marginally. And with risks related to 
energy security and the possibility of further large price hikes 
receding, uncertainty around the business outlook fell to its 
lowest since February 2022. Meanwhile, the latest flash 
composite PMI provided some corroboration of the 
improving economic trend, with output in March expanding 
at its strongest rate since last spring, albeit at a pace still 
below its long-run average. 

Services are leading the pickup in activity, with the flash PMI 
consistent with a fairly robust pace of expansion in the 
sector in March. Firms are reporting a sustained increase in 
new business, suggesting that momentum is likely to 
continue into next quarter. Indeed, the Ifo survey shows that 
for the first time in a year, pessimism around the business 
outlook has almost entirely receded. 

Meanwhile, within manufacturing, positive sentiment about 
the current business situation is the most widespread in 
eight months. One reason is likely to be the continued 
easing of supply constraints; the PMI reported that supplier 
delivery times shortened at an unprecedented rate in March. 
The greater availability of key inputs has allowed firms to 
make further progress in reducing backlogs, and with new 
orders continuing to contract this has provided some 
support to output. 

 

Price pressures have also eased. Indeed, manufacturers 
reported the sharpest fall in input costs since May 2020, led 
by lower prices for raw materials and energy. Sentiment 
around the outlook is the least negative in over a year with 
pessimism and optimism almost in balance across 
manufacturing. 

This is not to say there has been an across the board 
improvement in economic conditions. Construction firms 
continue to report a very difficult climate. New orders 
continue to contract due to elevated prices for labour and 
materials and rising financing costs. Around 15% of those 
involved in residential construction report cancellation of 
orders, up from less than 5% a year ago, and about one-
quarter of firms now report a lack of orders, compared with 
one-in-10 a year ago. In February, business expectations 
reached a record low since the Ifo survey began in 1991. For 
new homebuyers, mortgage payment affordability has 
deteriorated sharply, and with policy rates expected to rise 
further by midyear there seems little prospect of a 
turnaround for residential construction anytime soon. 

Within the retail sector, a sense of pessimism is still 
prevalent, but conditions are not quite as bleak as in the 
autumn. Awareness that inflation will be on a downward 
trajectory this year, which will allow some of the pressure on 
household incomes to lift, is likely driving the less downbeat 
assessment of the outlook among retailers.

The German economy likely endured another period of 
contraction in the first quarter. However, the latest business 
survey data indicate some pickup in economic momentum. 
Even so, we expect the rate of growth to be only marginally 
positive in the second quarter. A stronger pace of expansion 
will require a more notable abatement in inflation, and a 
pickup in global demand, which we do not expect until the 
second half of the year, provided downside risks do not 
materialise. 

https://www.economy.com/economicview/geography/IDEU
https://www.economy.com/economicview/indicators/r/deu_rs
https://www.economy.com/economicview/indicators/r/deu_cpi
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THE LONG VIEW: ASIA-PACIFIC 

Bank of Japan May Post a Loss: So What? 
BY STEFAN ANGRICK

As governor Haruhiko Kuroda’s term as Bank 
of Japan governor comes to an end, speculation is afoot as 
to how policy might shift under his successor Kazuo Ueda. 
One theme that has come up in media and parliamentary 
debates is the risk to the central bank’s financial position. 
The concern is that once the BoJ tightens policy, interest on 
its liabilities (which are linked to the policy rate) will rise, but 
its return on assets (mostly low-yielding government debt) 
will not, leaving the central bank with mounting losses. 
Worse, if the BoJ were to also sell down its bond holdings, 
those bonds would fetch a lower price in a market where 
interest rates are going up, locking in even bigger losses. 
Some worry that this could lead to negative equity—a 
situation where the BoJ’s liabilities exceed its assets, leaving 
the government on the hook to fix the problem. 

The risks are not as bad as they may seem. A lot depends on 
how policy tweaks would be engineered. Let’s assume the 
BoJ dials back yield-curve control and bond yields rise. This 
would cause the market value of bonds on the BoJ’s books 
to drop, creating a so-called paper loss. Indeed, this is what 
happened after the BoJ’s December tweaks to yield-curve 
control. But so long as the BoJ doesn’t sell any of the bonds 
it holds, that paper loss won’t translate into an actual loss. 
Not only do outright bond sales look unlikely at this point, 
chances are the BoJ would combine a departure from YCC 
with a return to bond-buying. This would see the central 
bank acquire new, higher-yielding bonds. At the same time, 
older, low-yielding bonds would roll off its balance sheet as 
they mature. Our calculations show that the average 
maturity of the government bonds held by the BoJ is 6.5 
years. Short-term policy rates would stay close to zero. As a 
result, profitability would increase, rather than decrease. 

 

Fundamentally, losses don’t matter to central banks the way 
they do to commercial banks. Unlike commercial banks, 
central banks don’t seek profits. Central banks can’t become 
insolvent. They can withstand prolonged periods of losses 
and operate with negative equity. Many—including those in 
Chile, the Czech Republic, Israel and Mexico—have done so 
for years. Neither losses nor negative equity impair their 
ability to do their main job—conduct monetary policy. Also, 
a central bank’s financial results provide little to no 
information about its ability to guide an economy or the 
scale of the resources at its disposal. 

Even if a central bank were to try to avoid losses, it would 
have little room to manoeuvre. Efforts to generate profits 
would eventually undermine price stability—a point former 
Bank of England Monetary Policy Board Member Willem 
Buiter has made. Rather than profits, price stability is a 
central bank’s primary mandate and the benchmark of its 
credibility. 

Even the fiscal implications of central bank losses are less 
dire than they seem. What all the handwringing over 
potential central bank losses in Japan and elsewhere 
neglects is that central bank operations often generate 
profits over extended periods that can be used to neutralise 
losses. Although past profits are generally transferred to 
finance ministries, central banks can record a deferred asset 
equal in size to any losses. They then pay down that 
deferred asset before remittances to finance ministries 
resume. The U.S. Federal Reserve adopted this approach 
prior to this latest tightening cycle. 

It’s worth remembering that losses arising from monetary 
tightening come in the context of inflation and an economy 
running hot—conditions which boost the tax base. In such 
circumstances, any capital injections by a government into a 
central bank’s accounts would be a drop in the ocean. 
Research by the Bank for International Settlements has 
argued that codifying such arrangements prior to loss 
episodes could ward off the risk to a central bank's 
independence. 

https://www.economy.com/economicview/geography/ijpn/Japan
https://www.economy.com/economicview/analysis/393079
https://www.economy.com/economicview/analysis/393328/
https://www.economy.com/economicview/analysis/393328/
https://www.economy.com/economicview/analysis/392853/
https://www.economy.com/economicview/analysis/392710/
https://www.economy.com/economicview/analysis/392710/
https://www.economy.com/economicview/analysis/392710/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2489665
https://www.economy.com/economicview/indicator/usa_fomc_meeting/FOMC-Monetary-Policy
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THE LONG VIEW: LATIN AMERICA 

Weak Commodity Prices Hinder Exporters 
By JUAN PABLO FUENTES
 
Commodity prices have declined more than anticipated in 
early 2023 amid an increasingly uncertain outlook for the 
global economy. According to the World Bank’s index, the 
price for energy commodities fell 9.7% year over year in the 
first two months of the year, with average global natural gas 
prices falling 32%. Meanwhile, the average price for 
nonenergy commodities dropped by 7% year over year, with 
copper prices decreasing 8.9%. Moreover, the banking crisis 
in the U.S. and Europe accentuated March’s slide in 
commodity prices. Indeed, the price of Brent crude went 
from $86 per barrel in the first week of March to about $73 
per barrel by mid-March. Prices for copper and other energy 
and metal commodities experienced similar declines in that 
period as markets grew concerned with developments in the 
banking sector.  

Commodity prices have bounced back slightly since the 
third week of March as policymakers in the U.S. and Europe 
seem to have contained the banking crisis. Yet the rebound 
might prove temporary as markets remain jittery about 
banking industry uncertainty and the global economic 
outlook in general.  

Softer commodity prices will hinder Latin American 
economies in multiple ways during 2023. Primary 

commodity exporters such as Chile, Colombia, Peru, 
Ecuador, Argentina and Venezuela will see smaller export 
and fiscal revenues. Countries that rely heavily on one or 
two commodities will see the largest drops. The region’s two 
largest economies, Mexico and Brazil, have a more 
diversified export base that lessens the direct negative 
impact of lower commodity prices—yet they still have a 
relatively large effect on the fiscal side. Indirectly, lower 
commodity prices tend to adversely influence investment in 
most of the region and prompt volatility in financial 
markets.  

Fortunately for the region, commodity prices will likely 
rebound, or at least stabilize, during the rest of the year. 
Despite recent weakness, commodity prices remain above 
pre-pandemic levels. Moreover, a stronger Chinese economy 
will support demand for energy and metals in upcoming 
months. With most commodity markets already 
experiencing tightness due to limited supply capacity, any 
boost in demand will spur a price rebound. This baseline 
outlook is far from certain, however. Commodity prices 
could weaken further in upcoming months if OECD 
economies succumb to pressures resulting from the banking 
crisis. In this scenario, commodity prices would fall further 
as the global economy tilts into recession by late 2023. 
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RATINGS ROUNDUP 

Downgrades Continue to Dominate 
BY STEVEN SHIELDS

U.S. 

U.S. corporate rating changes skewed negative this past 
week. For the period ended March 28, downgrades 
comprised 12 of the 17 changes issued by Moody’s Investors 
Service and roughly 71% of the total affected debt.  
 
The most notable downgrade was issued to online used car 
dealer Carvana Co. with Moody’s downgrading its corporate 
family rating to Ca from Caa1. The company's senior 
unsecured notes ratings were also downgraded to Ca from 
Caa2. The downgrade reflects Carvana's proposed offer to 
exchange some of the company's outstanding senior 
unsecured debt into $1 billion of new 2nd lien secured debt 
at a substantial discount to face value. Should the exchange 
offer close on the proposed terms, Moody's Investors Service 
would view this event as a distressed exchange and a limited 
default under its definition due to the material economic 
loss to lenders.  
 
Elanco Animal Health Incorporated was also downgraded. 
Moody’s Investors Service downgraded the company’s 
senior unsecured rating to B2 from B1 and lowered its CFR 
to Baa3 from Ba2. According to the ratings action, the 
downgrade primarily reflects Elanco's operational 
underperformance relative to Moody's expectations, driving 
slower deleveraging and weaker credit metrics than the 
rating agency previously expected.  
 
Clothing and accessories retailer The Gap Inc. received the 
third-largest downgrade in the period, affecting $1.5 billion 

in outstanding debt. Moody’s Investors Service downgraded 
Gap’s CR to Ba3 from Ba2 and its senior unsecured notes to 
B1 from Ba3. According to the rating agency, “The 
downgrade reflects the weaker than expected operating 
performance and our expectation that credit metrics will 
remain weak as topline growth and margin expansion will be 
limited in the next 12 months due to continuing inflationary 
and competitive pressures.” 
 
The largest upgrade was made to Westinghouse Air Brake 
Technologies Corp. Westinghouse was the lone rising star in 
the week with its senior unsecured rating lifted to an 
investment-grade rating of Baa3.  
 
EUROPE 

Ratings activity followed a similar trend across Western 
Europe. Downgrades accounted for five of the six changes 
issued in the period.  

The majority of the affected debt in the period stems from 
the downgrade issued to Casino Guichard-Perrachon SA. On 
March 23, Moody’s Investors Service lowered the company’s 
CFR to Caa1 from B3. The ratings agency also downgraded 
Casino's backed senior secured term loan B rating to B3 
from B2 and its senior unsecured ratings to Caa2 from Caa1. 
The downgrade reflects continued market share losses in the 
French retail market, continued negative free cash flows in 
France, and a reduction in French retail margins in 2022. 
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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

O
l
d 

IG/
SG

3/22/2023 WESTINGHOUSE AIR BRAKE TECHNOLOGIES CORPORATION Industrial SrUnsec 4017.526 U Ba1 Baa3 SG
3/22/2023 AVIS BUDGET GROUP, INC-AVIS BUDGET CAR RENTAL, LLC Industrial SrUnsec/LTCFR/PDR 2818.627 U B2 B1 SG
3/22/2023 BRAND INDUSTRIAL SERVICES, INC. Industrial SrUnsec/SrSec/BCF/LTCFR/PDR 1000 D Caa3 Ca SG
3/22/2023 YAK ACCESS, LLC Industrial PDR D SG
3/22/2023 ELANCO ANIMAL HEALTH INCORPORATED Industrial SrUnsec/SrSec/BCF/LTCFR/PDR 2187.218 D B1 B2 SG
3/23/2023 HYSTER-YALE MATERIALS HANDLING, INC.-HYSTER-YALE GROUP, INC. Industrial SrSec/BCF/LTCFR/PDR D B1 B2 SG
3/23/2023 WESTERN GLOBAL AIRLINES, INC. Financial SrUnsec/LTCFR 400 D B3 Caa2 SG
3/24/2023 AMERICAN PUBLIC EDUCATION, INC. Industrial SrSec/BCF/LTCFR/PDR D B1 B2 SG
3/24/2023 ATHLETICO HOLDINGS, LLC. Industrial SrSec/BCF/LTCFR/PDR D B3 Caa1 SG
3/27/2023 GAP, INC. (THE) Industrial SrUnsec/LTCFR/PDR 1500 D Ba3 B1 SG
3/27/2023 LIFETIME BRANDS, INC. Industrial SrSec/BCF/LTCFR/PDR D B2 B3 SG
3/27/2023 CPI HOLDINGS I, INC. Industrial SrSec/LTCFR/PDR 310 U B3 B2 SG
3/27/2023 COOPER'S HAWK INTERMEDIATE HOLDING, LLC Industrial SrSec/BCF/LTCFR/PDR D Caa1 Caa2 SG
3/27/2023 TRAEGER, INC.-TGP HOLDINGS III LLC Industrial SrSec/BCF/LTCFR/PDR D B3 Caa1 SG
3/28/2023 ACADIA HEALTHCARE COMPANY, INC. Industrial SrUnsec/SrSec/BCF/LTCFR/PDR 925 U B1 Ba3 SG
3/28/2023 CD&R HYDRA MIDCO, INC.-STS OPERATING, INC. Industrial SrSec/BCF/LTCFR/PDR U B3 B2 SG
3/28/2023 CARVANA CO. Industrial SrUnsec/LTCFR/PDR 5725 D Caa2 Ca 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

d 

IG/
SG

Country

3/22/2023 PGS ASA Industrial LTCFR/PDR U Caa1 B3 SG NORWAY
3/23/2023 CASINO GUICHARD-PERRACHON SA Industrial SrSec/SrUnsec/SrSec/BCF/LTCFR/Sub/PDR 8317.279 D B2 B3 SG FRANCE
3/23/2023 IGNITION TOPCO BV Industrial SrSec/BCF/LTCFR/PDR D B3 Caa1 SG NETHERLANDS
3/24/2023 COMMERZBANK AG-MBANK S.A. Financial LTIR/LTD D Baa1 Baa2 IG POLAND
3/24/2023 G CITY LTD.-G CITY EUROPE LIMITED Industrial SrUnsec/LTCFR/Sub 1237.69 D Ba3 B1 SG JERSEY
3/24/2023 STORSKOGEN GROUP AB Financial LTCFR/PDR D Ba3 B1 SG SWEDEN
Source: Moody's
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Figure 1: 5-Year Median Spreads-Global Data (High Grade)
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Figure 2: 5-Year Median Spreads-Global Data (High Yield)
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CDS Movers 

 

CDS Implied Rating Rises
Issuer Mar. 29 Mar. 22 Senior Ratings
Thermo Fisher Scientific Inc. A2 Baa1 A3
Analog Devices, Inc. A3 Baa2 A3
Comcast Corporation A1 A2 A3
Apple Inc. Aaa Aa1 Aaa
Oracle Corporation A3 Baa1 Baa2
Amazon.com, Inc. Aa3 A1 A1
International Business Machines Corporation A1 A2 A3
Coca-Cola Company (The) Aa2 Aa3 A1
3M Company A1 A2 A1
Lowe's Companies, Inc. Aa3 A1 Baa1

CDS Implied Rating Declines
Issuer Mar. 29 Mar. 22 Senior Ratings
Laboratory Corporation of America Holdings Baa3 Baa1 Baa2
Ally Financial Inc. B1 Ba3 Baa3
CVS Health Corporation A2 A1 Baa2
Philip Morris International Inc. Baa2 Baa1 A2
Capital One Financial Corporation Ba2 Ba1 Baa1
Gilead Sciences, Inc. Aa3 Aa2 A3
United Airlines, Inc. Caa1 B3 Ba3
Nissan Motor Acceptance Company LLC Ba3 Ba2 Baa3
Vistra Operations Company LLC B1 Ba3 Ba2
Caesars Entertainment, Inc. B1 Ba3 B3

CDS Spread Increases
Issuer Senior Ratings Mar. 29 Mar. 22 Spread Diff
Liberty Interactive LLC Caa2 4,493 3,748 745
iHeartCommunications, Inc. Caa1 1,305 1,165 140
Lumen Technologies, Inc. Caa1 2,197 2,098 100
United Airlines, Inc. Ba3 732 645 87
Pitney Bowes Inc. B3 1,205 1,132 73
Staples, Inc. Caa2 1,871 1,798 72
Frontier Communications Holdings, LLC Caa2 711 640 71
Kohl's Corporation Ba2 690 632 58
Vornado Realty L.P. Baa3 336 278 58
Ally Financial Inc. Baa3 373 326 47

CDS Spread Decreases
Issuer Senior Ratings Mar. 29 Mar. 22 Spread Diff
Rite Aid Corporation Ca 6,134 6,298 -164
Anywhere Real Estate Group LLC B2 909 1,023 -114
Mattel, Inc. Baa3 260 302 -42
K. Hovnanian Enterprises, Inc. Caa2 901 942 -41
Embarq Corporation Caa2 1,980 2,019 -39
Nabors Industries, Inc. Caa1 576 613 -38
Encompass Health Corp. B1 214 249 -35
Carnival Corporation B3 1,119 1,153 -34
Goodyear Tire & Rubber Company (The) B2 437 471 -34
KB Home Ba2 264 290 -26
Source: Moody's, CMA

CDS Spreads 

CDS Implied Ratings

CDS Implied Ratings

CDS Spreads 

Figure 3.  CDS Movers - US (March 22, 2023 – March 29, 2023)
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CDS Movers 

 

CDS Implied Rating Rises
Issuer Mar. 29 Mar. 22 Senior Ratings
Bayerische Landesbank Aa2 Aa3 Aa3
KommuneKredit Aaa Aa1 Aaa
Unilever Finance Netherlands B.V. Aa1 Aa2 A1
Merck KGaA Aa1 Aa2 A3
Sanofi Aa1 Aa2 A1
de Volksbank N.V. Baa1 Baa2 A2
Danone Aa3 A1 Baa1
London Stock Exchange Group plc Aa2 Aa3 A3
Orsted A/S A2 A3 Baa1
SAP SE Aa2 Aa3 A2

CDS Implied Rating Declines
Issuer Mar. 29 Mar. 22 Senior Ratings
Erste Group Bank AG Baa3 A3 A2
BNP Paribas A3 A1 Aa3
BNG Bank N.V. Aa2 Aaa Aaa
Societe Generale Baa2 A3 A1
United Kingdom, Government of Aa1 Aaa Aa3
NATIXIS S.A. Baa1 A3 A1
BPCE Baa1 A3 A1
Deutsche Bank AG Ba1 Baa3 A1
Credit Agricole S.A. A2 A1 Aa3
Barclays PLC Baa3 Baa2 Baa1

CDS Spread Increases
Issuer Senior Ratings Mar. 29 Mar. 22 Spread Diff
Casino Guichard-Perrachon SA Caa2 6,853 5,399 1,454
Boparan Finance plc Caa3 2,111 1,434 677
Garfunkelux Holdco 3 S.A. Caa2 1,315 1,207 108
Novafives S.A.S. Caa2 1,287 1,193 94
CECONOMY AG B2 1,218 1,146 72
Erste Group Bank AG A2 126 73 53
CPI Property Group Baa3 602 551 51
SES S.A. Baa3 202 152 50
Unibail-Rodamco-Westfield SE Baa2 262 214 49
ZF Europe Finance B.V. Ba1 446 405 41

CDS Spread Decreases
Issuer Senior Ratings Mar. 29 Mar. 22 Spread Diff
Lorca Telecom Bondco, S.A.U. B3 413 449 -36
Carnival plc B3 1,061 1,093 -32
Telecom Italia S.p.A. B1 321 345 -25
Iceland Bondco plc Caa2 1,114 1,135 -21
Stonegate Pub Company Financing 2019 plc Caa2 680 697 -17
Nidda Healthcare Holding GMBH Caa3 617 632 -15
Avon Products, Inc. Ba3 424 437 -13
International Game Technology PLC Ba1 244 256 -12
Dufry One B.V. B1 368 380 -12
KBC Group N.V. Baa1 100 109 -10
Source: Moody's, CMA

CDS Spreads 

CDS Implied Ratings

CDS Implied Ratings

CDS Spreads 

Figure 4.  CDS Movers - Europe (March 22, 2023 – March 29, 2023)
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CDS Movers 

 

CDS Implied Rating Rises
Issuer Mar. 29 Mar. 22 Senior Ratings
Australia, Government of Aaa Aa1 Aaa
Export-Import Bank of Korea (The) Aa2 Aa3 Aa2
Australia and New Zealand Banking Grp. Ltd. A1 A2 Aa3
New Zealand, Government of Aaa Aa1 Aaa
Kansai Electric Power Company, Incorporated Aa1 Aa2 A3
Woori Bank Aa2 Aa3 A1
MUFG Bank, Ltd. A1 A2 A1
Chubu Electric Power Company, Incorporated Aaa Aa1 A3
Sumitomo Corporation Aa1 Aa2 Baa1
Export-Import Bank of India Baa1 Baa2 Baa3

CDS Implied Rating Declines
Issuer Mar. 29 Mar. 22 Senior Ratings
Norinchukin Bank (The) Baa1 A2 A1
Sumitomo Mitsui Banking Corporation A3 A2 A1
Export-Import Bank of China (The) Baa1 A3 A1
Oversea-Chinese Banking Corp Ltd Aa2 Aa1 Aa1
NBN Co Limited Baa1 A3 A1
Mizuho Bank, Ltd. Baa1 A3 A1
Nomura Holdings, Inc. Baa3 Baa2 Baa1
Bendigo and Adelaide Bank Limited Baa3 Baa2 A3
Woolworths Group Limited A3 A2 Baa2
Development Bank of Kazakhstan Ba2 Ba1 Baa2

CDS Spread Increases
Issuer Senior Ratings Mar. 29 Mar. 22 Spread Diff
Tata Motors Limited B1 332 295 37
Vanke Real Estate (Hong Kong) Company Limited Baa2 293 260 33
GMR Hyderabad International Airport Limited Ba3 314 289 25
Norinchukin Bank (The) A1 87 65 22
Lenovo Group Limited Baa2 171 150 20
Nomura Holdings, Inc. Baa1 114 100 14
Nomura Securities Co., Ltd. A3 105 94 11
Mizuho Financial Group, Inc. A1 101 92 10
Development Bank of Kazakhstan Baa2 236 226 10
Amcor Pty Ltd Baa2 117 106 10

CDS Spread Decreases
Issuer Senior Ratings Mar. 29 Mar. 22 Spread Diff
Pakistan, Government of Caa3 4,260 4,716 -456
Adani Green Energy Limited B2 990 1,010 -20
Aurizon Network Pty Ltd Baa1 95 113 -17
Reliance Industries Limited Baa2 94 108 -15
JSC Halyk Savings Bank of Kazakhstan Ba2 476 491 -14
SoftBank Group Corp. Ba3 381 394 -13
PTT Public Company Limited Baa1 57 69 -12
Indian Railway Finance Corporation Limited Baa3 119 129 -10
Export-Import Bank of India Baa3 85 95 -10
Canara Bank Baa3 119 129 -10
Source: Moody's, CMA

Figure 5.  CDS Movers - APAC (March 22, 2023 – March 29, 2023)

CDS Implied Ratings

CDS Implied Ratings

CDS Spreads 

CDS Spreads 
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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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ISSUANCE 

 

 

Investment-Grade High-Yield Total*
Amount Amount Amount

$B $B $B
Weekly 21.237 0.000 21.297

Year-to-Date 408.256 49.440 464.585

Investment-Grade High-Yield Total*
Amount Amount Amount

$B $B $B
Weekly 1.904 0.544 2.906

Year-to-Date 259.651 21.527 0.000
* Difference represents issuance with pending ratings.
Source: Moody's/ Dealogic

USD Denominated

Euro Denominated

Figure 8. Issuance: Corporate & Financial Institutions
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	The U.S. economic calendar will be heating up, highlighted by the release of the March employment report at the end of next week. We expect payroll gains will moderate further from the elevated rate of growth seen in January and February. The unemploy...
	The Fed will also be keeping a close eye on data from the Job Openings and Labor Turnover survey. Job openings remain quite high, signaling excess demand in the labor market, though we do expect the rate of job openings to continue softening.
	The ISM manufacturing index has been in contractionary territory in recent months and that will not change in the March data. The early read from regional Fed surveys confirms that manufacturers are still struggling against strong economic headwinds.
	Other key data to be released next week include construction spending, vehicle sales, factory orders, international trade, and the ISM nonmanufacturing index.
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	Industrial production figures in the major euro zone economies will be the main releases to look out for. We expect there was modest growth in February in Germany, but output likely contracted in France and Spain. French industry was likely to have be...
	Meanwhile, retail sales in Italy likely inched down 0.3% month over month after jumping 1.7% in January. Still-high inflation is draining purchasing power, and after the strength in January we expect households shifted gradually to spending on service...
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	Moody's long-term average corporate bond spread is 165 basis points, 7 bps narrower than the 172 bps at this time last week, but wider than the 139-bps average in February. Over the past 12 months, the highest average corporate bond spread was 178 bps...
	Meanwhile, the long-term average industrial corporate bond spread narrowed 10 basis points to 141. It is currently in the middle of its 12-month band after reaching a high of 162 bps last July.
	After peaking at 522 basis points, a near six-month high, the ICE BofA U.S. high-yield option adjusted bond spread narrowed over the past week by 39 bps to 483. The Bloomberg Barclays high yield option adjusted spread has bounced around recently and i...
	While highly uncertain given how quickly events are unfolding, the impact of the bank failures on the economic outlook should be on the margin and we do not anticipate the recent banking turmoil to push the U.S. economy into recession.
	Defaults Nine Moody’s-rated corporate debt issuers defaulted in February, up from a revised six in January. The global speculative-grade corporate default rate came in at 2.8% for the trailing 12 months ended in February, unchanged from the December a...
	Defaults Nine Moody’s-rated corporate debt issuers defaulted in February, up from a revised six in January. The global speculative-grade corporate default rate came in at 2.8% for the trailing 12 months ended in February, unchanged from the December a...
	The largest default of the month was from Avaya Inc. and its parent Avaya Holdings Corp The New Jersey-based provider of unified communications, collaboration and contact center software and services filed for Chapter 11 bankruptcy protection for the ...
	Besides the two defaulters within Avaya’s corporate family, five other U.S. companies also defaulted in February. They were AMC Entertainment Holdings Inc., API Holdings III Corp., and Equinox Holdings Inc., which conducted distressed exchanges; and A...
	Fifteen companies defaulted in the first two months of this year, down from 17 in the comparable period last year. Across sectors, hotel, gaming and leisure had the most year-to-date defaults, with three. Durable consumer goods, retail and telecommuni...
	Moody’s Investors Service predicts the global speculative-grade default rate will rise this year amid a backdrop of higher interest rates, restrictive financing conditions, lingering inflation, and the likely contraction in economic activity in some c...
	Under the baseline default scenario, Moody’s Investors Service expects the global speculative-grade corporate default rate to rise to 4.3% at the end of 2023 and then to increase to 4.7% by the end of February 2024. These forecasts, if realized, would...
	U.S. Corporate Bond Issuance 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 yi...
	In the first quarter of 2022, worldwide offerings of investment grade corporate bonds totaled $901 billion, up 12% on a year-ago basis.
	In the second quarter, corporate bond issuance weakened. Worldwide offerings of investment grade corporate bonds totaled $548 billion, down 21% on a year-ago basis. US$ denominated high-yield corporate bond issuance was $38 billion in the second quart...
	Third-quarter issuance declined further as higher interest rates weighed on lending activity. Worldwide offerings of investment grade corporate bonds totaled $505 billion, down 30% year over year. US$ denominated high-yield corporate bond issuance clo...
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