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Key Takeaways

e The number of risky credits has fallen globally, particularly in North America.
e Q3 results so far point to incremental growth, driven by margins not sales.

o We view the U.K.’s fiscal position as constrained following the Autumn Budget.

The number of risky credits (corporate issuers rated 'CCC+' and below) is falling. The number
of North American risky credits decreased to 155 in September, from 161 in June, decreasing for
the third consecutive quarter and below the five-year average of 175. For the first time this year,
removals from the risky credits list were primarily due to upgrades from ' CCC+' and lower, rather
than defaults. In Europe, the absolute number of European risky credits decreased by one, to 45
issuers, below the five-year average of 50, and in emerging markets the risk credit count declined
t0 13 in the third quarter, from 15 in the second quarter. In North America, the consumer products
and media and entertainment sectors still lead the risky credits tally by issuer count, despite the
high number of defaults in 2024 so far.

U.S. And Canadian Risky Credits Drop For Third Straight Quarter Amid Sector Divergences
Defaults Have Driven A Decline In European Risky Credits
Emerging Markets: Issuance Activity And Deleveraging Plans

Global corporate earnings growth is improving incrementally but still reliant on margin
improvement rather than revenue uplift. The global third-quarter results season for rated
nonfinancial corporates is one-third through. Measured at an annual rate, global revenues for
companies rated by S&P Global Ratings that report quarterly are up 0.9% based on current
results, and 2.8% if commodity-linked sectors are excluded. The equivalent figures for EBITDA
are 1.6% and 6.9%, respectively. Oil companies are exerting the biggest aggregate drag on
growth, and technology the most favorable led by the likes of Amazon, Alphabet, Microsoft, Meta,
and Samsung. Interest-rate pressure is continuing to abate. Transcript sentiment analysis shows
a widening of the already substantial gap between more optimistic North American companies
and their gloomier peers in Asia-Pacific and Europe.
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The Ratings View

S&P Global Ratings views the U.K.'s fiscal position as constrained following the policy
announcements in the Autumn Budget 2024. The net fiscal impact of the Labour Party's first
budget is to raise net general government borrowing over the medium term, underscoring the
challenges in repairing the U.K.'s diminished fiscal policy flexibility in the midst of a multitude of
public spending pressures. The new policy decisions, however, don’t have an immediate impact
on our headline budgetary forecasts for the U.K., because we already expected a weaker fiscal
trajectory in our base-case scenario, reflecting some of these expenditure pressures (see "United
Kingdom 'AA/A-1+' Ratings Affirmed; Qutlook Stable," published on Oct. 18, 2024).

Autumn Budget 2024: Looser Policy Will Keep Pressure On The U.K.'s Constrained Public Finances

Hong Kong's commercial real estate (CRE) sector is working through its worst downturn since
the Asian financial crisis. The primary drivers are a weak economy, a reduction of regional
headquarters, and structural shifts in the retail sector. Hong Kong's grade-A office property
values have dropped by 40% from the peak in 2018. Headcount among the regional headquarters
of multinational firms in the city are down about one-third to roughly 132,000 as of end-2023.
Retail rents have slipped 13% from the pre-pandemic era. S&P Global Ratings expects the
sharpest pain to be felt by lower-tier or financially aggressive property firms, and the small banks
most exposed to these entities.

Hong Kong's Commercial Real Estate Downturn Is Spreading To Banks

Secular tailwinds are finally slowing downfor the North American live entertainment industry.
While S&P Global Ratings expects demand to persistin the short term, stretched consumers
could cause spending to moderate in 2025, especially as macroeconomic risks soften live events
demand. Live entertainment spending will likely remain healthy at 5%-10% growth over the next
12 months as stretched consumers continue to spend on experiences. However, demand for and
spending on live entertainment may moderate in 2025. Ticketing companies have nearly doubled
in size since 2020, benefiting the most from “funflation.” Financial policy and potential mergers
and acquisitions (M&A) constrain further upside for some ratings. Heightened regulatory scrutiny
remains a risk to revenue and possibly business models in the ticketing industry.

Ticketing Companies Win Big From Funflation In Live Entertainment

Food safety incidents can harm credit quality. Food-borne illnesses will remain a major health
and safety risk to consumers globally. Our credit ratings on food producers and manufacturers,
and even food retailers, are exposed to negative impacts from food safety issues. The primary
credit transmission channels for food safety issues are operational disruption and adaptation,
regulation and litigation, and consumer awareness. Food safety vulnerabilities can occur at all
stages of the value chain. When food safety incidents arise, the negative creditimpacts will
depend onissuer circumstances and responses, as well as the nature of incidents.

Sustainability Insights: How Food Safety Can Become A Material Credit Risk
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Matthew Albrecht
Notable publications include: matthew.albrecht@spglobal.com
e U.S.Tech Earnings: Al In The Driver’'s Seat--All Gas, No Brakes Mehdi El mrabet

) . . . mehdi.el-mrabet@spglobal.com
e  Corporate Results Roundup Q3 2024: Incremental margin-led improvement continues, with Ps

tech at the fore Structured Finance
Winston Chang

e  Ticketing Companies Win Big From Funflation In Live Entertainment )
winston.chang@spglobal.com

e Global Credit Markets Update Q4 2024: Good Vibrations

e Credit Trends: Risky Credits: U.S. and Canadian Risky Credits Drop For Third Straight Quarter
Amid Sector Divergences

e Credit Trends: Risky Credits: Defaults Have Driven A Decline In European Risky Credits

e Credit Trends: Risky Credits: Emerging Markets: Issuance Activity And Deleveraging Plans

e Credit FAQ: Asia To Gain From China's Corporate Shift, Say Panelists

e Data Centers: Rapid Growth Creates Opportunities And Issues

. Data Centers: Rapid Growth Will Test U.S. Tech Sector's Decarbonization Ambitions

. U.S. Leveraged Finance Q3 2024 Update: Sponsor-Backed Companies Experiencing
Highlights And Lowlights

Financial Institutions
Over the past week, we took several rating actions and published some bulletin:

. Research Update: Icahn Enterprises L.P. Downgraded To 'BB-' Following Subsidiary's

Dividend Suspension; Outlook Stable

. Bulletin: Haitong's Losses Unlikely To Derail Guotai Junan Merger

e Bulletin: Westpac's Capital Levels Will Remain Solid

. Bulletin: Banco Comercial Portugues Aims To Preserve Solid Profitability While Increasing

Shareholder Distributions

. Research Update: Attijariwafa Bank Outlook Revised To Positive On Resilient Performance:
Ratings Affirmed At 'BB'

We published several commentaries including:

. Banking Industry Country Risk Assessment Update: October 2024

e Asia-Pacific Banking Country Snapshots: Government Support Buttresses Bank Ratings

e Distressed Debt Purchasers Get Ready For A Bumpy Recovery: Distressed Debt Purchasers
Sector View H2 2024-2025

e  Credit FAQ: Will Nigerian Banks' Recapitalization Materially Strengthen Their Resilience?

Sovereign

. Barbados Long-Term Sovereign Ratings Raised To 'B' From 'B-' On Fiscal Reforms: Outlook Is

Positive
e Turkive Upgraded To 'BB-' On Reserve Accumulation And Disinflation; Outlook Stable
e Qatar Ratings Affirmed At 'AA/A-1+"; Outlook Stable
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Structured Finance

e U.S.CMBS:

U.S. CMBS- October 2024 key insichts
Rates by property type Overall rate
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Note: Arrows indicate directional chan ge in rate compared to the previous month. Bps—Basis points.
Source: S&P Global Ratings.

o

See commentary titled "SE Credit Brief - U.S. CMBS Delinguency Rate Rose 10
Bps To 5.3% In October 2024; Office Rate Surged Past 9.0%" and published on
Nov. 1, 2024.

e U.S.RMBS: See commentary titled "U.S. RMBS Newsletter October 2024” and published on
Oct. 31, 2024.

e Japan RMBS: Two commentaries were published regarding this sector. Here are a few “Key
Takeaways” from the first commentary:

(¢]

Default and delinquency rates of underlying assets have remained low, and a
stable labor market will support performance.

The prepayment rate will remain low amid an increase in interest rates.

We closely monitor market trends as the number of loans with a maturity of
more than 35 years rises.

The commentary is titled "Japan Private-Sector RMBS Performance Watch:
Stable Labor Market Provides Support" and published on October 31, 2024.

Here are a few “Key Takeaways” from the second commentary:

(¢]

Performance of mortgage loans underlying JHF notes will remain relatively
stable, with limited impact from increased interest rates and slight inflation on
delinquencies and defaults.

Even though delinquency and replacement/withdrawal rates in the monthly
notes have slightly risen since 2022, mainly due to changes in borrower
attributes, a low and stable unemployment rate will underpin future
performance.

We expect the prepayment rate to remain low since people who borrowed in a
negative interest rate environment have little incentive to refinance amid rising
interest rates.

The commentary is titled "JHF RMBS Performance Watch October 2024:
Delinguency Rise Will Be Negligible" and published on Oct. 29, 2024.

U.S. Credit Card ABS We published the “U.S. Credit Card Quality Index: Monthly

Performance--September 2024” on Oct. 30, 2024. The CCQIl is a monthly performance index

that aggregates performance information of securitized credit card receivables in key risk

areas.
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Chart 1
Global Rating Actions (Rolling 52-Weeks)
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Source: S&P Global Ratings. Netrating actions means downgrades minus upgrades. Net cumulative means total netrating
actions. Data as of Nov. 1, 2024. Global rating actions include actions on both financial and non-financial corporates and
sovereign issuers.
Table 1
Recent Rating Actions
Date Action Issuer Industry Country To From Debt vol
(mil. $)
29-Oct Downgrade Kering S.A. Consumer products France BBB+ A- 1,816
1-Nov Downgrade Icahn Enterprises L.P. NBFI us. BB- BB 7,865
Ceska Sporitelna, a.s. (Erste
29-Oct Upgrade Group Bank AG Bank Czech Republic A+ A 3,506
29-Oct Upgrade Vertiv Group Corp. Capital goods us. BB+ BB 2,963
30-Oct Upgrade Toronto Hydro Corp. Utilities Canada A+ A 2,298
27-Oct Upgrade PerentiLtd. Capital goods Australia BB+ BB 1,079
31-Oct Downgrade LaserShip Inc. Transportation us. CCC- CCC+ 880
31-Oct Downgrade Victoria PLC Consumer products UK. B- B 810
1-Nov Downgrade Europcar Mobility Group S.A. Transportation France B B+ 543
1-Nov Downgrade ExactechInc. Health care us. D CCC- 270

Source: S&P Global Ratings Credit Research & Insights. Data as of Nov. 1,2024. U.S. means United States, U.K. means United
Kingdom and U.A.E. means United Arab Emirates. NBFI - NonBank Financial Institutions (ex. Insurance)

For further credit market insights, please see our This Week In Credit newsletter.

This Week In Credit S&P Global

Ratings
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