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GLOBAL CREDIT RISK RISING RS TRADE WAR STARTS:
CREDIT BENGHMARK DATR SHOW

Autos, forestry, trucking, soft drinks among sectors already facing internal
bank downgrades

The global credit outlook is deteriorating for a range that banks started to anticipate stress from trade
of industries as international trade confrontation confrontation in recent months.

heats up, according to a study by Credit Benchmark,
a credit risk analytics firm that tracks internal bank
credit assessments on more than 110,000 public
and private entities globally.

“Credit risk was rising across the globe before the
trade war started,” said Michael Crumpler, Credit
Benchmark CEO. “Those headwinds could now get
stronger, especially in trade-exposed industries.”
Credit Benchmark’s “DIN” ratio of internal bank ae
downgrades to upgrades deteriorated globally for Global Corporate PI’Obablllty of
corporate credits over the past 27 straight months. Default

Net downgrades exceeded upgrades by 4% in the

last four months. Credit Benchmark’s estimate

of the average probability of default in the next Global Corporates

12 months among global corporate borrowers, at _g’ 0.56%
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growth has generally been robust during the past
few years, rising interest rates, high inflation and
regional conflicts contributed to deteriorating
credit outlooks in 2023 and 2024. It is evident

Source: Credit Benchmark

Credit Benchmark - It pays to be in The Know

Credit Benchmark provides Consensus Credit Benchmark covers 110,000+ - gain visibility on entities without a
Credit Ratings and analytics based on corporate, financial, fund and sovereign public rating

contributed risk views from 40+ of the entities globally, 90% of which are unrated - inform risk-sharing transactions
world’s leading banks, almost half of by credit rating agencies. (CRT / SRT)

which are Global Systemically Important

Banks (GSIBs). Credit Benchmark also produces over « monitor and be alerted to changes

1,200 credit indices, which help risk within the portfolio
Credit Benchmark collects, aggregates, practitioners better understand industry
and anonymizes these risk views to provide and sector macro trends.

an independent, real-world perspective of
credit risk in the form of Consensus Credit
Ratings and analytics.

» benchmark, assess and analyze
trends

Risk professionals at banks, insurance - fulfil regulatory and capital

companies, asset managers and other requirements

firms use the data to:

info@creditbenchmark.com Know Risk. Know Credit Benchmark. creditbenchmark.com
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Credit Benchmark’'s dataset provides risk companies, 25.5% for EU paper businesses, and
professionals with unique, easily tailored insight 22.1% for Canadian industrial engineering business.

into the credit landscape. Credit Benchmark uses
internal bank ratings from a panel of dozens of large
global banks and mid-sized banks to assess credit
risk across their portfolios, including downgrade
ratios and probability of default across a vast
landscape of markets and industries. The study was
conducted with Jon Hilsenrath, former Wall Street
Journal economics editor and chief economics

Many firms entered the period on relatively sound
economic footing, having benefited from firm global
growth. In addition, the financial sector is well
capitalized. Probability of default for global financial
firms, at 0.3% in February, was lower than for global
corporates. However, the data do point to the risk of
financial stress if global growth slows substantially
or if the world economy enters recession.
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Benchmark increased to 31.2% for the past four

months, reflecting a strong bias in banks to —&—Global Corporates ——Global Financials
downgrade firms in that sector. DIN ratios increased
to 25.9% for U.S. auto and parts producers, 25.9%
for Chinese technology firms, 25.8% for U.S. trucking

Source: Credit Benchmark

20 Global Sectors Experiencing Rising Credit Risk

‘DIN"ratio of
Number of Firms in downgrades to Average Probality of 12-Month Change in
Sample upgrades over last Default Probabilty of Default
four months
Canada Forestry 33 31.2% 0.9% 65.5%
Europe Computer Hardware 46 26.1% 0.6% 1.5%
Europe Clothing & Accessorie 100 26.0% 0.6% 22.9%
United States Auto Parts 67 25.9% 0.8% 26.5%
China Technology 28 25.9% 0.4% 455%
United States Trucking 31 25.8% 0.8% 42.8%
Asia Mining 36 24.8% 0.6% 23.5%
Europe Personal Goods 133 24.7% 0.6% 21.4%
Korea Consumer Services 21 23.6% 0.3% 5.6%
Canada Industrial Engineering 57 221% 0.6% 311%
Europe Auto Parts 84 21.9% 0.6% 10.0%
Global Clothing & Accessories 197 20.8% 0.7% 15.6%
Europe Building Materials & Fi: 270 20.4% 07% 15.0%
Canada Industrial Machinery 48 19.9% 0.5% 29.2%
Europe Industrial Metals & Mir 158 19.7% 0.7% 21.7%
Latin America Chemicals 74 19.7% 0.9% 35.3%
Korea Basic Materials 36 19.5% 0.5% 39.5%
United Kingdom Personal Goo 69 19.5% 1.0% 18.0%
United States Beverages 46 19.3% 0.3% 18.4%
Canada Industrial Suppliers 37 19.1% 0.7% 15.5%

Source: Credit Benchmark
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Stress in Canada, but the U.S. Is
Also Exposed

Canada was an early target of U.S. tariffs. Rising
credit risk is evident for both U.S. and Canadian
credit. For U.S. high-yield borrowers, probability of
default is now higher than it was at any point during
the Covid crisis of 2020 and downgrades have
steadily outpaced upgrades. In the chart below, red
bars signal rising downgrade ratios and green bars
signal falling downgrades (i.e. improvement).

A U.S.-Canada trade confrontation could negatively
affect industries on both sides of the border. The
DIN ratio for high yield Canadian auto suppliers is up
to 21.7% over four months, with average probability
of default in the next year rising to 1.3%. Over

the same period, U.S. automobile suppliers have
experienced a 22.2% net DIN ratio and an increase
in probability of default to 2%. Other industries —
including oil & gas, forestry and farming & fishing

-- have experienced more lopsided changes in

the credit outlook. For instance, conditions have

worsened more rapidly for Canadian foresters than
U.S. foresters, but more rapidly for U.S. oil producers
than Canadian.

U.S. High Yield DIN ratio (right axis) and
Probability of Default (left axis)
17% 0.8

16% 0 The Cost of Hedging Credit Risk
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Source: Credit Benchmark risk has increased from about 60 basis points to 110

basis points.

North America: Sector Comparisons
DIN Ratios - Average for Average Probability of
Four Months Default

U.5. Autos (high yield) 2.0%
Canada Autos (high yield) 1.3%
US. Forestry & Paper on% 0.5%
Canada Forestry & Paper 8.89% 0.8%
US. Industrial Engineering (high yield) 15.05% 15%
Canada Industrial Engineering (high yield) 18.18%, 1.3%
U.S. Oil & Gas Producers (high yield) 10.09% 1.3%
Canada Oil & Gas Producers (high yield) 217% 1.0%
U.S. Building Materials 8.21% 0.7%
Canada Building Materials 12.01% 0.5%
U.S. Transportation Services (high yield) 12.7%% 1.5%
Canada Transportation Services (high yield) 9.91% 1.3%
Canada Farming & Fishing 8.36% 0.7%
United States Farming & Fishing -6.98% 0.3%

Source: Credit Benchmark

Disclaimer:

Credit Benchmark does not solicit any action based upon this report, which is not to be construed as an invitation to buy or sell any security or financial instrument. This
report is not intended to provide personal investment advice and it does not take into account the investment objectives, financial situation and the particular needs of
a particular person who may read this report.

info@creditbenchmark.com Know Risk. Know Credit Benchmark.

creditbenchmark.com



