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Rates | Will Tapering And Tightening Trouble 
Credit Markets? 

A disorderly withdrawal of stimulus by major central banks could 
trouble credit markets. 

How this will shape 2022 
The orderly withdrawal of extraordinary accommodation, underpinned by stable 
economic conditions, should continue to support positive rating momentum. Our 
global nonfinancial corporate net outlook bias has narrowed to about -7% from 
pandemic peaks of about -38%. 

A disorderly withdrawal could create problems for lower-rated issuers. A 
sustained tightening cycle, provoked by persistent inflation, could undermine credit 
performance, particularly among nonfinancial corporate speculative-grade 
borrowers where more than 30% are rated ‘B-’ or below.   

What we think and why 
Clearly communicated central-bank decisions should not be viewed as a negative 
for credit markets. Tapering and tightening are typically associated with improving 
economic conditions, which lead to stronger credit fundamentals and improving 
rating performance. Indeed, we note that the gap between potential upgrades and 
potential downgrades is its lowest since late 2018.  

The distinction between flow (new purchases) and stock (existing holdings) is 
important when talking about tapering. Yes – central banks are likely to continue 
to reduce and ultimately cease their monthly purchase programs in 2022 but will 
neither leave the market nor a vacuum. Under our base case scenario, it will take a 
decade for the Fed to normalize its balance sheet and no less time for the ECB, 
where bonds constitute more than half (54%) of its balance sheet. In addition, no 
major G-7 central bank, with the notable exception of the BoE, is considering active 
outright bond sales as a policy option. 

Orderly withdrawal should avoid escalation of financial imbalances and slow the 
hunt for yield. A reduction in cheap liquidity and higher rates should temper asset 
price growth and nascent credit risk. Indeed, certain asset classes are already 
showing an uptick in credit spreads. Meanwhile, the clamor for yield, which has 
forced some debt investors to go longer or lower to secure acceptable returns, 
should gradually fade. In fact, the stock of bonds (excluding debt held by central 
banks) trading at yields below 0% fell to 18% on Oct. 31 from 28% at end-2020.  

Chart 18 

Central Bank Support Has Ballooned 

 
Source: Oxford Economics, S&P Global Ratings 
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The clamor for yield should 
gradually fade  

 

Issuance rated ‘B-’ and 
below jumped in 2021 and is 
already 1.8x and 1.4x totals 
for 2019 and 2020 
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What could go wrong 
Prolonged inflation forces central bankers to tighten sooner and potentially too 
much. Under this scenario (not our expectation), financing costs may rise more 
than earnings, depressed in certain sectors by cost inflation, leaving issuers more 
exposed and laying the groundwork for financial stress. Exacerbating rising 
benchmark rates, investors become cautious and seek higher risk premiums, 
leading to widening spreads in the most vulnerable sectors.  

Recent record ‘B-’ and below issuance exacerbates future stress. Speculative-
grade issuance has already surpassed the record for full-year 2020. Repricing and 
refinancing, which played a big part, pushed down near-term maturities (2H2021-
2022) for U.S. speculative-grade nonfinancial corporates 40% over the last year. 
However, global issuance rated ‘B-’ and below jumped in 2021 and is already 1.8x 
and 1.4x the totals for 2019 and 2020. Lower rated issuers would be the first to 
encounter the consequences of a disorderly withdrawal.  

Sustained tightening undermines leverage loan issuers. Floating-rate leverage 
loan issuers, without any floor, will immediately be subject to rising rates. Median 
leverage for U.S. speculative-grade issuers is over 7x and 8x for ‘B-’ and ‘CCC+’ 
issuers, while median interest coverage is 2.3x for ‘B-’ and 1.8x for ‘CCC+’ issuers, 
according to our calculations. Therefore, while most leverage loan issuers start 
from a solid if indebted credit position, sustained tightening would leave little room 
for maneuver, creating tough conditions in a sector that’s grown more than most in 
2021.  

Chart 19 

Global Issuance By Issuers Rated ‘B-’ And Below In 2021 Continues Ascent 
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