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This report does not constitute a rating action 

The indefinite closure of the Nord Stream 1 pipeline adds to existing pressure on gas and 
power prices in Europe and highlights the already acute question of who will bear the resulting 
massive financial burden. Despite unprecedented government intervention on markets and 
specific utilities, the inevitable redesign of the gas and power market will be complex and bears 
many risks for rated utilities this winter. Windfall taxes may also dent earnings upside for 
unhedged fixed-cost power generation. Liquidity risks for rated utilities have risen considerably in 
this extreme price environment, although European governments appear increasingly willing to 
support liquidity on energy exchanges and at domestic utilities. In terms of the broader economic 
impact, in a previously published downside scenario of Russia cutting off gas exports to Europe 
and mandatory EU rationing, Germany would fall into recession, eurozone growth would weaken 
by 1.4 percentage points, and inflation would stay higher for longer. 

Nord Stream 1 Shutdown: Will Utilities And Markets Freeze This Winter? 
Europe Braces For A Bleak Winter: Germany faces recession if gas rationing is required 
Infrastructure & Energy Outlook: August 2022 

U.S. economic conditions have worsened. Our dashboard of leading indicators through July 
signals that U.S. economic momentum has continued to deteriorate--eight of the nine indicators 
we track sent negative (six) or neutral (two) signals on near-term growth prospects. Market data 
weakened considerably through August, with the 10-year/two-year and 10-year/one-year curves 
both inverted for two straight months--a recession signal. The 10-year/three-month curve is also 
closer to inversion. Our qualitative assessment of U.S. recession risk in the next 12 months is 45%, 
within a wider range of 40%-50%. We see risks closer to 50%, the top of that range, heading into 
2023 as cumulative rate hikes take hold. 

U.S. Business Cycle Barometer: As Weakness Continues, Further Spread Would Mean Recession 

China is under strain this summer. Prolonged heatwaves and droughts across its southwest have 
crippled hydropower generators, forcing energy curbs in some cities. Reduced levels on the 
Yangtze River, the world's most heavily used waterway for transport, have caused many shipping 
routes to partially close. The stress on supply chains could have knock-on effects globally. 
Heavily affected Sichuan is home to major producers of lithium and technology hardware. 
Extreme temperatures are also high risks for water-intensive crops, such as rice, and may fuel 
food inflation and hurt domestic consumption. All this at a time when China's economic growth 
has substantially slowed. Improving China's power system will require developing infrastructure 

Key Takeaways 
• Russia's Nord Stream 1 shut-off is adding to the pressure on European power prices. 

• Leading indicators point to continuing deterioration in U.S. economic conditions. 

• China is under strain from heatwaves and drought, exacerbating domestic economic 
woes and with global supply-chain risks. 
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and heavy investment in clean energy at a time when curbs on coal usage have been temporarily 
lifted to meet record demand. 

China's Summer Struggle: Drought, Food Inflation, And Shortages 

The Morningstar LSTA U.S. leveraged loan default rate could rise to 2.0% by June 2023, from 
0.43% in July 2022, as slowing growth and higher expenses constrain cash flow while more-
restrictive primary markets reduce access to capital. We expect the default rate to quickly rise 
but remain below the historical average of 2.5% as issuers continue to benefit from cushions built 
up since the 2020 recession. With the Federal Reserve unlikely to ease off the brakes anytime 
soon, credit conditions will likely remain restrictive for the weakest speculative-grade issuers. 

The Morningstar LSTA U.S. Leveraged Loan Index Default Rate Could Rise To 2.0% By June 2023 

The Inflation Reduction Act may increase the amount of tax non-financial corporates pay, with 
limited credit impact. The two main tax-related provisions included are: a 15% corporate 
alternative minimum tax (AMT) on book income of certain large corporations; and a 1% excise tax 
on the repurchase of publicly traded U.S. corporate stock. With regard to AMT, we expect 
affected companies--mostly investment-grade entities--will generally pay higher taxes, but we 
don't expect AMT to affect ratings, as the impact of higher cash taxes on ratios will likely be 
small. We believe the 1% excise tax applicable on share buybacks greater than $1 million for U.S. 
public companies will not have a material impact on our cash flow metrics or sway company 
decisions on buybacks. Our study indicates that the technology and health care sectors will be 
the most affected, although the credit impact will be minimal. 

Taxes Under The Inflation Reduction Act May Increase The Amount Non-Financial Corporates 
Pay, With Limited Credit Impact 

S&P Global Ratings has taken a closer look at how upcoming loan maturities may affect 
European CLOs. Of the collateral backing EMEA CLOs that we rate, €8.5 billion--or 7.8% of the 
total par balance--will mature by the end of 2024. A further €15.7 billion and €25.9 billion of 
underlying loans mature in 2025 and 2026, respectively. This approaching CLO maturity wall 
prompts closer consideration of the potential adverse effects that tighter financing conditions 
may have on CLO credit performance and ratings going forward. We ran four scenario analyses 
with different levels of CLO asset defaults, trading losses, downgrades, and recovery timings. 
Overall, CLO ratings demonstrated considerable resiliency to these additional stresses. 

European CLOs: Is The Loan Maturity Wall CLOsing In? 

U.K. mortgage borrowers' cost of living is rising at a rate not seen for decades, as inflation 
surges and monetary policy tightens in response. We expect arrears in U.K. RMBS collateral pools 
to rise as a result, with legacy nonconforming collateral the most heavily affected. Given our 
expectation that the U.K. RMBS sector could experience some stress, we have revisited our 
analysis of the structural resilience of pre- and post-GFC (global financial crisis) RMBS, 
comparing origination standards and transaction structures. Overall, we consider that a 
combination of lessons learned and regulation have derisked the mortgage loan collateral 
backing more recent RMBS transactions, relative to pre-GFC originations. 

Cost Of Living Crisis: U.K. RMBS 2.0 Has Built-In Resilience   
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Asset Class Highlights 

Corporates  
Notable publications include: 

• Nord Stream 1 Shutdown: Will Utilities And Markets Freeze This Winter? 

• Cost Inflation And Recession Risks Loom Over North American Oilfield Services' Improved 
Performance 

• U.S. Media & Entertainment Industry: Pouring Recessionary Gasoline On A Secular Fire 

• Less Money, More Problems For U.S. Tech Companies As Economic Woes Continue To Rise 

Financial Institutions 
• We published a report the nonbank financial sector in Asia: Asia-Pacific's Nonbanks Brace 

For Funding Squeeze. Nonbank financial institutions (NBFIs) are vulnerable to disruptions in 
funding access given geopolitical tensions, slowing economies, and spiking interest rates. 
Speculative-grade finance companies that rely on chunky, short-term debt or securitization 
funding are most at risk. This may pose contagion risks in some jurisidictions. 

• We also published a report focusing on Islamic finance in the U.K: Islamic Finance In The U.K. 
Is Still Learning To Crawl. We believe Islamic finance is unlikely to make significant inroads in 
the U.K.'s financial services industry over the coming years. U.K.-based Islamic banks' total 
assets represent less than 0.1% of the entire banking system, and there have only been three 
sukuk issuances over the past decade. Although the complexity of sukuk issuances and the 
perception of little added value seem to curb the market appetite, efforts to align Islamic 
finance with the increasing interest in environmental, social, and governance principles and 
fintech could generate more attention. 

Sovereign 
• Cyprus Upgraded To 'BBB/A-2' On Economic Resilience; Outlook Stable 

• Kazakhstan Outlook Revised To Negative On Higher External And Financing Risks; 'BBB-/A-3' 
Ratings Affirmed 

 

Structured finance  
• EMEA CLO: Here are a couple “Key Takeaways” from a recent article: Of the collateral 

backing EMEA CLOs that we rate, €8.5 billion--or 7.8% of the total par balance--will mature 
by the end of 2024. A further €15.7 billion and €25.9 billion of underlying loans mature in 2025 
and 2026, respectively.  This approaching CLO maturity wall prompts closer consideration of 
the potential adverse effects that tighter financing conditions may have on CLO credit 
performance and ratings going forward.  We ran four scenario analyses with different levels 
of CLO asset defaults, trading losses, downgrades, and recovery timings. Overall, CLO ratings 
demonstrated considerable resiliency to these additional stresses.  See “European CLOs: Is 
the Loan Maturity Wall CLOsing in?” published on September 1, 2022. 
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• U.S. CMBS:  Here are a couple “Key Takeaways” from a recent article: The U.S. CMBS overall 
delinquency rate decreased by three basis points month over month to 2.5% in August 2022.  
The rate of seriously delinquent loans (60-plus-days delinquent) was 94.3% as of August 
2022. Loans that are 120-plus-days delinquent continued to represent the largest portion of 
delinquent loans at 33.3%. By balance, delinquency rates decreased for lodging (27 basis 
points), retail (12 basis points), and office (one basis point), and increased for industrial (11 
basis points) and multifamily (two basis points). See “SF Credit Brief: U.S. CMBS Delinquency 
Rate Reports At 2.5% In August, Showing A Slight Decline of Three Basis Points” published on 
August 31, 2022. 

• China Consumer Loan Asset-Backed Securities Market:  We published our “A Primer on 
China's Consumer Loan Asset-Backed Securities Market" on September 1, 2022.  The 
nascent market for China's consumer loan asset-backed securities has gained wide 
attention among investors. We take a deep dive into the fundamentals of such securitization 
products.  The article covers the following:  

o The development of China's consumer loan market, including growth trend, 
finance penetration rate, and the related regulatory landscape.  

o A brief introduction on key types of loan originators and product features.   

o China's consumer loan ABS market today, including issuance trend, transaction 
characteristics, and recent asset performance. 

• Australia RMBS:  See “Australian Home Loan Arrears Declined In June, Report Says” 
published August 30, 2022 in order to access "RMBS Arrears Statistics: Australia" that 
provides a comprehensive analysis of arrears statistics on loans underlying Australian RMBS.  
The Standard & Poor's Performance Index (SPIN) for Australian prime mortgages excluding 
noncapital market issuance fell to 0.64% in June from 0.65% in May. Nonconforming arrears 
also declined, falling to 2.18% in June from 2.24% a month earlier.  June arrears reached a 
new post-financial crisis low, with the effects of consecutive increases in the cash rate yet to 
surface. While this partly reflects the lagged effect of arrears increases, which typically take 
around four to five months to come through, the changing composition of the SPIN since the 
pandemic is not without effect. 

Nonbank loan outstanding now make up nearly half of total prime RMBS loan outstanding. 
This reflects strong issuance from the nonbank sector in recent years and a decline in 
securitization issuance from many banks due to cheaper funding available elsewhere. 
(Nonbanks are more reliant on securitization than banks, which have greater diversity in 
funding sources.) The large volumes and lower seasoning of recent new issuance will dilute 
the SPIN to some extent. Also, nonbanks' higher exposure to investor loans with interest-
only periods can also temper their arrears performance because investor loan arrears are 
typically lower than those for owner-occupiers. 

This state of affairs is set to change, though, as all borrowers, including investors, brace 
themselves for higher interest costs, alongside rising inflationary pressures. Borrowers' 
resilience to these pressures varies across the RMBS sector, which will influence individual 
transaction performance.  In our opinion, first-home owners, particularly highly leveraged 
borrowers, are more vulnerable to rising interest rates, given their often-higher leverage 
levels relative to income and limited repayment history. In contrast, investors will be partly 
insulated from interest-rate rises because they can raise rents to help cover rising inflation 
and interest-rate costs, particularly given the low vacancy levels in the current market.   

• U.S. Credit Card ABS:  We recently published both a “U.S. Credit Card Quality Index: Monthly 
Performance--July 2022” on August 29, 2022.  The CCQI is a monthly performance index that 
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aggregates performance information of securitized credit card receivables in the following 
key risk areas: receivables outstanding, yield, payment rate, charge-off rate, delinquencies, 
base rate, and excess spread rate. 

Chart 1 

Global Rating Action In 2022 YTD 

   
Source: S&P Global Ratings. Net negative rating actions means downgrades minus upgrades. Net cumulative means total net 
negative rating action. Data as of Sept. 2, 2022. 

Table 1 

Recent Rating Actions 

Date Action Issuer Industry Country To From Debt vol  
(mil. $) 

31-Aug Downgrade Bausch Health Cos. Inc. Health Care Canada CC CCC+ 42,874 

2-Sep Upgrade Republic of Cyprus Sovereign Cyprus BBB BBB- 12,167 

31-Aug Downgrade Suncor Energy Inc. Oil & Gas Canada BBB BBB+ 10,237 

31-Aug Downgrade 
Serta Simmons Bedding 
LLC Consumer Products U.S. CCC- CCC 8,851 

30-Aug Downgrade 
Envision Healthcare 
Corp. Health Care U.S. SD CCC 7,570 

31-Aug Downgrade NGL Energy Partners LP Utilities U.S. B- B 7,300 

2-Sep Downgrade Li & Fung Ltd. Consumer Products Bermuda BB+ BBB- 2,250 

1-Sep Downgrade Bright Bidco B.V. Automotive Netherlands D CCC 1,683 

31-Aug Upgrade Daseke Inc. Transportation U.S. B+ B 900 

1-Sep Downgrade 
Vue International Bidco 
plc Media & Entertainment U.K. D CC 709 

Source: S&P Global Ratings. Data as of Sept. 2, 2022. U.S. means United States 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.  
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