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While most data continue to suggest the U.S. will suffer only a shallow recession this year—with 
some signs even pointing to a possible economic soft landing—corporate borrowers are facing 
operational and financing headwinds that will weigh on debt-service capacity. 

We expect profit pressures on U.S. nonfinancial corporates borrowers to intensify, at least in 
the near term. Many companies will find it more difficult to balance still-elevated input costs and 
waning demand amid the prospects of a downturn in the world’s largest economy and diminished 
consumer purchasing power, especially at the lower end of the income scale. Already, companies 
in some consumer-dependent sectors are being forced to offer steep discounts after having 
overbuilt inventories in the wake of the pandemic’s disruption of supply chains.  

More pain can come as unemployment climbs. For now, labor markets remain tight and wages 
continue to rise—with anecdotal evidence that some companies are trying to keep workers on 
through this rough patch in order to avoid the staffing swings that occurred during (and after) the 
worst of the pandemic. Some sectors, such as aerospace and defense, and health care, continue 
to suffer from labor shortages. That said, layoffs are accelerating (especially in tech and finance), 
and headline unemployment will almost certainly rise from its historic lows, further eroding 
consumer spending and likely weighing more on corporate earnings. 

At the same time, benchmark borrowing costs look set to go higher still, given the Federal 
Reserve’s determination to bring down inflation. S&P Global Economics forecasts the central 
bank’s policy rate to reach 5.0%-5.25% in the second quarter, with borrowers facing a prolonged 
period of elevated interest rates. Concerns about liquidity are also growing, as the Fed 
withdraws monetary support at an unprecedented pace. Beyond aggressively raising the federal 
funds rate, the central bank is selling assets to normalize its balance sheet through so-called 
quantitative tightening. With a recession likely and structural changes afoot—from decreased 
Treasury market liquidity to the end of LIBOR—market liquidity could dry up in earnest. With a 
historically large number of corporate borrowers in the ‘B’ ratings category and below, sensitivity 
to this risk is significant. 

The maturity wall for nonfinancial corporate debt appears broadly manageable in the near 
term after many companies pushed out maturities at lower rates. And the buffers that many 
borrowers built up during the long stretch of favorable financing conditions are supporting credit 
quality in many sectors. But refinancing pressure is building. Investment-grade debt accounts 
for 78.8% of total U.S. nonfinancial corporate debt maturing in this year. However, corporate debt 
coming due rises steadily through 2026, and the share of speculative-grade maturities surpasses 
that of investment-grade in 2027 (see chart 1). While spec-grade maturities are relatively modest 
in the near term, companies tend to refinance their debt 12 to 18 months in advance. Faced with 

Key Takeaways 
• Near-term profit pressures on U.S. corporate borrowers look set to intensify, as 

many find it more difficult to deal with still-elevated input costs and waning demand 
amid the prospects of a downturn in the world’s largest economy and diminished 
consumer purchasing power. 

• Benchmark borrowing costs will likely go higher still, as the Federal Reserve 
continues its fight against inflation. As borrowers face a prolonged period of elevated 
interest rates, concerns about liquidity are growing as the Fed withdraws monetary 
support at an unprecedented pace. 

• Refinancing pressure is building. Corporate debt coming due rises steadily through 
2026, and the share of speculative-grade maturities surpasses that of investment-
grade in 2027. Faced with an overhang of pandemic-era debt that begins to mature in 
2025, companies will soon look for refinancing opportunities. 
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an overhang of pandemic-era debt that begins to mature in 2025, companies will be looking for 
refinancing opportunities. 

Chart 1 

U.S. Nonfinancial Corporate Maturities Increase Through 2026 

 
Data as of Jan. 1, 2023. Includes bonds, loans, and revolving credit facilities that are rated by S&P Global Ratings from U.S. 
nonfinancial issuers. Source: S&P Global Ratings. 

Credit rating trends have already turned negative. Corporate downgrades have outpaced 
upgrades since August 2022 (see chart 2). S&P Global Ratings now expects the U.S. trailing-12-
month speculative-grade corporate default rate to reach 3.75% by September 2023, from 1.6% a 
year earlier. 

Chart 2 

2022 U.S. Corporate Rating Actions By Month

 
Includes only nonfinancial corporates. Source: S&P Global Ratings. 

 
Chart 3 

U.S. Nonfinancial Corporate Net Outlook Bias

 
Data as of Dec. 31, 2022. Net outlook bias--Percentage of issuers with a 
positive bias (with a positive outlook or on CreditWatch positive) minus those 
with a negative bias (with a negative outlook or on CreditWatch negative).  
Source: S&P Global Ratings. 

On average, ratings are lower than they were prior to the pandemic, and debt levels higher, with 
12% of U.S. corporates rated ‘B-’ or below. The net outlook bias, indicating potential ratings 
trends, widened to negative 8.5% at the end of 2022—a 16-month high (although still roughly half 
pre-pandemic levels) (see chart 3). The corporate sector with the highest net negative outlook 
bias is consumer products, at negative 21.5%. In the past year, retail, autos, telecom, and high 
tech have suffered the biggest deterioration in net outlook bias (see chart 4). This comes amid 
heightened credit stress for North American corporates and households, as suggested by S&P 
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Global Ratings' Credit Cycle Indicator, a forward-looking signal on potential credit stress at the 
macro geography level (see "Credit Cycle Indicator Q1 2023: The Correction Continues," published 
Dec. 13, 2022).  

Chart 4 

U.S. Nonfinancial Corporate Net Outlook Bias By Sector 

 
2022 data as of Dec. 31, 2022. 2021 data as of Dec. 31, 2021. Net outlook bias--Percentage of issuers with a positive bias (with 
a positive outlook or on CreditWatch positive) minus those with a negative bias (with a negative outlook or on CreditWatch 
negative). Source: S&P Global Ratings. 

Recession, cost inflation, and refinancing continue to be key risks for this year, and some 
sectors may face significant sector-specific challenges (see table 1). 

Table 1 

Key Risks And Opportunities Around U.S./North American Sectors' Baseline 

Sector 1 2 3 

Autos 
Geopolitical tensions and 
protectionism distort 
competition 

A new COVID wave in China M&A 

Building materials Interest rates and cost 
inflation strain earnings Financial policy Easing costs help mitigate 

margin pressures 

Capital goods Higher rates push off capital 
spending Refinancing risk Sticky costs and supply chain 

disruptions 

Chemicals A more severe economic 
recession for OECD countries European energy crisis Capital market access 

Commercial aerospace Slow supply chain recovery Boeing unable to replace 
demand from China Skilled-labor shortage 

Consumer products Higher, more persistent 
inflation Greater focus on sustainability Increased digitization 

Defense Supply chain disruptions and 
labor constraints Defense spending declines More aggressive financial 

policy 

Healthcare Margin pressures Higher interest rates New entrants 

Homebuilders and developers More severe decline in 
housing demand 

Lower land spending helps 
maintain credit quality - 

Hotels, gaming and leisure Economic downside Investments and M&As slow 
deleveraging  - 
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Media and entertainment Deeper economic slowdown Accelerating secular trends in 
media ecosystem 

Whether streaming shows 
progress toward profitability 

Merchant power Use of excess cash Inflation and interest rates Focus on cost reductions 

Metals and mining Deeper economic downturn Supply rigidity Financial policy 

Midstream energy Recession risk Regulation and energy 
transition Strong financial position 

Oil and gas A deep or prolonged recession Regulation, taxation and 
policies Strategic flexibility 

Real estate A prolonged recession 
High interest rates drive 
steeper valuation declines and 
refinancing risk 

Housing cooldown supports 
rental market 

Regulated utilities Inflation Reduction Act Recession Affordability of customer bill 

Retail and restaurants Consumer resilience Inflation reignited Demand for greater 
omnichannel sophistication 

Technology China's reopening Rising rates  Steeper economic downturn 

Telecommunications Rising rates, persistently high 
inflation, deeper recession 

Slower fiber-to-the-home 
builds Shareholder returns 

Transportation Deeper economic downturn Higher energy prices from 
geopolitical tensions COVID upsets recovery 

Note: Risks and opportunities have been simplified and standardized. No rank ordering is implied between the risks and 
opportunities. For more information, see Industry Top Trends 2023. Source: S&P Global Ratings. 

  

http://www.spglobal.com/ratings
https://www.spglobal.com/ratings/en/research-insights/topics/industry-top-trends-2023


U.S. Corporate Credit Outlook 2023 

spglobal.com/ratings  Feb. 2, 2023 6 
 

Macro Outlook 
We continue to expect a shallow recession for the U.S. economy starting in the first half of the 
year, with full-year GDP shrinking 0.1%. While fourth-quarter growth came in surprisingly strong, 
with the economy expanding an annualized 2.9% and building on the third quarter’s gain of 3.2%, 
final sales, at 1.4%, were modest with inventory buildup helping to explain the overall GDP boost. 
Moreover, given the lagging effects of Fed rate hikes and the fact that real-time data suggest 
economic momentum is slowing, we reiterate our expectations for a mild downturn this year—
even if it’s pushed out a bit after the strong finish to 2022. 

As the economy cools, job gains have softened slightly, particularly for interest rate-sensitive 
industries. As diminished purchasing power continued to damp demand, businesses will be 
forced to trim payrolls. We see headline unemployment peaking at 5.6% in the fourth quarter 
(from 3.5% at the end of 2022), before slowly slipping to 4.7% by the end of 2025. And while wage 
gains have been robust, the pace is slowing. And wage increases continue to fall far short of 
consumer-price inflation, with real wages negative for 20 straight months. Against this backdrop, 
personal income in real terms is now $1.3 trillion lower than its pre-pandemic trend rate. The 
personal savings rate, at 3.4%, is almost one-third its historic average of 8.9%. 

This comes as the Fed remains explicitly determined to ensure that inflation expectations don’t 
become unmoored. In raising the federal funds rate by 25 basis points on Feb. 1—to the highest 
since October of 2007, a range of 4.50%-4.75%—the Fed said “ongoing increases” are needed to 
reach a level that is “sufficiently restrictive.” As the rate looks likely to stay elevated until inflation 
falls closer to the central bank’s target of 2%, this raises the possibility that the U.S. will suffer a 
recession that is deeper and/or longer than we expect. In short, the questions are now: 1) Will the 
Fed be content with bringing annual core inflation down to a level that still exceeds its 2% target? 
and 2) How much damage must the central bank inflict on the economy to squeeze out the last of 
these price pressures? The answers will determine how bad things get for lower-rated debt.  

Higher-for-longer borrowing costs ramp up debt-service pressures on floating-rate debt, and 
with companies having to pay up, there’s less financing fuel in the markets. At the same time, 
leverage, liquidity, and net worth among American households are showing signs of deterioration, 
and consumer confidence readings remain well below their summer 2021 highs. Combined with 
signs that consumers—especially at the lower end of the income ladder—have run through their 
stimulus-fueled savings and are beginning to pile on debt, this will further pressure revenues and 
earnings in many corporate sectors (see chart 5). 

Chart 5 

U.S. Excess Savings Have Shrunk 30% From the Peak 

 
Sources: U.S. Bureau of Economic Analysis, S&P Global Ratings Economics calculations.  
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Debt Ceiling 
Meanwhile, on Capitol Hill, legislators have taken up the issue of the debt ceiling. A number of 
Republicans are pushing House Speaker Kevin McCarthy to demand spending cuts in exchange 
for raising the amount the federal government may borrow to pay its bills.  

We expect lawmakers will either raise or suspend the debt ceiling before it’s too late, given that 
the consequences for the financial markets of not doing so would be severe--and our ‘AA+’ long-
term rating and stable outlook on the U.S. reflects this view (see "Credit FAQ: U.S. Sovereign Debt 
Hits The Ceiling Again," published Jan. 20). Congress has raised the debt ceiling on time—
including at the 11th hour—more than 80 times since 1960, during both Republican and 
Democratic Congresses and presidencies. It would be unprecedented in modern times for an 
advanced G-7 country, such as the U.S., to default on its sovereign debt. 

Still, during the drawn-out vote for House speaker, conservative lawmakers reportedly exacted 
assurances from Mr. McCarthy to include major spending cuts in any debt ceiling increase—while 
also securing changes to House rules that give a small group of members the power to remove 
McCarthy. Clearly, this raises the likelihood of political brinksmanship over the coming months 
and prolonged financial market concerns. 

Treasury Secretary Janet Yellen has said her department is already into its use of so-called 
“extraordinary measures” to pay the country’s bills. A failure to raise the debt ceiling by the time 
these measures run out could cause the country to miss some payments. This is complicated by 
the fact that there’s uncertainty about when these extraordinary measures will be exhausted; the 
Treasury estimates, based on its projected cashflows, that it could exhaust such measures after 
early June.  

A U.S. sovereign default would be unprecedented for the economy and financial markets, both 
here and around the world. And even without an actual missed payment, the nearer we get to the 
June deadline the greater the likelihood of investor concerns resulting in negative consequences 
for financial markets. Potential volatility in financial markets could drive up borrowing costs—
especially for companies at the lower end of the ratings scale. This could be particularly 
damaging given the high percentage of U.S. borrowers with speculative-grade (‘BB+’ and below) 
ratings and credit conditions already deteriorating significantly. 

  

http://www.spglobal.com/ratings
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=53825402&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=53825402&From=SNP_CRS


U.S. Corporate Credit Outlook 2023 

spglobal.com/ratings  Feb. 2, 2023 8 
 

Financing Conditions 

Some improvement, but it could be a complicated year ahead 
After a bumpy ride for financial markets in 2022—with U.S. nonfinancial corporate bond issuance 
down 45% from a year earlier and institutional leveraged loan volume plummeting 64%—most 
firms survived unscathed, not needing to tap primary markets amid punishingly high yields.  

As 2023 begins, markets seem poised and ready for a rebound, particularly now that components 
of inflation have been falling for the past six months. Many are once again predicting the federal 
funds rate will peak around mid-year, with the biggest rate hikes in the rearview mirror. Already, 
the S&P 500 bond index has returned 4% year-to-date (through Jan. 25) and yields have fallen 
across nearly all grades of credit quality (see charts 6 and 7).  

Chart 6 

Safer Assets See Increased Demand  
As 2023 Kicks Off And Rate Expectations Decline 

Investment-grade yields 

 
Source: S&P Global Ratings. 

 
Chart 7 

Speculative-Grade Borrowing Costs  
Start To Stabilize In Secondary Markets 

Speculative-grade yields 

 
Sources: S&P Global Market Intelligence; S&P Global Ratings. 

For bond issuance, a low starting point, declining cash balances, and (most importantly) 
stabilizing interest rates look set to boost debt issuance this year. Still, speculative-grade 
borrowers' credit metrics and financial positions have eroded, our base-case economic 
projection calls for a recession this year, and the pipeline for mergers and acquisitions (M&A) 
remains lackluster. 

While there are signs of improving market sentiment, this optimism doesn’t necessarily hinge on 
the country avoiding a recession, but rather on the Fed's policy rate peaking at roughly 5%, with a 
reversal later in the year. The focus on the future course of interest rates and their potential to 
stabilize or fall—when combined with a recession—should benefit safer assets, such as debt 
from investment-grade corporates and Treasuries, but this optimism may not work its way down 
to the lowest-rated borrowers. 

Downside risks remain. The labor market is still tight, which could produce stickier inflation than 
many market participants expect (and prompt more rate hikes than forecast). Conversely, if 
unemployment rises, consumer spending would likely fall, pulling away the vital support many of 

0

1

2

3

4

5

6

7

%

AAA AA A BBB 10-Year Treasury

0

1

2

3

4

5

6

0

2

4

6

8

10

12

%%
BB+ BB/BB-
B 5 Year Treasury
3-Mo Libor (right scale)

http://www.spglobal.com/ratings


U.S. Corporate Credit Outlook 2023 

spglobal.com/ratings  Feb. 2, 2023 9 
 

the lowest-rated firms rely on. We expect China’s reopening to boost global GDP this year but it 
will almost certainly underpin inflation as well.  

Near-term spec-grade maturities dominated by floating-rate debt 
With yields much more restrictive than a year ago and a recession in our base case assumptions, 
refinancing risk is higher than in more benign times. In particular, quickly rising rates are adding 
costs to maintaining floating-rate debt, and any fixed-rate maturities coming due in the near-
term will have to be rolled over at a much higher coupon rate. Through 2024, we estimate that 
speculative-grade firms in the U.S. have $354 billion in debt coming due (see chart 8). Of this, 
65% carries floating rates of interest, meaning about $125 billion of fixed-rate debt is about to 
reset with much higher coupon rates than when it was issued. And of all the outstanding spec-
grade nonfinancial corporate debt ($2.9 trillion), 55% is floating-rate.  

These risks aren't shared equally across sectors, nor by interest rate type. Nearly a quarter (24%) 
of this debt coming due in the near-term is attributable to the media and entertainment sector 
alone. Other sectors also carry comparatively high amounts of floating-rate debt via leveraged 
loans, which have hit the market in recent years with very low ratings—heavily represented by ‘B’ 
and ‘B-'. In fact, of the $229.5 billion total of floating-rate debt, 36.1% is rated ‘B-' or lower, 
compared to only 16.3% of the fixed-rate portion. 

Chart 8 

Speculative-Grade Maturing Through 2024 Is Mostly Floating-Rate 

 
Data as of Jan. 1, 2023. CP&ES--Chemicals, packaging, and environmental services. FP&BM--Forest products and building 
materials. Includes bonds, loans, and revolving credit facilities maturing in 2023 and 2024 that are rated by S&P Global 
Ratings from U.S. nonfinancial issuers. Source: S&P Global Ratings. 
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Our baseline sees rising defaults, but off a low base 
As economic headwinds build, we expect the U.S. trailing-12-month speculative-grade corporate 
default rate to rise to around 3.75% by September. This would more than double the rate at the 
end of 2022 (1.65%) but would still be just below the long-term average of 4.1% (see chart 9). 
Many borrowers rated ‘B-'have issued loans in recent years, and more than half of the ‘CCC'/'C’ 
issuers hail from consumer-reliant sectors such as media and entertainment, retail/restaurants, 
and consumer products. Healthy consumer spending trends will become critical for these 
weakest issuers, but their vulnerability will be tested in the event of a recession and/or rising 
unemployment. Already, many within this rating category are seeing declining cash flows, and our 
overall negative bias for the speculative-grade population has risen to 19.2% at the end of 2022 
from 14% a year earlier.  

Chart 9 

U.S. Trailing-12-Month Speculative-Grade Default Rate And September 2023 Forecast 

 
Shaded areas are periods of recession as defined by the National Bureau of Economic Research. Sources: S&P Global 
Ratings and S&P Global Market Intelligence’s CreditPro®. 
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Key Themes To Watch Across Sectors 

Operating headwinds continue to blow 
Gloomy macroeconomic conditions will hamper top line growth in 2023. While many industries 
benefited from robust pent-up demand in the past couple of years thanks to hefty excess 
consumer savings and shifting consumer behaviors throughout the pandemic, revenue growth 
will likely soften or reverse for some this year as the global economy slows, household savings are 
depleted, unemployment rises, and companies try to balance cost increases and volume 
preservation. Overall, we expect adjusted revenue of North American nonfinancial corporates 
rated by S&P Global Ratings to grow merely 1.5% this year compared to 11.3% in 2022. Sectors 
such as chemicals, metals and mining, and oil and gas will likely experience revenue decline after 
a period of strong performance (see chart 10).  

On the other hand, sales may stay intact for sectors seen as essential or countercyclical. 
These include consumer staples and utilities. Sectors still recovering from the pandemic dip 
could even see accelerating growth in 2023—for example, we expect faster recovery in the cruise 
sector on good forward bookings and improving occupancy.  

Chart 10 
 

 

North American Nonfinancial Corporate Revenue Growth 

Overall 

 

 By sector 

 

Est.--Estimate. Sources: S&P Global Ratings, S&P Global Market Intelligence Capital IQ. Includes North American non-
financial corporations currently rated by S&P Global Ratings. Calculated in US$ terms. 

On the cost side, supply chain issues could linger, and cost inflation may prove sticky. Supply 
bottlenecks are showing signs of easing, and the global supply chain pressure index has 
significantly come off its peak as of end-2021 (see chart 11). Prices of many commodities, such as 
most metals, have fallen from spike levels in early 2022, albeit remaining at elevated levels (see 
chart 12). Against this backdrop, many sectors still expect a bumpy ride. For example, supply 
chain disruption in the auto sector will likely extend into late-2023. Material costs for capital 
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goods companies will be 10%-15% lower this year than in 2022, but still 20%-30% higher than in 
the past 10 years—and they still face elevated energy costs and wage growth.  

Chart 11 

Supply Chain Shows Signs Of Easing 

Global Supply Chain Pressure Index 

 
Data as of Dec. 31, 2022. Source: Federal Reserve Bank of New York. 

 
Chart 12 

Many Metals Prices Dropped From 2022 Spike Levels  
But Remain Elevated

 
Data as of Jan. 27, 2023. Sources: Bloomberg, S&P Global Ratings Economics.  

Labor shortages continue to pressure costs and reduce productivity. For example, the 
aerospace and defense sector is finding it difficult to stabilize a small labor force following the 
exodus of seasoned workers during COVID, as the training of aerospace engineers and aviation 
mechanics takes significant time, and smaller, remotely located companies struggle in particular 
with limited access to the highly skilled employees that large cities or regions tend to offer. 
Health care services providers also suffered from acute staffing shortages in 2022. While health 
care employment has since recovered to pre-pandemic levels, and the use of expensive 
temporary staffing services is declining, overall labor costs will remain elevated for at least the 
first half this year, if not longer. Major U.S. airlines are close to new contracts with their pilot 
unions, with impending substantial pay raises, which will filter down as other labor groups 
negotiate with airlines.  

That said, the past years’ strong performance can offer some cushion. Automakers will benefit 
from sound order books and the improved pricing in 2021-2022 for at least the first half of the 
year. Significant backlogs built in the second half of 2022 should support good production 
volumes for capital goods companies as well. We also observed many chemical issuers 
successfully protecting margins with a strong focus on pricing discipline and improvements to 
product mix, thereby retaining some cushion to weather a mild recession in 2023. Nonetheless, 
given all these headwinds, adjusted EBITDA growth will be at 2.5% for North American 
nonfinancial corporates, compared to 9.5% in 2022. (see chart 13).  
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Chart 13 
 

 

North American Nonfinancial Corporate EBITDA Growth 

Overall 

 

 By sector 

 

Est.--Estimate. Sources: S&P Global Ratings, S&P Global Market Intelligence Capital IQ. Includes North American non-
financial corporations currently rated by S&P Global Ratings. Calculated in US$ terms. 

Significant sector-specific challenges remain 
Macroeconomic conditions and recession worries are affecting certain industries 
disproportionately. Broadly speaking we expect the real estate, technology, media, and health 
care services sectors to be under the most pressure.  

The housing market will likely slow further. The U.S. housing market suffered a reset last 
summer when rapid home price appreciation (HPA) and historically low mortgage financing costs 
shifted abruptly. The resulting affordability constraints from elevated mortgage rates have 
damped consumers' inclination and ability to own larger homes away from major cities. S&P 
Global Ratings expects the U.S. housing and mortgage markets to continue to slow this year due 
to the uncertain timing of the Fed's monetary-policy pivot and the economic appeal of renting 
instead of buying (see "2023 U.S. Residential Mortgage And Housing Outlook: Navigating A 
Softening Market," published Jan. 20). 

Against this backdrop, we expect building materials companies that are repair- and remodel-
exposed to be relatively less volatile than those exposed to new housing. Given limited home 
affordability, we see the fundamentals for rental housing remaining solid in the next one to two 
years. As a result, REITs that own portfolios concentrated in markets featuring the least 
affordable housing are well-positioned to benefit. That said, housing landlords will likely be able 
to increase rents (albeit to a lesser degree than in the past 18 months) for at least the next 
several quarters, as renting continues to be a more affordable option for most Americans. 

Commercial real estate, on the other hand, remains an area of concern. We are closely 
monitoring office REITs and expect them to remain under pressure given their higher debt 
leverage relative to other REIT subsectors. In addition, we expect muted growth for this property 
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type amid declining demand due to the shift toward remote work and a weaker job outlook. While 
retail REITs have enjoyed a solid recovery, with most operating metrics returning to pre-COVID 
levels, retail landlords may face increased risk as they deal with weaker consumer spending and 
inflationary pressures.  

Layoffs have hit the tech sector—a result of scaling back growth investments that are no 
longer viable because of elevated costs of capital or diminished demand. Nevertheless, the 
sector is a smaller employer relative to Its contribution to GDP, so this hasn't had a significant 
effect on the broader labor markets. We expect the software market to enjoy strong revenue 
growth of 8% this year, with deepening digital transformation, continuing cloud migration, and 
more-prevalent remote work post-COVID (see table 2). Meanwhile, sales in the semiconductor 
segment will likely plummet 10% as macro weakness and inventory correction hits all end 
markets. Within the retail space, grocers are most resilient due to the benefit from increased 
volume, as customers trade out of away-from-home dining, and good pass-through ability, but 
specialty retail will suffer as consumer discretionary spending falters; issuers including Best Buy, 
Guitar Center, and Party City are unlikely to see volumes come back materially until 2024. 

Table 2 

Global IT Growth Forecasts 

  2021 2022e 2023e 

Global IT Spending 13.7% 2.5% 3.3% 

        
Revenues       

IT Services 13% 4% 4% 

Software 15% 10% 8% 

Semiconductors 26% 4% (10%) 

Network Equipment 2% 7% 4% 

Mobile Telecom Equipment 12% 5% 0% 

External Storage 6% 6% (2%) 

e--Estimate. Source: S&P Global Ratings. 

Rounding out the sectors under pressure are issuers with ad-supported business models.  
Customers commonly target advertising spending as a key area to cut costs as recession worries 
intensify. Media companies are among those feeling the pinch in their top lines, as a result of 
tightening ad-spending budgets, especially with political spending in the rearview mirror for now. 
However, credit quality has deteriorated in certain pockets, even while revenues have held 
steady. Primary healthcare providers continue to have robust demand, particularly given the 
elective-care deferrals through COVID, that are now in the pipeline. However, the smaller, lower-
rated companies that provide products and services to primary care providers have struggled.  
This subsector has led in defaults as rising labor and input costs have been too high a hurdle to 
overcome.  

Policies and (geo)politics drive changes 
Given the partisan split in Washington, we see few prospects for major changes in economic 
policy at a time when the U.S. will likely slip into recession. With the majorities slim in both the 
House (for Republicans) and the Senate (for Democrats), the passage of major legislation is 
unlikely. This would leave the Inflation Reduction Act (IRA; see table 3) as the last major policy 
victory for the White House before the next presidential election, in November 2024. 
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Table 3 

Key Elements Of The Inflation Reduction Act 

Inflation Reduction Act 

Macroeconomic effects • CBO estimates the bill will have no statistically significant effect on 
inflation 

• Will reduce federal deficit by $1.9T over 20 years  
• Will create an estimated 1.5 million jobs and increase GDP 0.84%–

0.88% by 2030 

Effect on taxes • 15% corporate minimum tax rate for companies with more than $1 
billion of annual income 

• 1% excise tax on stock buybacks 
• Expand and modernize the IRS 

Energy and climate  

Largest-ever piece of federal legislation to address 
climate change. Independent estimates say it will reduce 
national greenhouse-gas emissions to 32%-42% below 
2005 levels by 2030 (compared to 24%-35% under 
current policy) 

• $128B for renewables and energy storage 
• $30B for nuclear power 
• $13B for electric vehicle incentives 
• $14B for home energy-efficiency upgrades 
• $22B for home energy supply improvements 
• $27B grant program is a green bank to capitalize smaller regional 

green banks 

Prescription drug reforms • Medicare negotiation of drug prices for certain drugs, starting at 10 
per year by 2026, increasing to more than 20 additional by 2029 

Source: S&P Global Ratings. 

The Inflation Reduction Act will likely be a positive for many sectors. For one, it will help 
increase electric vehicle (EV) penetration, leading us to expect a modest boost in volume and 
profitability targets for some automakers—especially those qualifying for the subsidies. Overall, 
the IRA could reduce prices and increase adoption of EVs through 2025, although profit 
pressures will intensify due to the rising costs of battery components. We expect additional 
pressure on profits and cash flow for at least the next five years, until more automakers 
operating in North America achieve the combined benefits of scale and vertical integration. For 
capital goods companies, the IRA and CHIPS and Science Act combine to bolster multiyear 
capital spending on items like solar panels, wind turbines, semiconductor foundries, and battery 
plants, which are beneficial from the demand perspective. Midstream companies are already 
making investments in projects that capture carbon, and in renewable natural gas, and could 
evaluate hydrogen projects in the next few years, to take advantage of the investment tax credits 
included in IRA. The IRA approval for nuclear production tax credits (PTC), along with stand-alone 
batteries, hydrogen, and a significant boost to the beleaguered offshore wind sector should 
boost spending in the merchant power sector.  

Pharma companies could take a hit. The ability of Medicare to negotiate drug prices, enacted as 
part of the IRA, will have material ramifications for the pharma industry, but given the phased-in 
nature of the act the negative effects will be pushed out several years. And other potential 
legislation may also have negative implications for the industry, such as the increasing bipartisan 
support to scrutinize the Food and Drug Administration’s accelerated drug-approval process, 
given the controversy surrounding the Alzheimer’s treatment ADUHELM’s approval last year. 

We see taxes under the IRA having limited credit impact. In our view, the 15% corporate 
alternative minimum tax applicable to corporations with $1 billion or more in three-year average 
adjusted financial statement income will primarily impact companies with significant foreign 
operations, tax credits, and stock compensation. 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. While we don't expect a 
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material impact on our credit metrics, our study indicates the technology and health care sectors 
will be the most affected--although the impact will be minimal (see "Taxes Under The Inflation 
Reduction Act May Increase The Amount Non-Financial Corporates Pay, With Limited Credit 
Impact," published Aug. 30, 2022). 

Environmental, social, and governance (ESG) issues continue to be top-of-mind for almost 
every industry. For example, environmental considerations are embedded in virtually every 
strategic move in metals and mining, from copper mining to steelmaking, and companies 
continue to reshape their portfolios and pursue green investments to futureproof their business 
models. For oil and gas, we see risks from regulation, taxation, and policies given the confluence 
of high prices, producers' strong profits, energy affordability and security, and decarbonization. 

Geopolitical developments could have material effects across sectors. As the Russia-Ukraine 
war drags on and the risks of escalation (potentially involving NATO allies) increase, the effects 
on markets and economies could deepen. While European governments have lately succeeded in 
easing the continent’s energy crisis, the effectiveness of these measures is finite, and the 
conflict could keep upward pressure on energy prices.  

Also, the recent step-up of U.S. restrictions on China’s tech industry could throw a curveball at 
the tech industry. China’s integrated circuit (IC) wafer capacity, predominantly on nonleading-
edge nodes, represents about 16% of global supply as of 2021, and this could grow to 19% by 
2024. Any production disruption could push the fragile balance of chip supply and demand back 
into shortage. It is reasonable for Chinese enterprises to lower their semiconductor investments 
in the face of weaker global economic growth and for Beijing to scale down its semiconductor-
subsidy package given the temporary financial pressure from weaker domestic GDP.  

In the longer run, however, China will likely redouble its efforts to increase chip production and 
technological self-sufficiency. This has the potential to disrupt the delicate supply-demand 
balance that the global chip industry has built over decades, and represents a long-term credit 
risk for our rated technology issuers. 

M&A and capital spending boost growth 
Sector such as pharma, autos, and merchant power expect increases in M&A despite high 
interest rates and volatile capital markets. We expect consolidation to accelerate in the 
pharmaceutical industry this year. With the increasing negotiating power of the major managed-
care payors and the looming effect of Medicare drug-price negotiation, we believe there is an 
increased strategic need for M&A to broaden and deepen portfolios and drug pipelines. In the 
auto sector, on the back of the accelerated energy transition and move toward software-defined 
vehicles, manufacturers are enhancing vertical-integration efforts by entering supply agreements 
with mining and battery companies, and suppliers will likely rely on M&A to increase scale on EV 
parts. Consolidation also appears to be a potential capital-allocation avenue for merchant power 
companies that are generating significant free cash—Energy Harbor's fleet, PSEG's fleet, 
Dominion's Millstone, and Talen's Susquehanna can be potential acquisition targets. 

Some sectors expect elevated capital spending (capex) in 2023 to boost growth. For example, 
the increasing demand for capital outlays to support energy transition and stronger credit 
profiles will likely drive metals and mining companies to deploy more capex toward long-term 
growth initiatives. In the telecom sector, while we expect significant reductions in capex for 
Verizon and T-Mobile, fiber builds for the wireline companies and AT&T, combined with cable 
network upgrades, will likely keep capex elevated for the sector as a whole. Government-
subsidized rural broadband expansion can spur significant spending by cable and/or telcos in 
2024 and beyond. We expect regulated utilities' 2023 capital spending to reach a record of more 
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than $200 billion. We also think the capex budget of oil and gas exploration and production (E&P) 
companies will increase 15%-20% this year. 

China's reopening is a wildcard 
China's exit from stringent COVID restrictions will likely affect the country's economy in two 
ways: improved social mobility and business activity will boost economic activity, but reduced 
workforce productivity (due to illness or mortality) could lead to prolonged supply-chain 
disruption. We expect the upside will outweigh the downside this year, leading to our GDP 
forecast in China recovering to around 5%, from about 3% in 2022.  

Meanwhile, the reopening of China's economy and eventual stabilization of its housing market 
are likely to stretch global energy and commodities prices, which will underpin inflationary 
pressures—both domestically and around the world (see "China's COVID Wave: Q1 2023 Will Be 
Critical," published Dec. 21, 2022, and "China's Earlier Policy Shift Advances Its Recovery," 
published Jan. 18). 

On a sector-specific level, increased social mobility in the country will boost volume recovery for 
global consumer product companies. The rebound of travel retail and Macao gaming will also 
accelerate further. 

China’s growing contribution to global IT spending, including areas of key hardware products, and 
its importance to the technology supply chain mean the country’s recovery prospects could be a 
key determinant for the health of the global tech sector. China’s abrupt relaxation of COVID 
restrictions and government policies to support the burgeoning digital economy could spur 
spending growth this year and offset some of the headwinds facing the sector. China is also 
critical to the global tech sector’s supply chain. Despite efforts by overseas companies to 
diversify production, most high-volume hardware products are still manufactured in China. By 
some accounts, China accounts for about 90% of global Wintel (Windows and Intel-based 
systems) PC production and 60%-70% of global smartphone production. China’s removal of 
COVID restrictions should ease bottlenecks and production issues, such as the one that affected 
Apple’s iPhone production in Zhengzhou last year. However, whether the rapid rise of infections 
in early 2023 will result in further production disruptions remains uncertain. 
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Leveraged Finance 
The deteriorating macroeconomic landscape and aggressive Fed rate hikes last year posed 
significant financing challenges for the leveraged finance market, and 2022 saw investors rapidly 
shift to a risk-off sentiment. Institutional loan issuance was the lowest since 2010, and 
speculative-grade debt issuance the lowest since 2008. Given the Fed’s indications that 
benchmark rates will continue to rise, we expect a continued slowdown in leveraged finance 
issuance for at least the first half of 2023.  

The rise of both benchmark rates and credit spreads is the highest since the first quarter of 2009 
and is on target to eclipse that (see chart 14). This has removed most of the appetite for 
leveraged finance issuers to tap into loan markets to finance mergers and buyouts. Fortunately, 
for highly leveraged issuers, the refinancing deluge during 2020-2021 has pushed out maturities, 
with only a small percentage of companies left with debt coming due this year and next—thus 
putting a lid on refinancing needs. This portends low loan and speculative-grade bond issuance. 
Further, large loan deals that remain hung in bank syndication will also drag on issuance. Private 
credit will likely be selective in investment but will continue to increase its footprint in measured 
ways, given macro uncertainties and available capital. The market will also deal with a significant 
portion of leveraged loans transitioning out of LIBOR, likely to SOFR. 

Chart 14 

3-Month Libor/SOFR, Term Loan B (TLB) Spreads And All In Cost Of Funding  

 

Sources: PitchBook LCD, S&P Global Ratings, FRED Economic Data, ICE Benchmark Administration. Libor accounts for 
benchmark floors (maximum of floor and LIBOR rate considered). The blue line shows the movement of benchmark rates--
three-month Libor from 2006 to 2021 and SOFR since 2022 as new issuances were almost all SOFR-linked. For the most part, 
there are divergent trends between benchmark rates and TLB spreads (the two have a correlation of negative 0.5), keeping a 
check on overall borrowing costs. However, the relationship broke most of 2022 as both benchmark and TLB spreads went up 
three quarters in a row, raising the cost of borrowing. 

The effect on speculative-grade ratings 
From a credit standpoint, increases in interest rates and input costs will pressure credit ratios for 
loan issuers. Accordingly, we expect speculative-grade credit ratings to worsen this year as the 
effects of tightening financial conditions, high operating costs, and slowing demand hurt profit 
margins, cash flows, and debt-service capacity. No doubt, the potential transition of ‘B-’ rated 
issuers into the ‘CCC’ range will be a major area of focus for loan investors, including 
collateralized loan obligations (CLOs).  

Companies rated ‘B’ and lower—which represent a historically high 60% of the spec-grade 
portfolio—will see ratings pressure. Given their limited financial flexibility and mixed performance 
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in improving credit measures in 2022, borrowers rated ‘B-’ could suffer the most ratings pressure. 
In the 12 months ended Sept. 30, 2022, we saw median adjusted debt leverage for ‘B-’ issuers 
increase to 8.3x, from 8.1x at year-end 2021, and adjusted EBITDA margins fall to about 16.3%, 
from 17.7%.  

More concerning, many companies struggled to convert improved EBITDA into cash flow, with 
more than half of ‘B-’ rated companies reporting free operating cash flow deficits and just under 
one-quarter reporting EBITDA cash interest coverage of less than 1.1x. Historically, persistent 
cash flow deficits have been a harbinger of liquidity shortfalls and ratings downgrades. Although 
there are relatively limited debt maturities in the next 12 months, if financial conditions remain 
restrictive and economic growth improves but remains below trend going into 2024, refinancing 
risk will likely increase as the primary factor contributing to downgrades.  

At year-end 2022, just under 20% of speculative-grade issuers had a negative rating outlook, 
compared to the long-term historical average of about 25%. Issuers rated ‘B-’ with a negative 
outlook were below 15%. Among spec-grade borrowers, the sectors with the highest levels of 
negative outlooks or on CreditWatch with negative implications are consumer products (about 
41%), real estate (28%), and automotive (27%). By issuer count of ‘B’ and ‘B-’ borrowers, consumer 
products, tech, and healthcare have the highest number of issuers with negative outlooks. 

Defaults and recoveries 
Unsurprisingly, we forecast spec-grade debt defaults to rise in 2023. Similarly, we expect the LTM 
default rate for the Morningstar LSTA U.S. Leverage Loan Index (LLI) could more than double, to 
2.5%, by the end of the third quarter, from roughly 0.7% at year-end. (Selective defaults—such as 
distressed exchanges—are excluded from the loan default measure since the LLI doesn’t include 
such transactions in its definition of default.) In our pessimistic scenario, the LLI default rate 
could jump to 4.5%. 

Beyond macro factors, a key variable that could raise default levels would be an increase in distressed 
companies pursuing aggressive out-of-court restructurings (such as collateral transfers, priming loan 
exchanges, and below-par repurchases or exchanges) in order to restructure high debt burdens. Loans 
are no longer immune to these restructurings, as syndicated loan documents have become weaker, more 
flexible, and bond-like. While these aggressive debt restructurings remain relatively infrequent, they have 
increased in recent years and are prone to spike in times of economic stress (as we saw in 2020). Further, 
these types of restructurings are substantially more common for private equity-owned firms, which 
represent nearly 75% of companies rated 'B' and lower. Such restructurings can occur even without a 
significant debt maturity in the next 12 months if sponsors look to reduce debt to make balance sheets 
more sustainable amid a higher-rate environment to protect the often significant level of equity capital 
they’ve invested in portfolio companies.  

As for post-default recovery prospects, the increase in the number and percentage of companies with 
high debt leverage is likely to weigh on recoveries. For example, average expected recovery rates for first-
lien debt (based on the rounded point estimates that are part of our recovery ratings) have declined 
notably since 2017 and now sit in the mid-60% area, primarily due to lower recovery expectations for the 
growing cohort of ‘B’ and ‘B-’ issuers (see chart 15). In addition to higher debt leverage, these companies 
tend to rely heavily on first-lien debt, which can also impair recoveries. Further, the pervasive absence of 
financial maintenance covenants for institutional term loan Bs is also likely to weigh on recoveries. For 
historical context, estimated actual recoveries on first-lien debt over the past 30 years have been in the 
75%-80% area. A spike in out-of-court restructurings could further lower recoveries. (While the risks to 
recovery prospects from these transactions are real, we don’t factor them into our recovery ratings 
because they aren’t predictable or quantifiable. Instead, we adjust our recovery ratings once the 
transactions are complete.) 
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Chart 15 

Expected Recovery on Newly Issued North American First-Lien Debt 

 
Data through Dec. 31, 2022, based on the rounded point-estimates included in our recovery ratings for rated nonfinancial 
corporate entities in the U.S. and Canada. Source: S&P Global Ratings. 

The effect on CLOs 
U.S. CLOs acquired nearly 69.2% of new corporate broadly syndicated loans (BSL) last year, 
slightly lower than in the three years prior. Along with the drop in loan issuance in 2022 and 
increased macroeconomic headwinds, CLO issuance also fell. The year began slowly as the 
market worked to find its footing amid the requirement for new CLOs to be benchmarked to a 
rate other than LIBOR. They then faced increasing challenges as uncertainty increased and 
spreads on new CLO transactions widened significantly. Total U.S. CLO issuance was $129.32 
billion last year, far short of the record $187 billion in 2021, but still the second-highest tally ever. 
For 2023, we expect issuance will be in the range of $100 billion-$120 billion, as CLO tranche 
spreads (especially for ‘AAA’ notes) tighten somewhat but remain wider than historical levels.  

The transition to SOFR from LIBOR for both corporate loans and CLO notes has gone much more 
slowly than expected, given the modest level of corporate loans being issued or refinanced amid 
difficult credit market conditions. At year-end 2022, only about 20% of leveraged loans in the U.S. 
market (by par) were indexed to SOFR, and only a dozen or so legacy CLOs had transitioned. All 
new CLO transactions issued in the U.S. last year had notes benchmarked to SOFR, but of the 
about 1,050 U.S. CLOs we rate, more than 900 will need to transition in the first half ahead of the 
deadline for these transactions.  

Despite the negative credit sentiment, our outlook for U.S. CLO ratings remains relatively benign 
under our base case economic forecast. We think there may be limited numbers of subordinate 
tranche ratings that suffer downgrades, with most of these coming from CLOs initially issued 
prior to the arrival of the pandemic, due to the higher ‘CCC’ exposure and tighter 
overcollateralization (O/C) test cushions. If the economy underperforms and places more strain 
on leveraged loan issuers, then a larger number of corporate ratings downgrades and placements 
on CreditWatch Negative could affect more CLO tranche ratings. Still, even under a pessimistic 
scenario, we expect a large majority of downgrades to affect tranches at the ‘BBB’ level and 
below. In 2020, which saw ‘CCC’ and default exposures across reinvesting U.S. BSL CLO portfolios 
peak at 12.3% and 1.6%, respectively, the vast majority of CLO ratings downgrades (96.2%) were 
on tranches rated ‘BBB’ and below. 
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sarah.wyeth@spglobal.com 

Gaming, leisure, and lodging  Emile Courtney 
emile.courtney@spglobal.com  

Health care and pharmaceuticals  Arthur Wong 
arthur.wong@spglobal.com  

Homebuilders  Ana Lai 
ana.lai@spglobal.com 

Media and entertainment  Naveen Sarma 
naveen.sarma@spglobal.com  

Metals and mining Donald Marleau 
donald.marleau@spglobal.com  

Midstream energy Michael Grande 
michael.grande@spglobal.com  

Oil and gas Thomas Watters 
thomas.watters@spglobal.com  

REITs Ana Lai 
ana.lai@spglobal.com  

Regulated utilities Gabe Grosberg 
gabe.grosberg@spglobal.com  

Retail and restaurants Sarah Wyeth 
sarah.wyeth@spglobal.com 

Technology David Tsui 
david.tsui@spglobal.com  

Telecom Allyn Arden 
allyn.arden@spglobal.com  

Transportation Jarrett Bilous 
jarrett.bilous@spglobal.com 

Unregulated (merchant) power Aneesh Prabhu 
aneesh.prabhu@spglobal.com  
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