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Retail and Restaurants 
Consumers will remain cautious even as inflation eases 
January 9, 2024 
This report does not constitute a rating action. 

What's changed? 
Cost inflation has eased. Shipping containers, energy, and other costs are dramatically lower. 
Wage growth is slowing gradually. Suppliers have passed forward most if not all pricing. 

Focus will remain on inventories. Issuers will reduce excess inventory by limiting replenishment 
orders and promoting aggressively.  

Consumers are increasingly cautious. Consumers across all income demographics are showing 
signs of fatigue, deferring discretionary spending and trading down. Bargain hunting is back. 

What are the key assumptions for 2024? 
Household budget pressures will increase, dampening consumer spending. Mortgage interest 
is up, excess savings are almost depleted, and in the U.S., student loans payments are due.  

Elevated spend on experiences still rankles retailers. Consumers will continue to seek 
experiences, leaving less to spend on apparel, durables, and the home. 

Softening demand will make it difficult to absorb fixed costs. Unlike input costs, labor and 
leases continue to be high and retailers will find it challenging to fully pass on these costs.  

What are the key risks around the baseline? 
Higher-than-expected unemployment causes more significant pullback in consumer spending. 
Consumers will pull back further if they lose confidence in future income. 

Retailers must resort to promotions to clear inventory. Pressure on sales volumes could lead to 
excessive promotions and discounting to manage inventories, with profitability taking a hit.   

Real rates remain elevated, increasing the risk of refinancings. Companies need to refinance 
meaningful maturities in 2025 and beyond and service the debt at markedly higher rates.  
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Ratings Trends: Retail and Restaurants 
Chart 1  Chart 2 

Ratings distribution  Ratings distribution by region 

 

 

 

Chart 3  Chart 4 

Ratings outlooks  Ratings outlooks by region 

 

 

 

Chart 5  Chart 6 

Ratings outlook net bias  Ratings net outlook bias by region 

 

 

 
Source: S&P Global Ratings. Ratings data measured at quarter-end. 
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Industry Outlook 

Ratings trends and outlook 

North America 

In the U.S., we expect rating trends will remain on a negative trajectory due to slowing consumer 
spending. Despite resilience in 2023, several factors are increasing financial pressure on 
households, including multiple years of high inflation, depleted excess savings, reinstated 
student loan obligations, and higher interest rates. The savings rate in the U.S. is now below pre-
pandemic levels while credit card delinquencies are now higher than in 2019. Still, the labor 
market remains strong and as long as consumers are confident in their future income, they will 
be willing to spend, even if they have to fund it with costly debt.  

Consumers are being choosy with how they spend discretionary income and continue to prioritize 
experiences such as travel and entertainment. We expect relatively flat top lines for retailers 
exposed to discretionary spending and low- to mid-single-digit growth (largely dependent on 
prices) for those that sell nondiscretionary goods like grocers. 

Well-functioning supply chains have enabled retailers to regain control of their inventories. Lower 
costs in transportation, shipping, and logistics combined with a return to low-single-digit price 
increases from suppliers will help margins. Disciplined inventory management will be tantamount 
to a successful 2024. Promotional activity will inevitably increase as a tool to attract consumers. 
Retailers that can limit excess inventory will be better positioned to avoid competitive pricing 
pressures. Product margin alone will not ensure good profitability.  

Still-high labor and other fixed costs will be difficult to absorb with weaker revenues, pressuring 
operating margins. We expect retailers to be focused on costs in 2024. Hiring pauses and layoffs 
were announced by multiple retailers, including Amazon, Walmart, Gap, and CVS, in corporate 
and/or customer-facing roles in 2023. 

In the U.S., negative rating actions outnumbered positive by nearly two-to-one in 2023. Heading 
into 2024, more than one quarter of ratings have a negative outlook while only 4% have a positive 
outlook or are on CreditWatch with positive implications. The highest negative outlook bias is in 
the subsectors most exposed to discretionary spending. One-in-three ratings in apparel, 
department stores, and specialty retail have negative outlooks. The majority of rating actions 
were on speculative-grade issuers, which we expect to continue. Only one in 10 issuers with 
investment-grade ratings have a negative outlook, reflecting the relative stability of these 
companies due to their relative scale, market position, and financial flexibility. 

In addition to navigating a challenging operating environment in 2024, retailers will focus on the 
capital debt markets, especially those with nearing maturities and floating-rate debt. Most 
retailers took advantage of receptive markets in 2020 and 2021, pushing maturities out several 
years. However, balance sheets designed for a low-rate environment may topple issuers in a 
high-rate environment. If rates remain high, issuers with the capacity may use cash on hand to 
redeem maturities to keep interest expense manageable. Those who are unable could be 
challenged to maintain credit metrics.  

Speculative-grade issuers are most exposed because they have more floating-rate debt and less 
financial flexibility to absorb heavier interest burdens. In 2024, a handful of issuers may be 
challenged to address upcoming maturities, including Belk Inc. The number of U.S. speculative-
grade retailers with maturities grows dramatically in 2025, when about $10 billion matures across 
about 20 issuers, and remains elevated in 2026 (see chart 7).  
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Chart 7 

U.S. retail speculative-grade maturities 

 

Source: S&P Global Ratings. 

The year ends with 18 U.S. issuers rated in the 'CCC' category, more than double the number of 
credits in this rating category going into the year. Eight issuers defaulted at least once, resulting 
in a default rate of around 7% in 2023, similar to the pre-pandemic default rate and a dramatic 
uptick from the extremely low rate of around 2% in 2021 and 2022. S&P Global Ratings considers 
distressed exchanges as tantamount to default. Only two of the defaults in 2023 were due to 
chapter 11 filings, with the rest being debt exchanges or restructurings. Given the uncertain 
outlook for consumer spending and potential challenges to refinancing high debt levels in 2023, 
we expect the default rate to remain in the mid-to-high single digits in 2024.  

In Canada, consumers are increasingly tightening their wallets due to multi-year high inflation, 
rising interest rates, and lower savings. Similar to the U.S., we are already seeing consumers 
pulling back on discretionary spending (e.g., at Canadian Tire Corp. Ltd.) and expect flat revenue 
for 2024 for retailers that sell discretionary products. As consumers continue to spend on 
essentials (groceries) and seek value (e.g., at Dollarama Inc.), we expect low- to mid-single-digit 
revenue growth for retailers in these categories. We also expect margins to face headwinds, as 
companies’ ability to pass on cost diminishes. Even though discounting and promotions have 
increased in Canada, we expect companies to be more rational given market position. As 
corporates will be limited in passing higher costs (labor, rent) to consumers, we expect them to 
focus more on operational and cost efficiencies. 

Europe 

A soft landing of the European economy remains the most likely scenario over the near term, with 
real incomes set to rise because of disinflation and resilient labor markets. The pickup in real 
disposable income will boost consumption and support the European retail sector.  

Overall, we forecast moderate top-line growth and better operating performance in 2024 but 
broadly stable outlooks. While we see inflation rates moderating, slow economic growth, elevated 
wage bills and interest payments, and an extremely competitive retail landscape will prevent a 
meaningful improvement in European retailers' margins and cash flows over 2024 and 2025, 
curtailing their rating headroom (see chart 8).  

In Europe, upgrades outnumbered downgrades in 2023 as consumers have been quite resilient. 
Declining inflation and strong labor markets have supported spending.  This also reflects 
retailers' stronger operating performance on the back of successful price pass-through to the 
end consumer, with only a moderate impact on trading volumes, as well as improved cost control 
and tight management of operating expenses.  
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Chart 8 

Median adjusted EBITDA margins of European retailers 

Recovery trends are uneven and varied by sub-sector 

 
e—Estimate. f—Forecast. Source: S&P Global Ratings. 

Larger food retailers with a strong local market presence and diversified operations, such as 
Ahold Delhaize and Marks & Spencer’s, have executed well, resulting in upgrades. The recovery in 
global travel retail and the successful execution of the merger between Autogrill and Dufry led to 
an upgrade for Avolta. As consumers become more price conscious, value retailers such as B&M 
European Value Retail S.A. and Action Holding B.V. have shown strong operating results, which 
have led to upgrades. The downgrades in Europe were mainly on speculative-grade discretionary 
retailers and restaurants.  

Given various uncertainties, management teams have adopted a prudent stance toward financial 
policies and have managed liquidity proactively. All rated retail and restaurant companies in 
Europe except one have adequate liquidity. Barring a handful of companies rated 'B-' and below, 
we see limited near-term refinancing pressure for most of the rated portfolio, and a sound ability 
to bear the additional interest burden. The share of negative outlooks in Europe is around 15 % 
and these are mainly concentrated among speculative-grade ratings. As is natural with prolonged 
cost headwinds and higher interest rates, most companies have tight headroom under our 
downgrade thresholds, especially for EBITDA margin, free operating cash flow (FOCF) after 
leases, and EBITDAR coverage. 

Asia-Pacific 

In China, we expect retail sales to slow to around 4.2% in 2024, from 5.8% in 2023. Consumer 
sentiment in China is weak, largely underpinned by elevated unemployment and low wage 
growth, which are causing consumers to pull back spending. Inflation remains low, with deflation 
appearing for some discretionary categories. Consumers continue to trade down, but there is still 
some demand for luxury goods.  

Consumers are shying away from big-ticket items (anything property related, new cars, white 
goods, etc.) and are becoming more cautious in their discretionary and luxury purchases. 
Demand for smaller ticket premium items is holding relatively well. Retailers are increasing their 
promotional activities in an effort to stimulate purchasing. Given the weaker spending appetite, 
corporates are focusing on optimizing the cost base. Many issuers are cutting expenses and 
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expansion plans to shore up margins. This dynamic in China is limiting the consumption boost 
that Asia-Pacific domestic economies need at a time when growth is scarce.  

The retail environment is evolving quite rapidly in China, particularly in the online channel, which 
is becoming more diverse and complex. Online penetration for physical goods is set to grow in 
2024. Consumer companies are relying more on online channels to reach their customers. Within 
the online channel, traditional e-commerce is facing competition from live streaming, short-form 
videos (about 20% of the online channel and growing), instant retail (about 3% of the online 
channel, with an expected compound annual growth rate of 50% in the next few years), and 
community group, a type of marketplace. Buying and growth that took off during the pandemic 
has paused.  

In Japan, domestic consumption will slow gradually in 2024. The government lifted pandemic-
related restrictions in early 2023, helping consumption to recover. That said, consumer 
sentiment is still weak largely because of rising prices of everyday items and utility costs. 
Headline inflation rose to around 3%-4% in 2023, hitting a 40-year high and curbing consumers' 
appetite for spending. We expect consumers to remain sensitive to prices, which can accelerate 
the trend of trading down. Retailers are working on merchandizing in response to consumer 
behavior, including development of private label products, and revamp of sales floor as well as 
store networks.  

We expect price competition to pressure top lines. An increase in operational costs, including 
labor costs, will pressure profits for retailers. The government will continue to encourage 
businesses to raise wages, in our view. Cost-saving initiatives may mitigate pressure on earnings 
for some retailers. Incremental consumption coming from increasing foreign tourists will support 
some retail subsectors. Growing mobility within the region, together with weaker Japanese yen, 
will likely boost inbound tourism. Spending by foreign travelers account for nearly 10% of 
department stores' sales. This is despite the fact that the number of Chinese visitors to Japan, 
who boosted spending before COVID-19, is less than half of what it was before the pandemic. 

In Australia and New Zealand, very low unemployment and savings accumulated during the 
pandemic have helped consumers cope with the broad-based inflation.  However, there are clear 
signs that consumers are increasingly tightening their belts under the weight of persistent cost 
of living pressures. Uncertainty remains where consumers may begin to pull back, but we expect 
more discretionary based retailers are going to be affected first--as cautious consumers become 
increasingly more deliberate about their purchases.   

As a result, corporate issuers' ability to continue passing on higher input costs to consumers to 
protect or conserve margins will diminish. Corporates will be competing for diminishing 
disposable incomes, which will likely lead to more discounting and other promotional activity. 
While corporates try to cope with changing consumer trends, they are also grappling with rising 
wages, higher rents, energy, transportation, and technology costs. To offset higher overhead 
expenses, we expect companies to sharpen their focus on operational and cost efficiencies. 
Corporates who possess solid market shares, pricing power, strong brands, low-cost structures, 
and balance sheet capacity are well positioned. We think these issuers may even see the current 
environment as an opportunity to take market share from weaker competitors.   

Latin America 

In Brazil and Chile, we expect some recovery for the retail sector in 2024 after a weak 2023. 
Domestic consumption levels have been falling for the past five quarters in both durable and 
nondurable goods. We believe a deceleration of inflation coupled with lower interest rates will 
support a consumption recovery even with sluggish economic growth. We think stronger 

http://www.spglobal.com/ratings


Industry Credit Outlook 2024: Retail and Restaurants 

spglobal.com/ratings  January 9, 2024 7 
 

consumption levels and lower inflation will help both the top line and margins, and thus facilitate 
some deleveraging.  

Traditional retailers in Brazil and Chile have been facing increasing competition from pure e-
commerce players and changing consumer preferences. During 2023, we downgraded 
Americanas to 'D' (default) as the company entered a judicial reorganization due to fraud.  
We also downgraded Magazine Luiza (brAA-/CreditWatch Negative/--) and Casas Bahia  
(brBBB-/Negative/--) on weaker operating and credit metrics. The negative outlooks reflect 
upcoming macroeconomic and competition challenges. In Chile, we downgraded Falabella 
(BB+/Negative/--) out of the investment-grade category. The negative outlook on the company 
reflects downside risks to our base case arising from a weaker economy, execution risks, and 
industry headwinds. 

In Mexico, we expect a modest slowdown in consumption in 2024, after a surprisingly strong 
2023, in line with our GDP growth expectations. For our rated portfolio, we expect revenue to 
grow around 8%-9% in 2024 with a slight EBITDA margin contraction of a few basis points. 
Although we anticipate continuity in a few factors that drove consumption in 2023, such as real 
wage growth and credit availability, a potential slowdown in the U.S. and a stronger Mexican peso 
could moderate the support from remittances.  

General elections in both Mexico and the U.S. lead us to expect a less favorable environment for 
consumption in 2024, especially on discretionary goods and services. Retailers’ need to enhance 
omnichannel capabilities will remain key to serve and attract customers, given the recent 
entrance of Chinese online retailers, which have gained popularity quickly, especially in soft-line 
categories. Additionally, we anticipate spending on dining out to slow, as it is commonly one of 
the first expenses consumers cut during downturns, while labor costs would continue rising 
above inflation levels. Hence, we believe restaurants will remain focused on efficiency and 
keeping a lean structure, with selective openings. 

Main assumptions about 2024 and beyond 

 
  

1. Demand will weaken as consumers tighten budgets. 

Consumer spending will slow but not to recessionary levels. Retailers and restaurants will use 
promotions to entice consumers. Discounters and other retailers with value offerings will 
benefit as consumers continue to trade down.  

2. Some costs will continue to ease, but lower volumes will weigh on margins. 

Lower commodity, shipping, freight, logistics, and warehousing costs will be a tailwind to gross 
margin. Investments in supply chains, including automation and inventory management, will 
reduce inefficiencies. We also think challenging labor markets are gradually easing, which will 
slow the rapid rise in wages and benefits that have pressured margins in the last two years. 
Still, weak demand will make it difficult to absorb overhead costs such as store footprints and 
corporate operations. We expect restructuring and reduction-in-force will be necessary for 
some retailers. 

3. Limited surprises on financial policy, as the cost of debt will remain elevated. 

The higher cost of debt will continue to drive balance sheet decisions, especially for issuers at 
the lower end of the rating spectrum, where cash flows will be meaningfully dented by the 
higher cost of capital. Higher interest rates will also dampen appetite for aggressive financial 
policies such as large transformative acquisitions or share buybacks. 
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Chart 9 

The key risk factors that we incorporate into our base-case forecasts by subsector 

 

Note: The five-point scale presents our materiality assessment of forward-looking risk factors, with the risk level increasing 
from left to right. Source: S&P Global Ratings. 

Big box: Big box retailers, such as Walmart and Target, will continue to experience pressure in 
discretionary categories. However, these retailers should fare better than purely discretionary 
competitors due to their exposure to grocery and other everyday categories. In addition, their 
ability to effectively communicate and deliver value to consumers positions them well as 
consumers seek ways to stretch their budgets. We also expect these large brick-and-mortar 
retailers will continue to fend off pressure from Amazon by innovating omnichannel operations 
and use their stores as a competitive advantage.  

Inventory and supply chain challenges crimped top line amid high inflation and consumer 
demand declined in 2022. This resulted in discounting in discretionary categories such as apparel 
that started some companies off on weaker footing for 2023. Most big box retailers have 
recovered from volatile supply chain and consumer demand, and we believe they are well 
positioned for continued softness ahead. In the uncertain environment, we do not expect large 
capex outlays, M&A, or share buybacks.  

Specialty: We expect consumers will continue to seek out value next year, as they look to stretch 
their budgets amid slowing wage growth and ongoing price pressures. Demand for discretionary 
and higher-ticket product categories was pressured in 2023, and we expect it will remain weaker 
than other segments, as shoppers remain reluctant to splurge in the face of diminished savings 
and high financing costs. Soft demand in these categories, particularly consumer electronics and 
home furnishings, will likely necessitate ongoing promotional activity to spark demand.  

Proactively managing inventory is essential to mitigate the need to offer deep discounts to clear 
merchandise. Product innovation could also stimulate sales growth, but given our outlook for 
higher unemployment and slowing income growth, we expect consumers will steer their spending 
to value-focused retailers and those specializing in needs-based and maintenance-related goods 
and services. Across both discretionary and nondiscretionary categories, we expect companies 
will lean into value offerings to capture trade-down as consumers remain price conscious.  

Our 2024 sales forecast varies across the sector, but broadly, we expect moderate price 
increases and new store openings will drive sales growth. Similarly, EBITDA margin expectations 
vary, but we forecast slight margin improvement for the sector in 2024 as companies implement 
cost savings, primarily within SG&A, benefit from lower product and supply chain costs, and 
realize some sales leverage from top-line growth. 
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We expect specialty retailers focused on home categories, including decor, furnishings, 
improvement and flooring, will contend with soft, albeit stabilizing demand in 2024 as high 
household expenses weigh on discretionary spending and housing starts and turnover remain 
constrained by high mortgage rates. We forecast top-line growth ranging from flat to up low-
single-digit percentages in 2024, following declines in 2023, and EBITDA margins improving 
slightly due to lower supply chain costs. These categories, which benefited significantly from 
pull-forward demand driven by the nesting trend during the pandemic, have struggled as 
consumers shift their share of wallet toward other product segments and experiences outside of 
the home.  

We expect businesses with greater demand resiliency, including aftermarket auto parts and 
optical retailers, will have relatively steady operating performance in 2024. However, even within 
these less discretionary categories, risks remain if consumer health, particularly with lower and 
middle-income consumers, is pressured more than we expect, leading to higher levels of 
deferred purchases.  

Specialty retail led the default rate within our rated coverage of U.S. retail and restaurant 
companies in 2023, accounting for 55% of defaults, and we believe there is a risk this trend could 
repeat in 2024. We rate roughly 12% of U.S. retail and restaurant companies in the 'CCC' category 
today, with specialty retailers representing 47% of the total. We expect companies with elevated 
leverage and high debt servicing costs that are facing a soft demand and high interest rate 
environment may engage in liability management to improve operational and financial flexibility. 
M&A transactions were sparse throughout the sector in 2023 (Tempur Sealy's acquisition of 
Mattress Firm should close in the second half of 2024) and we anticipate activity will remain light 
in 2024 given greater macroeconomic uncertainty and high financing costs.  

Department stores: We expect department stores will continue to see dampened discretionary 
demand in 2024 as consumers grapple with inflation, slowing real wage growth, and higher 
interest rates (see chart 10). To offset volume and promotional pressure on the top line, 
department stores will stay focused on inventory discipline, which should support stable 
margins, positive free cash flow generation, and credit metrics that support the ratings. Still, risk 
of underperformance is high amid a soft macroeconomic environment.  
Chart 10 

Department store sales have been declining since March 

U.S. retail sales growth, nonstore retail versus department stores 

 
Data through Nov. 2023. Source: U.S. Census Bureau. 
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Two out of the five U.S. department stores we rate have negative outlooks. We believe results of 
the 2023 holiday season will be pivotal for these retailers because of high exposure to 
discretionary spending. Those that navigate successfully will still have a rocky road ahead as we 
expect consumer spending to remain tepid through 2025. As a result, we expect minimal M&A 
and modest share buybacks according to broader capital allocation and target leverage goals. 
For those with cash on hand, we expect 2024 maturities could be paid down to offset lower 
earnings and avoid higher interest rates. We also believe capital spending will be focused on 
remodels and minimal store growth, with further expectations for closings instead as department 
stores continue to find stable footing in the evolving retail space.  

We expect the subsector will remain the object of investor and activist interest. Kohl's, 
Nordstrom, and most recently Macy's have received or been rumored to have received investor 
offers or pressure to engage in creative monetization of assets, most frequently real estate. In 
our view, the proposed transactions may change the capital structure for better or worse, but the 
fundamental business model and secular challenges to it would remain. 

Apparel retail: Performance across specialty apparel retailers has been mixed. Our negative bias 
stems from exposure to enclosed malls, competition from new entrants, big box, and e-
commerce, and difficult-to-anticipate consumer preferences. However, some apparel retailers 
improved their inventory position in 2023 and enter 2024 on better footing.  

Gap notably reduced its inventory in each of the first three quarters of 2023 by at least 22% 
compared with the prior year period. While the company and its new CEO have work to do--
particularly with the Banana Republic and Athleta brands--performance at its two largest brands, 
Gap and Old Navy, have shown promise recently, with near-flat comparable sales in the most 
recent quarter. As Gap continues to turn the corner, we expect it to build upon a 2023 reset year 
and grow comparable sales in 2024, with room for margin improvement in the year, despite 
coming off three consecutive quarters of 300-basis-point gross margin improvement year over 
year. 

Abercrombie stood out in 2023 and outperformed the overall sector. Comparable sales grew in 
the teens in the second and third quarters of 2023, and its once-dormant Hollister brand has 
regained popularity, improving comparable sales in each of the first three quarters of the year. 
Meanwhile, Victoria's Secret & Co. continues to refine its position in the market after over-
correcting its narrative coming out of the #MeToo movement.  

In highly competitive markets like the U.K., larger national chains such as Marks and Spencer 
(BBB-/Stable/--) and Next PLC (BBB/Stable/--) with a good store footprint backed by a sound e-
commerce offering and strong customer proposition outperformed smaller retailers. In our view, 
market consolidation in the apparel segment could take the form of larger players taking over 
smaller brands facing financial difficulties.  

Spanish apparel retailer Tendam Brands S.A.U. (B+/Positive/--) posted resilient earnings thanks 
to its diversified portfolio of own brands and its third-party brand offering, which enables it to 
capture a large customer base. While Hugo Boss AG's (BBB/Stable/--) results point to a strong 
growth pattern with limited margin erosion, adverse working capital movement constrained the 
group’s cash generation. We expect H&M Hennes & Mauritz AB's (BBB/Stable/--) profitability to 
improve from lower input costs, including shipping, cotton, and foreign exchange rates, as well as 
benefits from its efficiency program. 

Restaurants/pubs: We expect the environment will remain challenging for quick service 
restaurants in the U.S. in 2024 following industry-level traffic declines in 2023 due to the 
compounding impact of higher prices and difficult consumer conditions. Pricing should continue 
to ease next year, putting pressure on comparable sales growth. Expectation for moderating 
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inflation should help margins in 2024, though pricing for some commodities, like beef, remain 
high. Our forecast for moderately higher unemployment should continue to pressure the lower 
income consumer, which caused lower traffic in the U.S.  

Unit growth for franchisors should continue to be fueled by growth internationally, as it did in 
2023. We expect to see continued outperformance at franchisors with a substantial international 
footprint like McDonalds, Yum! Brands, and Starbucks. Higher interest rates have translated to 
lower appetite for leverage, as issuing debt to fund share repurchases has been come less 
economical, and we expect that to continue next year as rates remain high.   

Burger King France SAS' (BKF; B-/Stable/--)  reliance on franchisees, allows for a greater degree 
of resilience against rising labor and other operating costs. This business model is margin 
accretive, especially during times of high inflation, when franchisees bear the increases in the 
cost structure and franchisors benefit from higher selling prices as royalties are indexed to 
revenues. This was evident from the very sharp rise in BKF's EBITDA margins to more than 35.8% 
in 2023 from 31.4% in 2019. Airport catering and restaurants operator Pax Midco (Areas) (B-
/Stable/--) has made significant cost savings by rationalizing staff and undertaking some 
digitalization Initiatives, such as automated cashiers. In addition, travel restaurants can 
significantly increase prices without harming volumes due to the restricted choices for 
customers in airports or on motorways. 

In the casual dining space, 2024 will be a period of normalization after the traffic declines and 
sharp price increases in 2023. Less promotional activity and a focus on value across casual dining 
will continue to put downward pressure on traffic. However, 2024 may see less pronounced 
traffic declines than in 2023. An emphasis on more sustainable traffic growth will continue to 
benefit margins. A source of margin support in 2024 will be labor. Turnover and retention 
improved in 2023, a trend we expect to continue in 2024 as unemployment rises. This leads us to 
view 2024 as a low- to mid-single-digit comparable-sales growth year, coupled with profit margin 
expansion. 

Grocery: As grocery inflation continues to subside, we expect industry sales to be flat, continuing 
the trend seen in 2023 of slowing sales. Disinflation will also challenge industry margins in 2024. 
As shoppers contend with 20% higher average food at home prices compared to April 2021 
(according to the U.S. Bureau of Labor Statistics), unit growth should be muted, though share 
gains from private label will benefit margins. We expect improved labor retention and higher 
unemployment in 2024 to hold wages steady (after wages grew in 2023). 

Contrary to U.S. grocers, Canadian food retailers reported mid-single-digit same-store sales 
growth as of third quarter of calendar year 2023. The growth is largely because of their 
competitive advantage and sustained momentum in the discount banners as consumers 
continue to trade down and focus on value offerings. As such, we forecast grocers will maintain a 
mid-single-digit same-store sales growth through 2024. Even though food margins show some 
weakness, consolidated margins have held steady due to the Canadian grocers’ well-integrated 
high margin pharmacy segment. Furthermore, continued private-label penetration, targeted 
promotions, and cost-cutting initiatives (including automation) should help sustain EBITDA and 
margins through 2024. 

With an unfavorable interest rate environment, 2023 M&A activity was limited, with Aldi’s 
acquisition of SEG as the most recent notable tie-up. All eyes will be on the year-plus-long 
pending acquisition of Albertsons by Kroger this year, and the related purchase of more than 400 
of the combined company’s units by C&S. Signs point to an early 2024 transaction close, with 
Kroger certifying “substantial compliance” with its second request for information on Nov. 15. The 
FTC has until Jan. 17, 2024, to accept or attempt to block the transaction, in line with an 
agreement with the companies. 
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In Europe, the grocery retail sector remains extremely price competitive. The incumbent 
mainstream retailers have significant competition from discounters in all the major European 
markets. While we expect smaller average basket sizes, the nondiscretionary nature of grocery 
purchases will lead customers to make more frequent grocery runs.  

We also expect more consumers to switch to private labels, especially for packaged food and 
household goods. The high penetration of private labels in Europe--now making up 38% of total 
fast-moving consumer goods sales, as per Circana--means European retailers are in a good 
position to target trade-down shoppers, build customer loyalty, and defend their top lines and 
gross margins.  

Many of the large investment-grade companies and national leaders like Tesco PLC (BBB-
/Stable/A-3), Carrefour S.A., (BBB/Stable/A-2 ), and Koninklijke Ahold Delhaize N.V. 
(BBB+/Stable/A-2 ), have significantly improved their ability to generate FOCF and have seen a 
significant improvement in their credit metrics as a result, despite paying out higher dividends 
and returning surplus cash to shareholders through share buybacks.   

In the highly competitive French market, the ongoing financial restructuring of Casino Guichard-
Perrachon is offering some opportunities for the other market players to increase their store 
footprint. ELO's (BBB-/Negative/A-3) subsidiary, Auchan Retail, and French retail group Les 
Mousquetaires announced they were in exclusive discussions to acquire 313 hypermarkets and 
supermarkets from the defaulted group Casino Guichard Perrachon. The transaction is subject to 
a binding agreement between the parties, which is expected to be signed in the first quarter of 
2024, as well as the completion of Casino's financial restructuring and the approval by France's 
competition authorities.  

Credit metrics and financial policy 
We expect issuers to adhere to prudent financial policies in the uncertain macroeconomic 
environment of 2024, pausing share buybacks and conserving capital in order to maintain credit 
measures.  With a persistently higher cost of debt, a ramp-up in maturities, and slowing economic 
activity in the cards for 2024, the focus comes back to credit fundamentals and liquidity analysis. 
Liquidity and covenant concerns were relatively rare in 2023 due to balance sheets that had been 
optimized in 2021. In 2024, higher interest rates will make refinancing and any other necessary 
negotiations costly. 

Until the outlook becomes more positive, which may not materialize until 2025, we expect M&A to 
be muted and share buybacks to be relatively modest. In Europe we anticipate share buyback 
activity will be mainly limited to large food retailers with strong FOCF generation like Carrefour, 
Tesco, and Ahold-Delhaize. In our downside scenario, we see reduced rating headroom if 
companies return to expansive financial policies and shareholder-friendly activity before a 
sustainable recovery in credit metrics.  
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Key risks or opportunities around the baseline 

Consumer resilience continues to surprise. With the labor market remaining strong, consumers 
could surprise us again with solid spending through 2024. Through November 2023, U.S. retail 
sales remained solid overall. Consumer sentiment jumped 14% in December from its November 
level, driven by lower inflation expectations (see chart 11). In addition, holiday sales appear to be 
better than expected, and will perhaps outperform our forecast of 3.5% growth. If positive 
momentum continues broadly, growth could return to pockets that have been weak in 2023, such 
as apparel, specialty, and department stores. 

Chart 11 

U.S. consumer sentiment rebounded in end 2023 

 
Data through Dec. 2023. Source: University of Michigan. 

 Chart 12 

European consumer confidence also on the mend 

 
Data through Nov. 2023. Source: OECD. 

In Europe, notwithstanding higher mortgage costs in countries exposed to variable rates, we 
anticipate the consumer will provide support to growth next year as real disposable incomes rise 
on the back of relatively high wage growth and disinflation (see chart 12). 

Inflation is reignited. Retailers and their suppliers have gotten through the worst of the inflation. 
In the U.S., we expect core inflation to approach the Fed's target of 2% by mid-2024. However, if 
energy prices return to higher levels due to escalating geopolitical conflicts and slow down the 
disinflationary momentum, a tighter-than-expected monetary stance could hold interest rates 
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1. Consumer resilience continues to surprise. 

With the labor market remaining strong, consumers could surprise us again with solid spending 
through 2024. If positive momentum continues broadly, growth could return to pockets that 
have been weak in 2023, such as apparel, specialty, and department stores. In Europe, 
notwithstanding higher mortgage costs in countries exposed to variable rates, we anticipate 
consumers will support growth. 

2. Inflation is reignited. 

In the U.S., we expect core inflation to approach the Fed's target of 2% by mid-2024. However, 
erosion of consumers' purchasing power would lead to lower confidence and spending among 
households. 

3. Leveraged credits may struggle with tight financing conditions and the high cost of debt. 

We expect further credit deterioration in 2024, continuing the diverging trends of resilience at 
the investment-grade level and downgrades largely at the lower end of the ratings scale.  
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high, slowing the economy more.  Erosion of consumers' purchasing power leads to a lower 
confidence and spending among households. 

Leveraged credits may struggle with tight financing and high debt costs. On a slowing economy 
and the high cost of debt, we expect further credit deterioration in 2024, continuing the diverging 
trends of resilience at the investment-grade level and downgrades largely at the lower end of the 
ratings scale.  Many lower-rated borrowers will be forced to refinance at much higher rates than 
in previous years, and this would further strain cash flows, given that many rated companies in 
the retail and restaurant sector exhibit a high level of sensitivity to a drop in growth. 

Related Research 
• U.S. Holiday 2023 Sales Outlook: Retailers’ Wishlist; Consumers Say Bah Humbug, Nov. 21, 

2023 

• European Retailers' Margins Are Unlikely To Regain Their Pre-Pandemic Strength, Nov. 7, 
2023 

• Scenario Analysis: Will Lower EBITDA Recovery Leave U.K. Pub Corporate Securitizations In 
The Cellar?, Sept. 18, 2023 

• Crime, No Punishment: Theft Poses Risk To U.S. Retailers This Holiday Season, Sept. 13, 2023 

• Credit FAQ: Hot Retail And Restaurant Topics In A Cooling Economy, June 1, 2023 

• Credit FAQ: Where Does The Kroger, Albertsons Merger Stand?, May 31, 2023  

• Personal Luxury Goods' Allure Endures As New Challenges Beckon, March 2, 2023 
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Industry Forecasts: Retail and Restaurants 
Chart 13  Chart 14 

Revenue growth (local currency)  EBITDA margin (adjusted) 

 

 

 

Chart 15  Chart 16 

Debt / EBITDA (median, adjusted)  FFO / Debt (median, adjusted) 

 

 

 
Source: S&P Global Ratings. f = Forecast. 
Revenue growth shows local currency growth weighted by prior-year common-currency revenue share. All other figures are converted into U.S. dollars using historic 
exchange rates. Forecasts are converted at the last financial year-end spot rate. FFO—Funds from operations. 
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Cash, Debt, And Returns: Retail and Restaurants 
Chart 17  Chart 18 

Cash flow and primary uses  Return on capital employed 

 

 

 
Chart 19  Chart 20 

Fixed- versus variable-rate exposure  Long-term debt term structure 

 

 

 
Chart 21  Chart 22 

Cash and equivalents / Total assets  Total debt / Total assets 

 

 

 
Source: S&P Capital IQ, S&P Global Ratings calculations. Most recent (2023) figures use the last 12 months’ data. 
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