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Fitch Ratings: Lifting U.S. Corporate Default Rate Forecasts
in 2023 and 2024

Fitch Ratings-New York/Toronto-30 May 2023: Fitch Ratings has raised its U.S. corporates institutional
leveraged loan (LL) and high yield (HY) bond default forecasts, reflecting the tighter lending conditions
and capital access resulting from stress in the banking sector and inflation uncertainty. These factors,
along with higher borrowing costs are meaningful challenges to weaker issuers’ ability to address
refinancing and liquidity needs. Therefore, we expect an increase in bankruptcy filings and distressed
debt exchanges (DDESs).

US LevFin Default Forecasts

High Yield Default Rates (%) Leveraged Loan Default Rates (%)
Year May 2023 Jan. 2023
2020 (actual) 5.2 5.2
2021 (actual) 0.5 0.5
2022 (actual) 1.3 1.3
2023F 4.5-5.0 3.0-3.5
2024F 3.5-4.5 3.0-4.0
Cumulative (2023F-2024F) 8.75 6.75

F - Forecast. Cumulative based on forecast mid-points.
Source: Fitch Ratings
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We have raised our 2023 HY bond default rate forecast to 4.5%-5.0% in 2023 from 3.0%-3.5%. Since
January, on a net basis, we have added $8.6 billion and $29.3 billion of bonds, respectively, to our Top
Market Concern and Tier 2 Market Concern. Tier 2 bond list growth is largely due to the addition of DISH
DBS ($15 billion of bond par value), Community Health ($12 billion) and Lumen Technologies ($6.6



billion). We added 0.5 percentage points to the low and high ends of our revised 3.5%-4.5% 2024 HY
bond default rate forecast. We expect the cumulative 2023-2024 HY bond default rate to total 8.75% at
the forecast mid-points, well below the 22% during 2007-2009.

Our 2023 LL default rate forecast is now 4.0%-4.5%, up from 2.5%-3.0%, previously. We increased our
2024 LL default rate forecast to 3.5%-4.5% from 3.25%-4.25%. Our forecasts imply the cumulative 2023-
2024 LL default rate will total 8.25% at the forecast mid-points compared to 14% during 2007-2009.

The May TTM loan default rate advanced to 2.6% from 2.2% in April 2023, reflecting recent defaults by
borrowers including Envision, Venator, QualTek and Monitronics. Year-to-date through May, loan default

volumes totaled $25.8 billion, compared with $7.8 billion for the same period in 2022.

Market Concern Loans as a Perce ' *
of Market

Tier 2

($ Top Market Market O.ther Market At- Total
Bil.) Concern Concern Risk Total  Percent
Loans Loans Loan Issuers of Market
5/22 34.9 64.2 83.6 182.6 10.7
6/22 33.2 62.2 82.5 178.0 104
7/22 334 69.4 90.1 1929 113
8/22 33.6 67.8 94.9 196.3 115
9/22 29.6 75.1 96.6 201.3 11.8
10/22 34.0 80.5 1135 228.0 135
11/22 373 79.6 124.3 2412 143
12/22 453 73.3 129.0 2475 147
1/23 46.7 68.1 137.6 2525 15.0
2/23 50.1 66.5 137.8 2544 152
3/23 45.5 65.3 140.4 2512 15.0
4/23 51.2 77.0 133.6 261.8 15.7
5/23 59.7 74.0 123.0 259.0 15.6

Source: Fitch Ratings U.S. Leveraged Loan Default Index.
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The Top Market Concern Loan amount has increased to $59.7 billion from $51.2 billion in April, despite
the removal of the recent bankruptcy filers, including those noted above. The healthcare/pharma sector
comprises the largest amount of Top Market Concern Loan List loans at 30% by par, followed by the

entertainment and leisure sector (11%) and Technology (10%). There are 20 issuers on the Top Market



Concern Loan List with loans outstanding greater than $1.0 billion, with the three largest, Brand Energy &

Infrastructure Services, Team Health, and Bausch, comprising 13.2% of the volume.

Top Five Sector Exposure as
Percent of U.S. Top Market Concern
Loans

By Loan $ Volume By Issuer Count
Industry (%)
Healthcare and Pharma 30
Leisure and Entertainment 11
Technology 10
Telecommunications 9
Building Materials 8

Note: Percentage takes the amount outstanding from the Top Market Concern Loan list
divided by the total amount outstanding, or $59.7 billion.

Source: Fitch Ratings U.S. Leveraged Loan Default Index.

We have added 20 issuers with $17.7 billion of loan volume to our Top Market Concern Loan List since
last month. Brand Energy and Infrastructure Services was the largest addition with $2.8 billion of loans.
Low ratings and large 2024 maturities were key reasons for adding Brand to the Top Concern list. We
added $2.3 billion of GoTo Group loans based on low secondary bids and weak performance. Lifescan
was the third largest addition to our Top Concern list at $1.8 billion, based on the company’s tight liquidity
position.

Our Tier 2 Concern list dipped lower to $74 billion in May from $77 billion in April, primarily due to several
large Tier 2 names (i.e., Brand Energy and GoTo Group) transitioning to the Top Concern list. However,
the Tier 2 Concern list continued to grow by issuer count, reflecting the rise in issuers facing liquidity
pressures, including declining EBITDA and negative FCF, as well as those expected to undertake DDEs.
The broader, overall Market Concern total stands at $259 billion, which represents 15.6% of the LL
market, up from 10.7% a year earlier.
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original article can be accessed at www.fitchratings.com. All opinions expressed are those of Fitch
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In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch
relies on factual information it receives from issuers and underwriters and from other sources Fitch
believes to be credible. Fitch conducts a reasonable investigation of the factual information relied upon by
it in accordance with its ratings methodology, and obtains reasonable verification of that information from
independent sources, to the extent such sources are available for a given security or in a given
jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party verification it
obtains will vary depending on the nature of the rated security and its issuer, the requirements and
practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the
availability and nature of relevant public information, access to the management of the issuer and its
advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon
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provided by third parties, the availability of independent and competent third- party verification sources
with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other
factors. Users of Fitch's ratings and reports should understand that neither an enhanced factual
investigation nor any third-party verification can ensure that all of the information Fitch relies on in
connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers
are responsible for the accuracy of the information they provide to Fitch and to the market in offering
documents and other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts,
including independent auditors with respect to financial statements and attorneys with respect to legal and
tax matters. Further, ratings and forecasts of financial and other information are inherently forward-looking
and embody assumptions and predictions about future events that by their nature cannot be verified as
facts. As a result, despite any verification of current facts, ratings and forecasts can be affected by future
events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided 'as is' without any representation or warranty of any kind, and
Fitch does not represent or warrant that the report or any of its contents will meet any of the requirements
of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This
opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings and reports are the collective work product of
Fitch and no individual, or group of individuals, is solely responsible for a rating or a report. The rating
does not address the risk of loss due to risks other than credit risk, unless such risk is specifically
mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared
authorship. Individuals identified in a Fitch report were involved in, but are not solely responsible for, the
opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch
rating is neither a prospectus nor a substitute for the information assembled, verified and presented to
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changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not provide
investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security.
Ratings do not comment on the adequacy of market price, the suitability of any security for a particular
investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives
fees from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees
generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain
cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a
particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to
US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination of a
rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with any
registration statement filed under the United States securities laws, the Financial Services and Markets
Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative
efficiency of electronic publishing and distribution, Fitch research may be available to electronic
subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian
financial services license (AFS license no. 337123) which authorizes it to provide credit ratings to
wholesale clients only. Credit ratings information published by Fitch is not intended to be used by persons
who are retail clients within the meaning of the Corporations Act 2001.
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