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This report does not constitute a rating action. 

Editor’s note: S&P Global Ratings' North American Credit Conditions Committee took place on Nov. 21, 2024. 

As the U.S. economy settles into a soft landing, credit conditions for borrowers in North 
America look set to remain fairly favorable. However, amid the U.S. political transition, the 
prospect that materially higher tariffs will reignite inflation and force the Federal Reserve to 
halt—or even reverse—its cycle of monetary-policy easing poses a significant risk. 

We expect U.S. GDP growth to slow to 2.0% next year, after expanding 2.7% this year. Our 
current assumptions of higher U.S.-China tariffs (i.e., the effective U.S. tariff rate on Chinese 
imports increases to 25%, from about 14%, and China retaliates in kind) won’t materially dent U.S. 
economic growth. However, inflation will likely inch higher, possibly disrupting the Fed’s 
monetary-easing path. We expect the federal funds rate will average about 3.9% in 2025 before 
declining to the neutral rate of about 3.1% in mid-2026. 

Positive ratings trends continue, and defaults are poised to slow. The net outlook bias in the 
region has narrowed to 9.4% as of Nov. 8, and for issuers rated 'B-' and below it has also been 
steadily improving. S&P Global Ratings forecasts the U.S. trailing-12-month speculative-grade 
corporate default rate will fall to 3.25% by September 2025, from 4.4% in September of this year 
amid receding inflation, resilient economic growth, and interest-rate cuts.  

However, heightened uncertainties around policies and their implementation could derail our 
fairly benign base case as the U.S. transitions to a new administration.   

Materially higher tariffs and intensifying trade tensions between the U.S. and its major trading 
partners are key concerns heading into 2025. The protectionist measures suggested by 
President-elect Donald Trump could increase input prices for sectors exposed to imports and 
cross-border supply chains. Many industries, especially tech, could suffer from margin pressures. 
Any retaliatory measures could also hurt those relying on key components and foreign markets. 

Borrowing costs could be overly burdensome if the Fed has to recalibrate its monetary easing. 
Also, investors could demand higher risk premiums amid slowing economic growth, rising policy 
uncertainty, and increasing market volatility. Borrowers, especially those at the lower end of the 
ratings scale, could face more challenges servicing debt or refinancing.  

Meanwhile, geopolitical tensions continue. The U.S.-China relationship remains strained, and 
any worsening regarding tariffs or tensions over the South China Sea could weigh on market 
sentiment, investment, and capital flows. Elsewhere, the recent escalation in the Russia-Ukraine 
war somewhat raises the risk of a broader conflict, potentially involving NATO allies, which could 
deepen the effects on markets and credit. 

Commercial real estate (CRE), especially the office sector, is still struggling. Lower demand for 
office space continues to weigh on valuations and cash flows, as financing costs remain elevated.  

Key Takeaways 
• The potential that higher tariffs will reignite inflation and slow—or reverse—the descent in 

policy interest rates are key concerns for credit conditions in the region. 

• Amid the strained relationship between the U.S. and China, and the escalation in the 
Russia-Ukraine war, intensifying geopolitical tensions could weigh on market sentiment, 
investment, and capital flows. 

• Still, the U.S. economy remains resilient, and defaults look set to slow. 
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Top North American Risks 
Tariffs reignite inflation, threaten credit quality 

Risk level   Risk trend  

Trade tensions between the U.S. and its trading partners (e.g., China, Mexico, Canada) add uncertainty and pose a renewed threat to businesses. 
Materially higher tariffs suggested by President-elect Trump could increase input prices for U.S. sectors exposed to imports and cross-border 
supply chains at a time when they are grappling with high costs and a more difficult passthrough environment. Any retaliatory measures could also 
hurt those relying on key components and foreign markets. All this could result in more margin pressure for corporates, weighing on credit quality. 

Escalating geopolitical tensions impede trade and investment, weighing on growth 

Risk level   Risk trend  
Amid the U.S. political transition, any further worsening of the U.S.-China relationship regarding trade/tariffs or tensions over the South China Sea 
could disrupt supply chains and hamper sentiment, investment, and capital flows. While North American borrowers have had limited direct exposure 
to the Russia-Ukraine war, the recent escalation somewhat raises the risk of a broader conflict, potentially involving NATO allies, which could deepen 
the effects on markets and credit. The potential for the Middle East conflict to widen is also a concern.  

Interest-rate descent disappoints, underpinning burdensome borrowing costs 

Risk level   Risk trend  

The descent in the Federal Reserve’s policy interest rate could be slower than markets expect, and could even stall, or reverse, if inflation returns in 
earnest. The tariffs and immigration controls that President-elect Trump has suggested implementing would likely be inflationary and act as a drag 
on GDP growth. Investors could demand higher risk premiums amid slowing economic expansion, rising policy uncertainty, and increasing market 
volatility. As a result, the cost of debt service and/or refinancing may be overly burdensome for some borrowers. 

Falling asset values and cash flows, plus elevated financing costs, exacerbate CRE losses 

Risk level   Risk trend  

Elevated financing costs are pressuring asset valuations and raising refinancing risk for most types of CRE. Lower demand for office space continues 
to weigh on valuations and cash flow dynamics. Certain segments and regions in the multifamily sector are also facing challenges as rent growth 
softens. All this may lead to more broad-based, and in some cases severe, loan losses for debtholders, such as U.S. banks (with regional lenders 
having higher exposure to CRE than larger lenders do), insurers, REITs, and CMBS. Higher office vacancy rates continue to affect cities’ tax revenue. 

The U.S. economy’s soft-landing is derailed 

Risk level   Risk trend  

Policy uncertainty, the prospect of stickier-than-expected inflation, as well as a slower-than-forecast drop in borrowing costs could cause 
companies and consumers to pull back spending, as Americans’ financial cushions and purchasing power continue to erode. Such pressure is 
particularly acute for lower-income cohorts, especially if unemployment rises measurably. More subdued business investment and/or a sharper 
pullback in spending could lead to a deeper slowdown in growth or a recession, causing more credit stress. 

Structural risks 

Climate risks intensify, energy transition adds to costs 

Risk level   Risk trend  
More frequent and severe natural disasters increase the physical risks that public and private entities face, adding to costs. Climate events also 
threaten to disrupt supply chains (such as for agriculture and food) and logistics. Moreover, the global drive toward a net-zero economy heightens 
transition risks across many sectors, requiring significant investments. 

Accelerating tech transformation disrupts business models, cyberattacks threaten operations 

Risk level   Risk trend  
Cyberattacks pose a systemic threat and significant single-entity event risk as new targets and methods emerge—with geopolitical tensions raising 
the prospect of major attacks. Organizations lagging on adapting to current and emerging technologies or lacking well-tested cybersecurity 
playbooks are more vulnerable, while adopting technological advances means more costs.  

Source: S&P Global Ratings. 
Risk levels may be classified as moderate, elevated, high, or very high. They are evaluated by considering both the likelihood and systemic impact of such an event 
occurring over the next one to two years. Typically, these risks are not factored into our base case rating assumptions unless the risk level is very high. 
Risk trend reflects our current view about whether the risk level could increase or decrease over the next 12 months. 

Moderate Elevated High Very high Improving Unchanged Worsening

Moderate Elevated High Very high Improving Unchanged Worsening

Moderate Elevated High Very high Improving Unchanged Worsening

Moderate Elevated High Very high Improving Unchanged Worsening

Moderate Elevated High Very high Improving Unchanged Worsening

Moderate Elevated High Very high Improving Unchanged Worsening

Moderate Elevated High Very high Improving Unchanged Worsening

http://spglobal.com/ratings/CreditConditions


spglobal.com/ratings/CreditConditions  Dec. 3, 2024 3 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

Copyright 2024 © by Standard & Poor's Financial Services LLC. All rights reserved. 

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part 
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval 
system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be 
used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or 
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not 
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for 
the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL 
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR 
PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR 
THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for 
any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses 
(including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in connection with any use of the 
Content even if advised of the possibility of such damages. 

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and 
not statements of fact. S&Ps opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase, 
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to 
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment 
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does 
not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be 
reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives. Rating-
related publications may be published for a variety of reasons that are not necessarily dependent on action by rating committees, including, but not 
limited to, the publication of a periodic update on a credit rating and related analyses. 

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain 
regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P 
Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any 
damage alleged to have been suffered on account thereof. 

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective 
activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established 
policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process. 

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P 
reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, 
www.spglobal.com/ratings (free of charge) and www.ratingsdirect.com (subscription) and may be distributed through other means, including via S&P 
publications and third-party redistributors. Additional information about our ratings fees is available at www.spglobal.com/ratings/usratingsfees.   

STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC. 

http://spglobal.com/ratings/CreditConditions
http://www.spglobal.com/ratings
http://www.ratingsdirect.com/
http://www.spglobal.com/ratings/usratingsfees

