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Investment Thesis
Credit rating agencies will continue to provide necessary credit mitigation
services to the global economy. However, with rising rates performance will be
mediocre over the next two years. Aggregate household debt is continuously
expanding with all-time inflation eating away consumer buying power. Leading
the Fed to raise rates, limiting short-term growth opportunities for the
industry.
Drivers of Thesis
• Aggregate household debt is expected to rise to $19.48 trillion by 2028 from
$14.45 trillion in 2020. Driven by higher inflation rates and increased
creditworthiness nationally. This happens to grow with GDP. Leading to
more opportunities for credit services in the future of all kinds.
• Average FICO scores rose in 2020 to 711. It is believed this is partly due to
the CARES Act. Giving consumers the capability of lower credit utilization,
which was down to 3.5% in 2020. Higher scores could lead to increased
credit access in the future.
• The economy is expected to add about 500,000 new businesses over the
next 6 years. Expanding with real GDP growth and leading to more business
ratings over time.
Risks to Thesis
• The yield curve is predicted to move higher with inevitable rate yikes in
2022. Leading to higher uncertainty for the industry and a slowdown in
many types of debt origination. As well as fewer risk management services
nationally.

Key Industry Statistics
Main Competitors
Moody’s (MCO)
S&P Global (SPGI)
MorningStar (MORN)
TransUnion (TRU)
Experian (EXPN-GB)
Equifax (EFX)
Market Share
Moody’s (MCO)
S&P Global (SPGI)
MorningStar (MORN)
TransUnion (TRU)
Experian (EXPN-GB)
Equifax (EFX)
Operating Margins
Moody’s (MCO)
S&P Global (SPGI)
MorningStar (MORN)
TransUnion (TRU)
Experian (EXPN-GB)
Equifax (EFX)
MCO

• If Fintech credit rating companies expand more than expected in the next
few years, and the current industry does not adapt immediately. This could
have many negative circumstances. We think Moody’s and S&P Global are
more vulnerable to this threat.

40

MCO

SPGI

MORN

S&P 500

30%
25%
20%
15%
10%
5%
0%
-5%
M

J

J

A

S

O

N

MORN

20

26.8 28.2

31.0

31.4
26.7 26.9
21.9

22.9

10
0
P/CF

EV/EBITDA

Company Description

35%

A

SPGI

44.4

P/E

12 Month Performance

(Source: FactSet)
Market Cap.
$61,853
$137,500
$11,947
$18,084
$24,932
$26,424
Fiscal Year 2021
$6,218
$8,297
$1,764
$2,960
$4,114
$4,924
Fiscal Year 2021
44.2%
48.2%
18.5%
22.6%
24.5%
19.3%

50

30

40%

Market Weight

Industry Rating

Financial Services

D

J

F

M

Credit ratings agencies are involved with
collecting, processing, and analyzing historical
data for the use of more informed managerial
decisions in the future. The work of these
companies allows for a seamless transfer, and
interpretation of risk on a massive scale all around
the world. Enabling financial markets,
government entities, companies, and individuals
to benefit from their accuracy. We further
subdivided this into commercial credit companies
and individual credit rating companies for a better
analysis.

Important disclosures appear on the last page of this report.

Industry Description
Credit rating agencies are a vital part of widespread risk
management throughout society for individuals,
companies, financial markets, and government
organizations. Major players offer a competitive line of
services to their clients. Ranging from commercial and
individual credit reports, rating services, and other
miscellaneous software services such as data manipulation
programs for clientele. 2
This industry can be broken down into two main categories
for a high level of analysis. Commercial credit services
consist of roughly 38.2% of the market. This can be further
described in categories such as analyzing company debt
and giving them ratings for the purpose of
creditworthiness. Public ratings that the financial markets
leverage in bond trading would also be considered a part
of this segment. 2

Individual credit services make up about 57% of the
market. These are things such as reports provided to
institutions for the purpose of issuing mortgages, personal
loans, employment, insurance, and renting property to
name a few things. 3

Revenue Breakdown 2021
4.80%
Individual Credit
Services
Commercial Credit
Services

to easily remember this nuance is to reflect on your
childhood. Just like how many school grades are recorded.
These rating scales have many of the same conceptual
processes for assigning a score. Which will impact risk
premiums and credit spreads on many financial
instruments.

MARKETS AND COMPETITION
Industry SWOT Analysis
Strengths
Overall, barriers to entry are high in the credit rating space
and both subindustries have their own entry challenges.
The commercial credit space is difficult because of the
reputations Moody’s and S&P have with their clients which
make it seem unlikely to enter this space. While companies
trying to enter the individual rating space would have to
first have access to tons of data and then make a
relationship with financial institutions to provide value.
Although there are higher barriers to entry than in many
industries. It is not impossible to enter this space with the
modern normalization of massive amounts of data.
Yes, there are some small competitors, but to have a
future impact in this industry you must be a good disruptor
which is probably unlikely to happen by traditional entry.
Competition is very strong among the top six competitors
and industry market share has traditionally lacked
volatility. You can see in the depiction of industry revenue
from the historical year 2005 forecasted out to 2027.
Revenue seems to be very constant and predictable. The
only reason you see a downturn was due to the 2008
financial crisis. From 2007 to 2011 the industry lost about
25.9% of its size. Falling to about $7.6 billion by 2011. 2

Industry Revenue ($
millions)
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When companies and financial assets get credit ratings. It
is normally based on an alphanumeric scale of some sort.
For example, normally a combination of (AAA) is
considered strong investment-grade credit. Lower scores
like C or D are generally considered junk ratings. One way
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Weaknesses
Competition can be pretty aggressive at times. There are
subtle differences in the type of services offered, so these
entities must try to find a competitive advantage in any
way possible. The services that are offered consist of many
homogeneous qualities, so brand loyalty is very important
for long-term sustainability. Customer acquisitions costs
might tend to come at a premium. Due to these
weaknesses, we would recommend a strategic focus on
increasing their customer lifetime value to offset these
facts. 2

Opportunities
Moving into the near-term future there are a few potential
opportunities trending in favor of the Credit Bureaus if
they are willing to be receptive to change. In the future,
there will be new revenue streams opening from
technology.
Platforms such as Experian Boost will create new revenue
potential. Now, it is possible to link untraditional
consumer accounts together. The purpose of submitting
this data to reporting agencies is so they can more
accurately reflect your consumer tendencies. Experian
Boost is monetarily cost-free to consumers. However, they
can utilize the data for their business purposes and
leverage that information against competitors. With the
goal of selling it where legally permissible and marketable.
They previously have been linking bills like utilities or cell
phone services but have recently added other linkable
account types. Such as trash services, Disney+, Netflix,
Hulu, HBO, and cable to name a few. One of the main
downfalls of this venture is the lack of compatibility from
one company to the next for consumers. If a customer has
Experian Boost it might not positively impact a credit score
produced from a varying company. We think the
opportunities
greatly
outweigh
any
negative
repercussions here. Growth opportunities from data seem
to be endless these days. 12

Threats
One thing that could be considered a threat is the changing
financial environment of fintech. If the companies
appropriately adapt, this concept might have the
capabilities of being considered a long-term opportunity
instead. Since they have the monetary capacity to make
these innovations if they want. This could potentially cut

costs and improve margins in the future. Due to the
competitive nature of the main players in this space, we
do think they will continue to adopt technological
innovations. This is most likely a threat at the moment but
can be an opportunity if willing to freely adopt change.
Modefinance was the first authorized European fintech
rating agency registered in July of 2015 with the European
Securities Market Authority (ESMA). The idea is simple.
They take data related to their clients and enter it into a
credit model algorithm. This in return will provide a score
rating on an alphanumeric scale of 21 possible outcomes.
This concept is the same as conventional practice. These
fintech companies are just relying more heavily on even
higher developed mathematical models. The traditional
companies have the resources available if they want to do
the same thing. This is currently a superficial threat to
traditional inflexible business models. In our opinion, the
real threat of this change is fear of change itself. 11
Another threat to this industry is the yield curve. If the
yield curve moves too much. This will most likely have a
great impact on prime rates and slow down loans of all
kinds. Including conventional loans, personal loans,
refinancing, and business loans. These will naturally slow
down all determinates of demand for this industry. 2
In addition, the regulatory environment and the potential
for more will always be a concern for these companies. It
is believed a system of too much bureaucracy and political
cultures can be burdensome for growth. Many financial
industries are inherently involved with higher regulation.
The main players like Moody’s and S&P Global received
lots of criticism after the global financial crisis of 2008.
That was because of the erroneous favorable ratings they
distributed to the Lehman Brothers who were insolvent
and later filed for bankruptcy. They were also given lots of
blame for inaccurately representing the ratings on
mortgage-backed securities. Where countless amounts of
money was lost in the American portfolio. Some of these
issues are created from the innate conflict of interests in
the system. When companies need rated. They must pay
these companies to rate them. Potentially leading to
collusion and systematic corruption. 9
The Dodd-Frank Act in 2010 was due to the financial crisis,
and largely because of the rating agencies. The Securities
and Exchange Commission classified these entities as
Nationally Recognized Statistical Rating Organizations
(NRSRO) for regulatory mandates. These new regulations
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were to strictly enforce governing policies, and procedures
over rating determinants. Implement a compliance officer
and increased required disclosures to 14 plus documents
of information. From 2011 to 2019 there was an observed
positive trend in a higher level of compliance for (NRSRO)
companies. Now as technological changes in the financial
industry are continuing to occur in the business landscape.
Regulation will probably alter its course in the future and
might burden these reporting agencies with even more
compliance risks. The Office of Credit Ratings (OCR) has
already been considering additional disclosure forms. 10

Industry Lifecycle

2,000
1,500
1,000
500
0

(Source: Statista)

The industry value added (IVA) is expected to grow at an
annual rate of 5.6% by 2026. When there is an (IVA) that
high compared to the expected growth of the economy.
This is an indication the industry is in the lifecycle stage.
The industry lifecycle is computed by finding the
difference between an industry’s gross output and the cost
of its intermediate inputs.
One caveat is the complications of rising rates in the short
term that will most likely hinder a linear growth pattern. A
company cannot outgrow the economy forever.
Otherwise, it will become the economy over time and gain
more power than the government will permit. A good
portion of the industry growth is contributed to exposing
investors to unconventional financial assets such as
mortgage-backed securities (MBS), and Collateralized debt
obligations (CDOs). This became a nuisance in the financial
crisis of 2008, but these financial securities have made a
comeback since. Continuing to rise again as a major part of
global portfolios. 2, 19
This tends to have more impact on Moody’s and S&P
Global as they focus more business on commercial ratings
and financial instruments. We saw earlier that reported
revenue streams have been consistently stable for this
industry except during a significant crisis. With total assetbacked securities and (CDOs) on the rise. This will be an
opportunity for some of the players in this market. The
United States has around $1.5 trillion worth of outstanding
(ABS) and we believe this level will continue to rise back to
the level before the financial crisis. The value of this
market was around $1.9 trillion before the crash. So, there
is a lot of opportunity in this space that will be up for grabs.
8

Value of Asset-Backed
Securities

Peer Comparisons
Now let us dive into taking a closer look at individual
companies’ financial performance and differentiating
factors of each. Future projections will be more accurate if
we can distinguish even small differences in an industry
with many homogeneous services like this one. The next
chart is an overview of some key financial metrics.
Moody’s is the second-largest company in market
capitalization behind S&P Global, but they have still
managed to have very strong sales growth amongst their
peers.

(Source: FactSet)

Moody’s (MCO)
Moody’s is broken down into two main revenue segments.
They distinguishably record these as Moody’s Investor
Services which most recently made up 62.3% of 2020
revenue, and Moody’s Analytics which makes up the rest
at 37.7%. They have had religious consistency in their
business model and which activities comprise their
revenue streams. One of the key distinctions between
Moody’s and some of the other major competitors is their
involvement with financial market activities. Publicly
traded debt is one of the key niches of Moody’s. Breaking
down revenue into geographic regions can also be
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beneficial. This helps someone make a keen investment
decision. Since 55% of their revenue comes from within
the United States, they know risks that are occurring
within the U.S. will carry slightly greater weight moving
forward for their operations. 1,2

visually as a percentage of total market share which is
defined as sales. 1, 2
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S&P Global (SPGI)
S&P Global appears to have a higher degree of
diversification throughout its revenue streams. About 48%
of their revenue comes from ratings, 28% from market
intelligence, 13% from indices, and 12% from platts.
Indices and platts are one of the niche roles this company
has differentiation. Platts is a term used in the energy
industry. It is simply the information services they provide
on energy and commodity-related activities. Index
construction and licensing them is huge in financial
services. Companies with active management need to
have availability of these benchmarks, and they can do so
through S&P Global.
You might consider Moody’s and S&P Global to have more
association and interdependent operations. All the
companies in this industry have a strong association with
one another. However, there is more between these two.
Based on data from the IBISWorld definition of their
industry. This includes every company throughout this
report except MorningStar. We found there was a very
high correlation, and they tend to react to similar
economic events. The next graph shows this relationship

Experian also breaks down its business segments into the
following functional areas. Business to Business (B2B) and
consumer services. Business to Business made up about
76% of reported revenue, while consumer services make
up the rest at 24%. They operate heavily in the United
States where 65.7% of recorded revenue was derived. The
United Kingdom was the second largest country
contributing 13.8% of its revenue. Many of these
companies have revenue from the U.K. but Experian has
the highest out of them all. One unique feature of Experian
is they were founded in Dublin, Ireland where they still
have its current headquarters. This could potentially lead
to deviating corporate tax laws and regulation
requirements from the rest. Having 13.8% of their revenue
from the U.K. is probably because of their location and
brand familiarity in Europe. Their competitors have a
presence in the U.K. but are based out of the United States
and will be more likely to have a cultural welcome
domestically. 1,2

Equifax (EFX)
Equifax also appears to be well-diversified within the
consumer credit space. They categorize their revenue into
four main segments. U.S. information solutions, workforce
solutions, international, and global consumer solutions.
The respective percentages are 35.9%, 34.8%, 20.9%, and
8.4%. About 77.9% of their revenue is derived from
activities within the United States. Followed by the United
Kingdom, Australia, and Canada. One separator about
Equifax is their United States operations at 77.9% of total
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revenue. They have found themselves more specialized
and heavily dependent on domestic operations than some
of their competition. More specifically they have a
significant chunk of what they call workforce solutions.
This covers employment, income, and social security credit
needs. A niche they have discovered among the rest. 1, 2

similarities. It is interesting though that Moody’s
subindustry operates more heavily internationally.

TransUnion (TRU)
(Source: FactSet)

The classification of TransUnion’s revenue is in three
segments. The United States market holds 60% of revenue,
international makes up 21%, and consumer interactive
holds the rest of the top line total. Most of their activity is
also done in the United States at 60.8%. However once
again this is a simple majority meaning they do receive a
large amount of opportunity from varying nations
internationally. One separating factor between
TransUnion and Experian is more of an offering around
personal finance and identity theft prevention. This
segment is called consumer interactive. We think the
potential of this segment will continue to flourish as
network security and personal identity protection is
becoming more of a futuristic priority every day. 1, 2

Lastly, the cash conversion cycle among these competitors
varies significantly. Displayed next you will see the
disparity among the companies. It’s quite fascinating to
see the differences that arise through this visual. 1, 2

(Source: FactSet)

MorningStar (MORN)
MorningStar breaks its company into three main revenue
activities. Licensed-based, transaction-based, and assetbased. Licensed-based activities hold roughly 67% of total
revenue while transaction and asset-based have a
minuscule discrepancy between the two. At 17% and 16%
respectively. Once again, most of their revenue 69.9%
come from within the United States, 8.5% from the United
Kingdom, while 7.3% is derived from Canada. They have
the smallest market capitalization at 11,451 million
dollars. This is probably why they derive the highest
percentage of their revenue from the United States. As
smaller companies tend to be more dependent nationally.

Industry Trends
ESG Analysis
Credit rating agencies have a unique role in influencing the
environmental, social, and governance (ESG) push in
society compared to many other industries. It is common
practice now for rating companies like S&P Global to
incorporate (ESG) analysis in the ratings they conclude in
many companies. We will discuss some of those trends,
but first, let us display a visual of the peer company’s
ratings. The chart below displays these values on a scale of
100.

As many traditionally poor 20th century countries make
advances in the 21st century. Being more heavily
domestically focused could limit the potential growth of
credit analysis in developing countries compared to its
bigger competitors. Like Moody’s and S&P Global. If there
was one main difference between them and the others.
We would say they are more dependent on domestic
circumstances. 1, 2
We felt it would also be worth breaking the previously
discussed key metrics into the appropriate subindustries.
In the next depiction, these metrics show some

(Source: FactSet)
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S&P global does this by making a distinct difference
between what they call “material factors” and factors that
are non-material. They do this because they believe not all
(ESG) factors materially influence creditworthiness and
their ratings. They define (ESG) factors as things that can
materially influence the creditworthiness of a rated entity
or a particular issue. A few examples from S&P Global that
have had a material impact on past rating scores are the
following. Polluting factors that are releasing toxic waste
into the water or air. Safety violations that have led to
damage to real property, corporate culture, and board
issues. We think how you measure these company
characteristics can be extremely subjective. This is still
worth the discussion as we believe these factors will
become even more prevalent for businesses to address in
the next decade. Tying the ability to access credit to these
contributing factors will continue to reshape society over
time. 7

Those with poor credit (deep Subprime) happen to have a
low percent of disputing claims compared to some other
categories not mentioned here. Interestingly, 43% of the
credit card disputes come from people with super-prime
credit. These are trends that should be continuously
monitored by this industry. It could provide further insight
into discovering why complaints are happening for each
credit group and loan type. The way these trends are
addressed by the rating companies could take their
customer service results in opposite directions. Possibly
leading to a competitive advantage or loss of market share
due to the inability to innovate for specific customers. 5

Consumer Complaints
One event that will always be vital to mitigate for the
credit reporting agencies is the number of complaints
regarding wrongful reports. Since the Covid-19 Pandemic,
the number of complaints to the Consumer Financial
Protection Bureau (CFPB) has spiked increasing by 129%
year to year. This happens to be the most common
complaint topic currently reported to the Consumer
Financial Protection Bureau for resolution. There is a
process under the Fair Credit Reporting Act (FCRA) to
appropriately handle such issues. Many consumer
advocates have labeled the process as quite cumbersome
and not easy to follow for consumers. Given the limited
time, the average consumer is willing to research the
situation. This trend does not directly apply to the
subindustry Moody’s is in. However, we felt it was worth
mentioning as it applies to the other subindustry we are
covering.
The next couple of graphs are discussing data from 2012
to 2019 for individuals who had one or more accounts
opened, and whether they had a dispute or not. The
respective colors will both add up to 100% of the dispute
or non-dispute category. The first graph is displaying the
number of credit card complaints that occurred grouped
by their credit scores. For a point of reference. Deep
subprime represents those below 580, and subprime is
(580-619).

(Source: Consumerfinance.gov)

So, there was another study conducted. The next chart is
broken into the types of credit and some personal
demographics regarding disputes. Broken into racial and
ethnic makeup between the years 2012 and 2019. There
does appear to be a difference between complaints on
accounts opened for those years in all credit categories
depending on race. It is worth noting this doesn’t mean
discriminatory practices, but it does bring cause for further
investigation.
The loan types discussed include auto loans, student loans,
credit loans, and retail cards. Majority white had .8%, .9%,
2.5%, and .6% complaints respectively for the accounts
opened during those years of 2012 and 2019. While
majority-black had 2.8%, 2.4%, 4.7%, and 1.4%. It is hard
to conclude any strong reasons behind this for sure based
on the limited data, but this is one trend the industry will
have to keep an eye on. We hope these companies devote
enough resources to discover why the variance has been
occurring. Is it because of unknown family access to cards?
Maybe, the increased likelihood certain groups of people
will be targeted by scammers? We don’t know, but if these
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companies can understand more about this it could
potentially help offer an opportunity to curb identify theft,
and credit scams. 5

Average U.S. FICO Scores
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Average U.S. FICO Scores
Now Fair Isaac was not considered one of our peer
companies because they operate slightly differently. They
utilize their proprietary mathematical models to create
credit scores used by many companies like Equifax and
Experian. Who then focuses more specifically on building
relationships with financial institutions, and compiling
data to construct credit reports. However, FICO score
trends are worth mentioning and play a key step in the
process of credit mitigation techniques that influence our
economy.
With the unprecedented amount of aggregate consumer
debt outstanding today. The average FICO score will
arguably be more important in the future than they have
ever been before. From the years 2010 to 2020 the
average U.S. FICO score rose from 689 to 711 according to
Experian. The average can be misleading depending on
outliers, but in 2020 69% of Americans had what was
considered a good credit score of 670 or above. This can
lead to more consumer debt issuances and increased
opportunities for Experian, TransUnion, and Equifax.
Five major credit score factors drive the fluctuations in the
number. Payment history, amounts, owed, credit history
length, credit mix, and new credit. Two factors considered
to be the biggest contributor to the incline in average FICO
scores were credit utilization and delinquency. Credit
utilization dropped 3.5% in 2020 to 25.3% compared to
28.8% in 2019. Since 2019 the average percentage of
accounts 90 to 180 days past due also dropped by 53%. 6

The average FICO credit score among every age group also
rose. Older people tend to have historically higher scores.
As they have time and wealth creation on their side. It’s
also not very common for every state to see an increase in
FICO scores. Defying the odds was evident in 2020 when
all 50 states and Washington D.C. witnessed their average
scores increase.

Average FICO Scores by
Age
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(Source: Experian.com)

It is hard to know for sure what has caused all this
improvement. There are a few factors believed to be
contributing to these trends.
First, it is hard not to bring up the Coronavirus Aid Relief
and Economic Security Act (CARES). With unprecedented
amounts of government spending over the last couple of
years. One can believe that the stimulus money has
contributed to some to the maintenance of these scores.
If this is the case, and we think it is to some degree. How
long will these trends continue? Much of the benefits of
stimulus has run its course. We think FICO scores might still
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trend up for 5-10 years. As credit scores were trending up
before stimulus, but there’s a limit of 850.

possible to their clients they will have to continuously
monitor trends like these and many more. 4

There also appears to be an inverse relationship between
strong economic factors like low unemployment, and
higher income per capita. As the economy is good the
chances are people will maintain their jobs and pay off the
debt they can. The increased awareness of consumer FICO
scores has also led the average person to be more focused
on improving their credit scores. As it seems like more of
an impactful number when you can get annual scores for
free now.
There will have to be a point of inflection where this trend
will slow down. Risk is inherent and things uncontrollable
happen at times. These scores will not rise forever. We
intuitively feel they this will become stagnant at best at
some maximum point well below 850. If we are lucky, it
will maintain the status quo with minimal improvement.
We would be cautious and believe there is a high
probability these trends will not continue much longer. In
the meantime, this could be beneficial for the industry. 6

Consumer Debt Trends
As one might expect. Most consumer debt tends to be
either from mortgages or car loans. The next depiction
shows some empirical evidence to conclude our
presumptions about consumer debt and the major
categories. Taking a prospective approach to this.
Consumer debt allocation won’t change. Mortgages and
car loans will continue to make up at least a simple
majority of the average household debt anywhere near
modernity. Keeping track of this is important. Just like any
kind of market research you want to understand if things
are changing so you can market to the most profitable
opportunities. The Moody’s Analytics segment provides
several services to businesses for risk management
purposes that rely heavily on some of these trends. For
Moody’s to provide the highest quality of analytical tools

Consumer Debt Survey
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(Source: Statista)

Economic Outlook
10-Year Treasuries
With the Federal Reserve inevitably raising rates over the
next year. This is not a good thing for these companies.
There is one major caveat of course to rising rates. How far
will rates rise? We think the Fed will most definitely raise
rates numerous times in 2022 and maybe 2023. This will
naturally slow growth for commercial credit companies
like Moody’s to some degree. Although we hope it will not
take that long for debt consumers of all types to adapt to
new interest rates in two or three years. Leading to an
increased amount of spending to come.
Yes, there is short-term interest rate risk here, but nothing
alarming to worry about relative to historical measures.
The yield curve might still display lower rates than many
other times in history after the change in upcoming policy.
When calculating the mean of the 10-year yield from the
course of 1980 to 2021 you derive a value of 5.8%. Even if
you exclude the 1980s that exhibited historically high
inflation, and interest rates. The average rate is 4.8% from
1990 to 2021. Well above where we are today. So, we do
not think this should be a major concern for long. As over
time, we will adapt to a new equilibrium rate of interest.
Which might be sooner rather than later. The next graph
depicts this representation with an estimated forecast. 2
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10-Year Treasuries
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Increase in Businesses

Household Debt

The number of businesses is important because it can be a
key factor in driving top-line growth for rating agencies.
The size of the economy puts a limit on the growth
opportunity for credit rating companies. So, when we
perpetually push the limit out further. This will mean more
opportunities for revenue for these companies, and the
market should grow.

Another key economic variable that has had a consistent
correlation with the growth of this industry is aggregate
household debt. This consists of outstanding debt held by
credit cards, mortgages, personal loans, and other
miscellaneous categorized debt obligations.

Let us note more businesses in totality does not hold a
proportional dollar benefit per entity. Not all business
sizes are created equal which can influence the size of
transactions occurring. We feel this metric will be more
likely to impact the rating companies that are more heavily
dependent on smaller clientele. Companies such as
Experian and Transunion who work more on the individual
credit reporting side might be more likely to benefit from
this. Companies such as Moody’s and S&P Global deal
more with the financial markets and bigger clients. The
growth of this statistic is most likely comprised of smaller
entities with less wealth. They will not reap as much
lucrativeness from this variable.
The chart below depicts what the overall trend has been
for the number of U.S. businesses in operation. In 1993 we
had 6.4 million businesses in totality. Compared to 8.01
million in 2019 before the pandemic. This number is
expected to continue to grow alongside real GDP. It is
predicted an estimated 8.5 million total businesses by
2028 will have a legal structure. That is 2.1 million new
entities which means growth will be around 32.81% from
1993. 2

This type of debt has grown at an unprecedented amount
throughout the world since 1980. During that year there
was a total of $3.25 trillion worth of debt as defined by the
previously mentioned groups. This rose to a nominal
amount of $14.45 trillion in 2020. That pace of growth has
held a 9.38% geometric mean during that period. Debt is
predicted to grow to new heights of around $19.48 trillion
by 2028 according to current trends. With the freedom of
fiscal spending, and a socially constructed norm of debt.
We will most like hit these estimates as the total amount
of debt will naturally grow with the economy.
More household debt is not certain to significantly grow
this industry or any specific companies. However, an
inevitable step in the process of debt origination is a credit
check of some sort. The way it is done might become even
more technologically focused, but this risk management
technique is not going anywhere. The vitality of this event
goes hand and hand with issuing any kind of debt. Just like
your left-hand and right-hand moving in tandem when you
run. They go everywhere together. 2
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(Source: IBISWorld)

Mortgage Applications
Let us highlight some data that is more refined regarding
rates and mortgage applications. We know the Fed-funds
rate will raise from the current target. Although we do not
know how much impact that will have on these companies’
revenue for sure. Economic variables exist to help us
foresee an accurate direction.
One thing is for sure, refinancing and loan origination have
already slowed down. We have seen a taper-off in
mortgage applications because of expected rising rates.
The week ending 1/21/22 mortgage applications
decreased 7.1% from one week earlier in the Market
Composite Index according to the Mortgage Bankers
Association. The Refinancing Index decreased 13% from
the previous week and 53% year-over-year. These can act
as an economic indicator to provide empirical data to back
up our presumptions of rising rates. The next graph
depicts these very relationships visually. Both the
purchase index (blue), and the refinance index (red) tend
to have some level of negative correlation with rising 30year rates. 13

All these economic variables are directly pertinent to this
whole market. Interest rates are going to rise, and as the
rates on debt increase, it will most likely slow down parts
of this industry in the near term. This will impact all these
companies to varying degrees, but the long-term outlook
will most likely have no worrisome effect. Reinforcing the
idea of market weight. Our money must go somewhere,
and even with near-term uncertainty we do not think this
industry will underperform many of the alternative
options. We believe the adoption process will start readily
to rate hikes and our perception of new low rates will
become quick. Many of the companies in this industry
offer several diversified revenue streams and have
geographic operations. Allowing for less impact from these
economic phenomena. We think the commercial credit
space is more suitable in the meantime as raging inflation
will be passed onto consumers and rising rates will cause
individuals to be more sensitive to a changing economic
environment for longer than large corporations.
For those reasons, we think this industry might have a
small slowdown but will continue to mitigate economic
complications going forward just as well as any other
industry could.

KEYS TO MONITOR
Tailwinds
•

Benefits of fiscal stimulus have largely run its course
and will have little material impact on future credit
markets.

Headwinds
•

•
•
(Source: MBA.org)
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Credit utilization might be on the rise. If this escalates
unexpectedly by a great amount. Negative publicity
will overshadow fundamentally normal credit
utilization.
Fintech pressure will only persist. Forcing a continuous
amount of spending on invested capital for
technological purposes.
Expansion to new areas of growth such as Africa.
Moody’s recently acquired a majority stake in Global
Credit Rating (GCR) an African rating company. Africa
might show a 21st century growth opportunity for the
industry. [18]
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