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Trend And Changes

Pulp And Paper

4

Key Assumptions

– Strong demand for cardboard and household products has mitigated a decline in performance amid falling demand for 
information-related products like newsprint.

– The companies studied have EBITDA margins of about 10%, short of the industry average of about 15% and the 15%-
20% of overseas peers, owing to fierce competition in Japan.

– The companies still have heavy investment burdens as they seek to enhance packaging and overseas businesses.

– Pressure on EBITDA and finances will increase if cuts to capacity and costs fail to offset shrinking demand for paper 
products, an important segment. 

– Demand for paper and paperboard products will decline in Japan in the long term despite a recovery in fiscal 2021 after 
a steep fall the previous year.

– Companies will continue to struggle to differentiate their products and pass on rising manufacturing and distribution 
costs.

– The average EBITDA margin will fall one percentage point to about 9% in fiscal 2020 and recover to about 10% 
thereafter.

– Funding will remain stable despite pressure on finances, with average debt to EBITDA worsening to 6x in fiscal 2020 
from roughly 5x the previous year and rebounding to about 5.5x in fiscal 2021.

Outlook: Slightly Negative
Packaging Offsets Crumpling Demand For Paper
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Source: S&P Global Ratings. Source: S&P Global Ratings.

– A resurgence of COVID-19 or an increase in digitalization further shrinking domestic demand.

– Domestic oversupply of cardboard products, or delayed profit contributions from overseas growth businesses.

– Failure to reduce costs, causing continued heavy debt burdens to restrict improvement in financial soundness.

Risks And Key Credit Drivers:

Pulp And Paper
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Trend And Changes

Chemicals

6

Key Assumptions

– Demand has declined steeply for commodity chemicals and materials for use in automobiles.

– Earnings have been supported by less cyclical industries such as health care and pharmaceuticals and certain 
electronics fields.

– Recent debt-funded, large acquisitions will pressure companies in this study.

– The degree of pressure felt by these companies and overseas peers will depend on exposure to different end markets.

– Demand for chemicals correlates with GDP growth; it will recover only gradually, as will GDP.

– The EBITDA of the companies in this study will drop by 10%-25% in fiscal 2020.

– It will take about two years for debt to EBITDA to return to fiscal 2019 levels at most companies in this study.

– Capital expenditures will not decline significantly, despite challenging business conditions.

Outlook: Negative
Diversification Eases Slump In Earnings
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Source: S&P Global Ratings. Source: S&P Global Ratings.

– Unclear prospects for a recovery in demand from main end markets and a risk of conditions worsening further.

– A resurgence in COVID-19 further hurting demand for materials for use in automobiles, which has large impact on 
earnings.

– Priority in allocating operating cash flow and improvement in financial positions through asset sales.

Risks And Key Credit Drivers:

Chemicals
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Trend And Changes

Glass

8

Key Assumptions

– COVID-19 has seen demand plummet among main end users such as automotive and construction companies.

– Performance will decline further in fiscal 2020 after slumping because of an economic downturn and U.S.-China trade 
friction in fiscal 2019.

– Companies more strongly focused on the auto sector have had steeper falls in EBITDA and heavier pressure on 
creditworthiness.

– Overseas peers with little financial leeway have also seen their credit quality squeezed.

– A muted global recovery will see new auto sales in 2022 fail to reach 2019 levels.

– Demand for construction will recover gradually in 2021 and 2022 after a worldwide plunge in 2020.

– Demand for electronic materials such as glass substrates for LCDs and semiconductor materials will be relatively strong.

– Companies in this study with more diverse portfolios will see EBITDA margins fall less--about one to two percentage 
points--in fiscal 2020,  with a faster recovery.

– Debt-to-EBITDA ratios will recover gradually in fiscal 2021 after a steep drop in fiscal 2020.

Outlook: Negative
Diversity Determines Pressure On Credit Quality
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Source: S&P Global Ratings. Source: S&P Global Ratings.

– A resurgence of COVID-19 leading to a markedly slow recovery in demand from end markets.

– Risk of restructuring costs further squeezing profitability as companies seek to streamline production.

– Initiatives to shrink financial burdens and their progress.

Risks And Key Credit Drivers:

Glass
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Trend And Changes

Steel

10

Key Assumptions

– Prospects for a recovery in demand are weak after COVID-19 hit production at automakers and other major customers.

– Planned reduction in the number of operational facilities will likely happen ahead of schedule as the pandemic 
accelerates contraction of the Japanese market.

– Key financial metrics are worsening further despite efforts to reduce fixed costs and sell assets.

– Performance and credit quality have come under heavy pressure owing to a larger reliance on automakers compared 
with major overseas peers.

– Domestic crude steel output will fail to recover to fiscal 2018 levels in the next one to two years despite a recovery in 
fiscal 2021 from a fall of about 20% in fiscal 2020.

– Companies will not be able to completely pass on rising costs for raw materials and logistics.

– Japan's steelmakers will benefit little as construction demand in China fuels an about 2%-3% rise in crude steel output 
in 2021 in Asia, which accounts for 40% of steel product sales.

– Average EBITDA will drop at least 50% in fiscal 2020, followed in fiscal 2021 by a recovery to fiscal 2019 levels.

– Average debt-to-EBITDA will deteriorate significantly in fiscal 2020.

Outlook: Negative
Plunging Demand Piles On Pressure
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Source: S&P Global Ratings. Source: S&P Global Ratings.

– A resurgence of COVID-19 substantially slowing a recovery in demand from domestic manufacturers.

– Intensifying competition with more cost-competitive overseas steelmakers further hurting earnings.

– A continued heavy burden on financial standings despite efforts to restructure, sell assets, and make selective 
investments.

Risks And Key Credit Drivers:

Steel
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Trend And Changes

Nonferrous Metals

12

Key Assumptions

– The rapid fall in auto demand amid the COVID-19 pandemic is pushing down business performance.

– Demand for updating infrastructure equipment and 5G products will support performance.

– Reduced costs and an increase in new product sales will minimize deterioration of profitability despite fierce 
competition.

– Differences in the profitability and financial burden of the companies in this study determine their creditworthiness.

– Global new vehicle sales will recover slowly and are unlikely to return to their 2019 level before 2023.

– Fluctuations in prices of nonferrous metals will have limited impact on the companies as they are not engaged in 
upstream businesses.

– The average EBITDA margin of the companies will deteriorate 2% year on year in fiscal 2020 and is unlikely to recover to 
fiscal 2019 levels in fiscal 2021. 

– The average debt-to-EBITDA ratio will deteriorate materially in fiscal 2020 and is likely to recover moderately in fiscal 
2021.

Outlook: Slightly Negative
Diversifying Revenue And Financial Health Govern Credit Quality
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Source: S&P Global Ratings. Source: S&P Global Ratings.

– A resurgence of the COVID-19 pandemic slowing an expected recovery in global demand for vehicles.

– Pressure on telecommunications and electronics companies to cut prices and risk of technology obsolescence amid a 
challenging competitive environment.

– Measures to reduce financial burdens, including investment and shareholder return policies, and their progress.

Risks And Key Credit Drivers:

Nonferrous Metals
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Business Risk Profile And Financial Risk Profile

15

As of Sept. 30, 2020.

Pulp and paper Rated Business risk profile Financial risk profile Anchor Modifiers or group/govt. Long-term issuer credit rating

Oji Holdings Corp. X Satisfactory Significant  -  -  -

Nippon Paper Industries Co. Ltd. X Fair Aggressive  -  -  -

Chemicals Rated Business risk profile Financial risk profile Anchor Modifiers or group/govt. Long-term issuer credit rating

Mitsubishi Chemical Holdings Corp. X Satisfactory Significant  -  -  -

Sumitomo Chemical Co. Ltd. X Satisfactory Significant  -  -  -

Asahi Kasei Corp. X Satisfactory Modest  -  -  -

Glass Rated Business risk profile Financial risk profile Anchor Modifiers or group/govt. Long-term issuer credit rating

AGC Inc. O Satisfactory Modest bbb+ +1 A-

Nippon Sheet Glass Co. Ltd. X Fair Highly Leveraged  -  -  -

Steel Rated Business risk profile Financial risk profile Anchor Modifiers or group/govt. Long-term issuer credit rating

Nippon Steel Corp. O Satisfactory Intermediate bbb - BBB

JFE Holdings Inc. X Satisfactory Aggressive  - -  -

Nonferrous metals Rated Business risk profile Financial risk profile Anchor Modifiers or group/govt. Long-term issuer credit rating

Furukawa Electric Co. Ltd. X Satisfactory Aggressive  - -  -

Sumitomo Electric Industries Ltd. O Satisfactory Modest bbb+ +2 A



    

Related Research

– S&P Global Ratings Lifts Price Assumptions For Most Metals, Sept. 24, 2020

– Nippon Steel’s Proposed Subordinated Loans Assessed As Having Intermediate Equity Content, July 2, 2020

– Outlook On Japan-Based AGC Revised To Negative On Aggressive Investments; Ratings Affirmed, March 13, 2020

– Outlook On Nippon Steel Revised To Negative On Weakened Profitability; Ratings Affirmed, March 3, 2020
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Japan Corporate Credit Spotlight 2020 Reports

– Japan Corporate Credit Spotlight: A Rough Road To Recovery: Overview, Oct. 22, 2020

– General Contractors; Real Estate; Electric Utilities And Gas; Railways; Airports, Oct. 22, 2020

– Consumer Products; Retail; Health Care; Oil Refining And Mining; GTICs, Oct. 22, 2020

– Capital Goods And Heavy Industries; Automobiles And Components; Shipping; Airlines, Oct. 22, 2020

– Advertising; Electronics; IT Services; E-Commerce; Telecom And IHCs, Oct. 22, 2020
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