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Key Takeaways
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– COVID-19, U.S.-China tensions, and a likely slow economic recovery will continue 
pressuring performance and creditworthiness.

– Key financial metrics are unlikely to recover in fiscal 2021 to fiscal 2019 levels as 
growth investments have increased financial burdens and earnings prospects are 
dim. 

– Credit quality will likely suffer most at companies that have spent heavily in pursuit 
of growth and on organizational restructuring. 



    

External Shocks Hit Credit Quality

– Credit quality of the 100 rated and unrated companies in this study has fallen gradually since fiscal 
2018 (ended March 31, 2019, for most companies) due to:

– Fierce global competition and U.S.-China trade friction,

– COVID-19 starting to hit supply chains in early 2020, and

– Capital investments increasing for three years as more cash flow is spent on growth.

– Covid-19, the economic downturn, and large investments have depressed credit quality further.

– Two-thirds of corporate entities we rate globally are speculative grade ('BB+' or lower); over 90% of 
rated Japanese corporates are investment grade ('BBB-' or higher) despite a number of downgrades.

– Most downgrades of Japanese entities have been by only one notch as investment-grade companies 
are relatively resilient to external conditions.
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Negative Rating Actions Rise
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As of Sept. 30, 2020. Source: S&P Global Ratings. *Rated corporate entities. **Includes steel, glass, and nonferrous metals. 
GTICs--General trading and investment companies. As of Sept. 30, 2020. 
Source: S&P Global Ratings.

– We have downgraded 17 Japanese corporates in 2020 and revised down outlooks (including CreditWatch negative 
placements) on 29 companies (as of Sept. 30, 2020).

– We have lowered mostly by one category our financial assessments for 14 of the 45 unrated entities in this study.
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Fiscal 2018 Was Profitability, Debt Tipping Point
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Data for companies studied excluding GTICs and investment holding 
companies. Source: S&P Global Ratings.

Data for companies studied excluding GTICs and investment holding 
companies. Source: S&P Global Ratings.

– Profitability at companies we studied has declined owing to investments and the economic slowdown.

– Free operating cash flow has roughly halved following acquisitions and three straight years of increased capital 
investments.
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Recovery Speed To Vary Across Industries

– Poor recovery prospects globally will likely continue to weigh heavily on performance across Japan's 
corporate sector.

– Autos will be particularly slow to recover, with global unit sales in 2022 likely down about 5% from 
2019 levels.

– Performance in related sectors--industrial materials, capital goods, and electronics--will likely 
remain under pressure.

– Rail and air passenger demand will likely recover only gradually amid restrictions on movement.

– Companies that have been slow to restructure will likely face stronger pressure than their peers.

– Performance in some industries is set to remain relatively stable.

– Resilience to economic cycles will likely support utilities and health care companies and retailers 
focused on staples.

– Digitalization can benefit information technology (IT) services, and a shift to online services is likely 
to support e-commerce businesses.
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Financial Policy, Performance To Determine 
Creditworthiness

– Companies are unlikely to cut capital expenditures materially despite difficult conditions.

– Many decisions to spend were made under relatively favorable conditions through fiscal 2019.

– Global competition makes a certain level of investment and innovation spending essential for 
growth.

– Most companies will likely curtail aggressive investments and shareholder returns to within operating 
cash flow and asset sales.

– Nonetheless, there will be some large outlays for fresh investments, acquisitions, and restructuring, 
including subsidiary takeovers.

– We expect continued issuance or replacement of hybrid capital to ease pressure on finances.
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Real GDP Growth

S&P Global Ratings Assumptions
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S&P Global Ratings' Crude Oil Price Assumptions

GDP (%) 2019a 2020f 2021f

Japan 0.7 (5.4) 3.2

U.S. 2.2 (4.0) 3.9

China 6.1 2.1 6.9

Eurozone 1.3 (7.4) 6.1

As of Sept. 30, 2020. a--Actual. f--Forecast.

Crude oil price ($/barrel) Remainder of 2020 2021 2022 2023

Brent 40 50 50 55

WTI 35 45 45 50

As of Sept. 30, 2020.



    

Sluggish Recovery Ahead

Rated companies total 2019 2020f 2021f

Revenue change (%) YOY (3.3) (10)-(12) 7-9

EBITDA change (%)  YOY (4.4) (20)-(25) 25-30

Capex change (%)  YOY 2.1 (3)-(5) 0

EBITDA margin* (%) 13.7 11.5-12.0 13.0-13.5

Debt to EBITDA* (x) 1.6 2.0-2.2 1.6-1.8

*Median. f--Forecast. YOY--Year on year
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Autos & components 2019 2020f 2021f

Revenue change (%) YOY (5.8) (18)-(20) 13-15

EBITDA change (%)  YOY (14.7) (53)-(56) 83-86

EBITDA margin* (%) 8.5 6.5-7.0 9.0-9.5

Electronics 2019 2020f 2021f

Revenue change (%) YOY (5.6) (4)-(6) 1-3

EBITDA change (%)  YOY (2.9) (20)-(22) 18-19

EBITDA margin* (%) 13.2 9.5-10.5 11.5-12.5

*Median. f--Forecast. YOY--Year on year

– Performance at most rated companies is unlikely to recover to fiscal 2019 levels by fiscal 2021.

– A recovery in autos will be especially slow, delaying turnarounds in industrial materials and capital goods.

– U.S.-China tensions will likely weigh on recovery of earnings in the electronics sector.

– Financial recovery will be slow at companies that made large acquisitions through fiscal 2019, due to a muted 
turnaround in performance and high debt.



    

When will performance recover to fiscal 2019 levels?

Pace Of Recovery To Affect Creditworthiness
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Biggest Threats: COVID-19 Resurgence, 
Geopolitical Risks

– A resurgence of COVID-19 further slowing the global recovery.

– Restricted movement, sluggish consumption, and new social norms resulting in costs that squeeze 
profitability.

– U.S.-China trade friction forcing companies to review supply chains, pressuring profitability and cash 
flows.

– Additional restructuring costs further depressing profitability and cash flows.

– Rising investment burdens outweighing asset sales and hybrid capital issuances, slowing financial
recovery.

– Cash outlays for new investments and acquisitions or restructuring, including takeovers of listed 
subsidiaries, hurting credit quality materially.

– A shift away from conservative financial management restraining creditworthiness.

– For speculative-grade companies, failure to refinance, secure liquidity, or raise funds, denting credit 
quality.
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Distribution Of Business Risk Profiles And Financial Risk Profiles Across 24 Sectors

Financial Metrics Fall Across Industries
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Related Criteria

– Corporate Methodology, Nov. 19, 2013 

– Corporate Methodology: Ratios And Adjustments, April 1, 2019 

– Methodology For Rating General Trading And Investment Companies, June 10, 2015 
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Related Research
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– Japan Credit Spotlight: Strategic Initiatives Key For Corporate Sector As Credit Trend Turns Downward, 
Oct. 21, 2019 

– Japan Corporate Credit Spotlight: Buying Spree Will Sideline Credit Improvements, Oct. 10, 2018  
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Japan Corporate Credit Spotlight 2020 Reports

– 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

– Pulp And Paper; Chemicals; Glass; Steel; Nonferrous Metals, 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

https://www.capitaliq.com/CIQDotNet/CreditResearch/pdf.aspx?ResearchDocumentId=46237142&isPDA=Y
https://www.capitaliq.com/CIQDotNet/CreditResearch/pdf.aspx?ResearchDocumentId=46241086&isPDA=Y
https://www.capitaliq.com/CIQDotNet/CreditResearch/pdf.aspx?ResearchDocumentId=46241111&isPDA=Y
https://www.capitaliq.com/CIQDotNet/CreditResearch/pdf.aspx?ResearchDocumentId=46241115&isPDA=Y
https://www.capitaliq.com/CIQDotNet/CreditResearch/pdf.aspx?ResearchDocumentId=46241123&isPDA=Y
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