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Industry Top Trends 2021 
Building Materials 
The Sector Is Holding Up Better Than After The Last Crisis 

What’s changed? 
Business confidence has quickly recovered. The drop in confidence in 
construction during 2020 has been less than in the manufacturing industry, and it 
has recovered quickly, which highlights companies’ expectations of a swift return to 
pre-crisis volumes.  

A rebound to pre-pandemic levels between late 2021 and mid-2022. This reflects 
a moderate decline in construction volumes in 2020, even during lockdown, good 
cost controls, and healthy construction backlogs in the short term.  

Downgrade risk largely sits in with speculative grade ratings. About half of 
speculative-grade companies have negative outlooks. This is because they entered 
the crisis with high financial leverage following recent rounds of refinancing.  

What are the key assumptions for 2021? 
Civil engineering and residential renovation support the recovery. We anticipate a 
healthy backlog in most regions for at least 2021. Conversely, we do not believe the 
commercial segment will recover to pre-crisis levels any time soon. 

The recovery should be quicker than after the 2009 financial crisis. This reflects 
less volume decline and governments’ more effective fiscal stimulus packages, 
including tax incentives, which should sustain consumer confidence.  

Recovery will be uneven. Building materials form localized industries, and as such 
we expect the recovery to be uneven across countries. We also anticipate that 
companies focused on innovative and energy-saving products will benefit from a 
quicker rebound. 

What are the key risks around the baseline? 
Faded economic recovery in 2021. The current high second wave of contagion is 
pushing governments to adopt new restrictions, which could delay economic 
recovery and temporarily harm construction output.  

Turning to more aggressive financial policies. This is among the key drivers of 
downgrades, particularly if companies embrace significant debt-funded 
acquisitions or higher shareholder remuneration before credit metrics’ recovery. 

Political, economic, and social risks persist in LatAm. Recovery expectations in 
2021 could be undermined by political, economic, and social risks, coupled with a 
possible resurgence of COVID-19 cases and ensuing lockdowns.  
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Ratings trends and outlook 
Global Building Materials 
Chart 1 Chart 2 

Ratings distribution Ratings distribution by region 

  
Chart 3 Chart 4 

Ratings outlooks Ratings outlooks by region 

  
Chart 5 Chart 6 

Ratings outlook net bias Ratings net outlook bias by region 

  
Source: S&P Global Ratings. Ratings data measured quarterly with last shown quarter ending September 30, 2020 
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Shape of recovery 
Table 1 

Sector Outlook Heatmap 

 Sensitivities and Structural Factors  Shape Of Recovery 

 COVID-19 
Sensitivity 

Impact If No 
Vaccine in 

2021  

Long-Term 
Impact On 

Business 
Risk Profile 

  

Revenue 
Decline – 

2021 vs 
2019 

EBITDA 
Decline – 

2021 vs 
2019 

Revenue 
Recovery 

To 2019 
Levels 

Credit 
Metric 

Recovery 
To 2019 

Levels 

Building Materials         

Asia-Pacific Low Low Neutral  >=2019 >=2019 2021 2021 

Europe Moderate Moderate Neutral  0%-10% 0%-10% 2022 2022 

Latin America Moderate Moderate Neutral  >=2019 >=2019 2021 
End of 
2021 

North America Low Moderate Neutral  >=2019 >=2019 2021 2021 

Source: S&P Global Ratings. 

 

S&P Global Ratings believes there remains a high degree of uncertainty about the evolution of the coronavirus 
pandemic. Reports that at least one experimental vaccine is highly effective and might gain initial approval by 
the end of the year are promising, but this is merely the first step toward a return to social and economic 
normality; equally critical is the widespread availability of effective immunization, which could come by the 
middle of next year. We use this assumption in assessing the economic and credit implications associated 
with the pandemic (see our research here: www.spglobal.com/ratings). As the situation evolves, we will 
update our assumptions and estimates accordingly. 
 
This report does not constitute a ratings action. 

  

http://www.spglobal.com/ratings
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North America 
Ratings trends and outlook 
Credit quality for North American building materials companies should bounce back in 
2021, with negative outlooks receding to below 50% of the portfolio. Companies cut costs 
during the spring lockdowns, which will give most a shot at hitting our profit and leverage 
forecasts for 2020, a sharp reversal from only two quarters ago. A negative rating bias will 
nevertheless persist into 2021 because of elevated leverage for numerous LBO issuers. 
This was brought about by disappointing profit growth that began before the pandemic. 
Many issuers in building materials are operating with high debt levels after several years 
of M&A, so unexpected costs for business restructuring add to pressure on credit ratios. 

Main assumptions about 2021 and beyond 

1. 2020 will be a tough act to follow 

Even if consumers keep spending on their homes in 2021, companies will lap an 
extraordinary seasonal bounce in 2020. Building materials revenues boomed 
unexpectedly in the important 2020 spring-summer building season in North America, as 
discretionary spending got diverted into home improvements amid lockdowns.  

2. Commodity costs and trade friction could bite in 2021 

Margins will be under pressure in 2021 as metal and wood prices bounce back, and the 
full effect of tariff-induced manufacturing changes takes hold. The timing of lockdowns 
in 2020 was uncannily favorable for this sector, prompting issuers to cut corporate costs 
early in the year with a surge in sales by mid-year that caused stock-outs in many 
categories.  

3. Tailwinds, fragmentation, and funding reinforce the foundations for M&A 

The North American building materials sector remains attractive for consolidation, as 
strategic and financial players consolidate regionally or diversify into new markets. Some 
of these transactions are yielding real credit benefits as stronger businesses improve 
pricing power and margins, but many LBO transactions have disappointed and caused 
downgrades among our riskiest and lowest-rated credits. 

Revenues for most building materials segments have recouped their lost ground in the 
first half of the year, so that we expect only sporadic revenue losses for the full year. 
Overall, we expect manufacturing and construction to be more resilient than services over 
the next few months, because it appears state and local governments are unlikely to shut 
down industrial and construction activities that can be done outside and with workers 
socially distanced. Housing starts increased 4.9% month-on-month to 1.53 million 
annualized in October, up 64% from the April low and the fourth-highest level in the past 
14 years (see chart 7). Year-on-year, housing starts are now up 15%; the National Assn. 
of Home Builders Housing Market Index reached another all-time high in November. 
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Chart 7 

U.S. housing starts 

 
Note: Multifamily starts are housing starts of 2-4 units plus 5-unit structures. Data as of October 2020. Sources: Census Bureau 
and S&P Global Economics. 

In contrast with the robust housing market, nonresidential construction has seen double-
digit percentage declines in private and public construction segments like lodging, 
education, manufacturing, and office (see chart 8). On the other hand, investment in 
power and water infrastructure are tracking for double-digit percentage gains this year. 
We believe the change in administration in Washington could spark a new round of 
infrastructure investment. The Biden administration aims to spend $2 trillion on physical 
infrastructure, including roads, bridges, water systems, electricity grids, broadband, and 
health care. Nonresidential construction has been slower to come back in 2020, regaining 
only a portion of its lost ground from earlier in the year. Our economists estimate that a 
$2.1 trillion boost to public infrastructure spending over 10 years could add $5.7 trillion to 
U.S. GDP in the next decade, which is 10x the output lost during the recession. 

Chart 8 

U.S. nonresidential and residential construction forecast 

 
f—Forecast. Sources: Oxford Economics, S&P Global Economics forecasts. Staying Home For The Holidays, Dec. 2, 2020. 
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Credit metrics and financial policy 
By late November, we’d downgraded a net 21% of the U.S. building materials portfolio in 
the year. The pace slowed in the second half as better market conditions boosted 
seasonally strong cash flow, but we downgraded almost 10% of the list in each of Q1 and 
Q2 2020. The combined effects of slow profit growth before the pandemic and some 
higher debt loads because of attractive credit conditions will likely extend our negative 
bias through most of 2021, but the most severe near-term credit impact has probably 
abated unless economic conditions worsen quickly. 

With negative outlooks dropping below 50% of the portfolio in late 2020, we have stayed 
well below the height of the financial crisis in 2009 when we had almost two-thirds of the 
portfolio on negative outlook (see chart 9). The ‘B’ category now accounts for about 50% 
of the portfolio after numerous private-equity sponsored LBOs in the last five years. The 
economic downturn in 2020 made for a quick downdraft in ratings among recent LBOs, 
with about 15% of our issuers migrating to the ‘B-’ and ‘CCC’ categories in the last 12-18 
months. Moreover, more than half of our ‘B-’ rated issuers have a negative outlook, 
mostly because we are concerned that sustained high debt leverage in 2021 could 
coincide with maturities rising in 2023. 

Credit degradation has been most concentrated among low-rated recent LBOs that have 
been attractive to CLOs: About 15% of the portfolio is rated ‘B-’ or lower, and the outlooks 
for this cohort are overwhelmingly negative, indicating elevated potential for distress. 
COVID-19 itself has led a counterintuitive bounceback in credit quality, slowing a decline 
that began in 2019 because of weakening earnings prospects for 2020. In many cases, 
issuers underperformed on presumed M&A synergies from improved market positions 
and operating efficiency that would reduce high buyout debt leverage and boost 
acquisition returns. 

Chart 9 

Rating outlooks in U.S. building materials 

 
Source: S&P Global Ratings. 
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Key risks or opportunities around the baseline 

1. Unemployment and mortgage forbearance could overwhelm renovations 

The unique diversion of revenue into home improvement during this recession saved 2020 
performances, but we believe this trend could face some headwinds as U.S. GDP could 
remain below 2019 levels until 2022. For example, homebuilders fear unemployment 
more than rising interest rates. 

2. Policy gridlock could block fiscal stimulus or infrastructure growth 

The pandemic has stretched local and state government finances, and the prospects of a 
split Congress offer poor visibility on near-term income support and strategic spending 
plans for infrastructure. Spending by governments at all levels underpins demand for 
much of this sector, but infrastructure funding is uncertain as policy goals are upended 
by the pandemic. 

3. Plentiful cheap debt should support more M&A 

Credit markets have been willing contributors of capital to this industry’s consolidation, 
aggressively leveraging prospective cash flows from efficiency-improving M&A. High debt 
leverage and underperforming profits in many cases among LBOs leaves little cushion for 
a downturn or for shareholder returns. 

Residential building materials appear well positioned even if the economy is weak in the 
next few years, because of solid household formation, constant demands for repair and 
renovation, and the redirection of discretionary spending. On the other hand, commercial 
construction could remain weak for several years, while new infrastructure spending is 
often difficult to predict because of political considerations. Discretionary or labor-
intensive categories like cabinets and flooring could face a drag on revenue for a few 
years if employment and confidence remain weak or if social distancing becomes a more 
important consideration for consumers. 

Building on our research since 2018, credit ratings have dropped for numerous leveraged 
new issuers in U.S. building materials, in contrast with favorable market conditions. Many 
LBO ratings had dropped before the pandemic and business conditions have been good 
since, but few of these built cushion for dividend recaps or acquisitions in this buoyant 
bond market. Some issuers used stronger competitive positions from acquisitions to 
improve earnings and strengthen credit buffers, but those success stories often took 
years to unfold. Ambitious plans for debt-fueled consolidation in U.S. building materials 
haven’t translated into higher ratings in most cases. 
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EMEA 
Ratings trends and outlook 
The EMEA building materials sector is among those taking a midsize hit from pandemic-
induced shocks and should gradually recover in 2021 and 2022. We anticipate credit 
quality should bounce back to pre-pandemic levels in mid-2022, supported by resilient 
construction activity and good cost control. Currently, two-thirds of speculative-grade 
companies have negative outlooks. This is because they entered the crisis with high 
financial leverage following recent rounds of refinancing, which means reduced rating 
headroom ahead of the downturn. Instead, investment-grade companies have largely 
stable outlooks. This is because they entered the crisis with solid balance sheets as 
result of strong operating performances in 2019, and quickly adapted their financial 
policies to the downturn.  We anticipate negative outlooks to retreat to below 50% of the 
speculative-grade portfolio in 2021, unless the economic recovery fades. 

Main assumptions about 2021 and beyond 

1. A rebound to pre-pandemic levels in mid-2022 

The sector is among those taking a midsize hit from pandemic-induced shocks and 
should gradually recover in 2021 and 2022. We anticipate revenue declines of 10%-15% 
in 2020 for rated companies.  

2. The recovery should be quicker than after the 2009 financial crisis 

This reflects governments’ and the European Commission’s more rapid and effective 
fiscal stimulus in 2020. It also reflects the ECB’s continued expansionary monetary 
policy, and accelerated demand by households for sustainable products due to new tax 
incentives to support green building renovation.  

3. The recovery path will be uneven 

Companies focused on innovative and energy-saving building products should benefit 
from a quick rebound, compared with traditional building products. We expect companies 
to invest more than in the past to modernize product offerings with green and sustainable 
solutions. 

During the first nine months of 2020, building material companies’ operating 
performances proved quite resilient, especially in the context of the magnitude of the 
economic crisis driven by the pandemic. The drop in sales has been less severe than in 
manufacturing, reflecting resilient construction activity even during lockdowns in some 
countries. Both residential renovation and civil infrastructure construction currently 
display healthy backlogs, which should support construction output in 2021 (see chart 
10). 

For most companies we rate, this means a revenue decline of around 10%-15% in 2020, 
followed by a gradual recovery in 2021-2022. We anticipate that companies’ revenues will 
reach pre-pandemic levels in mid-2022 on average. Several companies adopted quick 
actions to reduce costs, and also took up the employee cost support schemes that 
governments made available. As a consequence, we expect an average EBITDA decline in 
2020 roughly in line with revenues. It remains to be seen if the current second wave of 
contagions and new restrictions across Europe will put at risk companies’ performances, 
and have consequences for 2021 results.  
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Chart 10 

European construction production (2015=100) 

 
Source: Eurostat. 

The Downturn Is More Severe In Western And Southern Europe 

Construction and building materials are typically local businesses that depend on local 
production and demand. As such, business trends can differ significantly by country or 
region. The varying extent of lockdowns across European countries in March through May 
had a major influence on how much construction activity decreased. We have seen a 
more pronounced drop in activity in Italy, Spain, and France, where lockdowns have been 
longer and more restrictive than in central, eastern, and northern Europe. This 
corroborates the recent performance of building materials and construction companies. 
For example, Rexel posted growth in Scandinavia and Germany in January-September 
2020, while sales in France and U.K. significantly contracted. Similarly, 
HeidelbergCement reported resilient cement volumes in Germany and Northern-Eastern 
Europe, while demand declined in Italy, France, and Spain. Generally, we expect 
companies with significant concentrations of activities in Western and Southern Europe 
to report a weaker operating performance in 2020 than companies that are more 
geographically diverse or with activities largely in central and northern Europe. 

The 2020 Volume Drop Has Been Less Than During The 2009 Financial Crisis 

We anticipate an average revenue decline of around 10%-12% for large building 
materials companies in 2020, which is less than we observed in 2009 during the financial 
crisis (see chart 11).  

Chart 11 

Drop in Revenues and EBITDA in 2020 is less than 2009 

 
A—Actual. E—Estimate. Source: S&P Global Ratings. 
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In 2020 we also anticipate large building materials companies EBITDA will decline on 
average by between 10% and 15%. This is roughly in line with revenue declines and much 
better than in 2009 when it dropped by 30%; it reflects companies’ improved cost 
structures and benefits from furlough and short-term working subsidy schemes.  

The Recovery Should Be Quicker Than After the Previous Crisis 

We believe recovery in the construction and building material sector should be faster 
after the pandemic than after the financial crisis. We anticipate that most companies 
should reach pre-pandemic volumes in mid-2022, whereas after the financial crisis 
European construction output declined until 2013 and only started on a path to recovery 
that ended in January 2020. In our view, a quicker recovery this time around reflects the 
more rapid and effective fiscal stimulus taken in 2020 by governments and the European 
Commission, which should support the currently healthy backlog in civil engineering. It 
also reflects the ECB’s expansionary monetary policy, with ongoing low interest rates. As 
with after the financial crisis, we expect the rebound in residential building construction 
to center on renovation rather than new construction, which also reflects Europe’s 
currently stationary demographic trends. We also believe that companies focused on 
innovative and energy-saving building products should benefit from a quick rebound, 
compared with traditional building products. We expect companies to up their 
investments in products that offer green and sustainable solutions. Large companies 
with strong balance sheets might pursue acquisitions given that the building materials 
market is still highly fragmented. 

Credit metrics and financial policy 

Credit metrics for investment-grade companies are stronger than 2009 levels 

Investment-grade companies entered the crisis with solid balance sheets after strong 
operating and financial performances in 2019, combined in a few instances with the 
benefit of timely asset disposals. We anticipate that FFO to debt should drop to about 
35% in 2020 from 40% in 2019, and then quickly recover starting in 2021 (see chart 12). 
We expect FFO to debt to reach 2019 levels in mid-2022, on average. The drop in FFO to 
debt in 2020 is significantly less than in the 2009 financial crisis.  

Chart 12 

Credit metrics for large companies deteriorated only moderately, and remains well 
above 2009 level 

 
e—Estimate. f—S&P Global Ratings’ forecast. Companies included are: Buzzi Unicem, Compagnie de Saint-Gobain, CRH, 
HeidelbergCement, LafargeHolcim, Legrand, Wuerth. Source: S&P Global Ratings. 
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Large Companies Have Quickly Adapted Financial Policies 

Most large companies have cut or postponed their dividends, and those with share 
buybacks in place have suspended them (see chart 13). For example, HeidelbergCement 
has distributed a dividend of €0.60 per share to shareholders, down from €2.10 in 2019. 
In April, CRH decided to postpone its share buyback program until further notice; the 
company instead paid a cash dividend of €0.63 per share. We estimate aggregate 
shareholder remuneration of the largest building material companies at €3.4 billion in 
2020, down from €4.7 billion in 2019 and €6.0 billion in 2018. Total remuneration remains 
well above what we saw in 2009. Most large companies have refrained from spending 
money for sizable acquisitions during the pandemic and most have cut investment 
spending they had planned for 2020. This reflects companies’ increased focus on cash 
preservation, key ratings support factor. 

Chart 13 

Large companies’ shareholder remuneration significantly reduced in 2020 

 
e—Estimate. F—S&P Global Ratings’ Forecast. Companies included are: Buzzi Unicem, Compagnie de Saint-Gobain, CRH, Geberit, 
HeidelbergCement, LafargeHolcim, Legrand, Wuerth. Source: S&P Global Ratings. 

Temporary peak in leverage metrics for speculative-grade companies 

Speculative-grade companies entered the crisis with high financial leverage following 
recent rounds of refinancing, which meant reduced rating headroom ahead of the 
downturn. Due to the reduction in EBITDA, we expect average adjusted debt to EBITDA for 
these companies to peak temporarily to around 7.0x-7.5x in 2020, versus about 6.5x in 
2019. Positively, we forecast most of the companies in the ‘B’ category will preserve 
positive but reduced free operating cash flow (FOCF) in 2020. All of them for the moment 
have adequate liquidity amid limited debt refinancing. They have also reduced capital 
expenditure (capex) for 2020, and enjoy some cash on balance sheet or committed credit 
lines. Companies have also drawn on revolving credit facilities to secure immediate 
liquidity. 
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Key risks or opportunities around the baseline 

1. Faded economic recovery in 2021 amid prolonged lockdowns  

The current large second wave of contagions in Europe is pushing several governments to 
restrict the movement of people. If restrictions continue until Q1 2021, this could 
significantly impair business and consumer confidence, thereby delaying economic 
recovery and temporarily harming construction output.  

2. A return to more aggressive financial policies 

Financial policy is among the key potential drivers of future rating actions on large 
companies. If companies return to more aggressive policies, or embrace significant debt-
funded acquisitions or higher shareholder remuneration before their credit metrics have 
recovered, they may put their current ratings at risk. 

3. CO2 emissions cuts moving to the forefront of the industry  

Large companies have updated their targets for emissions cuts by 2030 largely by 
investing in current available technologies. They are also expanding their low-carbon 
product portfolios. This could become a key source of competitive advantage over smaller 
players.  

Our base-case assumptions still carry significant downside risk. This mostly reflects the 
current second wave of contagion, which could delay economic recovery and harm 
construction output in the next few quarters. Any stop or delay in public infrastructure 
works would also weaken the operating environment. If this happens we could consider 
lowering our ratings on some companies in the ‘B’ category if this translates into 
prolonged weak credit metrics, or if FOCF turns negative or liquidity deteriorates. In 
addition, if losses from the pandemic are significantly higher than we expect, resulting in 
very high leverage with no expectation of swift recovery, we could assess some capital 
structures as unsustainable. In that situation, the risk of distressed debt exchanges 
could increase and for that reason we could downgrade companies to the ‘CCC’ rating 
category. However, as of today, we anticipate the number companies that could fall into 
the ‘CCC’ category would be limited. We would expect investment-grade companies’ 
credit metrics to be comparatively more resilient in such a scenario. However, we believe 
that the most significant risk for investment-grade ratings resides in the adoption of 
aggressive financial policies before credit metrics recover, for example as a result of large 
debt-funded acquisitions or high shareholder remuneration. 

European building materials players, particularly cement companies, are investing in 
currently available technologies to reduce CO2 emissions, such as upgrading plant 
through thermal energy efficiency, using alternative raw materials and fuels, or reducing 
the clinker ratio. We believe that the associated additional capex should be contained, 
and not exceed 1% of revenues. In 2019-2020 most cement companies updated their 
2030 target for CO2 emissions cuts; most have set a target for scope 1 emissions at or 
below 500 kg/ton cementitious. Some are also expanding their low-carbon product 
portfolios with the likes of low carbon concrete products and concrete with recycled 
aggregates. We also view positively current efforts to promote a circular economy via 
recycled materials or low carbon cement products, and to further invest in new 
technologies to capture and utilize/storage carbon. However, it is too early to assess if 
those efforts will be enough to achieve carbon neutrality in the next few decades. Still, we 
believe those companies than can achieve a more pronounced reduction of CO2 will likely 
gain a competitive edge over others. This is because they will improve their ESG standing, 
not only related to environmental but also to social and governance risks, by enhancing 
relationships with stakeholders such as regulators, governments, investors, and clients. 
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Furthermore, lower emissions can result in lower operating costs for cement production. 
For example, by using alternative fuels, companies may reduce their dependence on 
volatile fossil fuel costs and lower their energy bills. Vertical integration with waste 
management can help cement companies plan optimal use of alternative fuels and 
alternative raw materials. In regions with an ETS framework, such as the EU, companies 
with lower CO2 emissions will likely need to buy fewer allowances or may sell those that 
are in excess, which can be a source of cost efficiency. 

  



Industry Top Trends 2021: Building Materials 

S&P Global Ratings December 10, 2020     14 

Latin America 
Ratings trends and outlook 
To date, the outlook bias on Latin American building materials companies is 
predominantly negative. This negative trend has significantly increased during 2020, with 
close to 63% of our rated portfolio currently on negative outlook, versus 13% at the end of 
2019. Economic contraction, lockdowns, and social distancing measures in many 
markets, particularly during the second quarter of 2020, have reduced top line and 
EBITDA performance across the region, and increased leverage. We estimate building 
materials companies will return credit metrics to pre-pandemic levels in the second half 
of 2021, although we expect the recovery path to be uneven across the region. Brazilian 
companies likely to emerge faster thanks to the positive housing momentum in the 
country. Yet, we acknowledge that several downside risks still loom in the region and may 
pressure our ratings if no rapid positive developments materialize through 2021. These 
include political, economic, and social risks, as well as the resurgence of COVID-19 cases, 
among others.  

Main assumptions about 2021 and beyond 

1. Slow economic recovery will result in a low growth environment  

Most major Latin American economies will not return to pre-pandemic GDP levels until 
2022, and some beyond. Moreover, most of the countries across the region will face the 
same structural economic challenges as before the pandemic, including weak investment 
and low productivity. This means the region will likely converge to its traditionally low GDP 
growth rates, after an uneven rebound in 2021. As a consequence, we still expect modest 
volume growth and a bumpy recovery path for building materials companies in the region.  

2. Recovery in volumes should support higher absolute EBITDA 

Volumes recovery in most Latin American countries coupled with the maintenance of 
profitability measures implemented in 2020 will underpin EBITDA growth in 2021 and 
onward and should support better margins and cash flows. 

3. Credit metrics to recover to pre-pandemic levels by the end of 2021 

Overall, in 2020, building materials entities have performed better than we had originally 
expected at the beginning of the pandemic. This is because the authorities in major 
economies considered construction an essential activity. We now expect a recovery in 
credit metrics to pre-COVID-19 levels in the second half of 2021 on average, with Brazil 
performing better than the rest of the region. 

2020 will be marked by a sharp economic contraction across most major Latin American 
economies, mostly resulting from the pandemic and social-distancing measures taken by 
governments to contain the virus. For 2020, we currently expect a 7.7% GDP contraction 
in LatAm’s six major economies, with a lengthy economic recovery of 4.1% in 2021 and 
3.1% in 2022. These assumptions factor in that some countries, like Mexico, will take 
even longer to recover to pre-pandemic GDP levels. Moreover, given policy uncertainties, 
weak investment, and low productivity, the region will likely only return to its traditionally 
low GDP growth rates. 

In Mexico, the sector in 2020 will be characterized by solid growth in bagged cement 
thanks to a government program, home improvements, and higher remittances, which 
will somewhat offset the drop in formal housing starts and still limited infrastructure 
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projects due to restricted policy responses. For 2021 and beyond, our base case 
envisages building materials companies growing at low to mid-single-digit rates on 
average, as the economy gradually rebounds. We expect formal housing to slightly 
recover, although with no significant pick up in housing starts (below 190,000), while the 
announced public investments in infrastructure projects could slowly stimulate private 
investment in construction. 

In Peru, we expect an important rebound in 2021 for building materials entities. This 
actually started in August 2020, after a complete stoppage of activity during the second 
quarter when the sector was declared non-essential. The reopening of the economy will 
reshape the informal and formal housing sector, while we anticipate that the announced 
PEN7 billion budget for infrastructure projects will boost volumes over the upcoming two 
to three years. 

In Argentina, we expect only a fragile and lengthy recovery in volumes, given the already 
tough economic environment and business conditions, still driven by the housing sector. 
The stricter mobility rules in the first and second quarters of 2020, which shut down all 
operations, will weigh on cumulative volumes sales results for the year, despite a gradual 
recovery now that lockdown measures are being relaxed. However, the second half of the 
year rebound will not likely offset the weaker results of earlier months in terms of 
volumes, with about a 5%-10% expected contraction. We expect building materials 
companies to continue benefitting from their capacity to pass-through inflation costs and 
preserve very profitable margins. 

In Brazil, the building materials sector has outperformed the rest of the region in 2020, 
due to the positive momentum in the housing sector, driven by the low interest rate 
environment and social programs. 2020 cement volumes will likely end up growing in the 
high single digits. In 2021 and beyond, we believe this trend will moderate as fiscal 
stimulus disappears, in turn likely normalizing housing and remodeling dynamics. 
Nonetheless, we still expect a favorable trend in the sector due to new infrastructure 
projects, such as sanitation works. We now forecast mid-single-digit volume growth in 
2021 and beyond.  

In countries like Mexico and Peru, building materials firms have taken extraordinary 
measures to protect their margins and cash flows during 2020. These have included 
temporary savings on administrative and operating expenses; more frequent use of low-
cost suppliers; reducing energy consumption; suspending expansionary capex; 
postponing or reducing dividend payments; and prioritizing the consumption of existing 
inventories. For 2021 and beyond, we expect building materials companies to maintain 
most of the profitability initiatives they implemented during 2020. With this and the 
expected modest recovery in volumes and some pricing initiatives in local currencies, 
companies should recover EBITDA to at least pre-pandemic levels. 

In Brazil, 2020 sales and EBITDA have grown at double-digit rates and we expect volumes 
to keep growing in 2021 at least at mid-single-digit rates, which will continue to favor 
steady EBITDA growth of about 10%-15%. 

Generally, construction has been declared an essential activity given its pivotal direct and 
indirect contribution to GDP across the region. For cement producers, volume sales have 
performed better than we expected. Bagged cement demand, related to informal 
housing, has been a driver for recovery, as governments’ social programs and steady 
remittances continue to support low-income households. We now expect the 
construction sector to recover to pre-pandemic levels in the second half of 2021, a year 
earlier than we originally thought, with Brazil potentially emerging faster than other 
markets if housing momentum continues.  
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Credit metrics and financial policy 
Most rated building materials entities’ credit metrics, except for Brazilian issuers, took a 
hit in 2020 in LatAm because of adverse business conditions resulting from the 
pandemic. This has significantly affected top lines and EBITDA, particularly during the 
second quarter of the year. However, our current base-case scenario assumes that 
issuers’ credit metrics should return to pre-COVID-19 levels by the end of 2021, thanks to 
a gradual recovery in business conditions as the sector gains traction from the lifting of 
social distancing measures. Issuers will keep focusing on profitability and cash flow 
generation in 2021. Moreover, we expect companies to maintain prudent financial 
policies, preserving cash flows and reserves, with limited expansionary capex, no 
aggressive M&A transactions, and prudent shareholder rewards and share buybacks. 
Overall, rated building materials companies will maintain adequate liquidity positions, 
with limited debt refinancing risks in 2021. 

Key risks or opportunities around the baseline 

1. Political, economic, and social risks prevail in LatAm 

We have identified several downside risks to our base case, including ongoing political, 
economic, and social risks that could rapidly undermine the recovery path in construction 
activities in the region. 

2. Virus resurgence and lockdown renewals could dent recovery prospects 

COVID-19 cases are still increasing in the region. Additional social-distancing measures 
would undermine our current economic and sector recovery expectations. This could pose 
downside risk for our ratings on building materials companies across the region.  

3. Infrastructure projects and private investments could boost growth  

In several LatAm countries infrastructure projects have been long awaited. Faster-than-
expected progress on these projects could boost utilization capacity, volumes, revenues, 
and cash flows, and deleverage issuers beyond our current estimates. 

The region had suffered a significant recession in 2020, with only a modest recovery 
anticipated next year. The contraction this year follows several years of recession in 
Argentina, a mild recession last year in Mexico, and several years of very low growth in 
Brazil. These trends reflect ongoing weaknesses in domestic demand, unfavorable 
domestic political dynamics, and volatile external conditions. An important downside risk 
to growth across the region is the potential for social instability (with implications for 
investment) given the outsized economic impact of the pandemic on lower-income 
households in already polarized political environments in most of LatAm. Moreover, fiscal 
stimulus in many countries will likely end in 2020, affecting disposable incomes. Coupled 
with persistent high unemployment rates, this poses downside risks to our forecast. This 
is particularly true for low-income households and the self-construction segments, which 
represent an important part of demand for building materials in the region. Therefore, we 
believe there are several downside risks to our base case that could rapidly undermine 
the recovery in construction activities in the region and dampen issuers’ growth 
prospects in the short term. These risks could prevent building materials firms from 
recovering their credit metrics to pre-COVID-19 levels, putting pressure on ratings. 

A resurgence of COVID-19 cases in the coming months would further pressure health 
systems and government budgets. Moreover, this could also lead to renewed lockdowns 
or new social-distancing measures, and/or governments to take severe measures, as we 
have seen in Peru during the second quarter of 2020. If such a scenario materializes, this 
could undermine economic recovery prospects and decrease top line and EBITDA for 
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building materials companies. As a result, credit metrics could worsen for longer and 
have negative implications for our ratings. 

We remain cautious about the speed at which the announced infrastructure projects will 
be implemented in the region in 2021 and beyond. However, if these projects materialize 
faster than we currently assume, this could boost cement volumes beyond our 
expectations. 

In Mexico, 39 infrastructure projects to reactivate the economy were announced in 
September 2020. These are being undertaken by the government in partnership with the 
private sector and include projects in the communication, transportation, energy, water, 
and environment sectors. Some of these projects were already announced and/or 
initiated last year, but were disrupted by the pandemic. If reactivated, coupled with the 
launch of new projects, it would stimulate private investment in the construction sector, 
providing greater-than-expected growth for building materials companies. 

In Peru, the execution of the PEN7 billion budget for long-awaited reconstruction works 
after the natural disasters of 2017 will boost cement volumes over the next few years, 
particularly in the north. The budget aims to deliver several infrastructure projects, 
including works on 74 schools, 15 new health centers, and seven storm drainage 
systems.  

In Brazil, sanitization works and ongoing low interest rates also have the potential to 
increase utilization capacity and boost cement volumes beyond our current expectations, 
which would bode well for building materials companies’ growth prospects. 
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Asia-Pacific 
Ratings trends and outlook 
Most ratings on building materials companies in APAC remained unchanged despite the 
pandemic. This is because the pandemic has been better contained in the region, 
especially in China, and our rated companies have strong rating buffers. We have taken 
two rating actions so far this year, on Korea-based KCC Corp. and Australia-based Boral 
Ltd. We downgraded the former in February (before the pandemic hit) because of weak 
financials. We revised the outlook on Boral to negative in March on the potential negative 
effects of COVID-19 disruptions. 

All rated building materials companies in APAC have a stable outlook except Boral. With 
the pandemic staying under control in the region, and a vaccine on the horizon, we expect 
economic recovery from 2021 (China is already on a positive growth trend). This should 
support ratings on companies in the region. 

Main assumptions about 2021 and beyond 

1. Economic recovery from 2021 will drive demand growth 

This assumes the gradual easing of lockdowns, possibly tightening from time to time 
depending on the pandemic, and vaccines becoming widely available by mid-2021. 
Governments’ willingness to support their economies with infrastructure projects will 
also uphold demand for building materials.  

2. Expansion appetite remains subdued 

Given COVID-19-related uncertainties and rated companies’ overall focus on controlling 
leverage and maintaining balance sheet health, we see limited appetite for acquisitions. 
We assume companies will focus on existing operations and strive to improve efficiency 
to navigate through the current crisis.  

3. Production optimization between producers will support prices in China 

This has been the practice since the supply side reform from end 2016. Although this has 
constrained utilization rates of producers, the production coordination has resulted in 
more stable volume and supported prices in China in the last few years, leading to lower 
earnings volatility of Chinese producers. We expect this will continue as it benefits 
industry players. 

In Australia, the construction industry has operated in all states since March because it 
was deemed an essential service. We expect to see a short-term increase in activity, 
largely stimulated by both federal and state government incentives and low interest 
rates, while the longer-term outlook depends on the evolution of the pandemic. 

We expect significant declines in new residential construction due to the closure of 
international borders. Also, with fewer people working in the office, inner city or CBD 
investment and nonresidential developments will fall. Demand for maintenance, 
alterations, and additions will rise as people continue to spend time at home. This should 
somewhat balance the downturn in new housing. 

Areas of growth in commercial buildings include public-private sector-led projects such 
as in health, aged care, and education. In addition, projects related to industrial buildings 
leveraging e-commerce and supply chains will increase. On the other hand, we expect 
private-sector-led projects to wane further over the next two to three years, particularly 
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those relating to international tourism, entertainment, hospitality, and non-essential 
activities.  

Australian federal and state governments have stepped up their infrastructure 
development plans and are likely to fast track a number of projects. Their focus will be on 
rail, road, water, and bridge projects. 

In China, the economy has been recovering since the second quarter and GDP growth 
reached 4.9% in the third quarter. Our economist is forecasting 2.1% GDP growth for full-
year 2020 and 6.9% in 2021. The industrial sector has performed stronger than 
consumption and the government has leveraged on infrastructure investment to support 
growth. 

We believe the government will continue to control the property sector and insist that real 
estate is for living in, not for speculation. Financing conditions remain tight for property 
developers. Instead, infrastructure investment will drive demand growth for building 
materials, both traditional infrastructure investments like highways, airports, and high 
speed trains, especially in less affluent central and western provinces, and “new” 
infrastructure investment which is more technology-related, such as data centers. 

In Korea, housing market sentiment remains resilient. Despite the government’s ongoing 
property market regulations, the favorable market sentiment reflects solid housing 
purchase demand, ample liquidity, and low interest rates, in our view.  

We expect housing construction volumes will stay intact for the next 12 months, in light of 
the resilient housing market sentiment and solid demand. Long-term new housing supply 
projects will also be helpful for building materials companies’ B2B sales. 

Housing purchase transaction volumes continue to be strong (January-September year-
to-date transactions were up 82% year-on-year). Robust housing purchase transactions, 
coupled with longer hours spent at home, will partly boost replacement demand (that is, 
home remodeling and alterations) for building materials. 

Credit metrics and financial policy 
Based on our assumption of economic recovery from 2021 (earlier for China), we forecast 
building materials companies’ revenues will recover to 2019 levels in 2021. Yet, we 
generally factor in weaker EBITDA margins because of the still challenging 
macroeconomic environment. Given limited capacity build-out and acquisition plans, we 
expect capex to be flattish or down in 2021, resulting in largely stable debt levels. We 
therefore estimate slightly higher debt to EBITDA next year, but within rating thresholds. 

We see generally disciplined financial policy in our rated companies and we note that 
they are aware of maintaining financial buffers in their balance sheets. Measures like 
asset sales, equity raising, and lower dividends, on top of cost-cutting initiatives, have 
been deployed. This should support the credit profiles of rated companies. 
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Key risks or opportunities around the baseline 

1. A prolonged pandemic would delay construction 

If the pandemic is prolonged or vaccines become available later than we assume, there is 
a risk of protracted lockdowns hitting economies in the region, therefore delaying 
construction works. 

2. Liquidity and refinancing risks, especially for smaller players 

Although governments have maintained the market with abundant liquidity, smaller 
players still face tougher refinancing conditions given the uncertain environment. In 
addition, the building materials industry may face increasing pressure from an ESG 
perspective. 

3. Industry consolidation in China benefits industry leaders 

Although supply-side reform for building materials, especially cement, has led to 
stronger prices and margins in China in the last few years, the industry as a whole has an 
over-capacity issue. Further consolidation will benefit industry leaders as they are 
usually the consolidator. 

We currently assume vaccine will be widely available by mid next year and economy will 
recover from 2021. However, the pandemic has been worsening in recent weeks in certain 
parts of the world. If there are rising infections in APAC, there could be further lockdowns 
that will affect economic activities. Although governments generally see construction as 
essential and are willing to support the economy with infrastructure investments, 
construction activity could be delayed if the pandemic worsens. 

Although we see no imminent liquidity risks for our rated issuers, smaller players in the 
industry face bigger refinancing risks than industry leaders, especially during uncertain 
times when banks are more willing to lend to stronger companies. ESG is gaining more 
traction in the region, which could affect companies’ financing capabilities in the longer 
run. The current focus seems to be on coal, with the situation differing from country to 
country, but we do expect there will be stricter ESG scrutiny across the industry. 

China’s supply-side reform since late 2016 has resulted in higher prices and margins for 
building materials companies. However, this has been achieved through the optimization 
of production between industry players and the industry is still experiencing over-
capacity. Although compliance around production optimization has been broadly 
satisfactory, leading to less volatile and more robust profitability for companies, over-
capacity persists. The top-10 clinker producers in China have a combined market share of 
about 60%. This is below the 70%-80% market share of the top four players in developed 
markets. We expect further consolidation of the industry will benefit industry leaders as 
they are usually the consolidators and can further expand their capacity. Smaller players 
will be phased out or bought by larger players. And yet the means by which mergers are 
financed will affect the financial strength of the consolidators. 

  



Industry Top Trends 2021: Building Materials 

S&P Global Ratings December 10, 2020     21 

Related Research 
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Industry forecasts 
Global Building Materials 
Chart 14 Chart 15 

Revenue growth (local currency) EBITDA margin (adjusted) 

  
Chart 16 Chart 17 

Debt / EBITDA (median, adjusted) FFO / Debt (median, adjusted) 

  
Source: S&P Global Ratings. Revenue growth shows local currency growth weighted by prior-year common-currency revenue-share. All other figures 
are converted into U.S. Dollars using historic exchange rates. Forecasts are converted at the last financial year-end spot rate. FFO—Funds from 
operations. 
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Cash, debt, and returns 
Global Building Materials 
Chart 18 Chart 19 

Cash flow and primary uses Return on capital employed 

  
Chart 20 Chart 21 

Fixed versus variable rate exposure Long term debt term structure 

  
Chart 22 Chart 23 

Cash and equivalents / Total assets Total debt / Total assets 

  
Source: S&P Global Market Intelligence, S&P Global Ratings calculations. Most recent (2020) figures are using last twelve months (LTM) data. 
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