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Industry Top Trends 2021 
Capital Goods 
Recovery In The Shadow Of COVID-19 

What’s changed? 
Q3 performance better than expected. After a dismal first half of 2020 we have 
seen a significant catch-up during Q3, which we expect to hold also in Q4 with 
growing order books and higher profitability and cash flows.   

China recovery stronger than anticipated. Economic activity in China has returned 
to pre-pandemic levels, led by government stimulus measures for infrastructure 
and robust manufacturing sector performance. This has benefitted many global 
capital goods companies in the market. 

U.S. election. Under the new administration, more stable trade policies could 
benefit capital goods issuers, particularly those with a sizable export base. We also 
think policies to increase spending on infrastructure and climate change in the U.S. 
could also drive higher capital spending (capex). 

What are the key assumptions for 2021? 
Return to growth. In 2021 we forecast aggregate sector revenues to increase by 5% 
after a more than 8% drop in 2020, and EBITDA margin to increase by 140 basis 
points (bps) after an erosion of 160 bps in 2020, fueled by economic growth and 
increased industrial investment in most end markets.  

Negative outlook bias starts to unwind. We expect to see the negative outlook bias 
of 45% start unwinding with the expectation of improving operating performance 
and recovery of credit metrics. We expect investment-grade issuers to lead this 
development, although the timing remains uncertain. 

What are the key risks around the baseline? 
Vaccine. Our sector base case includes the assumption of wide availability of a 
COVID-19 vaccine by mid-2021. This eliminates a key source of uncertainty hanging 
over consumption and investment. 

U.S.-China trade conflict. U.S.-China trade issues could continue to weaken the 
operating performance a wide range of capital goods players, potentially leading to 
lower level of cross-border investment and a lasting impact on supply chains.    
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Ratings trends and outlook 
Global Capital Goods 
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 at quarter end. Data for Q4 2020 is end October, 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 

Capital Goods         

Asia-Pacific Moderate Moderate Neutral  >=2019 >=2019 2021 2022 

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

North America Moderate Moderate Neutral  0%-10% 0%-10% 2022 2022 

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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Capital Goods 
Ratings trends and outlook 
Our net outlook bias remains highly negative, with 45% of sector ratings on a negative 
outlook or CreditWatch with negative implications. The U.S. has the most negative 
outlooks and CreditWatch negatives (53% of the portfolio) followed by EMEA with 46%. 
APAC ratings are still mostly stable. As both U.S. and EMEA have a high share of low 
speculative-grade ratings, where the impact of the pandemic has worked its way through 
issuers’ balance sheets fastest, a rising number of defaults next year could still 
materialize.  

As a result of the coronavirus pandemic, overall sector credit quality has suffered and 
credit metrics of virtually all industry players have weakened. This has prompted a 
downwards shift in in the portfolio through a high number of downgrades, in particular 
during the first half of the year. Rated sector players have issued large amounts of debt 
during 2020 to secure liquidity, and we expect a significant portion of the debt to linger on 
balance sheets through 2021 and 2022. Nevertheless, we expect the current high 
negative outlook bias to start to unwind during the first half of 2021, assuming the 
economic recovery presumed in our sector base case start to materialize.     

Main assumptions about 2021 and beyond 

1. Sector recovery back to 2019 level of credit quality expected by 2022 

Despite a better-than-expected recovery in China and other positive signs, the global 
capital goods sector’s recovery in operating performance and credit metrics is likely to be 
delayed until 2022. Led by Chinese companies, EBITDA in 2021 for APAC capital goods is 
forecast to recover to almost the same level as 2019, but EBITDA for EMEA in 2021 is 
expected to be still around 5%-10% lower than that in 2019, the same as in the U.S. The 
median ratio of debt to EBITDA for the rated capital goods sector as a whole is forecasted 
at 4.3x in 2020, and 3.4x in 2021, higher than 3.1x in 2019.  

2. Overall credit quality has weakened, but much less among large investment-
grade issuers 

In the investment-grade space we see a less pronounced weakening of credit quality than 
in speculative grade, and forecast it to be largely temporary with a strong rebound of 
revenues and profitability in 2021. We expect almost none of the large industry players to 
hold revenues or margins at the previous year’s level, although the impact of the 
pandemic has varied, with manufacturers of heavy equipment taking the most severe hit. 

3. Strength of economic recovery could prompt more mergers and acquisitions 
(M&A) and share repurchases in 2021 

As industrial activity improves and positive vaccine news improves visibility for economic 
recovery, we think large industrial issuers could resume share repurchases and M&A 
transactions to bolster growth.   

Overall sector credit quality has weakened in 2020, with ‘A+’ now the highest rating in the 
sector globally, and ‘B-’ the most common. Also the number of ‘CCC’ category ratings has 
increased, which points towards weakening credit quality at the low-end of the ratings 
scale. Defaults have not amassed so far, but this can change in 2021 should the credit 
conditions not rapidly and materially improve.   
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After a peak in March to May, downgrades in the sector have slowed significantly. 
Changes now are largely focused on the assessment of potential recovery paths and 
timeframe of recovery for individual issuers. The composition of outlooks, indicating the 
remaining pressure on ratings, vary greatly according to rating level (see chart 7). 
Whereas for ‘A-’ ratings approximately 80% of the global outlooks are stable, in the ‘B’ 
category (‘B+’, ‘B’, ‘B-’) our outlooks are currently more than 50% negative, and in the 
‘CCC’ category (‘CCC+’, ‘CCC’, ‘CCC-’) more than 90% are negative. This indicates 
remaining high pressure on ratings among the weaker rated entities, in particular at the 
very low end of speculative grade arena, despite the portfolio shift towards lower rating 
levels through downgrades. 

Chart 7 

Outlook distribution by ratings category 

 
Note: Data as of Nov. 18, 2020. Source: S&P Global Ratings. 

In the investment grade space we see a less pronounced weakening of the credit quality, 
which we forecast to be largely temporary with a strong rebound of revenues and 
profitability in 2021. Whereas we expect almost none of the large industry players to be 
able to hold revenues or margins at the previous year’s levels, the pandemic’s impact has 
varied (see chart 8). We expect the manufacturers of heavy equipment to have suffered 
most through pandemic-driven lockdowns and reduced end-market demand, and issuers 
with more diverse, technology- and service-driven business models performing relatively 
well. However, we forecast a significant catch-up for most large manufacturers during 
2021, when the economic activity is expected to accelerate again (see chart 9). 

Chart 8 

Revenues and EBITDA development of tier 1 capital goods companies 

 
Note: Bubble size represents the relative revenue volumes. Source: S&P Global Ratings. 
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Chart 9 

Revenues and EBITDA development of tier 1 capital goods companies 

 
Note: Bubble size represents the relative revenue volumes. Source: S&P Global Ratings. 

Many large capital goods issuers have paused or cut back share repurchases and 
acquisition activity in order to preserve liquidity, while most maintained their dividends. 
As we get improved visibility to economic recovery in 2021 following positive news on 
potential vaccines, and see continued improvement in industrial production (e.g. 
Purchasing Managers Index in the U.S. increased to 59.3 in October vs. 55.4 in 
September), we expect issuers to consider M&A and resume share repurchase activities. 
For example, Deere Co. (A/Stable/A-1) and Honeywell (A/Stable/A-1) will likely resume 
share repurchases. We also think well-capitalized issuers generating strong cash flow 
will consider M&A opportunities to bolster growth.   

Credit metrics and financial policy 
Our rated universe of more than 200 issuers gives us a good overview of the market, 
although geared towards large industry players. The aggregated forecast currently shows 
an aggregate sales drop of slightly below 10% and EBITDA margin drop of 160 bps in 
2020. This leads to an aggregated average absolute EBITDA decline of nearly 20%. The 
impact on each individual issuer will depend on end market exposure and ability to cut 
costs fast. In aggregate, the sector could return to absolute EBITDA levels of 2019 by the 
end of fiscal 2022.  

We forecast leverage to peak in 2020 and pre-crisis credit metrics to return in late 2022. 
In this regard our previous assessment from mid-year 2020 remains in place. This is a 
result of improving financial performance and profitability in a post-COVID world, with 
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sheet—not just additional credit lines—to ensure liquidity through the crisis, and issuers 
not generating free cash flow need this additional financing to cover the lost cash 
generation (see chart 10). Even if there’s a strong recovery we expect some of this debt 
will linger on, leading to overall higher debt volumes in the sector until 2022.  

Chart 10 

Reported debt by region 

 
e—Estimate. f—Forecast. Note: Data as of Nov. 18, 2020. Source: S&P Global Ratings. 
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demand, halting investment, lowering production levels, and disrupting industrial 
manufacturing supply chains. In this scenario, we would expect more downgrades and a 
spike in speculative grade company defaults. 

Additionally, U.S.-China trade concerns could continue to disrupt the operating 
performance and supply chains of a wide range of capital goods players globally. In fact, 
the intensified trade friction between the two countries has decelerated production 
across major sectors, such as automobile and electronics, leading to slowdown of global 
economy. The “Clean Network” program (a U.S. program aimed at discouraging other 
countries from using Chinese telecommunication technology), among others, continue to 
be sources of tension. As a result, tapering cross-border investment and lasting effects 
on supply chains and trade could materialize. Further intensifying these tensions would 
hurt the sector through less efficient supply chains and potential further trade and 
technology transfer restrictions. 

The COVID-19 pandemic led to lockdown measures and restricted access to facilities. 
While these disruptions have been largely remedied, they did disrupt supply chains for 
many issuers for weeks if not months. These disruptions could prompt industrial 
companies to reconsider their supply chains to mitigate future disruptions. After many 
years of globalization, manufacturers could start reshoring part of their supply chains 
and have more localized resources with better access. While this could be expensive in 
the short term, we expect companies to accelerate the adoption of automation to improve 
efficiency and lower costs longer term. The less-advanced manufacturers are likely to 
establish alternative sourcing to avoid relying on a single source from one country. Still, 
given operating pressure in 2020 and uncertain pace of recovery into 2021, we expect 
most issuers to keep capex spending light and delay any significant investments, 
including automation, to possibly beyond 2021. In addition, most issuers already operate 
fairly diversified supply chains, so we expect the impact of onshoring and automation to 
be modest in short-term. 

 

Related Research 
– Large Capital Goods Companies Are Positioning Themselves For A Post-Pandemic 

Recovery, Dec. 7, 2020 
– China's Cyclical Capital Goods Makers Brace For Downcycle, Oct. 11, 2020 
– Industry Top Trends Update: North America Capital Goods, July 16, 2020 
– Industry Top Trends Update: EMEA Capital Goods, July 16, 2020  
– Japan's Capital Goods Industry Enduring COVID-19, So Far…, June 24, 2020 
– Capital Goods Companies Face Shocks From COVID-19 and Economic Recession, April 

27, 2020  
– ESG Industry Report Card: Capital Goods, Feb. 11, 2020  
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Industry forecasts 
Global Capital Goods 
Chart 11 Chart 12 

Revenue growth (local currency) EBITDA margin (adjusted) 

  
Chart 13 Chart 14 

Debt / EBITDA (adjusted) FFO / Debt (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 Capital Goods 
Chart 15 Chart 16 

Cash flow and primary uses Return on capital employed 

  
Chart 17 Chart 18 

Fixed versus variable rate exposure Long term debt term structure 

  
Chart 19 Chart 20 

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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