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Building Materials 
A revenue boom faces higher costs 

What’s changed? 
Building and renovation are on a roll. Strong revenue growth in 2021 faces some 
margin pressure from higher costs because many companies in the sector rely on 
the ability to pass through volatile commodity costs for their earnings. 

A busy first half will likely pay off in the latter half of the year. Working capital is 
typically a use of cash in the first half of the year before releasing cash later in the 
year. The record commodity prices so far this year could exaggerate this volatility. 

Infrastructure plans will likely benefit building materials. Even if the proposed 
programs are not purely building-related (i.e. health and climate rather than roads 
and bridges), this sector is well positioned for above-trend growth given the 
constant demand from economic expansion and the pent-up demand from aging 
hard assets like homes. 

How is the recovery taking shape? 
Pandemic-induced home spending adds to a decade of good growth. Revenues 
bounced back quickly in 2020, thus we expect underlying profits to continue to 
benefit from a strong revenue performance. 

Stronger fundamentals will likely enable deleveraging from earnings. The 
trajectory of credit quality will depend on financial priorities. Some manufacturers 
are investing to expand production while financial sponsors are using the 
unprecedented access to the debt markets to fund dividends from leveraged 
credits. 

Financial policies predominate. Issuers across the ratings spectrum face a range 
of capital options over the next several years. The prospects for mergers and 
acquisitions (M&A) are elevated given the high degree of fragmentation, which 
many aim to consolidate, a generational change in ownership for small companies, 
and ambitious activity by financial sponsors. 

What are the key risks around the baseline? 
Revenues reverse pandemic surge while costs stay high. Most issuers point to a 
pass-through model for commodity inputs, which buffers the largest portion of any 
cost increase. Margins could be squeezed if throughput is constrained and 
conversion costs escalate for labor costs and availability due to supply chain 
disruptions, trade friction, and higher freight costs. 

Financial sponsors consume much of the credit buffer. The credit measures of the 
riskiest cohort of credits have worsened significantly, leading to downgrades, as 
financial sponsors tap the debt markets to pull cash from entities in regular 
strategic transition to fund M&A or sponsor ownership changes. 

Low-rated debt could increase default risks down the road. Issuer downgrades 
and the volume of new ‘CCC’-rated unsecured debt have increased markedly in 
2021. Several of these companies were leveraged buyouts (LBOs) that defaulted 
before the financial crisis in 2008-2009. 
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Ratings Statistics (YTD)  

 IG SG All 
Ratings 13 47 60 

Downgrades 0 6 6 

Upgrades 1 3 4 

Ratings data as of end-June, 2021 
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