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Autos 
Weakening demand ahead 
January 23, 2023 
This report does not constitute a rating action 

What's changed? 
We view volume recovery in the U.S. and Europe toward previous levels as unlikely before 
2026. Extended supply disruption and softening demand are risks to sales volumes.  

Electrification, supply chain, and infrastructure investment will raise clean mobility transition 
costs. This will call for better capital allocation against emerging protectionism and competition.  

Higher interest rates will dampen economic prospects in Europe and the U.S. Tighter interest 
rates will likely raise affordability issues and increase pressure on prices. 

What are the key assumptions for 2023? 
Supply chain issues could extend into late 2023. We expect demand will weaken in second-half 
2023.  

Price deterioration will weigh on margins and cash flow. With weakening demand, pricing will 
not fully offset inflation at original equipment manufacturers and suppliers will be in catch-up. 

Electric vehicle (EV) sales should be resilient to the weaker economy. Growth rates will be 
lower and momentum in Europe, the U.S., and China will likely diverge.  

What are the key risks around the baseline? 
Geopolitical tension and protectionism could compound competition. Europe's failure to 
respond to the U.S. and China's moves in EV value chains could lower its competitiveness.  

Semiconductor and electric component shortages could be protracted. We expect a much 
lower impact on global production compared with the last two years. 

Mergers and acquisitions (M&A) will cloud visibility on rating changes. But the risk is more 
material for suppliers than for original equipment manufacturers.  
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Ratings Trends: Autos 
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. 
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Industry Outlook 

Ratings trends and outlook 
Even as supply shortages ease, weakening economic fundamentals lead us to question the 
resilience of pent-up demand in 2023. Regardless of the uncertainty in our global economic and 
credit outlook, we do not expect the automobile space will see substantial credit quality 
deterioration in 2023. Most of our rated issuers have stable outlooks, indicating there is sufficient 
rating headroom to absorb a mild recession and some residual supply-side disruption. We think 
ratings downside is likely limited to credits at the lower end of the rating spectrum where issuers 
might need to refinance debt with higher interest rates. 

We specifically see sufficient headroom for the bulk of the original equipment manufacturers 
(OEMs) that we rate. OEMs will benefit from sound order books and the improved pricing in 2021-
2022 for at least the first half of 2023. But we project these issuers will face weaker demand 
conditions in the second part of 2023 and into 2024. Risks could mount if economic conditions 
weaken beyond our expectations and eventually affect the labor market.  

Unlike OEMs, rating headroom for auto suppliers is generally lower because they absorbed a 
share of the excess costs generated by inflationary spikes in 2022 and continue realigning their 
portfolios to take advantage of the strong momentum in EV sales. After a challenging 2022, auto 
suppliers could benefit from a moderate increase in production and more efficient cost 
indexation mechanisms in 2023. We think suppliers' capacity to access capital and realign 
portfolios to the ever-changing markets (where room for commoditized products looks 
increasingly tight) will be key for the ratings. We project ratings upside will be limited for suppliers 
facing greater risk in shifting from internal combustion engines (ICE) to EV--including insourcing 
risks from OEMs for certain products.  

We expect to see various options for capital allocation in the industry to improve financial and 
strategic flexibility. This will be to manage the higher cost of capital, imminent technology 
transition risks, opportunities in new service-based businesses, and new supply chains set up 
(either proprietary or in partnership), all investments with highly uncertain investment paybacks. 
All of the above can be rating sensitive but remain highly unpredictable for now. 

Main assumptions about 2023 and beyond 

From supply chain disruption to demand weakness. Unexpected OEM inventory rebuilding at 
year-end 2022 leads us to think production recovery might be softer in 2023 at 4%-5% growth, 
compared with our previous expectation of 6%-8% (see table 1). We also expect automakers to be 

1. From supply chain disruption to demand weakness  

We expect overall a moderate (4%-6%) increase in light vehicle production. Growth will be held 
back by lingering supply chain disruptions in first-half 2023 and emerging decline in demand in 
second-half 2023, in response to a weaker economy in the three main global markets.  

2. Increasing penetration of EV albeit at declining growth rates 

EV sales are progressing steadily but with diverging momentum in the main markets. 

3. Deterioration of pricing conditions will weigh on margins and cash flow 

Slowing consumer demand and higher interest rates will pressure prices in 2023 after the 
massive price increase seen over the past couple of years.  
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disciplined during the extended ramp-up of production to limit the risk of unloading inventories 
at reduced prices. This is given the emerging risks around the resilience of pent-up demand this 
year. The healthy state of order books at year-end 2022 will likely provide a shield for auto 
manufacturers and suppliers against abruptly declining demand for first-half 2023. The extent of 
the weakness in demand will depend on labor markets, which are so far resilient, and 
expectations on the timing of an economic rebound.  
Table 1 

Global Light Vehicle (LV) Forecast (As Of Jan. 2023) 
 

Actual New projections (as of Jan. 2023) Previous projections (as of Oct. 2022)  
2021 2021 2022e 2023e 2024e 2022e 2023e 2024e 

 Mil. units YOY% YOY% YOY% YOY% YOY% YOY% YOY% 
Global LV sales 80.3 4.0 (1)-0 4-5 4-6 (1)-0 3-5 4-6 
China (Mainland) 23.9 1.0 1-2 0-2 2-4 4-6 0-2 2-4 
U.S. 15.1 3.4 (10)-(8) 6-8 6-8 (6)-(4) 6-8 6-8 
Europe 16.8 0.1 (11)-(9) 3-5 4-6 (11)-(9) 3-5 4-6 
Rest of the world 24.6 10.6 7-8 4-6 7-9 3-5 4-6 7-9  

     
   

Global LV production 77.2 3.5 4-5 4-5 4-5 3-4 6-8 2-4 
e--Estimate. All percentages are year-on-year changes. Sources: Actuals from S&P Global Mobility, forecasts by S&P Global Ratings. 

Regional patterns could vary though. The current economic scenario for the U.S. is a mild 
recession, with no fundamental change in forecast sales following, the material revision of 2022 
volumes below the 14 million light vehicle unit sales landmark. Noteworthy even in this relatively 
mild scenario, we do not expect a recovery of pre-pandemic volumes before 2026. In our 
downside scenario, U.S. inflation is high owing to supply chain disruptions, causing the Federal 
Reserve to ramp up its policy tightening through 2023, which will further dent demand into 2024.  

In Europe, we expect sticky inflation, and a tighter monetary policy will result in the economy 
stagnating, rather than sliding into a full-blown recession--so long as labor markets remain tight. 
Similar to the U.S., we do not expect light vehicle sales to regain pre-pandemic volumes any time 
soon. 

In China, stronger GDP growth this year compared with 2022 (5% versus 3%) is linked to improved 
social mobility and business activity, and partly offset by lower productivity caused by new waves 
of COVID-19. The moderate growth of light vehicles sales in 2023 and 2024 is mainly linked to the 
end of the government stimulus and a very gradual recovery in consumer confidence. 

Increasing penetration of EV albeit at declining growth rates. The global EV market proved very 
resilient in 2022, and its 50% growth compares with an alleged slight decline of total light vehicle 
sales (around -1% according to preliminary figures) (see chart 7). Based on EV volumes, global EV 
units sold passed the 10 million mark in 2022, which represents 13%-14% of global light vehicle 
sales. China leads with 6 million-7 million units sold, followed by Europe (2 million-3 million), and 
the U.S. (1 million).  
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Chart 7 

EV Sales Growth Rate And Penetration Rate  

 
LTM--Last twelve months. Sources: EV Volumes, S&P Global Ratings. 

Over 2022, growth subdued in almost all of the main markets we observe. The deceleration was 
most noticed in Europe, where sales were in the high single-digit range.  

Meanwhile, EV subsidies have stopped in China. EV penetration exceeds one-fourth of light 
vehicle sales in the country, and subsidies might no longer be key in supporting the shift to 
electric mobility. Subsidy schemes in Europe differ between countries. Germany (EV 26% of 2022 
year-to-date sales) will reduce EV subsidies in 2023, France (18% of sales) recently topped up its 
incentives, and Italy (8%) renewed the support mechanisms for purchasing environmentally 
friendly vehicles and scrapping old combustion engine vehicles. In the U.S., the new Inflation 
Reduction Act of 2022 (IRA) will support increasing EV penetration.  The IRA could advance 
demand during first-quarter 2023 when certain vehicles will qualify for maximum subsidies, until 
the Treasury Department updates guidance on some rules in March. As of now, the proposal 
restricts the choice of vehicles eligible for the subsidy. 

The battery electric vehicles (BEV) market structure differs substantially among regions. In China, 
the A-segment (urban mini hatchbacks) represents roughly one-quarter of the BEV market. 
Electrification in Europe is driven by the C- and D-segments (SUVs) and in the U.S. the D-segment 
(cars and SUVs), all associated with larger margins compared to more entry level types of 
vehicles. Tesla is the only OEM with a global presence in China, Europe, and the U.S. within the D-
segment. 

The cost equation for entry level EVs seems more manageable in China than Europe or the US, 
despite significant battery price hikes in 2022 that might have eroded what we think are tight 
margins for Chinese urban mini hatchbacks. Considering the Chinese BEV market is almost 
entirely dominated by domestic EV producers (except the SUV D- and E-segments, in which Tesla 
Model Y and VW ID.6 are best sellers) Chinese producers could likely emerge as the leading cost 
competitive BEV challengers (see chart 8). China is said to have approximately 300 EV OEMs, and 
in this competitive environment softer pricing is likely the immediate response to emerging 
weakness in demand. Therefore, we believe Chinese automakers will be tempted by inroads into 
other markets. This represents a risk for the overregulated-but-unprotected European market.  
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Chart 8 

Segment Structure of BEV Market By Region And Bestseller By Category  

 
Based on 2022 data till Nov. Sources: EV Volumes, S&P Global Ratings. 

In Europe, most automakers no longer see the ICE vehicle and EV price parity happening anytime 
soon. Consequently, the price of small EVs will remain considerably higher than ICE models of the 
same size. The price difference is material and can hover at roughly €10,000. Weaker economic 
conditions and high interest rates could dent the affordability of vehicles in the most popular 
segments of the market or lure consumers to a lower priced EV made in China--as long as local 
subsidies do not require vehicles to be produced or assembled locally. 

The IRA in the U.S. leads us to expect a modest boost in volume and profitability targets for 
automakers--especially those qualifying for subsidies linked mainly to North American-built EV 
sedans and smaller cars that start under $55,000 and SUVs and trucks that start under $80,000. 
Overall, the IRA could support price declines, leading to an increased adoption of EVs through 
2025, although profit pressure will intensify due to the rising costs of battery components. We 
expect additional pressure on profits and cash flow for at least the next five years, until more 
automakers operating in North America achieve the combined benefits of scale and vertical 
integration.  

Price deterioration will weigh on margins and cash flows. Strong pricing has been a major driver 
of revenue growth over the past two years, mainly due to the imbalance between pent-up 
demand and the supply of light vehicles in 2021 and 2022. We estimate that global production lost 
10 million-11 million vehicles in 2021 (out of 77 million) due to the shortage of semiconductors. All 
the auto OEMs that we rate were impaired by production disruption, yet aggregated auto revenue 
(S&P Global Ratings-adjusted local currency) posted positive growth. Semiconductor shortages 
carried on in 2022, resulting in production cuts exceeding 4 million units (on an estimated global 
production of 81 million units). Still, combined OEM revenue points to growth. We assume the 
semiconductor shortage will progressively ease this year, but will potentially hinder the 
production of 2 million-3 million units. Defending the current pricing could become challenging 
for OEMs as supply and inventories normalize and concerns on demand emerge in the U.S., 
Europe, and China. The degree of pricing pressure will also depend on unemployment rates in 
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weakening economies and on how consumers respond to higher interest rates, which reduce 
vehicle affordability.  

Limited pricing upside is a key element in our projections for 2023-2025 because automakers 
face higher costs with the growing mix of EVs and have limited capacity for further fixed cost 
reduction programs, most of which were implemented during the pandemic. Unlike what we have 
seen over the past two years, pricing will no longer allow for easily absorbing cost tension, 
reinforcing the pressure on OEMs' margins.  

Pricing trends might differ substantially by region and segment. We assume pricing in the 
premium and luxury segment to be more resilient to weaker macro conditions because of the 
lower elasticity of demand to price. Based on available market data, some signs of pricing 
weakness are emerging on used cars and there is no evidence yet on new cars in Europe and the 
U.S. 

In mid-December 2022, the Manheim Used Vehicle Value index was down 14.2% from its peak 
with the largest decrease in the SUV/crossover utility vehicle category (see chart 9). Although this 
is a wholesale index and retail used car prices are only down a couple of percentage points, we 
expect retail prices will fall similarly. Lower used car prices could take some demand from new 
car buyers and increase pressure on new car prices.  

Chart 9 

Manheim Used Vehicle Value Index: U.S. 

 
Sources: Manheim, S&P Global Ratings 

In the eurozone, there is little evidence of pricing reversal so far, with only a stabilization in used 
car pricing year over year. Prices of new cars continue to increase (according to the latest 
datapoint in November 2022, see chart 10). However, in the U.K. market, where the economy's 
deterioration is more visible, the reversal of used car prices is well advanced (see chart 11). 

In China, OEM pricing strategies are divergent. Following the phase out of purchase tax cuts on 
ICEs and EV subsidies, potential weakness in demand pushed some big names into adapting 
pricing to demand. Tesla recently announced a 5%-14% price cut on its Model 3 sedan and Model 
Y CUV to make them more competitively priced. Xpeng followed Tesla with price cuts on EVs in 
China. On the other hand, BYD Auto hiked the prices of certain models to protect margins. Other 
OEMs are holding prices flat and might adjust them depending on market conditions. 
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Chart 10  Chart 11 

Eurozone Car Prices  U.K. Car Prices 

Year-on-year change, %  Year-on-year change, % 

 

 

 

Sources: Eurostat, S&P Global Ratings.  Sources: Refinitiv, S&P Global Ratings. 

Credit metrics and financial policy 
We expect declining prices will weigh on OEMs' EBITDA margins and cash flows in 2023-2025. 
Global manufacturers efficiently responded to the pandemic by materially reducing fixed costs 
and, in our view, further cost savings are limited. Despite the easing of raw material prices, 
variable cost reductions are challenging when considering the gradually increasing EV product 
mix, and associated semiconductor requirements and sticky battery pack prices. Still, rating 
headroom for most OEMs is comfortable enough to weather a mild recession. The share of cash 
and cash equivalents on total assets at global OEMs stepped up materially in 2022 compared 
with in 2007 and 2008 and provides a cushion for absorbing near-term pressure. Some OEMs are 
confident in their capacity to generate positive free operating cash flow in 2023-2024, as shown 
by a number of them announcing increased dividend payouts. 

We deem the headroom in suppliers' credit metrics more limited as margins remain somewhat 
weak due to cost inflation, continued volatility in OEM production schedules, and overall weaker 
volumes compared with before the start of the pandemic. Despite the expected improvements in 
the cost indexation mechanism, prospects of weakening demand do not bode well for suppliers 
trying to recover lost ground with clients. We negatively view the refinancing risk that comes with 
a much higher cost of debt, which we are seeing prevailing incidences of in our rated population 
of speculative-grade suppliers. This adds to our preexisting concerns about the need for many 
suppliers to diversify product portfolios and build expertise in areas such as software for the 
transition to cleaner software-defined vehicles, which might expose them to M&A risk and 
integration challenges. 
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Key risks or opportunities around the baseline 

New protectionism distorts the competitive rules of the game. The combination of pandemic-
linked lockdown policies in China and the differing effects of semiconductor shortages on 
Chinese versus non-Chinese OEMs highlight how central China is in global auto value chains (even 
more so if focusing on the transition to clean mobility). China controlled 80% of the reported 
battery manufacturing capacity reported in 2021, more than 50% of global lithium refining 
capacity, and is heavily present in the extraction and refining of cobalt.  

At the same time, Europe (by 2035) and the U.S. (where several states could follow California's 
ban on new gasoline-fueled vehicles) have increased their environmental ambitions and set 
challenging regulatory targets for emission free mobility. Long before politicians translated 
ambitions into policies, OEMS in these regions transformed their business models to surf the 
green mobility transition, and are now trying to manage the increasing EV volumes planned until 
2025 with adequate battery supply through medium-term contracts. After directly experiencing 
the effect of supply chain disruption over the past two years, OEMs are now focused on 
constructing a stable and cost-efficient procurement to sustain business development through 
to 2030 using a mix of proprietary initiative and partnerships close to the end markets. Their 
individual efforts, however, are likely to be jeopardized by emerging protectionist measures like 
the IRA, which attracts massive investments in battery capacity and assembly facilities in the 
U.S. and potentially diverts resources and investments initially earmarked for Europe (such as the 
Northvolt VW project). The European reaction is subdued for now, but we do note the recent visit 
President Macron paid to President Biden and the announcement of a Sovereign Green Fund by 
Ursula von der Leyen at Davos. As a result, Europe and its major auto players are directly exposed 
to the risk of being challenged in their home markets by cost competitive Chinese BEV 
companies (for example BYD Auto, SAIC Motor, Nio Inc., XPeng Motors, Geely's Lynk & Co., and 
Great Wall Motor Co., Ltd). These players will take advantage of local subsidy schemes without 
any restrictions in selling their products and compete with less attractive investment 
fundamentals for local initiatives that are key for the long-term competitiveness of Europe's 
industry. Although not material for short-term rating changes, we rate all our OEMS on the 
expectation that they will build equally strong business positions for EVs as they have for ICE 
vehicles. This could be challenging for some in view of geopolitical developments.  

The new wave of COVID-19 in China raises the risk of further supply disruption in 2023. In our 
main scenario for 2023-2024, we expect a gradual easing of semiconductor and other materials 
supply shortages, which unlike 2021 and 2022 should have a relatively minor impact on global 
production. As of today, the downside risk is represented by a new surge of COVID-19 cases that 
could spread in China and force the government to take measures to stop variant spread. We 

1. New protectionism distorts the competitive rules of the game 

China has the largest EV single market, two-thirds of the global lithium refining capacity, and a 
clear advantage in cobalt extraction and processing. The U.S. is responding, but Europe's 
response, so far, is muted. 

2. A new wave of COVID-19 in China raises the risk of further supply disruption 

Pandemic-linked lockdowns in China dragged auto production and part availability during 2022. 
The risk of additional supply disruption in the region cannot be ruled out for 2023. 

3. Shopping upstream at OEMs and M&As at suppliers will cloud visibility on rating changes 

OEMs could be tempted to selectively pursue upstream vertical integration, and suppliers' 
changes in portfolios may drive M&A, which could increase the risk to ratings. 
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understand the Chinese government has softened the rigid lockdown measures it applied in the 
last two years, but we believe that any further changes will majorly depend on the severity of the 
contagion. 

Vertical integration efforts at OEMs and M&A at suppliers will cloud visibility on rating 
changes. The accelerated energy transition and move toward software defined vehicles is 
pressuring OEMs to verticalize business models as far as possible and suppliers to gain scale or 
diversify product ranges. OEMs announced various supply chain agreements with mining and 
battery companies, including investments to secure supply and smooth the volatility of many raw 
materials for BEVs. For suppliers, we continue to expect further M&A driven by a need to increase 
the scale on EV parts as legacy ICE counterparts slowly shrink. The degree of M&A and who 
participates will depend on the cost of debt and the recovery of stock valuations over the next 
couple of years. 
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Industry Forecasts 
Auto OEMs Auto Suppliers 
Chart 12  Chart 13 

a) Revenue growth (local currency)  a) Revenue growth (local currency) 

 

 

 

b) EBITDA margin (adjusted)  b) EBITDA margin (adjusted) 

 

 

 

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

 

 

 

d) FFO / Debt (median, adjusted)  d) 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. OEMs--Original equipment manufacturers. FFO--Funds from operations. 
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Cash, Debt, And Returns: Autos 
Chart 14  Chart 15 

Cash flow and primary uses  Return on capital employed 

 

 

 
Chart 16  Chart 17 

Fixed- versus variable-rate exposure  Long-term debt term structure 

 

 

 
Chart 18  Chart 19 

Cash and equivalents / Total assets  Total debt / Total assets 

 

 

 
Source: S&P Capital IQ, S&P Global Ratings calculations. Most recent (2022) figures use the last 12 months’ data. 
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