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Key Takeaways 

− Significant downside risk persists for rated companies in Asia, with negative rating 
outlooks on nearly 20% of the investment grade portfolio and about 30% of the 
speculative grade portfolio. 

− Investor sentiment remains edgy, especially toward weaker issuers in the 
commodities, real estate, retailing, and transportation cyclical sectors, heightening 
refinancing risk. 

− Credit ratios are unlikely to recover to pre-COVID levels until 2022 at the earliest for 
the majority of sectors, despite a slow recovery in earnings in 2021.  

 
Significant downside risk persists for rated corporates in Asia. Nearly one-fifth of ratings on 
investment-grade issuers and almost one-third of ratings on speculative grade issuers are on 
negative outlook or CreditWatch negative. That’s the highest since the global financial crisis. 
The downside risk persists despite downgrades on nearly 20% of companies with speculative 
grade ratings and about 10% of those in the investment grade (IG) category since the 
beginning of the year. Corporate ratings in India and Indonesia have been hit hardest by the 
pandemic with weaker cash flows, rising leverage, tightening liquidity, and rising refinancing 
risk. Downside risk has also increased in the investment grade section of our rated portfolio in 
Japan (nearly 30% of IG ratings on negative outlook) and Pacific (nearly 20% of IG ratings) as 
the rating headroom of companies there dissipates. 

Liquidity and access to funding is a growing focal point for our credit analysis. Access to 
funding is an important driver of the credit story for about one-fifth of companies in Asia 
Pacific (those rated in the ‘B’ category and below). Domestic and international capital 
providers have been increasingly selective in Asia since the beginning of the pandemic. While 
we expect funding will remain widely available and inexpensive for the larger, investment 
grade issuers and a few select frequent high-yield issuers, investor sentiment toward the 
weaker names in the real estate, commodity, retailing, or transportation cyclical sectors is 
unlikely to improve until risks of a second wave subside. Country-wise, liquidity and 
refinancing are a bigger risk in Indonesia (more than half of rated entities in the ‘B’ and below 
rating categories), followed by India (nearly one-third) and China (nearly one-quarter). 

The pace of revenues and profit pick-up in 2021 will differ across the region. We project 
median profits at rated corporate and infrastructure entities in Asia will increase by roughly 
5% in 2021 over 2020 as operating conditions normalize, volumes start to pick up, and cost-
cutting measures take effect. That recovery will be uneven. We project a pick-up in real estate 
activity will drive a faster retracing of profits in China (5%-10% on average). India and Japan's 
earnings rebound will benefit from a much lower base after years of underperformance or 
one-off expenses. We expect a slower recovery for companies in Indonesia; the operating 
environment there is likely to stay poor until early 2021 at the earliest for the commodities and 
real estate sectors, amid a sluggish consumer sentiment and still high contamination rates.  

Capital spending and dividend discipline is key to prevent another wave of downgrades.  
The large majority of companies across the region are cutting capital spending and dividends 
to preserve liquidity and maintain credit ratios in 2020 and 2021. Notably, we project median 
capital spending to fall about 5% in 2020, staying flat in 2021. Controlled cash outflows will  
be a key support to consolidate balance sheets and widen rating headroom, especially for 
investment grade issuers.  
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2020 2021

GDP -1.3% 6.9%

Revenue change (%) YOY -5% to flat 0% to +5%

EBITDA change (%)  YOY -10% to -5% About +5%
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§Includes placements on CreditWatch positive. 
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The Credit Picture Is Far From Stabilized For Asia Pacific Corporate And Infrastructure Issuers 
 

  Overall China India Indonesia Japan Pacific 

Rating distribution (% of rated sample)             

AAA 0% 0% 0% 0% 0% 1% 

AA 5% 0% 0% 0% 11% 2% 

A 24% 19% 12% 0% 55% 29% 

BBB 37% 35% 36% 19% 25% 49% 

BB 16% 20% 15% 26% 8% 7% 

B 16% 23% 36% 35% 1% 10% 

CCC 2% 3% 0% 19% 0% 2% 

Outlook distribution (% of rated sample)             

Negative 24% 22% 21% 55% 32% 23% 

Stable 72% 72% 76% 45% 67% 75% 

Positive 4% 6% 3% 0% 1% 2% 

Rating changes (count YTD)             

Downgrades 82 26 8 9 13 12 

Upgrades 4 3 0 0 0 1 

% of ratings on CreditWatch negative 5% 2% 6% 10% 1% 3% 

YTD--year to date. Source: S&P Global Ratings. 
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China 
More credit downside likely amid a slow recovery 
 

What’s changed post-COVID?  

Negative outlook bias indicates ongoing downside risk. A negative credit bias remains 
prevalent for most rated sectors in 2020, as has been the trend for two years. The COVID-19 
outbreak has accelerated this trend, with the first half of 2020 seeing the highest number of 
negative rating actions since 2015. Downside risk remains high. Nearly 23% of ratings are on 
negative outlook or CreditWatch negative. 

Absolute debt will continue to grow. We estimate that adjusted debt at rated Chinese 
corporates will grow by about 5% in 2020 and a further 5% in 2021 as companies issue bonds 
and secure bank loans to make up cash-flow shortages. China's economic recovery beginning 
from the second quarter has also increased firms' borrowing appetite.  

What is the likely path to recovery? 

China first on road to recovery and set for revenue growth speed-up in 2021. We believe 
production activity rebounded quickly after Q1, but slower normalization in manufacturing 
investment and consumption demand could continue to weigh on corporate revenue growth. 
We project a flattish median revenue growth in 2020, and 5%-10% median revenue growth in 
2021 for rated issuers. Using 2019 revenue as a base, growth will be more than double-digit in 
2021 for the technology, property, transportation cyclical, and capital goods sectors. However, 
the oil and gas, auto, chemicals, and media & entertainment sectors will still have lower 
revenues in 2021 than in 2019.  

Credit metrics of most sectors will take 1.5-2 years to return to the 2019 levels. In our 
current base case, the cash flow adequacy and leverage ratios of the majority of sectors--
including homebuilders, capital goods, consumer discretionary, and technology--will recover 
to 2019 levels only toward the first half of 2022. Recovery of credit metrics to 2019 levels is 
likely to be pushed to 2023 or beyond for the autos, oil and gas, and chemical sectors. Credit 
metrics in the more resilient sectors of building materials, essential retail, and consumer 
staples will recover to 2019 levels in 2021, thanks to government stimulus policy, positive 
revenue growth even during the outbreak, and broadly stable absolute debt levels. 

What are the key risks around the baseline?  

A slower recovery than expected. The extent of economic recovery remains uncertain and a 
key risk factor. The geopolitical tensions between the U.S. and China and lingering trade 
tensions could also delay a return to normal and weaken consumer and investor confidence.  

Funding volatility remains a challenge for small issuers. Funding conditions have been 
volatile on both domestic and offshore markets. Issuers in highly leveraged sectors, including 
property developers, face higher refinancing risk and funding costs if they miss financing 
windows. Liquidity management will remain critical. Many issuers rely on short-term funding 
and have short-dated maturity walls, particularly weak issuers with ratings at ‘B’ or below--
which represent about 15% of our rated entities in China. The Chinese central bank's 
financing targets for 2020 point to slower overall funding growth in the second half. The target 
may also signal that the regulator is seeking to maintain a balance between economic 
stimulus and the potential financial risk. This may lead to less favorable corporate funding 
conditions in the second half.   
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2020 2021

GDP 1.2% 7.4%

Revenue change (%) YOY Flat to +5% +5% to +10%

EBITDA change (%)  YOY -5% to +5% +5% to +10%

Capex change (%)  YOY Flat to +5% Flat

Median Item Growth  
China Rated Universe 
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Real Estate Sector Outlook:  
 
Solid China Property Sales Help Reopen Funding Channels  
 
The recovery in contracted property sales has been gaining steam since April. As of mid-year, absolute sales value roughly match the 
same period last year. While catch-up demand may be filled soon, we believe structural end-user demand is still robust in most major 
city-clusters. Moreover, abundant onshore liquidity including for mortgage loans will continue to support the financing and cash collection 
of the sector. Market consolidation is still an ongoing theme in this sector. Larger developers have the ability and resources to dominate 
online sales and mobilize their sales teams amid restrained people movements, further polarizing the competitive landscape.  

For 2020-2021, we expect the average ratio of debt to EBITDA to be 5.8x-5.9x, slightly lower than 6.3x in 2019 for our rated issuers. This 
improving leverage is mainly due to controlled debt growth. The median rating on China property developers has long been at ‘B+’, 
reflecting the capital-intensive nature of the sector and a relatively large number of medium or small-sized developers in our rated 
universe. There is a slight negative outlook bias--with 16% of the ratings on negative, and 2% on CreditWatch negative, versus 13% 
positive.  

Offshore refinancing is picking up. Supported by the swift sales recovery and looser monetary conditions, access to cross-border funding 
markets has reopened for most Chinese developers. Issuances in June hit US$ 4.4 billion from nearly nil in April, while yields are only 
slightly wider than their pre-outbreak levels. However, investor appetite remains weak for developers with more severe liquidity problems. 
The domestic bond markets remain fluid and favorable as onshore issuance increased by about 60% year on year during March to June, to 
the equivalent of US$20.2 billion. However, the same selectivity against the weakest names exists on domestic markets. 

 

LGFV Sector Outlook:  
 
Lower-Tier Local Government Credit Quality Is Weakening 
 
Weakening credit quality for local governments is weighing on the sector.  
A quarter of our ratings on local government financing vehicles (LGFVs) are on 
negative outlook. That’s mostly the result of the deteriorating fiscal positions 
and weakening credit profiles for lower-tier (i.e., mostly county or city-level) 
local governments whose debt servicing ability was hurt by the pandemic. 
Weaker credit profiles could reduce local governments' ability to provide 
timely financial support to their LGFVs, leading to weakening credit profiles for 
rated LGFV issuers.  

Over the longer term, government support will likely wane in line with 
reforms. We believe China’s central government is determined to curb the off-
budget borrowing of local governments. Given LGFVs are the chief vehicles for 
such borrowings, their business models will transition over time to more 
commercial operations. We also expect mergers among local LGFVs will 
continue. That said, key LGFVs are important to efforts to execute stimulus 
policies in China in the post-COVID recovery. 

A benign domestic financing environment bolsters liquidity and funding, yet 
credit quality continues to diverge. A number of LGFVs have taken advantage 
of easier onshore financing conditions to reduce their overall cost of debt. Net 
issuance from LGFVs in the domestic bond markets peaked in March and 
April, with record-high funds raised. In May, central authorities raised the 
2020 quota by 75% year-on-year for special-purpose bonds (on-budget local-
government debt instruments) to Chinese renminbi (RMB) 3.75 trillion. At the 
same time, RMB1 trillion in special treasury bonds were launched. Both of 
these credit initiatives are aimed at fueling infrastructure investments. That 
said, highly leveraged LGFVs are vulnerable to policy-led tightening on 
funding.  

We anticipate credit divergence among LGFVs will continue and we may see 
more distressed cases should credit conditions worsen. LGFVs owned by local 
governments with weak fiscal positions and high debt, particularly at those 
lower-tiered ones, are among those most vulnerable to credit slippage.    

 

Recent Rating Actions On LGFVs 

Yield Spreads Are Widening For Lower-Rated LGFVs* 

* Source: Wind, China Securities Index, S&P Global Ratings. 

Net Domestic Bond Issuance* 

Ratings as of July 27, 2020. Source: S&P Global Ratings. 
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India 
Domestic focused sectors face significant downside risks 
 

What’s changed post-COVID?  

The demand picture is bleak for fiscal 2021 and recovery in 2022 is critical for rating 
support. A contracting economy, still-peaking COVID cases, and the prospect of extended 
lockdowns point to continued weak operating conditions for Indian companies. We have taken 
negative rating actions on about one-quarter of rated issuers so far this year, and 1 in 4 still 
face rating downside. Sectors that are domestically focused or more exposed to the economic 
contraction--power, commodities, automobiles--have a higher likelihood of further potential 
downward rating pressure. Transport-related sectors like airports are also more vulnerable.  

Access to funding has become increasingly selective. The financial sector, including banks, 
is increasingly risk averse despite ample liquidity. Investment grade companies (about half of 
the rated universe in India) retain access to the offshore bond market, but weak sentiment 
towards high yield credits and external borrowing guidelines such as the spread cap have 
raised refinancing risks for lower-rated credits.  

What is the likely path to recovery? 

Diverging revenue and profit recovery. Earnings of companies in the IT, pharma and telecom 
sectors will be resilient in fiscal 2021, while EBITDA of commodities and oil & gas firms could 
drop as much as 25%. As lockdowns began easing mid-year, earnings should recover 
gradually through the rest of fiscal 2021 and in fiscal 2022 in line with our economic forecasts 
(8.5% GDP growth in fiscal 2022 after a 5% contraction in 2021). EBITDA for most sectors 
under our coverage will likely reach at least 90% of pre-COVID levels by the end of fiscal 2022. 
Regulated utilities will regain lost revenue by fiscal 2022. Airports on the other hand will not 
recover to pre-COVID levels before 2023-2024. 

Credit metrics unlikely to recover for the next two years despite spending cuts. Amid 
weaker cash flows, we project leverage at rated high-yield issuers to increase significantly in 
fiscal 2021. This led us to lower some ratings to the ‘B’ category from the ‘BB’ category. We 
don’t expect credit metrics and ratings to return to pre-COVID levels over the next two to three 
years, despite rebounding earnings, spending cuts of as much as 50% in some cases, and 
lower dividends. While 'BB' category companies fare better, the debt to EBITDA ratio for some 
of our rated ‘B’ category entities will weaken to 7x-8x before improving to still-high levels of 
5x-6x by end fiscal 2022. This compares to our earlier expectation of about 4.0x on average. 
Leverage for infrastructure and utilities will stay high at above 6x.  

What are the key risks around the baseline? 

Protracted delays in controlling pandemic or demand weakness will delay recovery. The 
main underlying assumption behind our Indian corporate ratings is that earnings will 
markedly recover in fiscal 2022 along with a rebound in GDP growth. Yet, India does not seem 
to have gotten the pandemic under control yet. A second wave of infections or slower-than-
expected recovery would drain cash flows. Some rated companies also have significant 
overseas operations (e.g. in Europe), hence, a slower than anticipated recovery in global 
growth is also a downside risk. The utilities sector, historically more resilient, is exposed to 
risk of delayed receivable collections from the state-owned distribution companies, which can 
result in weakening credit quality across the sector (see next page for details). 

Protracted liquidity pressure and further worsening in funding environment. Indian banks 
may become even more selective in extending credit if cash collection doesn’t improve after 
the central bank (RBI) lifts its payment moratorium. Nonbank financial companies are also 
facing their own liquidity challenges. Domestic capital markets may tighten even for higher 
rated companies while international investors may be selective on India exposure due to 
economic or geopolitical concerns. About US$1.5 billion in high-yield bonds are due in 2021, 
making continuous access to capital markets a focal point for ratings. In this context, a 450-
basis point spread cap imposed by RBI has restricted access to offshore bond markets.  

  

Abhishek Dangra 

Singapore 

abhishek.dangra@ 
spglobal.com 

+65 6216 1121 

 

Neel Gopalakrishnan 
Singapore 

neel.gopalakrishnan@ 
spglobal.com 

+65 6239 6385 

 

Rating Distribution  

Ratings Statistics (YTD) 

Outlook Distribution 

0% 5% 10% 15% 20% 25%

AAA
AA+

AA
AA-
A+

A
A-

BBB+
BBB

BBB-
BB+

BB
BB-
B+

B
B-

CCC+ and below

IG SG Total

Ratings 16 18 34

Downgrades 0 8 8

Outlook changes to negative* 2 1 3

Upgrades 0 0 0

Outlook changes to positive§ 0 0 0

Median Item Growth  
India Rated Universe 

Fiscal 2021 Fiscal 2022

GDP -5.0% 8.5%

Revenue change (%) YOY -10% to flat Flat to +10%

EBITDA change (%)  YOY -15% to -5% +5% to +15%

Capex change (%)  YOY -30% to -20%  -10% to flat

Ratings data as of 24 July, 2020. *Includes  

placements on CreditWatch negative.  

§Includes placements on CreditWatch positive.  

YTD--year to date. IG--investment grade.  

SG--speculative grade. YOY--year on year. 

 

19%

24%

21%

75%

76%

76%

6%

3%

0% 20% 40% 60% 80% 100%

IG

SG

All

Negative Stable Positive



Asia-Pacific Corporate And Infrastructure Midyear Outlook 2020 
 

Corporate Top Trends Update 

spglobal.com/ratingsdirect July 30, 2020 7 

  

India Power Sector Outlook:  
 
Facing Multiple Headwinds Despite A Liquidity Lifeline From The Government 
 
The power sector accounts for over 30% of our rated portfolio in India and we believe COVID-19 could further weaken the credit profiles of 
key offtakers for power companies--most notably the state-owned distribution companies (discoms). The pandemic is lowering cash 
collections and reducing energy demand (20%-30% down in April-May, and as of today, still 10% lower than trend), while high-priced, 
committed power purchase agreements squeeze the liquidity positions of the discoms. These SOEs will likely continue to rely on support 
from state governments because, absent such ongoing support, many have unsustainable capital structures. Yet, weak fiscal positions of 
India's central and state governments supporting these state utilities poses further downside risks. US$ 12 billion in state guaranteed 
loans to power lenders can relieve some pressure but disbursements on these loans are likely a few months away. 

Delayed receivables collections from the discoms can pressure liquidity and defer the elusive deleveraging for the Indian power 
companies. The renewable operators are the most exposed, given their debt to EBITDA ratio is well above 6.5x on average, with EBITDA 
interest coverage often below 1.5x. 
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Indonesia 
Ratings on corporate issuers are at a multi-decades low with 
more credit downside likely 
 

What’s changed post-COVID?  

Median ratings are at a multi-decades low with persistent downside risk. Rated Indonesian 
corporates have been among the hardest hit by COVID-19 in Asia Pacific, with nearly two 
dozen negative rating actions since January across the real estate, manufacturing, mining, 
and state-owned sectors. The median credit quality of rated issuers is at its weakest since the 
Asian financial crisis. Nearly 60% of corporate ratings (80% excluding state owned 
enterprises [SOEs]) are in the fragile ‘B’ rating category. Downside credit risk remains elevated 
over the next 12 months, with almost 60% of ratings on negative outlook or CreditWatch amid 
the ongoing pandemic, weaker economic growth, and sovereign rating pressure.  

Liquidity is tightening amid risk aversion. Increasingly selective funding from domestic 
banks, the absence of deep domestic capital markets, and limited global appetite for low- 
speculative grade credits point to rising refinancing risks. We rate about one-third of 
Indonesian issuers at ‘B-’ or below, indicating a growing risk of defaults for the rest of 2020 
and in 2021. About US$5 billion in international bonds mature in 2021 and 2022 from nearly 
two dozen issuers, most of which are private companies.  

Government support to the large state-owned sector is increasingly selective. A growing 
number of Indonesian SOEs are becoming unsustainably leveraged as cash flows take a dive 
post COVID-19 and debt stays at record highs. We also observe the government increasingly 
differentiating support to its state-owned sector as its fiscal position weakens, by prioritizing 
support to a small group of SOEs that provide a clear, non-profit public service obligation.  

What is the likely path to recovery? 

Revenues and profit to slowly pick-up in 2021. We project median profits will increase about 
5% for rated Indonesian companies in 2021 over 2020 amid higher volumes and cost-cutting 
measures. But the recovery in credit metrics is likely to be pushed to 2022 at the earliest for 
the real estate and commodities sectors. Sticky leverage at SOEs will also remain an 
impediment to a fast recovery unless these companies cut capital spending substantially and 
the government either removes some of the pricing caps it enacted over the past two years or 
injects sufficient equity to relieve balance-sheet strain. 

Tighter control on capex likely. We forecast a median cut of a little over 5% in capital 
spending in 2020, no pick-up in spending in 2021, and controlled dividend distributions. In 
such a scenario, the median ratio of debt-to-EBITDA for rated issuers recovers to about 4.2x  
in 2021, stronger than the 5x-5.5x we expect in 2020, but still higher than about 3.75x in 2018. 

What are the key risks around the baseline? 

Slower recovery can magnify funding risks. A second wave of infections or a slower-than-
expected recovery in profits is likely to further erode investor confidence on the Indonesian 
corporate sector and limit access to foreign and domestic funding amid rising refinancing 
needs for more than one-third of rated entities.  

Financial stress at a large SOE could further undermine the likelihood of government 
support. Debt restructurings in the Indonesian SOE sector so far have been limited to entities 
providing less important public services and with low to moderate international debt 
obligations. Signs of financial distress at a higher profile or larger SOE could significantly 
undermine investor confidence toward the domestic SOE sector, and more broadly Indonesian 
issuers. 
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Japan 
Downside credit pressure remains high in the autos, 
transportation, and electronics sectors 
 

What’s changed post-COVID?  

Downgrades in several sectors with net negative outlook bias staying high. We lowered 
ratings on about 20% of Japanese corporate issuers, generally by one notch, in the auto OEM 
and suppliers, railways, airports, and casino sectors, all of which are heavily suffering from 
the pandemic. We also revised outlooks downward on about 30% of issuers, mostly in auto, 
retail, electronics, and general trading and investment companies (GTICs). The net negative 
rating bias grew to -24% from -5% a year ago.  

Significant burden on earnings and credit metrics, slashing ratings headroom. Even before 
the pandemic, severe competition, trade tensions, and the slowdown in major economies had 
squeezed profits. In our view, by 2021, debt to EBITDA will not have recovered to 2019 levels 
for 50% of rated firms.  

What is the likely path to recovery? 

Earnings recovery to pre-COVID level is unlikely before 2022 for Japanese Inc. Earnings 
recovery in the auto sector is likely to be the slowest; we project the sector’s average EBITDA 
margin will drop to around 7% in 2020 from 9.2% in 2019, and not recover to pre-COVID19 
levels over the next three years. This will in turn hurt suppliers in the materials, electronics, 
and capital goods sectors, whose earnings are unlikely to retrace 2019 levels before 2022. 
Essential retail and healthcare will be steadier, with a 1%-3% annual revenue growth, 
including in 2020.  

Growth strategies will keep capital spending steady. Rated Japanese companies remain 
keen to grow, unlike other issuers regionally which are substantially cutting back on capital 
expenditure. We expect aggregate capex for rated Japanese companies to fall only by about 
3% in fiscal 2020, and increase roughly 2.5% in 2021, because many projects are already 
underway. We believe issuers will continue strategic investments, albeit selectively, to 
maintain competitiveness and ensure future growth. As a result of persistent investment and 
slow earnings recovery, the debt to EBITDA ratio of rated Japanese companies will average 
about 3.2x in fiscal 2020, by our estimates, and recover to about 2.6x in 2021. That compares 
with 2.9x in fiscal 2019 (ending March 2020), when the ratio had already worsened due to 
supply chain disruptions of COVID beginning in January 2020. 

What are the key risks around the baseline? 

Sharper global slowdown amid second-wave. Operations of more than half of rated issuers 
in Japan are exposed to demand patterns in the U.S., EMEA, and China, notably those in the 
auto, electronics, and general trading sectors. Downside rating pressure will intensify for most 
of the companies on negative outlook if revenue and profit fail to show recovery in 2021. Lower 
oil prices could further damage GTIC earnings. Risk of weakening outlooks is particularly 
pronounced for GTICs with high exposure to resource businesses such as Mitsui & Co.  

Financial discipline will be tested. To manage the increasingly weakening cash flow-related 
metrics amid lower profits and steady investments, we expect the majority of Japanese 
companies to (1) continue issuing (and replacing) hybrid securities, as we have seen Nippon 
Steel Corp. and Japan Tobacco Inc. do, and (2) divest assets and businesses to maintain credit 
metrics consistent with investment-grade credit levels. Accelerated capital spending or the 
increasing use of debt to fund shortfalls or acquisitions would delay further a recovery in 
credit metrics and place downside pressure on ratings.  

Drastic changes in behavior to hasten shift to new-normal. Behavior changes may sharply 
reduce demand for business and leisure travel, shopping in malls, office space, and office 
equipment such as copiers over the next two to three years. A structural shift to online retail 
and remote offices could change the competitive landscape, weighing on the creditworthiness 
in damaged sectors, in particular transportation infrastructure, bricks-and-mortar retail, and 
real estate, which account for about one-fourth of the rated Japanese portfolio.  
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Auto And Auto Parts In Slow Lane To Recovery 
 
We expect very weak demand for autos in 2020, with a gradual recovery not kicking in until late in the year. We forecast full-year car sales 
in China will decline 8%-10%in 2020, while light vehicle sales in the U.S. and Europe should drop by more than 20%.  

Since May, we have lowered the ratings on Toyota Motor Corp., Honda Motor Ltd., and Mitsubishi Motor Corp., by 1 notch respectively, and 
Nissan Motor Corp. by 2 notches. All of our rated auto OEMs and Toyota-related auto suppliers’ outlooks are on negative.  

We take a view that the pace of recovery will be very slow. For instance, while we expect Toyota Motor’s auto sales will increase 15%-20% 
in fiscal 2021, this comes after a decline of more than 20% in fiscal 2020. Moreover, prolonged sales weakness and low capacity 
utilization in the U.S. and Europe could significantly delay earnings recovery. In addition, the R&D burden for electrification and other new 
technologies will continue to weigh on profitability, in our view. We project the sector's average EBITDA margin will decline to about 7% in 
fiscal 2020 from 9.2% in fiscal 2019; and it is likely to remain below pre-COVID level (10.8% in fiscal 2018) over the next three years. 

 

Transportation Infrastructure: Lower Volumes, Higher Leverage 
 
We downgraded the ratings on Narita International Airport and Central Japan Railways Co. (JR Central), while maintaining the rating on 
East Japan Railways Co. (JR East) but revised the outlook to negative in July 2020. The downgrades on Narita Airport and JR Central 
reflect our expectation that their key financial metrics will substantially deteriorate, and their recovery prospects are mild-given 
passenger volumes on long distance travel could remain weak even in the post-COVID environment. A mounting financial burden for its 
Maglev line construction project will continue to weigh on JR Central, in our view.  

For railway transportation, we estimate volumes will fall by about 30%-35% in fiscal 2020 for Japan's bullet train network and about 
15%-20% for its conventional/short-distance railway network. Volume in 2021 will not recover to 2019 levels both in bullet/long-distance 
trains (10%-15% fall) and conventional/short-distance trains (5%-10% fall). The average ratio of funds from operations to debt for the 
railroad companies is likely to drop to below 10% in fiscal 2020 from about 20% in fiscal 2019, and will not recover to the previous level 
over the next two or three years.   

 

Electronics: Office Equipment Hardest Hit 
 
The sector’s net negative rating bias has increased to -50% from -25% a year ago. We expect earnings pressure to continue since 
electronics companies generate sales largely from highly cyclical products, such as automotive and consumer electronics (including 
smartphones, TVs, and digital cameras). For instance, we estimate global shipments of smartphone will drop 9% in 2020. In particular, we 
believe the office electronics market will shrink very rapidly because of work-from–home initiatives. We assume a 12% drop in shipments 
of printers in 2020. 

Supply-chain challenges in China have lessened, relieving some pressure on our rated Japanese electronics companies. Still, we 
anticipate average revenues will drop 7% in 2021, and EBITDA will slump 13%. A recovery in 2021 will not return either revenue or EBITDA 
to 2019 levels. For companies with negative rating outlooks, the median EBITDA margin will deteriorate to about 8.5% in 2020 from 10.3% 
in 2019, and recover only to 9.5% in 2021.  

The majority of rated companies in the sector have some financial cushion at the current ratings with low leverage (we project median 
debt to EBITDA in 2020 to be slightly over 1.5x), despite an acceleration in investments and higher shareholder returns over the past few 
years. The maintenance of conservative funding policies is critical for ratings to hold up amid reducing cash flows. Persistently large 
investments and sizable shareholder returns would not only diminish financial headroom but also potentially increase rating pressure, 
especially if we reassess their financial prudence. 
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Australia & New Zealand 
Rising infections cloud the recovery 
 

What’s changed post-COVID?  

Speculative grade credit is bearing the brunt of COVID-19. Investment grade (IG) issuers 
moved quickly to strengthen liquidity and balance sheets, including large equity fundraisings 
by Vicinity Centres, Skycity Entertainment and Auckland International Airport. So far, these 
actions have mostly averted rating downgrades for IG issuers; still, nearly 20% of ratings on IG 
issuers remain on negative outlook or on CreditWatch negative. Cash burn and constrained 
capital access have eroded the credit quality of speculative grade issuers. Nearly 40% of high-
yield ratings in our Pacific portfolio are on negative outlook or Watch and further downside is 
likely following the earlier defaults of Virgin Australia Holdings and Speedcast International. 

Border closures will continue to weigh on multiple sectors. Restrictions on overseas visitors 
to Australia, possibly until 2021, are clear negatives for casinos, tourism & leisure, airlines 
and airports. The recent spike in infections in parts of Australia is likely to defer proposed 
easing in travel restrictions between Australia and New Zealand. For travel-affected sectors 
we expect revenue declines of 25%-50% in calendar 2020. Earnings for these sectors may not 
return to 2019 levels until calendar 2022 or in some cases later. 

The shift to online consumption is accelerating. Year-on-year online sales soared more than 
50% for many retailers in April and May. We expect these trends to persist, with 
consequences for retailers, gaming/wagering, shopping-center landlords and transport / 
logistics providers. Retail REITs in particular are facing these structural drags on revenue, 
combined with the direct COVID-related hits of lower rent collections, tenant defaults, and 
higher vacancies. Rating outlooks on 50% (4/8) of our rated retail REIT ratings are negative. 

What is the likely path to recovery? 

Revenues and profits to gradually pick up in 2021. Our base case forecasts assume tough 
conditions persist through to the first half of calendar 2021. This year, revenues and profits 
are likely to slide 10%-25% for companies in sectors such as REITs, building materials, 
metals and mining and retail (non-essential). We expect earnings declines of 25% - 50% in oil 
& gas, gaming, and airports. Essential retail, telecoms, agriculture, and utilities are holding up 
with likely only 0%- 5% revenue hits in 2020. In our view, the majority of sectors will not return 
to 2019 earnings levels until calendar 2022.  

Lower capital investment could drag. Many rated issuers are deferring discretionary 
investment, capital expenditure and moderating shareholder returns amid a cloudy earnings 
outlook. Of note, operators in the oil & gas sector, such as Santos and Woodside Petroleum 
have curtailed their 2020 investment plans by 40%-50% to counter the credit impact of lower 
oil prices. However, reduced corporate investment will likely slow the rate of earnings growth 
and economic activity as COVID-19 abates. 

What are the key risks around the baseline? 

Containment is key. Recent case spikes and subsequent lockdowns in Melbourne highlight 
the risks associated with the timing and trajectory of the recovery from COVID-19. The 
prospect of additional localized lockdowns or shutting of state borders will further impede 
consumer confidence. With dampened prospects for international visitors, rising 
unemployment and low real wages, discretionary spending will be a critical driver of the rate 
of domestic economic activity and the outlook for non-export related Australian corporates. 

Stimulus measures are a key swing factor in the recovery. Government-funded schemes are 
playing a key role in maintaining employment and supporting Australia's economic activity 
during the pandemic. The recent extension of the "JobKeeper" program until the end of Q1 
2021, albeit at a reduced rate, will continue to provide much needed economic support in the 
coming months. This, together with recent extensions to January 2021 of mortgage 
forbearance arrangements from the major banks, will have a positive influence on economic 
activity, employment levels, and the rate of recovery from this pandemic.  

Richard Timbs 
Sydney 

richard.timbs 
@spglobal.com 

+61 2 9255 9824 

Rating Distribution  

Ratings Statistics (YTD) 

0% 5% 10% 15% 20% 25%

AAA
AA+

AA
AA-
A+

A
A-

BBB+
BBB

BBB-
BB+

BB
BB-
B+

B
B-

CCC+ and below

IG SG Total

Ratings 86 23 109

Downgrades 6 6 12

Outlook changes to negative* 19 1 20

Upgrades 0 1 1

Outlook changes to positive§ 1 0 1

Outlook Distribution 

0% 50% 100%

Retail – essential

Retail – non essential

Metals & mining

REITs

Oil & gas

Transportation

Gaming

Negative Stable Positive

Median Item Growth  
Pacific Rated Universe 

Ratings data as of 24 July, 2020. *Includes  

placements on CreditWatch negative.  

§Includes placements on CreditWatch positive. 

YTD--year to date. IG--investment grade.  

SG--speculative grade. YOY--year on year. 
 

2020 2021

GDP - Australia -4.0% 5.3%

GDP - New Zealand -5.0% 6.0%

Revenue change (%) YOY -5% to flat Flat to +5%

EBITDA change (%)  YOY -15% to -5% Flat to +10%

Capex change (%)  YOY -5% to flat Flat to +5%



Asia-Pacific Corporate And Infrastructure Midyear Outlook 2020 
 

Corporate Top Trends Update 

spglobal.com/ratingsdirect July 30, 2020 12 

  

Office REITs Face The Prospect Of Structural Demand Shift 
 
The rapid and widespread shift to a work-from-home (WFH) environment has highlighted significant potential structural changes in the 
way businesses and employees operate. For many companies, there are substantial productivity gains and cost savings available from 
WFH arrangements. As such, we anticipate many employers to question the cost of returning to previous workplace norms when COVID-19 
abates. Further, many employees also appear supportive of ongoing WFH arrangements. Economic incentives will likely play a major role 
in how these potential strategic changes play out, and to what extent the cost-benefit analysis of potential productivity gains/cost savings 
outweighs the potential erosion of company culture, knowledge sharing, and other less tangible aspects of the office environment. Given 
we are relatively early into the WFH experiment, it is difficult to fully comprehend the implications of these changes and what role central 
business district (CBD) and suburban offices play in the value of an economic enterprise. That said, we expect tenants to look for greater 
flexibility in leases as they reconsider their space requirements, winnowing occupancy and rental growth over the medium term. Further, 
there are risks that we may never fully return to a pre COVID-19 workplace, which could have significant implications for the demand and 
supply balance of office markets.  

Generally for the office sector, we would expect EBITDA to contract up to 10% against 2019 levels over the next two years and for vacancy 
levels to increase. This would be due to recessionary economic conditions, tenant distress, and reduced appetite for tenants to renew 
maturing space. Downside risks to office REIT credit quality should however be tempered by headroom within rating thresholds, and solid 
liquidity. 

 

Transport Is The Hardest Hit In The Infrastructure And Utilities Sectors 
 
Transport infrastructure companies have been most severely disrupted by COVID-19 as reflected in a number of negative ratings actions, 
predominantly revisions to negative outlooks. Passenger numbers have plunged up to 95% for airports due to the government imposed 
lockdowns and border crossing restrictions. Given their greater exposure to international travelers, Sydney, Melbourne and Auckland 
airports will likely see the sharpest drops in revenues; we estimate 30%-50% declines for calendar 2020 compared with the previous year. 
A recovery to pre-COVID revenue levels is unlikely before 2023 or possibly even 2024.  

Toll road traffic has steadily improved from initial drops of around 50% and in most cases has been moving back toward pre-COVID traffic 
levels. We project toll road traffic will recover to pre-COVID levels within 12 months of the pandemic’s commencement.  

For ports, we expect some mild pressure on EBITDA levels in the next one to two years due to fallout from weaker economic conditions. 
The rail sector will see some cash flow strain on the back of lower coal and freight volumes as well as their relatively high capital expenses 
and maintenance needs.   

Energy and utility issuers are feeling the effects of subdued energy demand, including a drag on cash flows. While total electricity demand 
dropped only 2% in the June 2020 quarter compared to the June 2019 quarter, the commercial load fell by 10%-20% over the 
corresponding period. However, we forecast earnings and credit metrics for utilities will stabilize during calendar 2021 following 
estimated drops in revenue of between 0%-10% for 2020 and 2021 relative to 2019. We would not expect to see many COVID-related 
rating actions in the utilities segment of the market with most issuers managing capital and operating expenditure to their regulated 
profiles. 
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