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Capital Goods 
Weaker recovery and elevated debt are main credit risks  

What’s changed post-COVID? 
Credit quality is weakening across the sector portfolio.	For the European capital 
goods sector, the impact of COVID-19 and global recession will result in significant 
declines in revenue and EBITDA in 2020, diminishing credit quality. The sector in 
Europe is predominantly speculative grade (61% of ratings) and has been hit hard 
by COVID-19 accounting for about 80% of our rating actions since March, while 39% 
is investment grade and significantly less affected so far.  

The negative outlook bias is widening despite a high number of downgrades. We 
expect rating actions to remain decidedly negative over the next 12 months, 
particularly for issuers with higher exposure to weaker end markets such as oil & 
gas, autos, or commercial aviation. 

What is the likely path to recovery? 
Credit metrics are expected to recover to 2019 levels by 2022. We anticipate a 
gradual recovery to begin in second-half 2020. Despite a rebound in industrial 
demand and cost reduction measures, we expect sector revenues in 2021 to remain 
up to 10% below 2019 levels while EBITDA is likely to remain 10%-20% below. We 
think this will be a multi-year recovery and don’t foresee metrics recovering to 2019 
pre-pandemic levels until the end of 2022. 

The speed of recovery depends mainly on end-market exposure. Economic 
contraction and reduced capex in key end markets will curtail demand for original 
equipment and, to a lesser extent, aftermarket parts. The extent of the impact, and 
the path to recovery, depends on end-market, with weaker end-markets such as 
autos, commercial aviation, oil & gas, and to some extent metals and mining facing 
a longer path to improving topline, margins, and credit metrics.  

What are the key risks around the baseline? 
A new wave of outbreaks would dismantle business and investment confidence. 
While the impact on the sector is pronounced, we currently do not see the pandemic 
causing long-term structural disruption. The highest-impact risk to our recovery 
scenario is another economic shock driven by a potential second wave of COVID-19, 
reducing global 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 companies defaulting. 

Recent high volumes of debt issuance could stall recovery in credit metrics.  We 
expect issuers to adjust capital allocations to reduce share repurchases or adjust 
dividends if weak operating conditions persist. This would help preserve financial 
flexibility, particularly in investment grade. However, issuers across the rating 
spectrum have incurred incremental debt on balance sheet—not just additional 
credit lines—to ensure liquidity through the crisis. We expect some of this debt will 
linger on balance sheets, leading to overall higher debt volumes in the sector. 
Combined with slower than expected economic recovery, this would delay 
recoveries of credit ratios beyond our base case forecasts. 
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Ratings Statistics (YTD)  

 IG SG All 
Ratings 24 37 61 

Downgrades 0 18 18 

Upgrades 0 0 0 
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