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Industry Top Trends 2020 
Homebuilders and Developers 
 We expect the long, steady housing recovery to continue into 2020 

What’s changed? 
Improving debt leverage has the credit outlook trending more positive. Of the 
North American rated homebuilders, about one-quarter have a positive outlook. 

In EMEA, lower mortgage rates and demand have driven house price growth. 
However, 2020 should see more moderate revenue growth amid economic 
slowdown and political uncertainties. 

Property sales growth in China to slow down in 2020. Chinese developers will likely 
continue to trade average selling prices (ASP) for volume. 

What to look for in the sector in 2020? 
U.S. employment supports housing activity, but interest rates could hit prices. As 
long as the U.S. economy continues to create jobs and boost wages, demand for 
homes should persist. 

In EMEA, affordability trends may weigh on demand in 2020. House prices are 
growing faster than income and rents in Western Europe, and ownership 
affordability may weaken demand in 2020. 

Escalating refinancing risk facing weaker Chinese developers. Financing 
restrictions will test weak developers’ liquidity management as bond yields have 
surged with maturity concentration in 2020 and 2021. 

What are the key medium-term credit drivers? 
Financial policies could drive rating upside. Several issuers face choices between 
investing in land near a cyclical peak, returning cash to shareholders, or reducing 
debt. 

In EMEA, effects from political decisions will be the key drivers.  More regulation 
may drive consolidation in Russia, while less government stimuli in the U.K. could 
affect developers negatively. 

Intensifying divergence among Chinese developers. While weaker players may get 
squeezed out, larger developers and state-owned enterprises (SOEs) could win 
market share.  
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Ratings trends and outlook 
Global Homebuilders and Developers 
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 2019 is end October, 2019 

As of Oct 1, 2019, we rated 25 issuers in the U.S. homebuilding and real estate developer 
sector with issuers ranging in size from $806 million to slightly over $18 billion in 
revenues. 52% of our ratings are in the 'B' category or lower, with only 8% (two) of our 
ratings investment grade ('BBB-' or higher). Currently, 15 (60%) of the outlooks are 
stable, with seven positive and three negative outlook. 

In EMEA, we expect most property developer ratings to remain stable in 2020. While 
Western European players should benefit from a somewhat stable operating 
environment, the rated U.K. developers should be able to absorb decreasing demand as 
their leverage is low. In GCC, lower presales, operating margins and profitability may put 
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some ratings under pressure, although most of them already conservatively incorporate 
the potential cash flow volatility inherent to highly cyclical markets such as Dubai. While 
most of our ratings on Russian developers have stabilized in 2019, we believe that in 2020 
they are more likely to change in the case of potential M&A or changing financial policy.  

In APAC, we expect the ongoing divergence trend for Chinese developers to result in 
balanced numbers of both positive and negative rating actions. Indeed, since mid-year, 
negative actions have mainly been triggered by increasing refinancing risk from high 
exposure to alternative financing and mounting debt leverage. In contrast, positive 
actions were mainly due to improving scale and revenue booking after sustained record 
sales and solid margins, paired with controlled debt-funded expansion. 

In Latin America, we expect most homebuilder ratings to hold steady during 2020. In 
Mexico, in light of a sluggish macroeconomic environment, we expect rated homebuilders 
to maintain their operating flexibility to adapt to market conditions. We also believe rated 
players will maintain prudent financial policies, solid liquidity positions, and extended 
debt maturity profiles during 2020. In Brazil, the macroeconomic recovery (reflected by 
lower interest and inflation rates) will support real estate financing, stimulating the 
sector and increasing job creation. Thus, most homebuilders have harnessed the 
improved credit conditions to restructure their debt profile and expand launches in the 
following years. Despite some setbacks on Minha Casa Minha Vida (MCMV) during the 
government transition, we think the program will continue to be supported by the high 
housing deficit. 
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U.S. Homebuilders and Developers 
Key assumptions 

1. Revenue growth looks steady for U.S. homebuilders 

S&P Global economists project 1.31 million U.S. housing starts in 2020, about 10% less 
than the 10 year average of 1.4 million. We expect several factors to remain positive 
heading into 2020: job growth of about 1.1%, wage growth of about 3.3%, increasing 
household formations, low existing-home inventory, and high confidence from consumers 
and builders. The product mix in the U.S. has shifted to more entry-level, lowering the 
ASP, but this has been more than offset by increased deliveries. With demand still strong 
and new sales orders increasing, we continue to expect a higher number of deliveries and 
overall higher ASPs, resulting in revenue growth for 2020. 

2. Higher costs test margin flexibility  

Homebuilders in the U.S. should get some relief from lower commodity costs, but that 
affects less than one-third of the cost of a new home. We expect tight land and labor 
availability will persist, which should continue to constrain volume growth while 
pressuring costs. Late in this long housing upswing, many of our rated homebuilders have 
become more financially disciplined and are focusing on returns. Leading homebuilders 
in the U.S. have adeptly managed the industry’s growth in the higher-volume entry-level 
market. Companies have sustained margins despite migrating down in price point, and 
have used a ‘soft pivot’ toward less owned land inventories and more land options to 
improve efficiency despite pressure on prices and costs. 

3. Improving leverage metrics 

The shift to lower capital intensity amid steady growth is unusual for homebuilders, 
which typically consume cash for working capital in an upswing. As our rated 
homebuilders generate cash internally, they have allocated some to debt reduction along 
with cyclically improving profitability. Consequently, debt to EBITDA has been declining, 
resulting in an industry outlook that is trending toward being more positive as opposed to 
stable, as about 28% of our rated homebuilders now have positive outlooks compared to 
about 12% last year. 

Our outlook for U.S. homebuilding credit quality has shifted to a positive bias, with 
support from a continued favorable, but uneven, national housing market. We believe 
positive rating actions could outnumber negative ones in 2020, given our 7 to 3 positive 
outlook bias. Generally speaking, we incorporate mid- to high-single-digit revenue growth 
in 2020 into most of our ratings on homebuilders, thanks to higher home deliveries and 
higher ASPs, which is softened by the industry’s faster-growing entry-level segment. With 
steady top line growth, good cost control, and restrained land purchasing, we also expect 
higher EBITDA and internally generated cash flows. Consequently, we expect our rated 
homebuilders to continue to pay down debt in addition to returning cash to shareholders. 
In several cases, our positive rating outlook will hinge on several years of demonstrated 
financial discipline that balances shareholder-friendly activity with growing credit 
cushion for an inevitable downturn. 

Several macro factors support our view of steady industry conditions, including steady 
job growth, increasing household formations, and higher levels of consumer confidence. 
We believe demand is still strong driven by the deficit in production that has persisted 
over a decade. For 2018, housing starts improved for the ninth consecutive year but are 
still below the 10 year average of 1.43 million units. Single-family starts improved for the 
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seventh consecutive year but are also below the 10 year average of 1 million units after 
finishing 2018 at 870,000 units. 

Offsetting improving demand is the limited supply of homes on the market and land 
available for development, which we believe has slowed housing recovery. In addition, 
labor shortages, trade-driven material price increases, and rising mortgage rates all play 
a part in higher home prices and the decrease in affordability over recent years. 

Key risks and opportunities 

1. Deteriorating affordability causes new home volumes and prices to fall 

Considering the slow growth in U.S. housing starts over the last five years and the recent 
constraints to significant volume increases, we do not expect an economic recession 
would necessarily center on U.S. housing as much as prior downturns. Pent-up demand 
from a generation of young homebuyers and long-delayed move-up buyers should 
support volumes more than prior cycles. On the other hand, buyers demonstrated acute 
sensitivity to higher mortgage rates in late 2018, forcing homebuilders to provide 
significant price incentives to preserve affordability. That was short-lived, but a 
protracted price decline would hit homebuilder cash margins with no cost relief likely 
from fundamentally constrained land and labor markets. 

2. Debt usage moderates at a cyclical peak 

Balance sheets appear to be in better shape than just a few years ago, sparking our 
positive credit bias for U.S. homebuilders. Overall, leverage appears to have peaked in 
2016, after which leading homebuilders started taking a more conservative stance on 
debt usage for growth and shareholder returns. As such, homebuilders are generating 
solid earnings growth with less debt and less inventory at risk, steadily adding to credit 
cushion for a potential downturn. Homebuilders have used free cash flow in the last few 
years to reduce debt while maintaining adequate access to land through lower-cost 
options to support modest single-digit volume growth targets.  

3. Share buybacks could erode a growing credit buffer 

Several homebuilders in the U.S. have good control over their balance sheets at this point 
in the cycle, with declining debt leverage and good free cash flow expectations, even in a 
downturn. This credit buffer could be eroded with more aggressive shareholder returns, 
particularly if profitability deteriorates amid lower home prices. 

Current market conditions appear significantly different from those that builders faced 
during the run-up to 2008’s housing collapse. The U.S. is facing a shortage of about 3.5 
million homes—almost all of them in lower price ranges, compared to a situation of 
historically high new home sales, increasing square footage, and escalating prices.  

Financial policy 

The characteristics of most homebuilders are consistent with speculative-grade ratings, 
particularly with respect to historical earnings volatility and debt usage. As such, we 
believe it would be difficult for many more homebuilders to achieve investment-grade 
ratings absent some fairly substantial shifts in industry dynamics: A high degree of 
fragmentation and economic cyclicality contribute to high earnings volatility. However, 
earlier this year we revised the outlook on three 'BB+' rated homebuilders--PulteGroup 
Inc., Toll Brothers Inc., and MDC Holdings Inc.--because of continued deleveraging amid 
the long and steady upswing in the U.S. housing market. We believe these companies 
have solid profitability and cash flow this late in the housing cycle, which could enable 
them to preserve credit measures that are commensurate with an investment-grade 
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rating even when the housing cycle inevitably turns. Our debt leverage thresholds for 
achieving investment-grade ratings have been consistent for most homebuilders for 
years: adjusted debt to EBITDA below 3x, EBITDA interest coverage of at least 6x, and 
debt to capital of about 40%. All three of these companies’ credit metrics support being 
investment grade but the metrics should be sustainable in the event of a downturn, which 
is why our outlook points to a 12-24 month time horizon. 

European Homebuilders and 
Developers 
Key assumptions 

1. U.K. developers should see their selling prices start to recovery in 2020 

While developers focusing on London, especially in the prime segments, have seen their 
prices hit by Brexit uncertainties, a Brexit deal by the end of 2019 would likely open the 
way for a slow recovery. 

2. Revenue growth could lose some speed amid an economic slowdown. 

Demand for newly built residential homes in Western Europe should remain healthy as 
supported by decreasing interest rate. However, the slowdown in the European economy 
should somewhat moderate the growth in 2020. 

3. GCC developers remain tangled in oversupply and geopolitical tensions 

In the GCC region, residential prices have been on declining trend, especially in the UAE 
and Qatar, where prices have declined 25%-35% from the peak, and developers continue 
to see increased leverage due to lower presales, operating margins, and profitability. On 
the other hand, Russian developers benefit from better mortgage conditions and 
increasing property selling prices. 

The U.K. property market saw its national average price growth decelerate gradually to 
0% in 2019, from 5.3% in 2016. But London and the higher-priced segments are suffering 
the most, as both domestic and foreign investors have become more cautious about 
Brexit. Property developers focusing on these segment suffered mostly in terms of 
margin, while eased payment terms could support sales volume.   

In the event of a Brexit deal, which we continue to assume in our base case forecast, 
house prices should start to recover in 2020, although the pace of price growth may be 
gradual as the economy adjusts after Brexit. In particular, household income growth, in 
real terms, should be positive, albeit moderately so, for several years. At the same time, 
borrowing conditions should remain relatively favorable. Mortgage rates especially 
should rise only very gradually, in line with the Bank of England's policy rate and added 
downward pressure from a highly competitive mortgage market. Shortage of supply 
should also support demand for newly built properties in the years to come and benefit 
property developers’ revenues and margins. 
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Chart 7 

Residential Transactions In The UK 

Source: S&P Global Ratings 

Demand for newly built residential homes in Western Europe should remain healthy as 
supported by decreasing interest rates. We think the European Central Bank will not be in 
a position to raise rates before 2022, meaning buyers and sellers are likely to see their 
borrowing costs decrease and remain at historical lows until mid-2022, if not longer. 
Moreover, increasing incentives to develop energy efficient buildings, especially in the 
commercial space, should continue to support developers’ sales.  

Chart 8 

House Price Inflation 

Source: S&P Global Ratings 

However, the slowdown in the European economy should somewhat moderate the growth 
in 2020.  

In France, we expect house prices to grow by 3.1% in 2020, from 3.4% in 2019. But 
property developers should continue to see their revenue growth constrained by the 
upcoming municipal election in 2020, as the lasting administrative treatment of local 
recourses against new building projects and low level of permit granting are putting a 
significant drag on new offers. We expect the situation to recover only at the end of 2020.  
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In Germany, solid household disposable income growth due to a tight labor market, and 
low borrowing costs are fueling demand for owner-occupied residences. The supply-and-
demand imbalance is still favorable to sellers and the German construction sector is 
running on full capacity. However, lower consumer confidence, weaker affordability in big 
cities, and lower net immigration should level the growth. We expect prices to grow by 
4.5% in 2020, from 5.3% in 2019. 

Chart 9 

Residential Building Construction Permits 

Source: S&P Global Ratings 

In the GCC region, geopolitical tensions have escalated and been a drag on growth, in 
addition to existing hydrocarbon production quotas, and still-subdued oil and gas prices. 
Low confidence has moderated key growth sectors, such as real estate, and contained 
improvements in non-oil private sector growth. We do not expect a direct military conflict 
in the region; however, we do expect political volatility will remain high, which remains a 
risk to the region’s growth outlook. Still, in our base case we expect government 
incentives to prompt private sector activity will gradually strengthen domestic demand 
and that large government projects will also add to growth; we expect GCC growth will 
average 2.4% over 2020 to 2022, compared to 1% over 2017 to 2019. While we are seeing 
population growth in some countries, the region has also experienced a shift in 
population demographics as high-income grossing expats are being replaced by blue 
collar workers required for many of the infrastructure and real estate development 
projects. Residential prices have been on a declining trend, especially in United Arab 
Emirates and Qatar, where prices have declined 25%-35% from the peak. Developers 
continue to see increased debt-to-EBITDA ratios due to lower presales, operating 
margins, and profitability as prices decline. In Dubai, the key reason for weakness in the 
residential sector is in the large supply pipeline. We therefore expect prices to remain 
under pressure during 2019-2020, and don’t foresee a meaningful recovery in the near 
term. Since the price decline has been gradual relative to the previous cycle, we believe it 
will take longer for a meaningful recovery. In Saudi Arabia, we expect government 
initiatives (such as incentivizing developers to build affordable homes or encouraging 
banks to introduce more home financing options) to increase home ownership rates of 
locals. We also expect improving regulation in the country to promote transparency and 
investment in the sector. 

In Russia, new housing prices have demonstrated growth year-to-date (YTD) in 2019, 
despite higher supply, which increased at a high-single-digit rate compared to the same 
period of 2018. Positive price momentum has been to some extent supported by market 
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expectations of future price increases after the new escrow accounts regulation came 
into force on July 1, 2019. Furthermore, mortgage rates trended slightly down in recent 
months after a moderate increase in early 2019, and we expect moderate improvement in 
mortgage affordability to support demand in 2019-2020. This should offset continuing 
real income decline. In 2020, we assume price growth would normalize while remaining in 
the positive zone, supported by a tighter supply pipeline. This is because the new 
regulation requires new housing to be financed with project finance loans, and the banks 
providing project finance loans are becoming more demanding as to the credit quality of 
homebuilders. 

Key risks and opportunities 

1. A disruptive Brexit would likely hit sales hard, especially in London 

While we continue to assume a deal as most probable in our central forecast, a disruptive 
exit –where no free trade agreement was reached - would likely affect property 
developers’ revenues and margins quite materially, depending on the severity of impact 
on the overall economy.  

2. Affordability trends may weigh on demand, but not in the UAE 

As house prices are growing faster than income and rents in Western Europe, ownership 
affordability may weaken and somewhat weigh on demand in 2020. This is especially the 
case in cities where most rated developers focus their operations. On the other hand, 
after four years of price declines and improving affordability, UAE has seen the 
development of medium segment apartments, a new offer to address new mid-market 
investors. 

3. Regulation may drive consolidation in Russia, U.K. and Israel face less 
stimulus. 

In Russia, the new regulation on project loans will likely affect small developers and 
create opportunities for consolidations. In the U.K., the upcoming end of Help-To-Buy 
government incentive will likely soften demand for newly built apartments. While in 
Israel, political instability and continued uncertainty in the market may moderate the  
demand from first-time homebuyers. 

In our view, a no-deal Brexit could see U.K. house prices drop between 8% and 15% (from 
peak to trough), depending on the severity of the impact on the economy. This would put 
developers’ revenues and margins under pressure. We believe they would likely ease 
payment terms and offer incentives to buy in order to sustain sales volumes. That said, 
the reduction in residential construction activity that may accompany a disruptive no-
deal scenario would also translate into a further deterioration of supply for years to 
come, which could moderate the price drop.  

As we expect the European average house price to continue growing in 2020, we see 
home ownership affordability as deteriorating further. Although in most countries house 
prices remain better than prior to the 2008-2009 financial crisis, we remain concerned 
that in large cities demand could shift to outside locations. Moreover, rising social 
demonstrations on weakening rent affordability, such as in Berlin, could represent a risk 
for property developers; if regulations become less landlord-friendly it could suppress 
investor demand for newly built residential properties. This would be detrimental to most 
developers that focus on these cities. On the other hand, after four years of price decline 
and improving affordability, UAE has seen the development of medium segment 
apartments, a new offer to address a new mid-market investors 
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Chart 10 

Total Sales Of Existing Homes in France  

Source: S&P Global Ratings 

In Russia, the government is setting a new regulation that requires the development of 
new housing to be financed with project finance loans. At the same time, the banks 
providing project finance loans are becoming more demanding to the credit quality of 
homebuilders. We see a risk that small and weak homebuilders face difficulties as they 
will not likely be able to raise new financing from banks. In this light, these players would 
appear vulnerable to potential and we therefore envisage an industry consolidation trend 
in 2020-2021.  
 
In the U.K., the Help-To-Buy government incentive that was driving demand for newly 
built apartments will likely decrease in 2021 and expire in 2023. From April 2021 to its 
expiry in 2045, the scheme will be restricted to first-time home buyers and limited based 
on regional factors. We believe this will likely affect demand and moderate developers’ 
recovery, although our rated developers currently have limited exposure to the scheme. 
We believe property developers may also adapt their product mix according to the new 
government restrictions in order to sustain volumes.  
In Israel, the general elections in April 2019 and the failure to establish a new government 
that led to another round of elections in September 2019 created uncertainty in the 
market, mainly regarding the continuation of government programs and in particular 
"Mehir Lamishtaken". Political pressure to distribute responsibility over the housing 
market across various government ministries is likely to somewhat diminish the 
government's ability to promote extensive programs in the housing market and to 
increase supply. In addition, relatively long waiting periods for completing “Mehir 
Lamishtaken” projects due to the marketing of land that is not immediately available for 
construction may drive eligible buyers back to the free market. Therefore, in the short 
term, we believe political instability and continued uncertainty in the market may lead 
first-time homebuyers to get off the fence, and support the increase in the number of 
transactions, creating moderate pressure for price increases, especially in demand 
areas.   
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Asia-Pacific Homebuilders and 
Developers 
Key assumptions 

1. Property sales growth in China to decelerate in 2020 

As the government has tightened up liquidity, we believe developers will continue to offer 
price promotions to improve volume. As such, gross floor area (GFA) sold may climb 
mildly, while ASP may stay flat. However, both GFA and ASP in lower-tier cities could slide 
due to price cuts and weaker user demands. We expect residential sales to stay flat or to 
grow mildly by 5% in 2020 on the back of several years of double-digit growth. 

2. Controlled financing conditions will likely remain in China 

Brand new measures around domestic and offshore bond issuance as well as trust 
financing or shadow banking means all major funding sources are being constricted. 
After the liquidity "rollercoaster" in 2019 caused parallel fluctuations in sales, we do not 
expect drastic policy swings given Beijing’s conviction to stabilize home prices, land 
prices, and property price speculation. 

3. Civil unrest in Hong Kong will likely drag down home prices 

We expect Hong Kong home prices to fall 5%-10% in 2020, or a total 10%-20% from the 
peak in mid-2019. That is mainly due to waning confidence among homebuyers amid the 
ongoing civil unrest and economic headwinds. Retail rental, to which Hong Kong 
developers have a large exposure, should suffer more, and we expect slightly negative 
rental reversion in 2020. 

Our expectation that Chinese developers will continue to trade ASP for volume in 2020 is 
based on the ongoing restrictive policies on funding as well as the country’s slowing 
economic growth. Recent growth was a sign that developers’ promotional efforts are 
working for now. The slowing economic growth, however, will likely impact sales in lower-
tier cities more, as their demand is more volatile with larger investment demand from 
neighboring high-tier cities. At the same time, we expect larger developers to grab more 
market share and outperform the wider market as smaller, regional players could get 
squeezed out. Indeed, rated developers who publish monthly sales figures recorded 
above-market sales growth of 24.4% YOY (versus 10% national growth) in the first nine 
months of 2019.  

Considering that liquidity conditions have been relaxed at the beginning of 2019 and then 
retightened since mid-2019, we expect the Chinese government to maintain current 
policies to prevent any risk of overheating (which happened briefly in 2Q2019), and be 
more discerning in city-specific policies. Tightening on developers’ funding channels 
should continue to be more stringent than that on the physical market. Although that 
could create more refinancing risk for weaker players, it could also stave off developers’ 
debt-funded expansions, thereby supporting their credit standing. 

For Hong Kong, sustained civil unrest will undoubtedly weigh on the city's residential and 
rental property markets. However, Hong Kong developers mostly have large financial 
buffers to absorb a 20%-40% simultaneous decline in home prices and rental income. 
They have also consistently improved their balance sheet management, gaining 
experience from the Asian Financial Crisis and SARS epidemic in the past. Furthermore, a 
structural shortage in housing supply, the relaxation of tightening measures in 
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government’s recent policy address, and low interest rates should prevent home price 
decline from steepening. 

Key risks and opportunities 

1. Refinancing event risks have increased for weaker developers in China 

The risk is escalating fast for weak developers with upcoming sharp maturities but 
limited refinancing ability or experience. For some of these developers, low investor 
confidence and market volatility may limit their ability to reissue or refinance their dollar-
denominated bonds, at a time when policies don’t offer a lot of room for slippage. 

2. Intensifying credit divergence for Chinese developers 

More obstacles will likely create more divergence among the Chinese developers. We 
believe larger players and SOEs are likely to benefit because of better financial flexibility 
and access. They also have the capability to deleverage, which is the government’s 
requirement for SOEs, too. Conversely, liquidity profiles and leverage trends for smaller 
players will depend more on cash generation and project completion abilities because 
current policies effectively place a cap on their debt growth and refinancing options. 

3. Liquidity management remains paramount for Indonesian developers 

With property sales muted in 2019, cash flow and liquidity management will reign 
paramount in the next 12 to 24 months. This has resulted in gradual credit quality 
impairment. Rated developers have thin reserves but can service interest payments. 
Those with near-term maturities will have to find alternative ways to term out their 
existing debt, as redemption is not an option due to limited operating cash flow. 

Chinese developers’ overall maturity of about $27 billion offshore dollar-denominated 
bonds in 2020 looks largely manageable. But lumpy maturity concentration and needing 
to deal with another $60 billion in domestic bonds is an unprecedented refinancing feat 
for some to manage. In any case, we believe the risk mainly lies within smaller developers 
that have poor operating and financial performance and concentrated maturities in 2020. 
They may have genuine difficulties in refinancing if their yields are prohibitively high. They 
don’t have many other options either, considering each funding channel being capped. 
Their own cash flow may be the sole support, which, in a number of cases, is already 
weaker than peers’. 

However, things are not all bleak. As we expect credit divergence to accelerate, some 
players will be able to benefit. As industry growth slows and smaller players are driven 
into a hard place, we view larger companies and SOEs as having more opportunities to 
grab market share. The challenge is for them to strike a balance, as leverage trend hinges 
on their willingness to control debt by balancing growth aspirations.  

As for Chinese developers’ financial policy, the government’s stance of promoting 
deleveraging also has an impact on privately-owned developers’ financial management. A 
number of developers are holding back on land acquisitions and could imply softer 
growth aspirations. With funding being generally less available, it is a new normal that 
developers need to live with. Some of them also want to positively respond to 
government’s call to deleverage. For SOE developers, the government does have specific 
leverage targets for them to comply with. Hence this environment could actually instigate 
deleveraging and help improve credit standing. But this is subject to solid operations and 
abundant saleable resources.  
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Latin America Homebuilders and 
Developers 
Key assumptions 

1. Product mix shift and average price increases will drive sales in Mexico 

While we still expect a general negative trend in housing starts in Mexico for 2020-- below 
180,000 units--we believe our rated homebuilders will maintain their operating flexibility 
to adapt to market conditions. Thus, we foresee steady results, mostly driven by average 
price increases resulting from ongoing product mix shift towards the middle-income and 
residential segments. 

2. Higher launches on gradually increasing demand in Brazil 

Brazil’s gradual economic recovery will continue to support higher housing demand. 
While more launches will require higher working capital needs, we believe an adequate 
sales pace and a more efficient cost structure will compensate. 

Our forecast suggests that Mexican rated homebuilders will post steady results in 2020, 
with low- to mid-single-digit revenue growth on average. We believe this will be mostly 
driven by modest price increases, as we expect units sold to be broadly flat or slightly 
negative given the lack of financing available in the market to address the low-income 
part of the population. Thus, we expect rated homebuilders to keep transitioning their 
product mix towards the middle-income and residential segments. This will be primarily 
driven by mortgage availability in these slices of the market, and from our expectations of 
moderate inflation rates, stable interest rates for mortgages, and job generation, 
although at a lower pace YOY (+1.8% in August 2019 versus 4.0% in August 2018).  

Additionally, we expect these companies to keep focusing on profitability and cash flow 
generation through 2020, while some of them will keep investing significantly in land 
purchases. Nonetheless, we expect rated industry participants to maintain prudent 
financial policies towards the use of debt and shareholders returns, and to maintain 
leverage in the 2.0x area on average.  

In Brazil, a gradual recovery in demand allows for monetization of finished inventories 
mainly in the mid-high income segment, while low-income sales on the government-
housing program remain resilient. As a result, we expect increased launches in both 
segments, but under a prudent approach as most companies recently faced challenging 
industry conditions during Brazil’s economic downturn. Declining unemployment and 
controlled inflation and interest rates should support adequate credit granting, driving 
higher sales and cash flows in 2020. While more launches will require higher working 
capital needs, we believe an adequate sales pace and a more efficient cost structure will 
compensate. 
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Key risks and opportunities 

1. Political and economic risks persist in Mexico, while material costs rise 

Downside risks persist in the Mexican housing sector, particularly if softer-than-
expected economic conditions materialize. We believe this could translate into a 
reduction in employment generation, lower household disposable income, a deterioration 
in consumer confidence, and ultimately lower housing demand and homebuilder growth 
prospects. 

2. Brazil’s government housing program to remain resilient 

The risk of Brazil’s government making relevant modifications on the Minha Casa Minha 
Vida housing program is low in the foreseeable future. However, the mid- and high-
income segments remain exposed to macroeconomic downside risks. 

3. Mexican and Brazilian homebuilders are better prepared to face a downturn 

In recent years, most of the rated homebuilders have strengthened their operations, 
liquidity positions, maintained comfortable debt maturity profile and relatively low 
leverage. 

In Mexico, we expect another year of sluggish economic activity, with GDP growth of 1.3% 
in 2020 from 0.4% expected for 2019. This reflects falling fixed investment due to delays 
in public investments, and the lack of private investment amid the absence of policy 
direction under the current administration. Moreover, external conditions remain 
challenging with rising trade tensions and geopolitical risks that could further undermine 
our 2020 growth prospects. Downside risks persist in the sector, particularly if softer 
than expected economic conditions materialize. We believe this could translate into a 
reduction in employment generation, lower household disposable income, a deterioration 
in consumer confidence, and ultimately lower housing demand and homebuilder growth 
prospects. This could in turn depress issuer’s top lines, cash flow generation, and 
ultimately their credit metrics. Moreover, ongoing inflationary pressures on building 
material costs could impact homebuilders’ operating margins and cash flows, 
particularly those exposed to lower value-added products, although homebuilders have 
in recent years been able to partially pass on these cost increases to homebuyers. On a 
more positive--although very uncertain--note, we believe that if the government or 
private sector launch new financing schemes to address the low income segments of the 
population, this would help improve industry growth prospects in terms of housing starts 
and therefore homebuilders’ volume growth, particularly those having the operating 
flexibility and experience to rebalance their portfolios.   

We believe that the risk of Brazil’s government making relevant modifications to the 
MCMV housing program is low in the foreseeable future. This is because of the still-huge 
housing deficit of almost 8 million homes. So far, minor changes were proposed to the 
program with regards to the Fundo de Garantia por Tempo de Serviço (FGTS) framework, 
as the government still assesses ways to ameliorate its functioning. We believe there are 
opportunities for homebuilders focused on MCMV to maintain constant growth of sales 
and cash flow generation in 2020. Homebuilders focused on the mid- and high income 
segments might face challenges if macroeconomic conditions become volatile, resulting 
in more strict credit from banks to homebuyers that would likely lead to lower than 
expected sales and cash flow generation. On the other hand, these players have 
benefited from the new cancelation law, effective in early 2019. This is likely to reduce 
incentives for cancelations by homebuyers and reduce legal expenses that homebuilders 
face with the previous unclear rules, leading to fewer cancelations and supporting more 
predictable long-term cash generation. 
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Independent from the fact that the housing industry is local in nature, we believe that 
under a hypothetical downturn in these economies, consumer confidence could fall along 
with demand for housing. In any case, we believe that Mexican and Brazilian 
homebuilders are prepared in terms of operating efficiency, leverage, liquidity position, 
and financial policy to face a downturn in the economy. In Brazil, companies have strict 
sales policies, which contribute to lower cancelation rates and more efficient 
construction processes that avoid cost overruns. Still, weaker cash flow generation due 
to poor macroeconomic conditions would likely result in liquidity issues for lower-rated 
entities that don’t have relevant cash positions, particularly in Brazil. 

Industry forecasts 

In Mexico, we still predict mixed results in the sector. On one hand, we continue to expect 
a general negative trend in terms of housing starts--slightly below 180,000 units--given 
that the subsidy level is likely to be down 14% against the historically low MXN1.7 billion 
budget in 2019. Unless the government and/or private sector launch new financing 
schemes to address this segment, this will continue to affect the low-income segment, 
where the bulk of the country’s demand stands. On the other hand, we still foresee robust 
activity in the middle-income and residential segments amid solid mortgage loan 
availability from commercial banks and public financial institutions like INFONAVIT, and 
solid demand for these segments as long as employment rates keep growing. In Brazil, we 
expect homebuilders to accelerate their recovery in top-line and cash flow generation, 
reporting stronger inventory sales and higher sales pace amid our expectation of a cycle 
turn. With the recent pension reform approval and upcoming fiscal reform, business 
confidence has increased and the housing market has heated. Local capital markets’ 
appetite for new issues is building up and structured finance instruments, such as 
Certificado de Recebíveis Imobiliário (CRI) and Letra de Credito Imobiliário (LCI) and Letra 
Imobiliário Garantida (LIG), will become more important to foster the sector growth. 
Additionally, the new cancelation law, enacted in early 2019, has provided more security 
for homebuilders and discouraged speculation. 

Industry developments 

Mexico’s housing starts will likely continue to fall throughout 2020, particularly in the 
absence of subsidy or other financing schemes from the government or private sector to 
address the needs of the low-income segment. In our view, the middle income and 
residential segments will remain the growth engine for the industry as long as we 
continue to see mortgage availability and job creation. An uncertain macroeconomic 
environment still poses downside risks on these two last segments should the economy 
contract beyond our expectations. Other key industry drivers in Mexico are the large 
housing deficit at close to 9.0 million units, positive demographic dynamics, mortgage 
loan availability from public financial institutions and commercial banks, and job 
creation. In Brazil, we expect the housing industry to benefit from a steady economic 
recovery in 2020, including GDP growth of 2.0% against our 0.8% forecast for 2019. We 
also expect low inflation rates at around 4% in the coming years and declining 
unemployment. These conditions should support a better environment for industry 
growth. After the approval of the pension reform, we expect a more stable market, with 
increasing demand and credit financing. We also forecast gradually decreasing 
benchmark interest rates to 5% by the end of 2020 compared to the current 5.5%, which 
might incentivize issuers to refinance and strengthen its capital structure. However, this 
will likely be counterbalanced by the companies’ deleveraging trend. Companies with 
prudent working capital management benefited from decreasing prices to build a more 
robust land reserve and might not face the increasing competition for land, especially in 
denser cities like São Paulo. Those that are expanding to other regions face execution risk 
because of the country's size and the difficulty in implementing operations in different 
places while maintaining profitable margins. 
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Financial policy 

Mexican rated homebuilders continue to maintain prudent financial policies toward 
dividend payments and the use of debt to fund their growth strategies. We expect 
Mexican homebuilders to maintain their commitment to low leverage, with net debt to 
EBITDA around 2x on average, coupled with healthy liquidity positions. Issuers in the 
sector maintain solid cash holdings, comfortable short- to medium-term debt 
amortizations, and significant undrawn committed credit lines available. The vast 
majority of Brazilian issuers have accessed credit and capital markets this year to take 
advantage of record-low interest rates. Still, we expect new debt or structured products 
issuances in 2020 if conditions remain beneficial, either to grow the amount of launches 
and/or to address future refinancing needs. Overall, Brazilian homebuilders have smooth 
debt maturity profiles in 2020 and, with expected stronger cash flows for most 
companies, some could eventually increase dividend payouts. 

Related Research 
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Industry forecasts 
Global Homebuilders and Developers 
Chart 11 Chart 12 

Revenue growth (local currency) EBITDA margin (adjusted)

Chart 13 Chart 14 

Debt / EBITDA (median, adjusted) 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. FFO--Funds from 
operations. 
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Cash, debt, and returns 
Global Homebuilders and Developers 
Chart 15 Chart 16 

Cash flow and primary uses Return on capital employed 

Chart 17 Chart 10 

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 
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