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Industry Top Trends 2020 
Technology 
Cautiously optimistic despite trade headwinds 

What’s changed? 
Information technology (IT) Forecast. We expect IT spending to grow in the 2%-3% 
range in 2020, an improvement from 2019 but modestly below that of our expected 
2020 global GDP growth, based on strong software growth, which continues to 
benefit from the ongoing software as a service (SaaS) transition, and mostly stable 
IT services environment. Hardware growth will continue to face hurdles because 
delayed or canceled purchases occur more often as business uncertainties rise. In 
addition, software continues to replace some hardware functions, but we expect to 
see pockets of growth returning to some end markets including smartphones and 
servers. 

What to look for in the sector in 2020? 
Semiconductor recovery. After three years of memory-driven volatility, we expect a 
more benign semiconductor environment through 2020, with an overall growth rate 
near 3%. We believe memory revenue will be roughly flat year over year as both 
dynamic random access memory (DRAM) and NAND flash memory gradually 
recover throughout 2020, and that non-memory will return to growth near global 
GDP levels after a down year in 2019. 

Potential China slowdown. China’s economy has slowed through 2019 and could 
slow further amid a bitter trade war between the U.S. and China, hurting consumer 
demand for IT products ranging from smartphones to semiconductors used in autos 
in the world’s largest market. Technology (tech) disputes could also motivate 
aggressive investments in China with growing support from the Chinese 
government, aggravating oversupply for some devices and components. 

What are the key medium-term credit drivers? 
U.S.-China trade conflict. Tech companies have been able to mitigate most of the 
impact from tariffs and the Huawei Technologies Co. Ltd. ban so far, but it’s also 
clear the escalating U.S.-China trade conflict has added to business uncertainty 
and weaker IT growth expectations. Without a resolution, we expect IT spending to 
be dampened over the next 12 months or so and tech companies to continue to 
explore ways to maximize supply-chain flexibility so as to lessen any impact from 
ongoing U.S.-China trade risks. 
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Ratings trends and outlook 
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Technology 
Key assumptions 

1. IT spending will improve in 2020 despite macro headwinds 

After a muted 2019 IT environment, we expect IT spending to grow between 2% and 3% in 
2020, or modestly below that of global GDP growth, as strong software and stable IT 
services spending offset a difficult hardware environment, but we expect certain pockets 
of growth such as smartphones and servers. 

2. Semiconductors will return to growth after a weak 2019 

The semiconductor industry is having its worst year since 2001 due mainly to a difficult 
memory market but also to a general pullback in demand after a strong 2018. We expect 
a modest recovery in 2020, with overall revenue growing nearly 3% as memory (both 
DRAM and NAND) stabilize then gradually recover through the year and nonmemory 
grows in line with global GDP. 

3. Financial policy mostly intact despite heavy share repurchases 

U.S. technology companies more than doubled their share repurchases in 2018 from 
2017, and in the first half of 2019, buybacks also rose year over year. Balance sheets have 
weakened as a result, but we have not taken significant rating actions because we believe 
financial policies remain mostly sound in the case of large share repurchasers such as 
Apple Inc. and Cisco Systems Inc. We downgraded some companies where financial policy 
was less transparent, such as Oracle Corp. We expect elevated share repurchases to 
continue over the next year or so but financial policies to remain consistent through 2020. 

IT spending will improve in 2020 despite macro headwinds 

This year is proving to be an onerous one for global IT spending due to lingering trade 
concerns, recessionary fears across certain countries, and tough year-over-year 
comparisons with the relatively healthy spending environment in 2018. Against this 
backdrop, and despite the proposed 15% tariff on list 4B, which we think will have the 
biggest impact on the tech sector because it includes many major tech products such as 
smartphones and notebooks and is due to go into effect in the U.S. in December, we 
expect global IT spending to grow 2% to 3% in 2020 This is modestly below S&P Global’s 
real GDP growth forecast of 3.3%, in comparison to what is likely to be flattish IT 
spending for 2019.  

We have seen signs of weakening enterprise spending in the second half of 2019, which 
we believe will persist into early 2020 in the absence of a U.S.-China trade resolution. 
General economic weakness and potential recessionary signals from U.S. and Germany, 
as well as Brexit concerns, are also likely to keep companies from investing aggressively. 
At the same time, we still expect overall growth in 2020 due to good, albeit slowing, IT 
spending in China and modest growth in the U.S. Investments by hyperscale cloud 
providers should improve in 2020 from 2019 levels, albeit at a far lower pace than in 
2018. Service provider spending, by both telecommunications providers and cable 
operators, should be relatively flat year over year in 2020.  

We believe the software industry will remain the best performing segment with respect to 
overall IT spending, given the recurring nature of the products and ongoing transition to a 
subscription-based model. IT services, which is a trillion-dollar business according to 
International Data Corp. (IDC), should also grow near global GDP levels as firms with 
legacy contracts continue to experience decreased revenue more than offset by the 
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progress of rescaling the labor force and rotating toward digital services offerings. 
Hardware sales should get a modest boost from accelerating cloud spending by 
hyperscale cloud service providers after a period of inventory digestion in 2019, but 
enterprise IT hardware spending should continue to be pressured due to increasing 
workload migration to the cloud, which will in turn result in pricing pressure. IDC expects 
cloud-related spending (inclusive of public and private cloud and managed cloud 
services) to remain robust at about 18% in 2019 and a 15% compound annual growth 
rate over next four years.  

Our 2020 IT spending forecast assumes that list 4B tariffs, which includes $155 billion of 
technology goods, is implemented on Dec. 15, and that the trade war between the U.S. 
and China continues. We believe most U.S. technology companies can manage the tariff 
impact within our ratings by moving some manufacturing out of China, increasing prices, 
negotiating concessions in the supply chain, and absorbing some of the impact 
themselves. However, an increase in the list 4B tariff rate to 30% from 25%, for example, 
or an export ban on key technology products, would be more disruptive and could 
pressure ratings for companies without good cushion to their downgrade thresholds. 

Below we discuss the outlooks for key technology products. 

Table 1 

Revenue Growth Forecasts 
 2019E Growth Rate  2020E Growth Rate  
Global GDP 3.2% 3.3% 
Global IT Spending Flattish 2-3% 
Revenues   

Hard Disk Drive  [- 10%] Flat  
IT Services + Mid-single digit % + 3-4% (Global Real GDP –like) 
Software + High-single digit % + High-single digit % 
Semiconductors  [- Mid-teens %] 3.0% 
Server  [- 6-7%] + 3-4% 
Network Equipment + Low-single digit % + Low-single digit % 
Telecom Equipment  + 3 -5% + Low-single digit % 
External Storage  Flat Flat 
 

Source: S&P Global Ratings 

Table 2 

Shipment Growth Forecasts 
Shipments 2019E Growth Rate 2020E Growth Rate  
PC  Flattish [- 3-4%] 
Smartphone  [- 1-2%] + 1-2% 
Printers [Low-to-mid single digit %] [Low-to-mid single digit %] 
 

Source: S&P Global Ratings 

Software  

We expect the software industry revenue growth to remain resilient in the high-single-
digit percentage area in 2020, consistent with growth in 2019 and with our forecast for 
the industry’s long-run growth rate, which is above our expectation for global GDP and IT 
spending growth, since software applications spur automation and improve efficiency 
broadly across the global economy. Software-as-a-service (SaaS), which represents 
about one-third of the total software market, should continue growing at about 20% as it 
takes share from on-premises software, which we expect to remain nearly flat, as well as 
on-premise hardware, because the SaaS providers will host the application and data. The 
SaaS model is popular with customers because they find lower total ownership costs, 
because the SaaS provider can more efficiently manage technology hardware and 
maintenance. They also find lower up-front costs and less-complex implementations, 
making it easier for new customers to purchase. In addition, customers can more easily 
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scale applications across their enterprises, get quicker access to the latest updates, and 
have more predictable software expenditures as they shift the spending to operating 
expense budgets from capital expenditure budgets. Software providers, for their part, can 
bring product innovations to market faster, gain recurring and predictable revenue, and 
win more small and midsize business customers through the lower up-front costs. 

IT services  

We expect GDP-like revenue growth in worldwide IT services in 2020, reflecting modest 
overall IT spending balanced with higher investments in digital projects and an ongoing 
decline of legacy workloads. As the cloud becomes mainstream, more enterprise clients 
are refining their approach to migrate to and operate in the cloud, and they require the 
expertise of IT service providers. IT vendors with deep client relationships, the “know-
how,” and speed to execute will deliver better top-line results. At the same time, more 
automation and faster application delivery take place once in the cloud and eliminates 
the work functions traditionally supported by IT service providers. As a result, traditional 
IT service providers will need to modernize their approach to remain relevant, therefore 
increasing or even maintaining the existing revenue base comes at a price.  

Smartphones  

We expect the smartphone market to grow by 1%-2% in 2020, led by adoption of 5G 
smartphones toward the second half of the year. The slowdown of shipments in 
developed markets such as China and the U.S. will persist through the rest of 2019, 
driving units lower by 1%-2%, underpinned by longer refresh cycles and ongoing 
uncertainty about the U.S.-China trade tension and U.S. ban on Huawei. However, we 
expect shipments to rebound modestly beginning in 2020 as Android shipments return to 
growth with a cheaper and wider selection of models and as Apple Inc. releases its new 
5G model in the fall, offsetting the slower iPhone demand in 2019, which was mainly led 
by China. As core features such as battery life, speed, and camera receive similar quality 
improvements across models, we expect mid-tier phones, such as those made by Huawei 
Technologies Co. Ltd., Samsung Electronics Co. Ltd., Xiaomi Corp., and Google LLC, to 
experience growth at more affordable average selling prices (ASPs) while high-end 
phones, such as the new iPhones, continue to see weakness in price-sensitive markets 
such as India. 

PC  

Solid enterprise/commercial demand for personal computers (PCs) propelled by Windows 
10 upgrades and, to a lesser extent, pull-in demand, resulted from planned U.S. tariffs on 
notebooks imported from China beginning Dec. 15, led us to a flattish year-over-year unit 
shipment expectation for 2019. This is better than the 1%-2% decline we expected a year 
ago. Based on comments from Microsoft Corp. and other PC makers, Windows 10 
upgrades should continue to provide tailwinds to PC unit shipments until the first quarter 
of 2020. Our forecast calls for PC unit shipments to be down about 3%-4% in 2020, in line 
with IDC's forecast. We believe that the three largest PC vendors--HP Inc., Dell 
Technologies Inc., and Lenovo Group Ltd.--will continue to gain share from other vendors. 

Server  

Server market growth in 2019 will likely be down in the mid-to-high single-digit area, a 
reversal from the over 30% growth seen in 2018, as a result of hyperscalers absorbing the 
large server purchases and further optimizing utilization, enterprise customers slowing 
their spending for servers and consolidating their data center footprint, and DRAM prices 
falling precipitously throughout the year. The confluence of hyperscalers increasing 
server spending to meet demand, and richer server configurations slower 
macroeconomic environment and a continued decline in DRAM prices through the first 
half of 2020 lead us to expect server market growth in the 3%-4% range in 2020.   
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External storage  

We expect that external storage systems revenue will remain flat in 2020 following a year 
of flat revenue growth in 2019. Whereas performance in 2019 represented the digestion 
of a strong year of mid-teens percentage growth in 2018, 2020 will be marked by 
macroeconomic and trade concerns that we expect to weaken business confidence and IT 
spending growth. Given the cyclical nature of the storage market, we expect it to 
underperform IT spending overall. We also expect all-flash arrays to continue taking 
share from hybrid and hard disk drive (HDD)-only systems, as NAND price declines 
narrow the cost of flash relative to HDDs. We are seeing that large cloud providers prefer 
to leverage their scale to custom build storage infrastructure instead of purchasing it 
from major vendors such as Dell, Hewlett-Packard Enterprises, and NetApp Inc., so the 
adoption of the hybrid cloud approach--whereby some workloads remain on premises 
rather than shifting to the cloud--is critical for the viability of the external storage 
market. Meanwhile, we expect enterprise customers, who have traditionally been major 
purchasers of external storage systems and have growing storage needs, will leverage 
technology to optimize their storage capacity. 

Networking equipment  

We expect the networking equipment market to be modestly positive in 2020, reflecting 
the continued buildout of the cloud and the demand for faster speed on the switching 
side. However, the routing segment has been challenged in recent years due to pricing 
declines. Service providers will continue to invest in 100G/400G capacity to meet higher 
bandwidth demand, but we are cautious of uneven carrier spending patterns, even 
though it appears to be relatively healthy in 2019 in both U.S. and Europe. Beyond 2020, 
5G rollout should provide a slow but consistent tailwind. 

Mobile telecommunications equipment  

After several years of decline, we expect the mobile telecommunications equipment 
market will rebound in 2019 with 3%-5% growth, followed by low-single-digit growth in 
2020 and beyond. The improvement is coming from additional capacity and coverage 
investments in 4G, with 4G networks already reaching about 75% of the world’s 
population by the end of 2018, and gradual deployments of 5G. While spectrum and 5G-
compatible smartphones are starting to become available, investments in 5G have 
already started, primarily in South Korea, China, Japan, and the U.S. We expect the first 
5G use cases will be surrounding enhanced mobile broadband given the higher speed it 
provides. Over time, we expect 5G investments to intensify given that it offers lower 
latency and other capabilities supporting more advanced use cases, including Internet of 
Things applications for autonomous driving, smart cities and smart manufacturing, and 
virtual or augmented reality. As these use cases mature, their network demands will 
require a dense buildout of small cells using higher frequencies to boost performance. 
This profusion of point of presence could materially move equipment sales in the next 
decade. However, we expect 5G coverage will be initially limited to narrow urban 
footprints, or delivered through a less dense network using lower frequencies over the 
next three to four years. 

HDD  

We expect HDD revenue to be flattish in 2020 following a decline of approximately 10% in 
2019, reflecting a gradual recovery in demand primarily from enterprises and cloud 
providers, where the long-term revenue opportunity for HDD lies. In 2019, enterprise HDD 
represents about 40% of total HDD revenue. The price premium of client solid-state-
drives (SSD) to client HDD has declined significantly because of oversupply in flash 
memory components over the past year. This further accelerates SSD adoption in PCs 
and peripherals replacing HDDs over the next few years. Concurrently, enterprises and 
consumers continue to shift data storage to the cloud serviced by capacity HDDs, which 
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will continue to be the less expensive alternative to SSD for several years. IDC estimates 
that enterprise SSD price premium to capacity HDD will decline to approximately 8.1x in 
2023 from 11.3x currently. Therefore, it would be imperative for HDD vendors (i.e. Western 
Digital Corp. and Seagate Technology PLC, each with about 40% market share) to 
continue their progress in capacity HDD production while preserving profitability. 

Printers  

Worldwide printer units declined in the mid-single-digit percentage area through the 
second quarter of 2019. We expect mature market conditions and the long-term 
structural decline in printers to persist in 2019 and 2020 due to digitization of content 
and documentation, leading to global printer sales declines in the low-to-mid single-digit 
percentage area over this period. We expect struggles at some large global vendors, who 
are more exposed to developed markets such as the U.S. and Europe, will likely weigh on 
industry performance in the next 12 months or so. This will force vendors to continue to 
pursue new revenue and profit growth strategies, such as expanding service revenue, 
profit-centric selling, and cost restructuring. We think the effect of HP Inc.’s revenue 
model change, which will begin to phase out discounts for printer models that are 
capable of using non-HP supplies while retaining subsidies on models that only work with 
HP-branded supplies, is likely to create some uncertainty, but do not expect an 
immediate impact on printer industry performance in the next 12 months or so. 

Semiconductors will return to growth after a weak 2019  

S&P Global’s view of the semiconductor industry became less favorable through 2019 as 
we lowered the industry forecast twice in 2019; first in February, reducing the growth rate 
to negative 7% from negative 2%, then again to negative 14% in July based on 
expectations for deeper declines for both the memory (negative low-30% area) and non-
memory (negative 4%) segments. This would mark the worst industry decline since 2001; 
however, it comes after two years of double-digit industry growth in 2017 and 2018. The 
headwinds the industry faces, DRAM and NAND oversupply, and weakening trends 
across automotive, industrial, and smartphone end-markets have not abated while trade 
and macroeconomic concerns have heightened through 2019. We expect double-digit 
revenue declines to persist through the second half of this year, but cautiously assume 
the pace of monthly declines will decelerate by year-end. 

After three years of memory-driven industry volatility, we now expect the operating 
environment to gradually stabilize through 2020, contributing to 3% growth for the overall 
semiconductor industry, with the memory segment flat for the year and non-memory up 
4%. We believe memory demand and supply will gradually reach some level of balance 
toward the second half of 2020 based on capital spending cuts made by leading suppliers 
through 2019 and price elasticity that should spur NAND demand. Based on this view, 
and assuming status quo on the trade front, we expect relatively benign ratings activity 
through 2020.  
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Chart 7 

Semiconductor industry revenues, by segment 

 
Source: Semiconductor Industry Assn, S&P Global Ratings. E--Estimated. YoY--Year over year. 

We currently forecast the non-memory segment, which includes analog, logic, 
microcontrollers, and microprocessors, to increase 4% year over year in 2020. We 
generally expect the non-memory segment to be correlated with global GDP given the 
diverse end market it serves and believe that recovery is likely in 2020 after an expected 
mid-single-digit percentage decline in 2019. End markets remain challenged due to the 
trade uncertainty, but we expect improvements in certain markets such as servers and 
smartphones in 2020 after declines in 2019. Industrial and automotive end markets 
remain weak, as indicated by Texas Instruments Inc.'s recent earnings announcement, 
but we expect that chip content will continue to increase in these segments and that the 
excess inventory that plagued the industry in 2019 will not be a factor in 2020. Hyperscale 
cloud providers are starting to gradually ramp up demand again after a weak first half of 
2019, and we expect this trend to improve in 2020, as indicated by Intel Corp. in its recent 
earnings. 5G-related spending should also provide a boost to the non-memory segment 
based on Taiwan Semiconductor Manufacturing Co.'s recent announcement that it will 
raise its capital expenditure forecast by nearly 40% to near $15 billion, in part to 
accommodate expected 5G smartphone unit growth.  

After experiencing strong growth in 2017 and 2018, the memory segment entered a 
period of price erosion in 2019, in which we suspect revenue will have declined more than 
30% as a result of a sharp decline in ASP from supply-demand imbalance. Going into 
2020, we expect the memory segment to be flat year over year, with industry 
fundamentals improving from the first half to the second half of the year. We expect 
memory prices to further correct and bottom out, which should be offset by some 
increase in bit growth, stemming from rising server demand (DRAM) and 3D NAND and 
high-speed chip testers (NAND). Overall, with major memory makers cutting investment 
plans, we expect a recovery in NAND from early to mid-2020 as supply/demand balance 
improves, while the recovery in DRAM will likely be in effect from the second half of 2020.  

On the margin front, we expect NAND profitability to remain depressed (though 
recovering modestly), because we expect weak ASP to persist through 2020. As a result, 
we cannot rule out the possibility of persistent negative margins for major NAND 
producers next year. As for DRAM, we suspect there was significant profitability 
deterioration in 2019 and believe the extent of ASP decline will be somewhat less in 2020, 
which should lead DRAM makers to record flattish profitability in 2020. 

We note that we have not taken material rating actions in the semiconductor space 
despite the weak industry performance in 2019. Our ratings analyses assumes that 
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semiconductor companies will experience some volatility through industry cycles, 
particularly memory issuers and, to a lesser extent, non-memory issuers. This in turn 
might lead to ratings that appear conservative in relation to a company's performance 
during an industry expansion such as in 2017 and 2018 but look more appropriate during 
the current downturn.  

Beyond the next two or three years,  we maintain a cautious view of the semiconductor 
industry due to the ongoing U.S.-China trade tensions that are accelerating 
semiconductor investments in China, especially in the memory segment. We note, 
however, that major output and semiconductor sufficiency by China will take several 
years, especially due to the lack of access to key intellectual property and manufacturing 
expertise.  

Financial policy mostly intact despite heavy share repurchases 

As expected, U.S. technology companies rated by S&P Global, mostly investment-grade, 
ramped up share repurchases after the passage of the revised U.S. corporate tax code in 
late 2017, more than doubling buybacks to $258 billion in 2018 from just $101 billion in 
2017. The pace of repurchases slowed somewhat in the first half of 2019 to $127 billion 
from a peak of $146 billion in the second half of 2018 but still exceeded that of the first 
half of 2018. The aggressive pace of buybacks has significantly exceeded that of cash 
flow generation and has weakened the industry’s balance sheet but we believe the 
issuers’ financial policies remain mostly sound. 

We did not take rating actions on large issuers such as Apple Inc. and Cisco Systems Inc. 
despite their sizable share repurchases and declining cash balances because we view 
their revised financial policies and projected credit metrics to be in line with the current 
ratings. These issuers do not have leverage based on our policy of netting surplus cash 
against debt but as cash balances decline, we assume that both issuers will have 
adjusted leverage, but still within the bounds of our downgrade triggers. Other lower-
rated investment grade issuers, such as Applied Materials Inc. and Lam Research Corp., 
are also reducing their cash positions but we also view their financial policies and 
operating performance to be consistent with the current ratings.  

Two noticeable rating actions that were fully or partially the result of a change in financial 
policy were   on Oracle Corp. and Qualcomm Inc. We downgraded Oracle on July 2019 to 
'A+' with a negative outlook from 'AA-' with a stable outlook after several quarters of 
aggressive share repurchases that pushed the company into a net debt position and 
adjusted leverage that exceeded our downgrade trigger. The negative outlook reflects 
Oracle’s lack of clear financial policy and the risk that the buybacks will continue to 
exceed cash flow over the next 12 months or so. We lowered Qualcomm Inc.’s rating on 
July 2018 to 'A-/ A-2', with a negative outlook, from 'A/ A-1', on CreditWatch with negative 
implications, after the company terminated its purchase agreement to acquire NXP 
Semiconductors N.V. and announced its intention to repurchase up to $30 billion of 
shares, tapping into the overseas cash that became accessible because of the revised 
U.S. corporate tax code.  

We believe most technology issuers have remained committed to conservative financial 
policies set forth before the U.S. corporate tax code was revised. We recognize that their 
balance sheets were artificially bloated before the revision and that they would shrink 
once overseas cash became accessible. Looking ahead, technology issuers' balance 
sheets will continue to weaken over time as “excess” liquidity is returned to shareholders 
but it is important to note that investment grade issuers’ balance sheets in the 
technology sector remain stronger than the rest of the U.S. corporate issuers we rate. As 
the industry continues to mature and cash flow become less volatile over time, we expect 
the industry’s balance sheets will look more like that of the rest of the U.S. corporate 
sector.  
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Key risks and opportunities 

1. Trade tension is the biggest risk to IT spending 

Global trade concerns have lingered for almost two years and have noticeably harmed 
global GDP growth. Both tariff- and non-tariff related actions have been disruptive to 
tech companies, adding to business uncertainties, and resulting in the decelerating IT 
spending growth. We do not expect a quick resolution of these global trade disputes, 
which could harm not only hardware and semiconductor companies but also software 
and IT services providers over time. 

2. China's IT spending growth could decelerate 

China's economy has slowed through 2019 and could slow further amid a bitter trade war 
between it and the U.S., hurting consumer demand for IT products ranging from 
smartphones to semiconductors used in autos in the world’s largest market. Tech 
disputes could also motivate aggressive investments in China with growing support from 
the Chinese government, aggravating oversupply for some devices and components such 
as display panels. 

3. Credit quality remains weak in the ‘B’ rating category 

Deteriorating credit quality and rising leverage over the past few years and increased 
recession risk will likely lead to further downgrades among lower-rated credits. While we 
do not see a significant maturity wall or systemic refinancing risk over the next 12 
months, companies in the 'B' rating category or lower are more likely to experience 
operational volatility due to unfavorable business market conditions.  

Trade tension is the biggest risk to IT spending  

Global trade concerns continue to add to business uncertainties, which are resulting in 
noticeably slower global GDP and IT spending growth. In 2019, U.S. and China announced 
tariffs on almost all imports from each other, with the round with the most impact likely 
to come from the 15% tariff on $300 billion of China imports, which would include major 
technology products such as smartphones, notebooks, wearables, tablets, videogame 
consoles, etc. If implemented, this would have a much larger impact on the U.S. tech 
sector than the existing tariffs. It could raise costs substantially for manufacturers or 
prices for consumers on major tech products that represent a high proportion of overall 
U.S. IT spending and include more finished goods, which are more expensive than 
intermediate goods, at a time when global business confidence is increasingly fragile and 
enterprise IT spending is slowing. 

Since early 2018, when the U.S.-China trade concerns led to tariff discussions, tech 
companies have had time to devise plans to not only mitigate potential near-term (in the 
next 12 months) tariff issues but also assess longer-term  risk management strategies. 
While we have observed that the impact from the existing tariffs has so far been relatively 
muted for tech companies, because these companies have either been able to reallocate 
certain manufacturing activities to places where there are existing facilities and skilled 
labor, i.e. Southeast Asia and Mexico, from China or been successful in passing along the 
higher costs to customers without significantly affect demand, we do not expect U.S-
China trade tension to be eradicated. We believe, over the longer term, larger tech original 
equipment manufacturers’ (OEMs) will diversify their currently China-based U.S-bound 
supply chain operations to other regions and also actively develop a strategic presence in 
emerging markets with strong growth prospects for risk mitigation.  

Non-tariff-related actions, such as restricting certain foreign companies, such as Huawei 
Technologies and Hangzhou Hikvision Digital Technology Co. Ltd. (Hikvision), from 
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purchasing parts and procuring services from U.S. companies without the U.S. 
government’s approval, also have hurt the tech sector. Many U.S. tech companies such as 
Micron Technology Inc., Qorvo Inc., Qualcomm, Broadcom Inc., Lumentum Holdings Inc., 
Analog Devices Inc., and Marvell Technology Group Ltd., cite Huawei as their major 
customer. Seagate, Western Digital, Intel Corp., and NVIDIA Corp. are also components 
suppliers to Hikvision. At the same time, Apple, which reported 17% of its total revenue in 
fiscal 2019 came from Greater China (including Hong Kong and Taiwan), could see market 
share erosion in Mainland China as the trade war continues and its revenue and 
profitability worsen should there be rising protectionism that leads to Chinese consumers 
favoring local brands smartphones or boycotting of U.S. products. 

Elsewhere, the U.S. and the European Union are locked in another trade battle, with the 
U.S. threat of tariffs on foreign automakers, in particular, having the most impact on the 
tech sector, because the rising electronic content in cars makes the auto end market 
increasingly important to tech. Meanwhile, Japan and Korea have threatened to remove 
each other from their respective lists of preferred trading partners. The most direct 
impact on the tech sector from this is the possible disruption to tech supply chains and 
trade restrictions on semiconductors, specialty chemicals used for electronics, and 
optical fibers. 

As global IT spending appears to slow because of trade uncertainties, we anticipate sales 
and margins at OEMs, part suppliers, contract manufacturers, distributors, and value-
added resellers will suffer. If protracted, we could see business performance of software 
and IT services companies weaken as well. 

China’s IT spending growth could decelerate  

Amid escalating trade tensions between the US and China, we believe there is potential 
risk that the pace of deceleration in the Chinese economy could quicken, hurting global 
demand for key IT products ranging from smartphones to semiconductors used in 
automobiles. China accounted for about 36% of global semiconductor consumption by 
value in 2018, according to IC Insights Inc., for example. China has taken a bigger hit from 
the full-blown trade war than the U.S. through 2019. The country's GDP growth slowed to 
6% in the third quarter of 2019, with demand for key consumer durable items associated 
with hardware and semiconductors falling materially. We expect China’s GDP to slow 
down further to 5.8% in 2020 from 6.2% in 2019. Such a slowdown could particularly 
pressure the cash flow and liquidity of highly leveraged companies in China that focus on 
the domestic market for smartphone, TV, and other IT hardware, potentially leading to an 
increasingly negative rating outlook bias for hardware companies in China.  

In addition, tech disputes with the U.S. have motivated the Chinese government to 
aggressively promote advanced manufacturing and increase its support for capital 
investments in China. This, coupled with slowing demand, could continue to suppress the 
prices of commoditized products such as display panels, hurting other technology 
companies in the Asia-Pacific region with high exposure to the Chinese market or its 
competitors. Nonetheless, the cash flow impact is likely to remain manageable based on 
these companies’ more advanced technology for premium products and significant 
business diversity. Furthermore, the Chinese government’s acceleration of implementing 
5G mobile communications, as part of its strategy to pursue technological leadership and 
stimulate growth, could also spur hardware demand for network infrastructure and 5G-
capable smartphones, thus slightly alleviating demand risk in the mobile 
communications market. While Chinese internet companies’ growth could be hurt by 
further economic deceleration, the government’s stimulus, aimed at boosting domestic 
consumption, and increasing digitalization of the economy could ease the pressure.  
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Credit quality remains weak in the ‘B’ rating category  

We see rising risk of more downgrades to the 'CCC' category due to the rising number of 
'B-' ratings over the past few years; 'B-' ratings currently comprise about 40% of our 
speculative-grade ratings on U.S. tech companies. The credit deterioration has been 
fueled by greater risk tolerance among investors and management teams over the past 
few years and financial sponsors that are embarking on leveraged buyouts and endorse 
debt-funded acquisitions. In our recent study (“The Tech Scan: Why Credit Quality Is 
Faltering In The U.S. Tech Sector,” July 8, 2019), we observed that leveraged buyout 
credits tend to underperform our expectations, which means those companies also fell 
short of management's expectations due to idiosyncratic credit issues. Moreover 
companies that have engaged in merger and acquisition and leveraged buyout 
transactions have seen significant deterioration in credit quality, with leverage rising over 
10x on average from 8.5x during the 2016-2018 period.  

Among all the downgrades (through Nov. 1, 2019) in the U.S. tech sector, 13 of the 17 
companies were in the 'B' rating category or lower (one default) with nine of them 
hardware companies despite the hardware subsector representing only 25% of our U.S. 
tech coverage, much lower than 42% in our software subsector. This is particularly 
concerning for investors amid rising recession risk because downgrades are more likely 
among weaker-rated credits. While we don’t see a near-term (in the next 12 months) 
maturity wall in technology leveraged loans with a three-to-five year runway, high debt 
and weak FOCF generation will likely limit companies’ financial flexibility if economic and 
business conditions weaken. These lower rated companies are more vulnerable to 
negative rating actions, including defaults, in “normal” times, let alone in a late cycle 
environment where global GDP growth is decelerating, risk of U.S. recession is about 35% 
(according to S&P Global economists), and global IT spending growth is expected to be 
2%-3% (S&P Global Ratings technology sector forecast), lower than than our global GDP 
growth expectation of 3.3% in 2020. 

Table 3 

Recent Rating Actions for ‘B-‘ or below 

Date Company Subsector Rating at Date Previous 
Rating 

28/10/2019 Rackspace Hosting Inc. Services B/Stable B+/Negative 

16/10/2019 Cohu, Inc.  Semiconductor B/Stable BB-/Stable 

28/08/2019 Optiv Inc Services CCC+/Stable B-/Stable 
23/08/2019 Riverbed Parent Inc.  Hardware CCC+/Negative B-/Negative 
15/08/2019 CommScope Holding Co Inc.  Hardware B/Stable B+/CW.Neg 

13/08/2019 Casa Systems, Inc. Hardware B/Stable B+/Negative 

24/07/2019 SciQuest (Jaggaer) Software B-/Stable B/Stable 
16/07/2019 4L Technologies Inc. Hardware CCC/CW.Neg B/Stable 
29/05/2019 CommScope Holding Co Inc.  Hardware B+/Stable BB-/CW.Neg 

15/05/2019 Skillsoft (Evergreen Skills Lux 
S.ar.l.) Software CCC-/Negative CCC+/Stable 

16/04/2019 Lexmark International Inc. Hardware CCC/Negative B-/Negative 

09/04/2019 Casa Systems, Inc. Hardware B+/Negative BB-/CW.Neg 
05/04/2019 Curvature, Inc. Services CCC/Negative CCC+/Stable 
02/04/2019 Riverbed Parent Inc.  Hardware B-/Negative B/Stable 

02/04/2019 Sungard Availability Services 
Capital Inc.  Services D/-- CCC+/Stable 

18/03/2019 Artesyn Embedded Technologies 
Inc. Hardware CCC/Negative B-/Negative 

27/02/2019 MACOM Technology  Semiconductor B-/Stable B/Stable 
 

Source: S&P Global Ratings 
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Related Research 
– How A New Round Of Tariffs Could Affect Ratings At Tech Hardware Manufacturers 

Flex Ltd. And Jabil Inc. Sep 13, 2019 
– Credit FAQ:Technology Earnings Wrap Up: China And Tariffs, Semiconductor Outlook, 

And IT Spending. Aug 27, 2019 
– Global Trade At A Crossroads: Latest Tariff Threat Would Be An Even Bigger Blow To 

The U.S. Tech Sector. Aug 05, 2019 

– When The Credit Cycle Turns: Recovery Prospects In The U.S. Media Sector. Sep 27, 
2019 

– The Tech Scan: Why Credit Quality Is Faltering In The U.S. Tech Sector. Jul 08, 2019 

 

This report does not constitute a rating action. 
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Industry forecasts 
Global Technology 
Chart 8 Chart 9 

Revenue growth (local currency) EBITDA margin (adjusted) 

  
Chart 10 Chart 11 

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 Technology 
Chart 12 Chart 13 

Cash flow and primary uses Return on capital employed 

  
Chart 14 Chart 1555 

Fixed versus variable rate exposure Long term debt term structure 

  
Chart 16 Chart 17 

Cash and equivalents / Total assets Total debt / Total assets 

  
Source: S&P Global Market Intelligence, S&P Global Ratings calculations 
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