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Capital Goods 
Multi-year recovery but few long-term disruptions  

What’s changed post-COVID? 
Overwhelmingly negative ratings bias. Significant declines in revenue and EBITDA 
in 2020 will diminish credit quality in the North American capital goods sector. We 
have taken over 50 rating actions since March—mostly negative—and expect 
rating actions to remain decidedly negative over the next 12 months. Most 
downgrades were limited to one notch. About 53% of ratings had negative outlooks 
as of June 1 compared to 19% on January 1.   

Speculative grade issuers are more vulnerable. Over 70% of ratings in the sector 
are below ‘BB+’, and many of these issuers face cash flow and liquidity pressures. 
We expect defaults to increase given the proportion of issuers in the ‘CCC’ category 
grew to 16% of the rated portfolio, compared to 5% in January. Investment-grade 
issuers face less ratings pressure, but they are not immune to downgrades.  

What is the likely path to recovery?  
Reduced capital spending will hurt cash flow in 2020. Demand for capital goods is 
cyclical and economic contraction and reduced capex by key end markets will 
curtail demand for original equipment and aftermarket parts. We expect revenues 
to decline 10%-20% and EBITDA to decline 15%-30% in 2020 compared to 2019. 

The extent of cash flow pressure will depend on end market exposure. Issuers 
facing weaker end markets—autos and commercial aviation, for example—face 
greater cash flow risk. The collapse of oil prices is also a factor. To this point, 
issuers that are longer-cycle in nature have fared relatively well due to strong 
backlogs and limited order cancellations, though future orders could be delayed.  

A multiyear recovery but no long-term industry disruption. Revenues could 
increase 10% in 2021 while EBITDA grows 10%-20% compared to 2020 and remain 
below 2019 levels, but credit metrics won’t recover to pre-pandemic levels until at 
least 2022. Certain end markets, such as consumer discretionary, could take even 
longer.  

Supply chain disruptions will be relatively short term. Plant closures and limited 
output capacity could affect operating performance in 2020, but these disruptions 
will be short term and have only a modest credit impact. Some issuers will consider 
more-permanent capacity and labor cost reductions, and all will likely accelerate 
automation to their operations after the crisis subsides. We do not think the sector 
faces long-term industry disruption due to the pandemic. 

What are the key risks around the baseline? 
A second wave of coronavirus could stall a turnaround. Potential delays in 
recovery in key end markets such as aviation, autos, and oil & gas could dampen a 
recovery in industrial manufacturing activity.  

More-aggressive financial policies could also stall a recovery in credit metrics. 
We expect issuers, particularly those in the investment grade, to limit acquisitions, 
reduce share repurchases, or cut dividends if weak operating conditions persist in 
order to enhance liquidity, preserve financial flexibility, and restore credit metrics.  
For spec-grade issuers, keeping incremental debt recently incurred on the balance 
sheet could also delay a recovery of credit metrics.  
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Ratings Statistics (YTD)  

 IG SG All 
Ratings 34 88 122 

Downgrades 5 36 41 

Upgrades 0 2 2 
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