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Homebuilders and Developers 
Demand holds up despite record unemployment 

What’s changed post-COVID? 
U.S. homebuilders had a credit buffer when COVID-19 hit. More-conservative 
financial policies and countercyclical cash flows in a slowdown should support 
credit quality in case of a year or two of unsteady operations and profits. 

Lockdowns slowed construction and traffic, but serious buyers follow through. 
U.S. homebuilder volumes are rebounding from an abrupt COVID-19 slowdown, so 
monthly volumes in May and June were on par with 2019 levels. Slower foot traffic 
has given way to digitizing parts of the purchase and better sales conversion. 

Pandemic puts the brakes on upgrades. We pulled several rising-star 
homebuilders back from the cusp of upgrading to investment grade, reflecting the 
negative sentiment in early 2020 for most economically sensitive and discretionary 
items, like new homes. 

What is the likely path to recovery? 
Early signs are good, but unemployment and construction restrictions threaten. 
We have assumed a 10%-15% drop in revenue for U.S. homebuilders, but Q2 
indications are that volumes are holding up better along with a planned shift to 
lower price points for many industry participants. 

Homebuilders are upbeat despite suspending guidance. The worst-case scenarios 
about construction, selling, and consumer sentiment have not materialized by mid-
2020, and anecdotes about monthly sales and cancellations appear favorable. 

Widespread credit deterioration appears unlikely. The trajectory to investment-
grade is stalled for several homebuilders, but the underpinnings of good long-term 
demand, pricing, cost management, and prudent capital allocation and debt 
leverage remain intact.  

What are the key risks around the baseline? 
Lower price points could hit margins. Many issuers are moving to lower price 
points to attract a large cohort of entry-level homebuyers. Such a mix shift, 
unsteady operations, and higher materials could cause lower unit dollar margins. 

Higher mortgage rates could chill sales. Such a scenario is well outside our base-
case, but a bounce off record-low mortgage rates would reverse a key factor that 
spurred sales through early stages of the pandemic. 

Choppy construction in the Sun Belt. Homebuilding in the U.S. is widely viewed as 
an essential service, and lockdowns have had only a modest effect so far in 
otherwise tight markets. Key growth areas across the U.S. Sun Belt, however, 
appear particularly exposed to deeper virus effects in the second half of 2020. 

Latest Related Research 

– Eight North American Homebuilder Outlooks Revised To Stable As Recession 
Forecast Pauses Positive Rating Momentum, March 26, 2020 
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Ratings Statistics (YTD)  

 IG SG All 
Ratings 2 23 25 

Downgrades 0 1 1 

Upgrades 0 3 3 
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