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Industry Sectors 
 

Retail and Consumer                                                                                                   5 
Leisure and Transport                                                                                              17 

Building and Construction                                                                                     22 
Manufacturing                                                                                                              30 

Natural Resources and Commodities                                                             34 
Health                                                                                                                                47 

Real Estate                                                                                                                      52 
Media, Communications and Technology                                                    55 

Utilities                                                                                                                             67 

Revenue in Fitch Ratings’ global corporate portfolio could fall by 

USD5 trillion in 2020 from 2019, and by a further USD3 trillion in 
2021 compared with the trajectory Fitch expected in December 

2019, based on Fitch’s baseline coronavirus pandemic scenario.   

We have collated our analysts’ assumptions on how the 18 months 
following the lockdown could proceed and refined our 

expectations on recovery trajectories. We are still processing 
issuer-by-issuer forecast changes, but this top-down analysis 

provides an indication of the impact of record developed-market 
unemployment and a fragile path to recovery.  

We have identified sub-sectors that we believe will show much 

greater resilience within some of the most-affected sectors (such 
as retail). Conversely, we have identified sub-sectors in less-

affected industries (with exposure to consumer, advertising or 
services-related expenditure) that face greater challenges than 

their overall industry. 

Oil and Gas Has Greatest Impact on Revenue  
The most severe rating actions have been concentrated within the 

retail, leisure, transport, energy and manufacturing sectors, 
although these sectors do not have equal weight in the revenue of 

rated entities nor the wider economy.  

The critical and expensive nature of oil and gas extraction (in terms 
of revenue, opex and capex) means that this sector dominates our 

lost-revenue projections, accounting for USD1.8 trillion of lost 
revenue globally in 2020. This is six times greater than the impact 

on the more visibly affected retail sector.   

Leisure and transport entities in turn account for more than 
USD440 billion of lost revenue in 2020, but, as with retail, are less 

frequently rated (particularly outside of the US) so figures based 
on our rated portfolio substantially understate the pandemic’s 

impact on the wider global economy.   

Looking across the more than 80 sectors and sub-sectors in this 
report, the median revenue decline from 2019 is 15% in 2020 and 

8% in 2021, indicating persistent challenges across multiple 
sectors. 

First Wave of Downgrades Over but More to 

Come 
More than 20% of entities in our portfolio are on Negative Outlook 
or Rating Watch Negative (RWN), reflecting the sector views in 

this report. The overwhelming majority of entities where we have 
taken negative rating action due to pandemic exposure remained 

on Negative Outlook or RWN following the review. This implies a 
50%-60% chance of further negative rating action in the following 

year, although we expect fewer multi-notch downgrades outside 
of the highly vulnerable low-speculative-grade category.  

The pandemic-related lockdown and its 
aftermath will erase more than USD5 trillion in 
revenue from the corporate portfolio in 2020. 
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Stylised Curves 
The sector curves in this report are stylised estimates, 

benchmarked against 4Q19 and normalised where necessary, to 
convey the direction of travel for top-line growth (or contraction). 

The curves are not composites or aggregates of forecasted sector 
revenues, which we will review later in 2020 as we complete our 

initial review cycle. They do, however, contain an element of 
seasonality and economic retrenchment. 

We have used revenue as the index factor for most sectors, 

although we use contracted sales, gross income or other measures 
for some sectors. 

As the curves refer to gross revenues, there is substantial double-

count across industries when compared against economic 
measures such as GDP, which focus on value-added by producers 

rather than gross revenues. The aggregate exposure is, however, a 
fair comparison to the associated USD14 trillion in debt carried by 

Fitch-rated corporates. 

Revenue Loss of USD8.5 Trillion by 2022 
Weighting the sectors by revenue, we estimate total revenue 
destruction of USD8.5 trillion in 2020-2021, versus our economic 

growth forecasts from December 2019, on an aggregate estimated 
annual revenue base of more than USD26 trillion. 

The oil and gas sector dominates this calculation due to the high 

global expenditure in this sector. Our curves suggest that revenue 
loss will be concentrated in five sectors that have accounted for 

70% of our negative rating actions so far: oil and gas, retail, leisure, 
transport and manufacturing. These sectors represent just 50% of 

portfolio revenue but account for 77% of lost revenue. 

Regional Variations; Global Pattern 
While there is meaningful region-specific variation, all regions 

adhere to the global pattern of a slow recovery from a traumatic 
1H20. We detail regional distinctions in the sector focuses from 

page five. 

 

The US curve in oil and gas benefits from substantial hedges put in 
place by a number of US producers before 2020. Most of the curve 

decline is due to pricing rather than volume changes, although 
there are material (to the producer) volume shutdowns among 

smaller companies in the US.   

 

China’s metals curve reflects our focus on aluminium and steel 

producers and omits the downturns for extractive industries 
covered in other regions. Capex bills will be heavily rationed, 

typically in excess of 25% and in many cases substantially higher. 
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The leisure and transport sectors together suffer the most 
pronounced negative curve. The sectors account for only 3% of our 

aggregated global corporate revenue but for a disproportionately 
large portion of employment.   

The leisure, transport and retail sectors are where our estimated 

numbers most understate the wider economic impact. Low credit-
rating penetration – with many unrated and SME participants – 

creates a large gap between the measure of rated company 
revenues and the reality of the local economy.   

More than half of projected revenue for leisure and transport in 

2020-2021 is lost under our baseline scenario, and even our 
estimated USD600 billion of revenue destruction significantly 

understates the real impact, particularly for leisure. 

 

The automotive sector is a critical element of the global 

manufacturing base. Our projected sales decline of about 20% 
globally in 2020, before a recovery of around 15% in 2021, makes 

it the second most-affected sector in terms of revenue loss after oil 
and gas, albeit by a large margin. Further downside revision is 

possible if demand for high-price items weakens further.  

 

Retail sub-sectors face different trajectories but, in the worst 
cases, face acceleration of trends towards decline. Even for non-

discretionary retail, good performance during the lockdown will be 
dampened by additional costs. We expect unemployment and 

consumer sentiment to continue to weigh on retail post-lockdown. 

  

REITs are substantially affected by challenges in the retail sector 

but we expect some resilience in the office and industrial asset 
classes. 
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Retail and Consumer 

US Discretionary Retail 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Significant operational adjustments (such as limited hours/store 

traffic, reduced services and curbside pickup). Weak macro data and 

infection concerns mean sales for many categories, down by  

75%-100% since the start of the pandemic, could remain down by 

around 50% through the summer and down by 20%-30% for the full 

year. Markdowns in categories with seasonal inventory could yield 

significant 1H20 gross margin contraction and negative EBITDA for 

retailers such as department stores and apparel retailers. 

 For most department stores and specialty apparel retailers, Fitch 

expects that revenue for the quarters ending March/April and 

June/July (depending on fiscal year) could be down by 40%-50%. 

Revenue in the September/October quarter could be down by  

10%-15% with the last quarter of 2020 down by 5%-10%. We expect 

department stores and fashion-oriented apparel retailers to have the 

largest declines in EBITDA, particularly in 2H20, due to markdown 

activity. We expect revenue to rebound in 2021 although to remain 

5%-10% below 2019 levels due to weak consumer spending. 

 Some segments (such as home improvement, auto and auto parts and 

consumer electronics) have largely remained open throughout 

lockdown albeit with significant sales declines. Improving trends in 

early 2Q20 suggest such retailers could experience a 10% decline in 

the full year. A contraction in EBITDA is still likely to exceed revenue 

declines on fixed-cost deleverage, but widespread markdowns are 

unlikely given long-lived inventory. 

 These sectors could suffer a 5%-10% decline in revenue in 2020. We 

expect home improvement to remain challenged throughout 2020 

given our updated housing forecast. The revenue of other categories 

could be 20% lower through the spring, improving towards flat, or 

potentially positive levels in 2H20 given pent-up demand. We expect 

modest growth in these categories in 2021, particularly compared to 

pandemic-affected quarters. 

 With few exceptions, we expect these retailers to be negatively 

affected by a sustained consumer recession, which could cause 2021 

revenue to be 5%-10% below 2019 levels. An exception would be the 

auto parts category, which has proven to be economically resilient.  

 The gulf between market share gainers and donors to widen as well -

capitalised companies with strong consumer connections maintain or 

grow share with new omnichannel initatives or other differentiators, 

while weaker companies fall further behind.  

 

 Cost-saving measures have included temporary furloughs, permanent 

layoffs, rent negotiations, cuts to marketing and capex, dividends or 

share repurchases, and reduced or re-flowed inventory purchases for 

the remainder of the year given updated demand forecasts. A number 

of retailers could use this opportunity to assess their portfolio and 

close less-productive locations, particularly those in struggling malls. 

 EBITDA declines will exceed sales contractions due to some fixed 

costs across the business, including corporate and base store payroll, 

rent and other functions. Retailers of seasonal merchandise such as 

apparel will be most affected in the near term due to the need to clear 

spring merchandise. Apparel retailers have historically used 

promotional “calls to action” to drive traffic, so may  use ongoing 

markdowns in the medium term to mitigate recession-related traffic 

concerns. 

 Affected retailers are expected to significantly limit discretionary 

projects, yielding material capex declines from original expectations 

and 2019 levels. 

 Some retailers have suspended dividends and virtually all have 

announced the suspension of share buybacks. We expect that many 

will resume these discretionary payments at some point in 2021 as 

sales stabilise. 

 

 

 

 

 

  

 

 

Contacts: David Silverman 
david.silverman@fitchratings.com 
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US Non-Discretionary Retail 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Most food and drug retailers and general merchandisers have 

remained open and picked up business from restaurants. Larger 

format retailers are likely to further benefit from shopping-trip 

consolidation.  

 Sale increases will be partly offset by employee bonuses and greater 

labour hours due to curbside collections, cleaning and other 

pandemic-related expenses. Gross margin has also been affected due 

to the lower margins of the digital sales and grocery categories 

(versus apparel and some general merchandise categories).  

 This sector’s operating trajectory in 2021 is likely to include a return 

to pre-pandemic trends, including generally slow growth in revenue 

and EBITDA. This means sales and income levels in 2021 could be 

similar to those of 2019. 

 Food retailers are expected to see significant growth in 1H20. 

General merchandiser revenue growth is mitigated by declines in 

discretionary categories, leading to growth of around 5% in 1H20 and 

low-single-digit growth in 2H20 as restaurants open. Drug retailers 

benefitted slightly at the beginning of the pandemic due to pantry-

loading of products, including pharmaceuticals, but we expect sales to 

follow pre-crisis trajectories in most of 2020 and 2021. 

 There is limited supply-chain risk in this sector, other than some 

shortages (such as beef) in key food categories. Asian supply-chain 

concerns across many categories have been mitigated by lower 

demand. 

 Online grocery orders for delivery or curbside collection have grown 

significantly and we expect online penetration to grow structurally. 

Some weaker regional companies with limited investment capacity 

may be unable to support robust omnichannel models and will lose 

share to better-capitalised companies. 

 

 Retailers are focused on serving their customers, so some selling, 

general and administrative costs and capital projects could be delayed 

due to limited management bandwidth. 

 Expense growth may mitigate or even exceed revenue growth 

although this is largely expected to subside over time. 

 Some projects may naturally delay. Capex for large retailers i s focused 

on omnichannel initiatives, including supply chains, and not store 

growth; as such projects have some flexibility on timing. 

 Retailers have been less focused on dividend flexibility due to good 

cash flow generation within our portfolio. Several highly rated 

companies accessed the debt markets early in the pandemic to 

strengthen liquidity or pre-fund upcoming maturities.  
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EMEA Discretionary Retail 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 We assume a decline of up to 25% in revenue in 2H20 for the most 

discretionary retail categories (those exposed to store closures) 

compared to end-2019. We expect a less significant decline for home 

improvement where stores were allowed to stay open (for “DIY”), or 

where people decide to postpone such expenditure until after 

lockdown. Fuel retailing should recover faster as peop le are allowed 

to go out and to return to their workplace.  

 Online retail will partly compensate for the wider sector’s decline in 

2Q20-3Q20, which will then stabilise at historical growth rates of 

around 3%-5% in 2021 due to restrained consumer confidence. 

 We expect non-food retail to recover in 2021 but to remain 5%-10% 

below 2019 levels (excluding online), with some subsectors that were 

underperforming prior to the pandemic (such as apparel) falling to 

15% below 2019 levels. The relaxation of lockdown restrictions in 

some EMEA countries mean non-food retailers will have been 

selectively resuming operations from early May (or June at the 

latest).  

 Social-distancing restrictions and the related need to limit customer 

traffic will affect retailers with higher customer density (such as 

clothing, accessory and jewellery retailers) more than home 

improvement, furniture and fuel retailers.  

 Average tickets to be slightly higher as consumers shop less often, 

although the first months of “catching up” expenditure will likely be 

short-lived.  

 Retailers with established online channels (especially in advanced 

European countries) will fare better than those that rely on physical 

sales, such as value-based retailers. 

 

 Extra protection and security costs, lower costs for home 

improvement and furniture segments and higher costs for most 

companies in the clothing segment (depending on their potential 

exposure to the pandemic) should affect margins for both brick-and-

mortar and e-commerce channels. 

 We expect additional temporary pressure on margins from a 

downward shift in price segments due to lower incomes. 

 Expansion capex will likely be cancelled or put on hold, except for  

initiatives related to e-commerce initiatives that are likely to be 

focused on possible revision of real estate/store format strategies (eg 

“click and collect”). 

 Capex of discretionary retailers (particuarly the more exposed 

segments such as department stores and clothing) to contract by 

around 50% in 2020 versus our pre-crisis expectations. Issuers will 

implement stricter health and safety measures in their operations. 
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EMEA Non-Discretionary Retail 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 We have not made any major changes to our assumptions, as food 

retailers  are operating without restrictions as an essential service. 

 We expected good like-for-like sales growth in 2020 due to tailwinds 

1H20 (as people eat at home) and despite normalisation in 2H20. 

 Like-for-like sales growth in the financial year ending in 2021 (FY21) 

will be lower than in FY20, due to high-base effect. 

 The only significant supply-chain shortages occurred at the start of 

the pandemic, due to warehouses and logistics subsequently working 

at full capacity. There have beeen no major regional differences in 

performance, with the biggest differentiating factors being store 

formats and online penetration by country. 

 We expect companies with good proximity and convenience formats 

(those that are close to home) and supermarkets with strong 

omnichannel capabilities to fare the best. 

 In contract, the most affected retailers will likely be h ypermarkets 

(due to the difficulty in implementing social-distancing) and 

discounters (due to limited online capacity). 

 

 Additional safety and virus-protection measures and related costs to 

continue into 2021. 

 Capex will likely remain as planned, or will even increase, due to 

investments related to e-commerce or logistics and a faster transition 

to omnichannel capabilities. 

 Companies with cash flow that has been less affected by the pandemic 

are more likely to keep shareholder disbursements intact. 
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Latin America Discretionary Retail 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Department stores' revenues for 2Q20 could be 60%-80% lower than 

in 2Q19. Revenues for 3Q20 could be 15%-35% lower, with revenue 

in 4Q20 5%-15% lower. We expect revenue for non-food retailers to 

be around 10%-20% lower in 2021 than in 2019. 

 Online sales for discretionary retailers have more than doubled 

during lockdown but still represent less than 10% of normalised total 

retail sales. 

 Profitability margins will be affected by local-currency depreciation 

and seasonal inventory liquidation. Retailers that consolidate their 

financial divisions might suffer less of an impact on their consolidated 

profitability margins.  

 For retailers, the fourth quarter usually brings the highest levels of 

revenue and profitability. 

 We expect a median decline in sales of 24% in 2020, followed by a 

19% increase in 2021, and a median decline in EBITDA of 32% in 

2020 followed by a 33% increase in 2021. Median EBITDA margins 

will likely decline to 7.2% in 2020 from 10.9% in 2019 before 

increasing to 9.9% in 2021. 

 Some food retailers were not allowed to sell non-essential product 

categories in certain jurisdictions, but the sub-sector generally 

benefited from the closure of restaurants. Food retailers experienced 

some weeks of double-digit same-store sales growth in March, April 

and May. 

  

 

 We expect a reduction in capex of 20%-50% in 2020 to preserve cash. 

 Some issuers will negotiate lease discounts and lease payment 

deferrals during contingency months.  

 We also expect reductions in inventory orders and negotiations with 

lessors to reduce lease payments during sanitary contingency months. 

 Retailers with financial divisions are likely to experience cash inflows 

due to less origination and a focus on credit collection.  

 Some companies are considering reduced dividend payments in 2020. 
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EMEA Personal Care 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Consumption of  fragrances, haircare products (excluding hair colour) 

and make-up was  down by around 70% during the lockdown. 

Purchases of personal care products, restrained to supermarkets and 

online channels during lockdown, can resume in hair salons, aesthetic 

centers, beauty clinics and  gyms which are re-opening. However, 

social occasions and scope to attend beauty treatments are going to 

remain constrained by social-distancing restrictions during 2020. 

This reduces the frequency of purchases for fragrances, haircare 

products (excluding hair colour) and make-up.  Furthermore, weaker 

consumer confidence encourages consumers to reduce overall 

spending.   

 We assume  that revenues will not recover to more than 70% of the 

corresponding 2019 levels by 4Q20.  We expect companies to suffer 

from lower pricing power in the weaker consumer environment.  

Previous low-single-digit organic revenue growth should resume by 

4Q21.   

 Conversely, sales of personal-care essentials such as deodorants, oral 

care and skincare, which were not affected during lockdown, remain 

stable. Soaps and cleaners will continue to do very well.  

 The effect of impaired spending power will be felt more severely in 

emerging markets as compounded by the impact from currency 

devaluation on sales value and from more limited social security on 

consumer confidence.  

 

 Employee and customer safety will affect operating costs, with the 

main lever to protect profits remaining lower marketing and travel 

costs. Support to smaller suppliers/clients, especially through 

payment terms, leads to higher working capital needs. 

 Lower volumes will weigh materially on margins by 2%-3%. Cost 

savings realised through cuts in administrative costs and marketing 

expenses (due to lower retail promotions and advertising) will be 

insufficient to protect profits, so we expect profits in FY20 to fall 

35%-45% for the makers of more discretionary beauty products.  

 Capex is relatively low for the industry, and we do not expect material 

reductions in capex.  

 Companies that are more exposed to non-essential beauty  products 

and do not benefit from a diversified portfol io will likely consider 

reducing shareholder remuneration. Conversely, we do not expect 

adjustments by diversified manufacturers or those more reliant on 

essential products. 
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US/EMEA Beverages 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 We expect that people will be free to leave their homes in most 

markets by June 2020, but assume that bars, restaurants, hotels and 

social events (the “on-trade” consumption channels) will initially run 

at 40%-50% capacity in 3Q20 and at 60%-70% capacity in 4Q20 as 

people will attend these places cautiously. Gatherings at home will 

also be less frequent, affecting consumption. Venues where soft 

drinks are purchased out of home should follow a similar trajectory 

but recover more quickly. In the US, a material shift into the off-trade 

(home consumption) channel has substantially dampened the impact 

of the decline in on-trade sales during the first few weeks of 

lockdown, with spirits companies experiencing the greatest shift.  

 We expect a gradual improvement in 3Q20 and 4Q20 following a 

severe adverse impact in 2Q20. We then assume consolidated sales 

in 2021 will be around 90%-95% of 2019 levels depending on each 

company’s product portfolio, due to a mix of the gradual re-opening 

of on-trade venues and impaired consumer confidence. 

 Supply-chain risks have been negligible. Some governments (such as 

in Mexico, South Africa and Peru) have imposed temporary factory 

closures but this has been an exception. 

 We expect regional differences based on the different relevance of 

on-trade sales. Purchases of alcoholic beverages in the on -trade 

channel accounts for 20%-30% of sales in North America and 

Germany and as much as 60%-70% in the UK, Spain and Brazil. These 

are the two extremes with other markets inbetween, with on-trade 

channels accounting for 50% of sales on average.  

 There will not be any meaningful changes in market share. Above-

premium products may lose some share but major industry 

participants have the flexibility to reorient their offers towards less-

premium products. The effect is more pronounced in spirits than in 

beer and soft drinks. Small craft alcohol producers are likely to be 

disproportionally affected, with modest benefits accruing to larger 

producers.   

 

 Sharp cuts to marketing expenditure (which accounts for 15%-20% of 

sales) have historically enabled companies to protect profits during 

times of economic crisis. 

 For beer and soft drinks, a higher proportion of fixed costs (around a 

third of total costs excluding depreciation and amortisation, versus 

around 20%-25% for spirits) leaves less room to manoeuvre to defend 

profit margin. This is much less of an issue in the spirits sector, where 

the decline of higher-priced products affects margins but can be 

compensated by lower marketing expenditure. 

 Issuers have the ability to cut capex materially for beer and more so 

for non-alcoholic beverages since as much as 50% of their capex 

relates to returnable bottles, refrigerators and marketing material for 

the on-trade channel, which can be switched off quickly. 

 Most companies have shown some openness to stopping share 

buybacks. The industry has a limited record of dividend cuts but we do 

not rule out the potential that more companies may follow Anheuser 

Busch InBev NV/SA (ABI) and Heineken in cutting dividends if full  

re-opening is delayed until mid-2021.  
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Global 

Latin America Beverages 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 We project a major decline in revenue of up to 15% in 2Q20 due to 

lockdowns in most of the region. 

 While operating facilities have not suffered major interruption, 

revenue will be affected mainly by a decline in  sales at restaurants, 

hotels and food-service channels that represents 10%-15% of total 

revenue for the main issuers in our portfolio. 

 There will be a soft recovery in revenue 3Q20-4Q20, and a low-to-

mid single-digit decline from 2019 levels. 

 We also expect a decline in EBITDA margins due to a change of mix to 

multi-serve presentations and higher costs from US dollar-

denominated raw materials. 

 We anticipate a median decline in sales of 5% in 2020 followed by a 

4% increase in 2021. 

 We expect a median decline in EBITDA of 7% in 2020 followed by an 

8% increase in 2021, and a median decline in EBITDA margins to 17% 

in 2020 from 18% in 2019,  to remain relatively stable thereafter. 

 Issuers will focus on adapting production, distribution and  

point-of-sales execution to current conditions.  

 We expect companies to implement initiatives to increase control 

over costs and expenses. 

 Companies will revise capex plans downwards to around 5% of sales 

from levels of 6%-7% in previous years.  

 Issuers will optimise their net working-capital requirements. 

 We also expect the postponement of acquisitions to preserve cash.  
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EMEA Food, Tobacco and Home Care 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 A significiant portion of the population will continue to work from 

home for all of 2020, thereby supporting a partial consolidation of 

increased sales of packaged foods through core retail channels, while 

food-service sales remain low. The focus on hygiene will remain high. 

While smoking habits may change, such changes have historically had 

limited impact on the trajectory of consumption volumes.  

 As markets re-open, we expect to see some unwinding of the effect of 

people stocking up pantries and eating at home more that had 

benefited the sales of food companies, leading to a return to pre-crisis 

levels of sales at end-2Q20. Sales of packaged food and homecare 

products should stabilise from 3Q20 at a slightly higher level than 

that of 2019. Tobacco consumption retains its historic pattern of  

low-single-digit volume declines, compensated by price increases and 

supporting broadly stable revenues. For all three sectors, as 

weakening consumer confidence encourages consumers to trade 

down to cheaper branded or private-label products,  we expect 

companies to suffer from lower pricing power from 1Q21. They 

should also experience a mild adverse impact on revenues instead of 

their historical record of achieving low-single-digit organic revenue 

growth, although this should resume by 4Q21.  

 There has been negligible supply-chain risk related to the functioning 

of factories. Some disruption in agriculture may constrain the 

availability of food inputs and tobacco leaf, possibly increasing input 

costs despite the low oil price. 

 The effect of impaired spending power will be felt more severely in 

emerging markets as it will be compounded by the impact of currency 

devaluation on sales value and the impact of lower social security on 

consumer confidence. Among developed markets, we expect the US 

to have a deeper recession followed by a faster recovery. 

 We expect private-label products to gain market share and premium 

products to lose market share. In the food sector, large, reputable 

brands will gain share as consumers will be less adventurous in trying 

new products. 

 

 Increased attention to the safety of employees will partly affect 

operating costs but this is compensated by lower marketing and travel 

costs. Support to smaller suppliers and clients, especially through 

payment terms, will lead to greater working-capital absorption.  

 We expect the postponement of capex related to innovation around 

or the expansion of premium-priced products, although there will 

likely be more expenditure on maintenance due to equipment being 

temporarily over-utilised.  

 We expect more caution regarding new share buybacks but believe 

companies will be unlikely to change their plans on dividends. 
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Global 

Latin America Food 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Revenues in 1Q20 were supported by strong demand in the retail 

channel as consumers increased consumption at home. 

 Of the main issuers in our portfolio with strong geographical 

diversification, more than 50% of revenue inflows came from North 

America and Europe, which should mitigate their exposure to any 

single region. 

 Companies’ top-line growth in 2020 should benefit from the effect of 

converting the stronger US dollar to local currencies. 

 Quick-service restaurants and food-service channels represent  

10%-15% of total revenue for the main issuers in our portfolio. 

 We expect a soft recovery in revenue in 2H20 due to the 

normalisation of demand following a strong 1Q20. 

 We believe the pressure on EBITDA margins is manageable despite 

the trading down of consumer demand and promotional expenses. 

 We expect median revenue growth to remain flat in 2020 and 

increase to nearly 4% in 2021. 

 Median EBITDA will likely decline by 2% in 2020 then increase by 5% 

in 2021. Median EBITDA margins will remain around 11% in 2020 

and 2021. 

 

 Major issuers have cut capex by nearly 20% in 2020  to maintenance 

levels of 2%-3% of sales. 

 Companies will prioritise cash flow generation by reducing costs and 

expenses, including marketing costs. 
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US Protein 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 The protein sector is an essential part of the food supply chain. Plant 

operations are more susceptible to the impact of the pandemic given 

their labour intensity and have experienced some temporary 

shutdowns or slowdowns in production due to safety measures and 

absenteeism.   

 Higher retail volumes do not fully offset food-service declines. 

Exposure to the US food-service sector (excluding quick-service 

restaurants) is key for our expectations of processors’ EBITDA in 

2020. Depending on the processor, the food-service channel is 

around 40%-50% chicken and materially lower for pork and beef. We 

expect that the EBITDA of processors with higher food-service 

exposure, such as Tyson Foods, Inc., will decline by around 20% in 

2020. Processors with a higher mix of quick-service restaurants 

within their food-service exposure will experience more moderate 

declines in EBITDA. Exposure to food-service channels is lower in 

western Europe than in the US and negligible in eastern Europe. 

Increased processing margins in pork and beef given depressed 

livestock prices and higher retail prices should help offset cost 

pressures, particularly in beef. 

 We expect the chicken margin of Tyson Foods to be under material 

pressure in 2Q20-3Q20 due to supply/demand fundamentals and 

food-service weakness as some product categories do not transition 

well into retail channels. Vertically integrated chicken processors 

should benefit from lower feed costs.  

 A recovery in 2021 will vary depending on protein mix, exposure to 

retail and food-service channels and the health of the recovery in the 

food-service channel.  

 

 Protein companies have limited scope for cost cuts, and will incur 

increased payments to front-line workers. 

 Capex reductions are dependent on each company’s stage in the 

investment cycle, but we expect to range from a low of 10% to a 

maintenance-level high of 40%-50%. 

 Dividends have remained in place but could be affected in the event of 

widespread disruption continuing into 2021. The private ownership of 

Smithfield Foods, Inc. by its parent gives it more flexibility to manage 

its leverage profile via dividend reductions (which the parent has 

supported in the past) if required. 

 

 

 

 
 

Contacts: Bill Densmore 
bill.densmore@fitchratings.com 

 

  

60

70

80

90

100

110

120

4Q19 1Q20 2Q20 3Q20 4Q20 1Q21 2Q21 3Q21 4Q21

US Protein
Indicative revenue curve, 4Q19 indexed as 100

Source: Fitch Ratings

mailto:bill.densmore@fitchratings.com


 

Special Report  │  9 June 2020 fitchratings.com 16 

 

  

 
Corporates 

Global 

Latin America Protein 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 We expect lower sales and operating margins in 1Q20 due to 

seasonality and the contraction of sales in 2Q20 due to lower 

volumes.  

 Devaluation of the Brazilian real versus the US dollar and the  

re-opening of the market will benefit export companies.  

 Supply-chain disruption in 2Q20 due to the temporary shutdown of 

facilities will negatively affect volumes by 20%-25% for the quarter, 

although profitability should gradually recover in 2H20. 

 We expect a shift in demand from food-service channels towards 

food retail and delivery services. 

 Lower feed costs and higher retail prices should partially mitigate 

lower utilisation capacity.  

 Exports market should remain strong due to a lack of protein in China 

because of the African swine fever. We expect a median decline in 

EBITDA of 8% in 2020 followed by a 7% increase in 2021, and a 

median decline in EBITDA margins to 9% in 2020 from 11% in 2019, 

followed by an increase to 10% in 2021.  

 

 Contingencies measures (around personal protective equipment and 

testing) will keep processing plants operating. 

 We expect additional short-term debt raised to strengthen cash 

position and overall good liquidity.  

 There will be increased hiring and steady capex. 
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Leisure and Transport 
 

Global Airlines 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Domestic markets will generally start to re-open in 3Q20 with 

demand remaining severely limited. 

 International travel will not recover meaningfully until at least early 

2021 due to prolonged restrictions and passengers’ concerns.  

 US carriers will benefit from a relatively large  domestic travel 

market, but large network carriers will suffer from the lack of 

international demand.  

 For European airlines, we expect intra-EU flights to restart in 3Q20 

subject to the easing of cross-border restrictions, but demand 

depends on possible quarantine periods for travellers as well as 

social-distancing measures.  

 For Latin American airlines, there is greater uncertainty around 

timing. Brazil was still entering its peak period of infections in May. 

The recovery of Latin American airlines may lag behind global trends.  

We expect revenues to sharply drop by around 92% through 2Q20 

and to remain severely depressed until end-2020, with full-year 

revenues unlikely to reach 2019 levels until 2023. 

 Airlines that have not already done so will substantially downsize 

their workforces and aircraft fleets.  

 Airline opex is largely fixed in the near-term but becomes 

substantially more flexible the longer that demand remains weak.  

 Airlines will defer their aircraft capex, putting further pressure on 

aircraft original-equipment manufacturers.  

 To the extent that new aircraft are delivered, airlines are likely to rely 

more heavily on lessors for financing.  

 Airlines can delay non-essential maintenance, and will rely on newer 

aircraft that have more “green time” while parking older planes.  

 Companies have already suspended their shareholder returns.  

 The economic impact on fuel prices could be a partial mitigant to 

sustained lower demand, but for many European airlines the impact is 

limited due to fuel hedging for 2020. 

 The ability of airlines to raise further capital becomes questionable 

beyond 2020 as many carriers are already using assets to raise funds 

and future capacity may be limited.  
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EMEA Land Transport 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 There will be a fall in leisure-travel revenue, similar to our 

assumptions for airlines regarding domestic travel. 

 We expect a decline in revenue related to commuters, school busses 

and contracted travel, from a low-single-digit decline for public 

contracts without revenue risk, to an around 50% decline for revenue 

related to school buses and  liberalised buses during lockdown. There 

should be recovery in revenue close to 2019 levels in 2021 (assuming 

revenue remains above journeys and is supported by pre-existing 

public funding). 

 Companies in Nordic countries have been less affected than those in 

the UK, the US, Spain and Italy. 

 There will be workforce reduction in most affected segments and 

furloughs elsewhere, with reductions in non-essential capex and all 

M&A. 

 Companies will likely cut dividends with some revision of equity 

raising and leverage targets, and defer pension payments.  
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EMEA Freight Transport 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 There will be an around 15% drop in revenues in 2020 from 2019 

levels (with 2Q20 the most affected, and a decline of around 25% in 

the period April to December), followed by a gradual recovery to 

2019 levels by 2022-2023. 

 EBITDA should stay positive for asset-light operators despite a 

significant initial decline of more than 50%. 

 Volumes for air-freight operators will fare better than ocean freight 

due to the significant reduction of passenger-aircraft cargo capacity, 

especially in 2020. Air freight rates increased significantly (up to 2x) 

in the last 2-3 months, which we expect to gradually reverse, while 

ocean freight rates have been resilient but could see downside later 

in 2020.  

 Rail freight operators that are less directly exposed to global trade 

and more focused on bulk commodities (as in Russia) will fare better. 

 Tanker rates are especially strong due to oil-market dynamics. 

 Asset-light operators will benefit from the flexibility of their cost 

structures (due to a high share of variable costs) and capex 

commitments (with initial flexibility of around 50%).  
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Global Lodging 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 In EMEA, revenue per available room will decrease by around 60% on 

average in 2020, before recovering to 85% of 2019 levels in 2021, 

95% in 2022 and 100% in 2023. 

 In the US, industry-wide revenue will decline from 2019 levels by 

18% in 1Q20, by 77% in 2Q20, by 56% in 3Q20, and by 26% in 4Q20, 

before recovering to 80% of 2019 levels in 2021. 

 APAC will be one of the earlierst regions to recover. 

 Domestic trips will partially offset international arrivals (airlines’ 

capacity is forecasted to be 10% lower in 2022 from 2019). 

 Branded groups will gain market share from independents, and 

private rentals and outdoor accommodation will be a more appealing 

alternative for the purposes  of social distancing in 2020. 

 The economy segment will rebound faster than upscale categories. 

 In the US, lower-scale and small-town locations will be less negatively 

affected, staying open with reduced capacity.    

 The pace of reopening will be dictated by guidance from local 

authorities. 

 Corporate trips will remain weaker than leisure trips from  2H20, 

with an emphasis on drivable locations followed by business transient 

travel (primarily in 2021). Large group and corporate demand may be 

slower to recover until vaccines are widely available and increased 

“tele-working” may affect the run-rate of business travel. 

 Issuers will reduce variable costs, including direct costs (such as food 

and beverage) and outsourced services (such as cleaning and laundry),  

the temporary suspension of contracts, public support available in 

Europe for staff costs, variable fees to hotel managers and, in the US,  

the furlough of property-level staff and some corporate staff. Two 

thirds of costs are variable. 

 Costs related to rent, insurance and basic head-office services will 

remain fixed. 

 Companies will postpone or cancel their expansion capex, putting 

pipelines on hold, and reduce maintenance capex to minimum levels 

aided by suspended brand standards and audits in the US. We expect 

asset-heavy operators to halve their capex to 1%-3% of revenue 

compared to 3%-5% under normal conditions. 

 We expect issuers will negotiate with suppliers to manage working-

capital swings, and will suspend dividends and share buybacks (as 

already announcd by Accor SA, Whitbread PLC, NH Hotel Group S.A. 

and some US issuers). 

 Property disposals or sales and leasebacks are unlikely. 

 In Europe, companies may make use of public financing, state-

guaranteed loans and tax holidays. 
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Global Gaming 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Global property closures began in February and March and will have 

continued through May or into June for most jurisdictions. 

 Properties in Macau re-opened in March but visa restrictions and 

quarantine mandates will significantly depress volumes through 

2Q20. 

 There will be a slower recovery in Las Vegas given the market’s 

cyclicality, longer booking windows and reliance on air capacity and 

conventions. 

 Major sporting events should resume in 2H20. 

 An increase in online gaming partially offsets the decline in offline 

gaming.  

 We expect corporates to make use of variable gaming taxes and the 

ability to furlough property-level and corporate staff.  

 Companies will reduce maintenance capex to critical levels during 

closures, and have mostly suspended or reduced shareholder returns 

(including common dividends). 

 Companies have the ability to access new liquidity in the form of 

secured and unsecured debt.  
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Global Travel Services 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 We assume that the decline in travel volumes reached its floor in 

2Q20, and that they will remain 50% lower than 2019 levels in 3Q20, 

and 25% lower than 2019 levels in 4Q20. We expect a prolonged, 

linear recovery, not reaching 2019 levels until 2023.  

 Operators are globally diversified with no regional-exposure 

considerations. 

 Recovery could be faster for some operators (except for online travel 

agencies) should lodging partners lean on less-profitable channels to 

support occupancy levels. 

 The revenue of online travel agencies is more closely related  to a  

recovery in lodging, as that of global distribution systems is to the 

airline recovery.  

 Most issures have abundant variable costs, primarily related to labour 

and marketing. They also have a good ability to defer planned capex, 

mostly in software expenditure.  

 Corporates have already suspended or reduced their shareholder 

returns and nearly all have successfully raised new liquidity in the 

form of secured and unsecured debt. 
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US Restaurants  

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Most restaurants with some capability to provide food for  

off-premise consumption (whether delivery, drive-through or 

takeout) have remained open, although the level of success has 

depended largely on how well-suited the concepts were for off-

premise consumption.  

 Following an initial drop, quick-serve restaurants’ same-store sales 

(SSS) have increased to a single-digit decline yoy. Casual-dining 

restaurants’ SSS remain severely depressed at 40%-100% below 

2019 levels, although sales have improved significantly for many 

operators as consumers become more aware of and comfortable with 

off-premise offerings.  

 Sales will slowly improve from April’s trough levels as governments 

continue to relax restrictions and consumers become more 

comfortable with dining out. Pre-pandemic operating trends for 

quick-serve establishments will return in 2021 (or earlier, depending 

on the concept) although casual-dining establishments may take 

longer to normalise given the greater impact on the business model 

from the pandemic. 

 Restaurants will continue to experience significant yoy declines in 

SSS in the coming quarters. At end-2020, SSS of quick-serve 

restaurants will be lower by mid-single-digits yoy and SSS of casual-

dining restaurants will be lower by high-single digits yoy. We expect a 

significant rebound in 2021, with the SSS of quick-serve restaurants 

lower than 2019 levels by low-single-digits and the SSS of casual-

dining restaurants lower than 2019 levels by mid-to-high single digits. 

 Some restaurants have reported shortages in protein as meat 

producers have been forced to shut plants due to the pandemic and 

related restrictions. Restaurants in the US are also reporting 

challenges in the recruitment of employees, as greater 

unemployment benefits instituted by the Coronavirus Aid, Relief, and 

Economic Security (CARES) Act have made collecting unemployment 

benefits a more profitable use of time than working in some locations. 

 Less densely populated markets will re-open earlier than more dense 

markets, so restaurants in more populated markets could lag the 

overall market.  

 Quick-serve restaurants have gained market share over casual-dining 

restaurants due to a business model that caters more to off-premise 

consumption. Although this advantage will reduce from its peak in 

April, some of the gains may prove permanent as weaker casual -

dining restaurants close and those that remain open suffer fro m 

capacity restrictions and other longer-term impacts of the pandemic.  

 

 Restaurants have increased their off-premise capabilities and focused 

their marketing on their ability to serve customers at home. 

Franchisors have granted leniency to franchisees on capital projects 

and some other expenses. Operators have sought relief from 

landlords on rent, and many companies have scaled back on growth 

and refurbishment plans. 

 It is likely that the worst of the pandemic’s impact on restaurant 

revenues is now over, as sales have improved steadily from the trough  

in late March and early April, although cash burn continues for some 

segments due to negative operating leverage. Revenue improvements 

will be partially offset by the  costs associated with addressing 

ongoing safety concerns.  

 Some projects may naturally be delayed. Companies in some 

segments may reassess growth plans due to the changing economics 

of their business models due to the pandemic. Many operators have 

reduced their capex to maintenance levels, at a low single-digit 

percentage of revenue. 

 While most companies have halted share repurchases, only the most 

heavily affected have cut their dividends. In previous periods of stress, 

quick-service restaurants and value-oriented casual-dining operators 

have outperformed their sector peers. Most companies have raised 

capital and several have stated their goals of returning their leverage 

to pre-crisis levels. 
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Global 

Building and Construction 

US Building Products 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Residential construction and the manufacture of core building 

products have been classified as essential services in most US 

markets. 

 Major US retailers such as Home Depot, Inc. and Lowes have 

remained open, but specialty retailers in the US have been closed.  

 Issuers with higher exposure to Europe, India and specialty US 

retailers (and thereby to their more strict lockdown measures) are 

experiencing more significant sales declines. 

 We expect US residential repair and remodelling expenditure to 

decline about 20% in 2Q20, with continued weakness through early 

2021 due to higher unemployment and lower consumer confidence. 

 Commercial and residential construction expenditure should improve 

yoy in 2Q20 due to the pre-pandemic backlog but will slow 

considerabally by 2H20 and 1H21. 

 We expect revenues for issuers in our coverage to decline by nearly 

30% yoy on average in 2Q20, reaching a floor in 1Q21 on an LTM 

basis at levels about 20% lower compared to 4Q19. 

 

 Manufacturers are reducing discretionary spending, implementing 

layoffs and furloughs, and consolidating manufacturing and corporate 

functions to preserve margins. 

 Companies are reducing total capex by about 30% on average, which 

together with working-capital monetisation will help preserve free 

cash flow.  

 We expect companies to continue their suspension of share 

repurchases and M&A, and to hold  free cash flow as cash or apply it 

towards short-term debt reduction.  

 Company cost structures are in a better position relative to 2008, but 

we still anticipate EBITDA margins declining by around 350bps on an 

LTM basis from 4Q19 levels. We estimate that fixed costs constitute 

about 25% of total costs, resulting in a 30% decline in operating 

margins on average, limited by the cost-control measures mentioned 

above. 
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EMEA Building Materials/Products 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 The crisis has so far had only a limited effect on demand for building 

materials. Infrastructure and building projects continue in most 

markets, with some delays in regions experiencing lockdowns.  

 In many regions, both building materials and building-product 

manufacturing has been classified as critical infrastructure or 

essential services and have as such been exempt from lockdown 

restrictions. Demand for building products is supported by increased 

renovation and home improvement.  

 Supply-chain risks in this sector are limited due to companies’ access 

to their own quarries and local production. Electricity and fuel are 

critical components and substantial operating costs. The sector can 

more easily adjust to social-distancing measures due to its generally 

open-air environments. 

 Providers rely on sourced products or components so are more 

sensitive to supply-chain issues. Dual supply and built inventories are 

mitigants and companies have not experiencd any material issues in 

1Q20. 

 Building-product companies are typically smaller than buildilng-

materials companies and some have high exposure to single markets. 

For those with large exposure to France or Italy, production and 

demand has been close to zero for some time, suggesting rapid cash 

outflows during the periods of closure but a rebound once economies 

re-open. A rapid increase in orders is evidence of pent-up demand. 

 

 Both smaller building-product companies and larger cement-makers 

quickly reduced all discretionary spending, cut capex and delayed new 

projects, and have since focused on preserving cash by closely 

managing working capital.  

 Cement-making is highly energy-intensive so has benefitted from the 

rapidly decreasing costs of fuel, coal and electricity. However, some 

costs (mainly coal and petroleum coke) are purchased on longer-term 

contracts, causing a delay, but we expect this will benefit producers in 

2H20.  

 Building-product manufacturers have taken similar cash flow 

preservation measures. Companies with substantial operations in 

countries such as France, Spain, Italy, Belgium and the UK have had to 

partly close. Such companies have made use of furloughs, salary 

reductions and access to state schemes. Companies have also had a  

strong focus on working-capital management, while keeping sufficient 

inventories ready for a re-opening. 

 Many higher-leveraged private equity-owned companies benefit from 

long-term bullet maturities meaning that their financial readiness has 

been more focused on near-term liquidity. Several smaller companies 

quickly drew on their revolving credit facilities.  

 Companies have refrained from new share repurchases and some 

have cut dividends. 
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Latin America Building Materials 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Cement plants in Peru and Panama will lose 10 weeks of output and 

should have resumed operations by 1 June but having suffered an 

around 20% decline in revenue.   

 Producers in Argentina will lose eight weeks of output, with 

production fully resumed throughout the country by 1 June.  

 Producers in Colombia will lose four to five weeks of output and were 

fully operational by 1 May, having incurred an around 10% decline in 

revenue. 

 Output will be driven by demand in Brazil and Mexico where cement 

plants continued to operate. 

 Pricing will range from flat to modestly increasing in local currencies 

to a double-digit decline in US dollars. 

 We expect a median decline in sales of 19% in 2020 followed by an 

increase of 7% in 2021. 

 We also assume a median decline in EBITDA of 29% in 2020 followed 

by a 16% increase in 2021, with median EBITDA margins declining to 

12% in 2020 from 16% in 2019 and then increasing to 14% in 2021.  

 Although companies in this sector generally have high fixed-cost 

structures, large declines in fuel prices will support margins to some 

extent in 2020. Companies could reduce operating expenses by 

around 10% or more, considering salary and headcount reductions 

and weaker fuel prices. 

 Issuers will cut capex by 40%-50% in 2020, primarily to preserve cash. 

However, such low levels are likely to prove unsustainable in 2021 

and 2022. 

 Reductions in inventory and extensions of payables will lead to 

working-capital inflows. 

 Most companies will eliminate dividends for 2020. 
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Europe Engineering and Construction 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 We expect mostly low- to high-single-digit declines in revenues for 

2020, reflecting a double-digit decline in 2Q20. Many entities 

exposed to Europe will benefit from the re-opening of markets in 

3Q20, which is the prime construction period. 

 Margins will decline more severely due to site shutdowns and 

employee costs. 

 The impact on revenue varies greatly by country due to the different 

levels of construction shutdowns, from full in Spain and partial in the 

UK to limited-to-no shutdown in Germany. However, most EMEA 

engineering and conctruction (E&C) companies are internationally 

diversified, limiting the impact from their home market. 

 Sector companies with oil and gas exposure or involved in residential 

construction have experienced greater negative impacts than those 

exposed to more traditional infrastructure markets such as road, rail, 

water and power. 

 Given the long-term nature of E&C projects (18-36 months), the 

impact of a single-quarter shutdown is significant from a timing 

perspective and will have a greater impact on sector profitability due 

to operating costs that are not immediately flexible. The revenue 

curve suggests a larger fall in profits in 2Q20.  However demand 

appears to be sustained and project work has continued (albeit with  

new working practices as necessary), so we expect a clear increase in 

activity as lockdowns ease. 

 There is some evidence of a delay in tender awards, but outside of oil 

and gas projects (where some tenders have been cancelled) we 

expect most tenders to continue, albeit with new timescales.  

 

 Most issuers have enacted “force majeure” clauses in contracts to 

avoid penalties and fines. Such clauses largely allow for time 

extensions but usually don’t allow for renegotiation of terms. 

Supply chains of non-technical materials have not been materially 

affected and larger sector participants have managed to find alternate 

sources where required. Companies have experienced delays in 

technical or highly specified items sourced from China or Europe. 

 Many sector participants have suspended, deferred or cancelled 

dividend payments. 
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China Engineering and Construction 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Chinese E&C companies tend to show distinct seasonality with the 

first quarter of the year being the lowest quarter and and the fourth 

the highest in terms of revenue, profit and cash flow generation. 

 The revenue curves represent a leading E&C company with fairly 

balanced exposure to both property and infrastructure construction.  

Most issuers in our portfolio skew heavily towards the infrastructure 

sector, which is not representative of the E&C sector as a whole. 

 The impact of the pandemic crisis on the sector was mostly in 1Q20; 

the traditionally weak quarter.  Construction activity has accelerated 

since April and we expect domestic operating rates to be above 100% 

in 2H20 as companies seek to regain lost revenue and capture some 

of the significant increase in recently announced infrastructure 

investments.  

 We assume revenue growth of 5% in 2020 and 7% in 2021, driven by 

significant workflow from announced infrastructure investments and 

new contracts notwithstanding national-level housing sales and 

construction being weaker in 2020 than in 2019.  

 We expect the median decline in EBIT to be greater than the decline 

in sales in 2020. We also expect companies to take on additional 

lower-margin infrastructure-related projects, so this is likely to 

rebound in 2021 in line with revenue growth.  

 

 E&C companies are likely to increase capex and investments into PPP 

and BOT projects as a result of local governments’ promotion of 

investment in infrastructure-related projects with less state funding.  

As a result, we expect the Chinese E&C companies in our portfolio, all 

of which are SOEs, to increase borrowing to fulfil investment and 

capex needs in these projects. 
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US Homebuilding 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Homebuilding has been classified as an essential service and 

construction and sales have remained open during lockdown. 

 We expect net orders to have declined by 40%-60% in April and May 

due to social-distancing measures and we expect this weakness to 

continue into the early 2021 due to higher unemployment. 

 Public homebuilders reported a large backlog at end-1Q20, so the 

decline in revenues will be more prominent in 3Q20 and 4Q20. 

 We expect the average sales price for homebuilders in our portfolio 

to decline by 2%-4% (due in part to product mix) in 2020 and 2021 

and for home deliveries to decline 25% from peak to trough. 

 Homebuilders with higher-specification activity appear to be 

reporting healthier net orders as buyers prefer to close within a 

shorter period due in part to lower mortgage rates. 

 Some companies are offering incentives on a select basis, but have 

not reported widespread price reductions so far. 

 Supply remains relatively tight and mortgage-forbearance 

programmes are limiting the number of foreclosures. 

 

 Large public homebuilders are curtailing land and development 

expenditure to adjust to lower demand and to preserve liquidity. This 

will result in inventory levels declining by about 2% in 2020 from 

2019, which will lead to modestly higher cash flow from operations. 

 Most management teams are also publicly suspending share 

repurchases until there is more certainty regarding the economy. 

 These actions are consistent with our downcase scenarios and in line 

with the actions taken by these management teams during the 

previous housing downturn. 
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China Homebuilding 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Annual contracted sales for medium-sized developers with 

nationwide exposure will decline by 3% yoy  in 2020 and grow by 5% 

yoy in 2021. 

 Our expectations for rated issuers are slightly more optimistic than 

for the overall market, to reflect their scale advantages, lower funding 

costs and greater geographical diversification. 

 We expect a gradual normalisation of sales in 2H20, following a sharp 

drop in 1Q20 and a significant sequential improvement in March and 

April.  

 Home sales in China show strong seasonality, with the first quarter of 

the year usually the weakest (at 15%-20% of full-year levels) and the 

fourth being the highest (at 30%-35% of full-year levels). 

 Home sales will remain more robust in Tier 1, Tier 2 and strong Tier 3 

cities where there is still pent-up demand  

 

 Homebuilders have flexibility over land acquisitions, which is one of 

the main cash outflow items and typically accounts for 20%-40% of 

proceeds from contracted sales. 

 Issuers are more cautious on land acquisitions, although this varies 

depending on balance-sheet capacity and risk appetite.  

 Companies have made some promotions but no significant price cuts 

so far. EBITDA margins have been trending down structurally but are 

unlikely to be heavily affected by the pandemic. 

 Highly-leveraged developers will accelerate asset disposals to meet 

debt obligations. 

 The Chinese government has loosened domestic liquidity, which we 

expect to remain the case for the remainder of 2020. 

 We expect some marginal loosening of home-purchase restrictions 

but no major stimulus.  
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Indonesia Homebuilding 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Annual presales will decline by 40%  yoy in 2020, assuming the 

factors below for residential presales.  

 Presales in 2Q20 will be 50% lower yoy given strict social-distancing 

regulations. 

 A gradual easing of social-distancing restrictions will lead to a 

moderation of the presales decline, to 30% yoy in 3Q20 and 20% yoy 

in 4Q20. 

 Sales of industrial and commercial properties will decline more than 

those of residential properties given that demand is more sensitive to 

economic sentiment. 

 The collection of mortgage-funded housing instalments from banks 

reduced by 10% in 2Q20 as the pace of project construction slowed. 

This will moderate to a decline of 5% in 3Q20-4Q20.  

 The collection of developer-financed repayment schemes will slow 

more sharply, by 25% in 2Q20 and by 15% in 3Q20-4Q20, as some 

buyers will request the restructuring of payment schemes. 

 Fully cash-funded home purchases will move to developer-funded 

instalment schemes from 2Q20-4Q20, with tenors in the range of  

24 to 36 months. 

 

 The slower pace of project construction is reducing construction costs 

in terms of absolute value and in relation to sales. 

 Most land purchases will be deferred in 2020, as the sector has a land-

bank reserve life in excess of five to 10 years. 

 Sales commissions and marketing costs will be lower in 2020, with 

fewer marketing campaigns and lower sales. 

 Companies will reduce general and administrative costs by 10%-20%, 

and postpone or cancel uncommitted expansionary capex on 

investment properties and fixed assets. 

 Issuers will also reduce maintenance capex to minimum levels and 

cancel or defer dividends. 

 We believe sales of large land parcels and investment properties are 

unlikely. 
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Manufacturing 

Global Auto Original Equipment Manufacturers (OEMs)  

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Global sales will decline by about 20% in 2020, followed by an 

approximately 15% recovery in 2021. Further downside revision is 

possible in case of further slackening in demand for big-ticket items. 

We expect lower fleet sales to rental companies. 

 We assume that new sales will decline by 20% in Europe and the US 

and by 10% in China. 

 Companies in Europe and the US will experience the greatest impact 

in 2Q20, with sales falling by 50% and 30%, respectively. We expect a 

gradual recovery into 2H20. In China, the greatest impact was in 

1Q20, with sales 41% lower. We expect a recovery of mid-single 

digits yoy in 2H20.  

 We expect declines of about 15% in the top-line revenue of European 

manufacturers in 2020, compared to 20% for US manufacturers, 20% 

for Japanese OEMs, 12% for Korean OEMs, 14% for Chinese JVs, and 

14% for Indian OEMs.  

 There will be pricing pressure in some markets as the crisis adversely 

affects product mix and could increase incentives to protect market 

share. 

 The impact of the crisis on companies in certain sectors, such as car 

repairs and parts, will be mitigated by revenue from second-hand 

cars. 

 Chinese companies’ revenues and earnings will improve gradually 

from 2Q20 after lows in 1Q20. The revenue and earnings of 

Japanese, Korean and Indian automakers will improve gradually from 

3Q20 from lows in 2Q20, and that of European carmakers will likely 

recover gradually in 2H20, from lows in 2Q20. 

 The impact of the crisis on free cash flow will have been greatest in 

1H20 as a result of working-capital absorption, with free cash flow 

recovering in 2H20 as working capital reverses.  

 

 Several companies will eliminate or reduce dividends in 2020, and 

accelerate cost-cutting measures and deferral of capex. 

 Potential increase in captive finance dividends with reduced sales 

levels 

 There could be government support in Europe in the form of the 

removed incentives, similar to the events of 2009 in several European 

markets. We expect such support to be focused on fuel -efficient 

vehicles, aiming at lowering fuel-emissions while supporting the sales 

of new cars. 

 Local subsidies, additional licence-quota allocations in purchase-

restricted cities and wider discounts offered by manufacturers could 

accelerate car replacement in China.  
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Global Auto Suppliers 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Global sales will decline by about 20% in 2020, followed by a 

recovery of around 15% in 2021. Further downside revision is 

possible in case of low demand for big-ticket items. 

 We assume that new sales will decline by 20% in Europe and the US, 

by10% in China and by 25% in Latin America. 

 In Europe and the US, 2Q20 should show the greatest impact from 

the crisis, with sales reduced by about 50% and 30%, respectively, 

before a gradual recovery into 2H20. In China, sales will have 

declined by 41% in 1Q20, prior to a yoy recovery of mid-single digits 

in 2H20. 

 The spread between volumes sold and produced is contingent on 

manufacturers’ inventory management. 

 We expect a decline in top-line revenue of about 15% for European 

auto suppliers and 20% for US and Latin American auto suppliers in 

2020. 

 Top-line developments will vary greatly based on the types of 

products, differences in regional demand, and the degree of exposure 

to aftermarket, service and replacement markets. 

 Suppliers’ earnings will have fallen to their lowest in 2Q20 and will 

improve gradually from 3Q20, with suppliers likely to breakeven, at 

best, in 1H20. 

 The biggest impact on free cash flow will have been in 1H20 as a 

result of weak earnings, but it will improve in 2H20 as earnings 

recover. 

 For some suppliers, positive working capital in 1H20 will partially 

offset negative funds from operations. For others, negative working 

capital will exacerbate the outflows of 1H20. The positive or negative 

effect of working capital will then  reverse in 2H20 on gradually 

normalising business levels. 

 We expect downward revisions of pricing, although common in the 

industry, to be more pronounced than usual. 

 Unlike auto manufacturers, US and European auto suppliers often 

consolidate at least some of their Chinese operations. The 1Q20 

shutdowns in China have affected most suppliers’ earnings. 

 Suppliers such as BorgWarner, inc., Continental AG and Aptiv PLC, 

which have substantial backlogs of new business tied to technologies 

with secular growth trends, will outpace the wider market. 

 Suppliers with exposure to the aftermarket and tyre-replacement 

segments, or to non-auto segments such as industrial, agricultural and 

commercial vehicles, have kept at least some plants operating 

through the lockdowns. 

 Latin America auto suppliers are Tier 1 with no meaningful 

aftermarket sales and large exposure to US vehicle demand . Their 

production is largely based in Mexico, which remains low-cost.  

 

 Several companies will eliminate or reduce dividends in 2020. 

 All of the US suppliers engaging in share buybacks have retrenched 

and are unlikely to resume buybacks until markets normalise.  For 

some, amended credit facilities now include prohibitions on share 

buybacks for the time being. 

 Companies will defer capex and R&D due to delayed model launches 

and the lower use of production assets.  

 There will be temporary and permanent cost-reduction initiatives, 

including salary deferrals and furloughs of hourly for some salaried 

employees, and the elimination of most discretionary spending. 

 Companies will also accelerate cost-cutting measures, including 

previously planned plant closures and voluntary-severance schemes. 

 Some suppliers have taken advantage of lockdowns to accelerate 

process-improvement initiatives. 

 Some global top-tier suppliers are supporting their supply chains with 

better payment terms or higher recourse to reverse-factoring 

facilities.  
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Global Aerospace and Defence 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 A sharp decline in demand for air traffic in 1H20 will result in lower 

commercial-aerospace OEM production rates in 2020 and double-

digit revenue declines for suppliers. 

 Aerospace OEMs and suppliers will experience a gradual recovery, 

but their revenue will not return to 2019 levels until 2023. 

 Maintenance, repair and overhaul providers will be under significant 

pressure in 2020 as lower traffic reduces the amount of  required 

maintenance. Any rebound is dependent on platform exposure. 

 The grounding of the 737 MAX will be lifted in phases by different 

regions through 3Q20, followed by the start of deliveries in various 

geographies. 

 We expect the crisis to have a minimal negative impact on the 

revenue of defence contractors.  

 

 Aerospace manufacturers growth capex will be nearly eliminated in 

2020, with a  modestly lower rate of spending in 2021 and beyond 

than we had previously forecasted. 

 There will not be any share buybacks until at least 2021, with many 

companies cutting or eliminating dividends. 

 There will be broad cost-cutting across the sector, including 

headcount reductions, deferrals of capex and temporary facility 

closures.  

 Suppliers will experience cash inflows from working capital due to a 

reduction of inventory until production cycles resume, as well as 

supportive payment terms from OEMs and larger top-tier suppliers.  
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US Diversified Industrials/Capital Goods 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Revenue will decline by 30% in 2Q20 from 4Q19 due to factory shut-

downs, shelter-in-place orders and a lack of access to customer 

locations and project sites. 

 We expect a significant rebound in revenue in 3Q20 (compared to a 

severely depressed level in 2Q20) followed by a steady but slow 

recovery. Revenue levels in 4Q21 will remains below those of 4Q19. 

 The impact of the pandemic varies widely across the sector. 

Companies or business segments with exposure to aviation and oil 

and gas end-markets are the most affected. 

 Government policies could lead to regionally distinct re-opening 

trajectories although we currently do not assume significant 

differences. 

 A decline in EBITDA margins of 40% in 2H20 exceeds the decline in 

revenue due to operating inefficiencies. We anticipate narrower 

EBITDA margins until at least 2021. 

 Companies’ margins are affected by high fixed costs, safety measures, 

supply-chain disruption and financial or other support fo r smaller 

suppliers. 

 

 There will be significant new debt issuance to support liquidity.  

 Companies will reduce capex and implement furloughs and 

permanent workforce reductions in response to significant 

uncertainty about the pace of a recovery. 

 Companies have largely suspended discretionary share repurchases, 

and may delay some acquisition activity. 

 

 

 

 
 

Contacts: Eric Ause 
eric.ause@fitchratings.com 

Philip Zahn 
philip.zahn@fitchratings.com 

 

 

EMEA Diversified Industrials/Capital Goods 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 There will have been a sharp decline in production and revenue in 

1H20 due to factory shut-downs, lockdown and the cancellation and 

postponement of orders.  

 We expect 2Q20 to be the most affected quarter, with April the 

weakest month, before gradually increasing activity in May and June 

albeit at a low level. 

 The slow but steady recovery will continue through 2H20. 

 We expect revenue and EBITDA levels to approach 4Q19 levels by 

4Q21. 

 The impact of the pandemic varies materially between sectors and by 

regional exposure. Production in countries without lockdown s has 

still been severely disrupted due to a lack of spare parts.  

 Truck manufacturers and issuers with exposure to the auto industry 

are the most affected, while those exposed to food manufacturing 

and healthcare are less affected. 

 

 

 There will be a withdrawal or reduction of dividends on a broad basis 

in 2020. 

 Companies will reduce capex where possible and postpone strategic 

projects and acquisitions. They will also implement furloughs and 

permanent workforce reductions as a response to plummeting 

demand and uncertainty about the trajectory of a recovery. 

 

 

Contacts: Louise de la Gardie 
louise.delagardie@fitchratings.com 
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Natural Resources and Commodities 

US Chemicals 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 There will be an average decline in sales of 10% in 2020 followed by 

an  increase of 3% in 2021 

 EBITDA will decline by 18% on average in 2020 before increasing by 

10% increase in 2021. Average EBITDA margins will decline to 

around 15% in 2020 and 16% in 2021 from 17% in 2019.  

 We expect oversupply conditions to persist for longer in polyethylene 

and polypropylene chains, with slower growth for commodity 

chemicals 

 The specialty-chemicals subsector should fare better, especially 

where it is less exposed to cyclical end-markets, a strong US dollar 

and oil-based feedstocks. 

 We believe revenues for segments exposed to medical, packaging, 

and consumer non-durables will fare better than those exposed to 

autos and consumer durables, energy, construction and general 

industrial. 

 

 

 Companies will cut capex to maintenance levels of 5%-6% of sales in 

2020 and 2021 to preserve cash. 

 Reductions in inventory and extensions of payables will lead to short-

term working-capital releases. 

 Companies will reduce or eliminate dividends and share repurchases 

in 2020 to preserve liquidity. 

 
 

Contacts: Monica Bonar 
monica.bonar@fitchratings.com 

Patrick Hughes 
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EMEA Chemicals 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Median revenue will fall in 2020 by around 35% yoy in 

petrochemicals and by 12%-15% yoy in fertilisers and specialty 

chemicals. This is due to weaker prices (declining by 5%-10% for 

fertilisers and specialty chemicals and by 20%-25% for polymers, 

depending on end-markets) and lower volumes (declining by 0%-5% 

in stable end-markets and by 10%-15% in riskier end-markets).  

 We expect a median top-line recovery of around 25% in 

petrochemicals and up to 10% in fertilisers and specialty chemicals in 

2021, as prices and volumes improve. 

 Cheaper petrochemical feedstock partially compensates for top-line 

pressure. 

 We assume oil and gas prices (which drive feedstock prices for 

petrochemicals) as per our price-deck assumptions. 

 

 

 Companies will cut capex by 20%-40% and revisit early-stage projects 

with remote payoffs. Dividend cuts are likely for companies with 

flexible public-dividend policies, but unlikely for companies with rising 

absolute dividend policies. 

 Cost-optimisation programmes are possible but difficult to set up 

quickly. Companies will manage maintenance or turnaround periods 

to address unusually weak or strong niche demand. 

 We expect companies to shift their product mix to more profitable 

products such as medical equipment, antiseptic and nitrile rubber 

gloves, where feasible. 

 

Contacts: Dmitri Kazakov 
dmitri.kazakov@fitchratings.com 
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roberta.mori@fitchratings.com 

Angelina Valavina 
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US Oil and Gas 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 We assume oil prices as per our oil price deck for West Texas 

Intermediate (WTI): USD57/bbl in 2019 (actual), USD32/bbl in 2020, 

and USD42/bbl in 2021, and gas prices of USD1.85/thousand cubic 

feet (mcf) in 2020 and USD2.10/mcf in 2021. 

 Companies have enacted voluntary, price-linked production shut-ins 

and curtailments for April, May and June. 

 Capex-linked oil and gas production will decline from 2Q20. 

 Material reduction in exploration and production activity is 

evidenced by lower US onshore rig counts. 

 The impact of inventory overbuild will continue for several quarters, 

well after lockdowns are lifted.  

 We expect the fall in the demand and utilisation of refined products 

will have reached its floor in early April, before gradual improvements 

as lockdowns ease at varying rates.  

 Compared to international upstream peers, US companies entered 

the crisis with deeper hedge books in 2020 and 2021, helping to 

reduce the impact of near-term oil-price declines on their revenue. 

Lower oil prices also positively affected the Henry Hub natural gas 

forward curve, giving natural gas producers an opportunity to add 

2021 and beyond hedges at around USD2.70/mcf. Well-hedged 

producers are generally able to maintain operational momentum and 

increase production. 

 Capital and operational efficiencies continue to lower cash break-

evens in the US faster than in other regions, improving the 

competitiveness of US companies through lower prices, all else being 

equal. A squeeze on oilfield services could cut costs by an additional 

20% in some cases, which is supportive to production and margin 

profiles.   

 The WTI/Brent differential tightened in our new oil price deck 

compared to previous decks, and will make US performance relatively 

stronger post-2020. 

 

 

 

 We expect substantial capex  cuts (of up to 60%) in 2020 to 

maintenance levels (or lower) to preserve liquidity. 

 Companies will cut operating costs at the exploration and production 

level, and reduce general and administrative expenses by furloughing 

workers and reducing compensation packages. 

 We expect companies to cut or suspend dividends and to delay share 

repurchases. They will also increase on-balance-sheet cash by tapping 

capital markets or drawing on revolving credit facilities.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Contacts: Dino Kritikos 
dino.kritikos@fitchratings.com 

Mark Sadeghian 
mark.sadeghian@fitchratings.com 

John Kempf 
john.kempf@fitchratings.com 

Matt Dwyer 
matt.dwyer@fitchratings.com 

 

  

30
40
50
60
70
80
90

100
110

4Q19 1Q20 2Q20 3Q20 4Q20 1Q21 2Q21 3Q21 4Q21

US Oil & Gas
Indicative revenue curve, 4Q19 indexed as 100

Source: Fitch Ratings

mailto:dino.kritikos@fitchratings.com
mailto:mark.sadeghian@fitchratings.com
mailto:john.kempf@fitchratings.com
mailto:matt.dwyer@fitchratings.com


 

Special Report  │  9 June 2020 fitchratings.com 37 

 

  

 
Corporates 

Global 

US Midstream 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 The prices of crude oil and natural gas (as per our oil and natural gas 

price deck) will drive volumes. We expect commodity-price 

realisations because some companies receive a minor portion of their 

revenue in the form of commodities. 

 Customer bankruptcies will reduce company revenues. The chart on 

the right represents only the gas-gathering segment (the riskiest 

segment) of a single highly capitalised entity. We have yet to 

downgrade any highly capitalised entities.  

 

 

 

 Companies have cut opex, including those companies that re-affirmed 

their guidance around reducing executive salaries. 

 Large companies (which tend to have two-year capex programmes) 

have cut capex to 15%-20% of planned 2020 capex.  Other companies 

cut capex by about 40%. All companies say they are trying to make 

further cuts. 

 Small and medium companies are reducing dividends, one  

investment-grade company cut its dividend, and another has reduced 

the increase in its dividend.  No company has eliminated its dividend.   

 

 

Contacts: Thomas Brownsword 
thomas.brownsword@fitchratings.com 

Kathleen Connelly 
kathleen.connelly@fitchratings.com 

Asher Malech 
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EMEA Oil and Gas 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Median revenue will decline by around 50% yoy in 2020 due to a 

combination of weaker oil prices (45% lower yoy), lower upstream 

volumes (around 5% lower yoy, in our assumption for oil majors) and  

fuel demand (20% lower yoy  for European-focused refiners and 10% 

lower yoy for majors). 

 We expect revenue will recover by around 35% yoy in 2021 due to 

improved prices and volumes. 

 In our oil price deck for Brent, we assume prices of USD65/bbl in 

2019 (actual), USD35/bbl in 2020 and USD45/bbl in 2021. 

 Global oil demand will decrease by around 9% in 2020 and rebound in 

2021. 

 

 

 

 

 We expect coordinated production cuts by OPEC+, reduced activity 

in US shale and shut-ins at the marginal fields.  

 Most producers, including oil majors, will cut capex by 20%-30% 

(including significant cuts to exploration budgets) and cut opex by up 

to 20%. 

 Companies will reduce their distributions to shareholders. Many have 

announced dividend cuts, as in the case of Royal Dutch Shell plc (cut 

by 67%) and Aker BP ASA (cut by 67%), and suspended share 

buybacks (as in the case of Total SA, Shell and Eni SpA).  

 Companies will see disposals as a possible source of cash. 

 

 
 

Contacts: Dmitry Marinchenko 
dmitry.marinchenko@fitchratings.com 

Jakub Zasada 
jakub zasada@fitchratings.com 

Angelina Valavina 
angelina.valavina@fitchratings.com  

 

Latin America Oil and Gas 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Revenue will have fallen by 60% in 2Q20 due to lower oil prices, 

before beginning to recover. 

 We expect average Brent prices of USD35/bbl in 2020 and 

USD45/bbl in 2021. 

 The trend in revenues will closely follow that of prices, as upstream 

production volumes in Latin America remain relatively flat compared 

to other regions. 

 Global demand for oil will decline by around 9% in 2020 before 

rebounding in 2021. 

 

 

Companies will cut capex by around 35% (in US dollar terms), due to 

active cost-cutting and the benefits of currency depreciation, and will 

cut opex by more than 20%. 

 We expect companies to start cutting dividends in 2021 as a result of 

low net income in 2020. 

 Most issuers have accessed lines of credit to bolster liquidity. 

 

Contacts: Saverio Minervini 
saverio.minervini@fitchratings.com 

Lucas Aristizabal 
lucas.aristazabal@fitchratings.com 
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Asia Pacific Oil and Gas  

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 We assume oil prices as per our oil price deck for Brent: USD65/bbl in 

2019 (actual), USD35/bbl in 2020 and USD45/bbl in 2021. 

 The impact of lower oil prices on cash flow in 2020 will be less severe 

for APAC exploration and production companies due to gas prices 

being linked to moving averages of oil prices and regulated or fixed 

gas-price contracts in some markets. In some markets, including 

China, domestically produced oil is priced with a time lag to spot 

Brent prices. 

 Most APAC countries are net importers of oil and gas, so most 

national oil companies have guided relatively stable domestic 

production targets in 2020. Voluntary, price-linked production cuts 

are mainly from high-cost wells and overseas projects. 

 The fall in Chinese fuel demand and refinery capacity utilisation will 

have reached its floor by end-1Q20. The retail price floor of 

USD40/bbl applies but companies distribute gains to the national 

energy security fund 

 The fall in Indian fuel demand and refinery capacity utilisation will 

have reached its floor by end-2Q20. The retail price will have been 

constant since mid-March despite lower oil prices, mitigating the 

impact from inventory losses, before the Indian government 

increased duties from 6 May.  

 Growing downstream overcapacity will reduce gross refining margins 

in 2020, with gradual improvements as demand recovers in 2021. 

 Revenue and EBITDA in the upstream and integrated sector will fall 

by a median of around 30% and 45% yoy in 2020, respectively, before 

increasing by a median of around 20% and 45% yoy in 2021, 

respectively. 

 Revenue and EBITDA in the refining and marketing sector will both 

fall by a median of around 30% yoy in 2020, before increasing by a 

median of around 35% and 90% yoy in 2021, respectively. Capacity 

expansions and the improvement to margins from the higher 

complexity of more recent capacity will help to increase EBITDA. 

 

 

 We expect companies to cut opex by more than 10% and capex by 

10%-30%, with cuts mainly related to exploration expenditure, 

overseas projects, the suspension of work at high-cost wells and 

suspension or delay of downstream expansion (except for projects 

where companies have already invested a high amount of capital). 
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Indonesia Coal Mining/Services 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Our assumptions are based on our coal price decks, adjusted for 

correlation with ICI4 standards and the calorific value of coal. 

 We expect voluntary production cuts in 2Q20-4Q20 with full-year 

2020 production levels lower than 2019 level s for most Fitch-rated 

mining companies. 

 Production levels will recover to 2019 levels (or higher) in 2021. This 

is due to both planned increases in production capacity by some 

mining companies and the fact that some issuers faced weather-

related disruption to production in 4Q19, depressing full-year 2019 

volumes.  

 Overburden-removal rates per unit will decline for contracts with 

tier-pricing structure. We also expect price cuts of varying amounts 

for those without tier-pricing. 

 We expect lower revenues from overburden-removal and other types 

of services (such as haulage and barge transport) in 2Q20-4Q20 

before a recovery to pre-pandemic levels in 2021. 

 We believe there will be a median decline in revenue of 17% yoy in 

2020 and of 7% in 2021 from 2019 levels. 

 

 

 

 Some Fitch-rated mining companies will revise their mining plans to 

reduce strip ratios. 

 Companies will suspend mining activities at high-cost sites.  

 We expect lower overburden-removal rates in accordance with tier-

pricing structures or due to companies negotiating with contractors 

for lower pricing.  

 Indonesian coal-mining companies outsource their mining work to 

contractors, resulting in their generally low capex. However, we 

expect companies to substantially cut expansionary capex for service 

contractors in 2020.  

 Lower oil prices will help to reduce fuel costs.  

 Companies will reduce general and administrative expenses.  

 We expect a median decline in 2020 EBITDA of 40% yoy, with 

EBITDA in  2021 more similar to that of 2019, and EBITDA margins in 

2021 exceeding 4Q19 levels due to lower oil prices and strip ratios.  
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US/Canada Metals and Mining 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Canadian mines will largely continue normal production although 

may face challenges around the transportation of equipment and 

people to sites. 

 We expect a significant decline in the prices of copper, aluminium and 

steel. 

 US blast-furnace steel producers will idle capacity, and electric-arc-

furnance producers will reduce production, with a 15%-30% decline 

in shipments in 2020. 

 Demand for US non-residential construction steel is relatively 

resilient but we expect it to decline, along with significant declines in 

auto and energy demand. 

 Sales will decline by an average of 10% in 2020 followed by an 

increase of 7% in 2021. 

 We expect a median decline in EBITDA of 30% in 2020 followed by an 

increase of 20% in 2021. We also expect a median decline in EBITDA 

margins to 23% in 2020 from 25% in 2019, before increasing to 30% 

in 2021. 

    

 

 

 Companies will cut capex by up to 45% in 2020,  primarily to preserve 

cash.  

 Companies’ reductions in inventory and extensions of payables are 

leading to working-capital inflows. 

 We also assume that some companies will suspend share-repurchase 

programmes and cut dividends. 
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EMEA Metals and Mining 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Large diversified mining companies have experienced disruption to 

production in South Africa and Peru, and reduced guidance for assets 

in Canada and Colombia. We expect pandemic-related restrictions to 

ease by 3Q20 and that the loss in volume is not material in the overall 

context. Many major assets are operating without any disruption to 

production.  

 Steel prices will be lower by 10%-15% in 2020, reflecting lower 

underlying costs and intense competition. We expect prices to 

slightly recover in 2021. We also expect higher exports to Asia from 

Russia, and more commoditised products for Russian producers. 

 We expect a median decline in sales of around 25% yoy in 2020, 

increasing to around 15% yoy in 2021. 

 We also expect a median decline in EBITDA of around 30% in 2020, 

with a rebound of around 25% yoy in 2021. We expect margins to 

decline to 18% in 2Q20 from a median of 24.3% in 2019, before 

recovering towards or potentially slightly higher than 2019 levels due 

to cost-push inflation and currency depreciation in emerging markets. 

    

 

 Large diversified miners will incrementally delay rather than cancel 

capex, more due to supply-chain issues or difficulties in complying 

with government restrictions rather than to preserve cash.  

 Dividends are based on a payout ratio and we expect them to 

continue, even at higher bands of published guidances, albeit 

companies are committed to preserving strong balance sheets.  

 Lower oil prices and currency depreciations will partly mitigate the 

threat to earnings. 

 We expect steel companies to cut capex by 15%-30% and to 

substantially reduce or eliminate dividends. Currency depreciation 

reduces costs for Russian producers. We believe the product mix will 

shift from auto and construction to more commoditised steel that is 

sellable in various end-markets. 
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Latin America Metals and Mining 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Underground mines in Peru will lose about 12  weeks of output. We 

expect larger mines to have become fully operational by the 

beginning of June, but  government restrictions on smaller mines 

remain.  

 Mining companies in Mexico and Colombia will lose two weeks of 

output and will have been able to operate with fewer restrictions 

since 1 June.  

 Output in Brazil and Chile will be largely unaffected. There is some 

risk that increasing cases of the coronavirus will lead to new 

government measures and high absenteeism. 

 Our pricing assumptions are based on our price decks. 

 We expect a median decline in sales of 17% in 2020 followed by a 

increase of 12% in 2021 

 We also expect a median decline in EBITDA of 26% in 2020 followed 

by an increase of 22% in 2021, with a median decline in EBITDA 

margins to 19% in 2020 from 23% in 2019 prior to an increase to 21% 

in 2021. 

    

 

 

 Companies will cut capex by 25%-50% in 2020, pimarily around 

exploration and development, due to difficulties in executing projects 

and to preserve cash. This will result in extremely low capex, following 

a median capex/depreciation level of 1x in 2019. 

 Reductions in inventory levels will lead to working-capital inflows.  

Some of this benefit will be offset by the inability to collect 

receivables in a timely manner. The extension of payables is 

challenging because the finances of many key suppliers are also 

stretched. 

 We expect most companies will eliminate dividends in 2020. 

 Steel companies such as Usinas Siderurgicas de Minas Gerais S.A. 

(Usiminas) and Gerdau S.A. have closed steel mills in order to match 

the reduction in demand and to increase capacity-utilisation levels at 

the plants that they continue to operate.  
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China Metals  

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Fitch-rated Chinese metals issuers comprise only of aluminium and 

steel producers, which are less affected (in terms of production) by 

seasonality, mostly due to the continuous operational nature of 

furnaces and smelters, which is not labour intensive.  However, the 

revenue, profits and cash flow generation of such companies can be 

volatile due to changes in commodity prices and the cost of raw 

materials and inputs.  

 The chart on the right shows our forecast for a national leading steel 

producer with diversified product offerings exposed to construction, 

automobile and consumer-product sectors. 

 The first quarter is seasonally weaker as downstream producers shut 

for Chinese New Year. The fall in revenue will have been higher in 

1Q20 due to the pandemic, athough there has been a rapid recovery 

since April as construction activities resumed. We expect revenue to 

decline by 3%-5% yoy in 2Q20-4Q20 after a fall of around 8% yoy in 

1Q20. We also expect gross margins to remain around 10% in 2Q20-

4Q20, which is around 100bps-200bps lower than the same period in 

2019.   

 We expect revenue to increase by around 5% yoy in 2021 and gross 

margin to increase by 50bps-100bps to around 11% yoy. Our 

expectation of larger margin is mostly based on our forecast for lower 

steel raw-material costs in 2021.   

    

 

 

 Producers brought forward plant and equipment maintenance 

schedules before April to curtail production volumes amid weak 

prices and demand.  Most Chinese producers no longer have 

expansionary capex as they are not allowed to expand, although their 

maintenance capex is fairly stable on a yearly basis. 

 Relaxed enforcement of environmental and emission policies, which 

could lead to fewer emission-related production curtailments during 

the winter season of 4Q20-1Q21. 

 We also expect increasing production of long products as demand in 

the construction sector outpaces that other sectors, such as auto. 

 Companies with upstream mine-development plans will delay these 

project by six to 12 months.  
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Latin America Pulp and Paper 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 The decline in the price of bleached eucalyptus kraft pulp delivered to 

China has already reached its floor after plummeting to USD480/ton 

at end-2019 from USD725/ton at end-2018.  

 We expect an average hardwood net pulp price of USD525/ton in 

2020 and USD575/ton in 2021. 

 Pulp sales will remain close to full capacity in Brazil and Chile. 

 FX depreciation of local currencies will aid cash flow generation. 

 We expect a median increase in EBITDA of 6% in 2020 and 21% in 

2021, with median EBITDA margins increasing to 31% in 2020 and 

33% in 2021 from 28% in 2019. Higher EBITDA in 2021 is due to an 

increase of USD50/ton in pulp prices and the start of  a new pulp line 

by Celulosa Arauco y Constitucion S.A. (Arauco) in 2Q21. 

 We assume that Arauco’s and Klabin’s expansion projects will remain 

on schedule. 

 

 

 

 Companies wlil cut maintenance capex by 10%-20% in 2020 to 

preserve cash, and most companies will eliminate dividends in 2020. 

 We expect a USD700 million capital increase at Arauco. 

 

 
 

Contacts: Fernanda Rezende 
fernanda.rezende@fitchratings.com 

Claudio Miori 
claudio.miori@fitchratings.com 

Rodolfo Schmauk 
rodolfo.schmauk@fitchratings.com 

 

 

Latin America Sugar and Ethanol 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 There has not been any disruption to sugar cane harvesting, logistics 

or port activities and we do not expect this to change.  

 We expect higher volumes of crushed sugar cane volumes in the 

current season due to more favourable weather. 

 Companies will prioritise sugar at the expense of ethanol, the price of 

which plunged in April and May due to lower oil prices.  

 Most companies have hedged their sugar sales for 2020-2021 at 

quite good levels. 

 We expect average sugar prices of USD11 cents/pound in the next 

two seasons and for ethanol prices to move in line with oil prices and 

the Brazilian real exchange rate. 

 There will be a median decline in sales of 4% in 2020 and a further 2% 

in 2021. We also expect a median decline in EBITDA of 15% in 2020 

and a further 1% in 2021, while median EBITDA margin will decline to 

30% in 2020 from 35% in 2019, and stay flat at 29.4% in 2021. 

 

 

 

 

 

 Companies are increasing sugar production to maximum capacity to 

take advantage of good hedged positions and to reduce cash flow 

exposure to ethanol. 

 Companies with sufficient financial flexibility are building or hiring 

additional ethanol storage capacity where necessary. 

 We assume companies have low flexibility to cut spending on sugar 

cane renewal and crop care as this would decrease future crop yield.  

 We do not expect expansionary investment. 
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Asia Pacific Palm Oil 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Operational activities in palm oil plantations, mills and refineries have 

been largely unaffected by pandemic-related restrictions as most of 

these assets are located far from urban areas.  

 Output is likely to be mainly driven by weather conditions and 

acreage maturity profiles. We expect higher yields of fresh fruit 

bunches and crude palm oil (CPO) in 2020 and 2021 for most 

producers due to better rainfall and maturing plantations. 

 The inherent seasonality of the output of fresh fruit bunches, which 

means 55%-60% of annual CPO production is usually achieved in the 

second half of the year, should increase revenues in 2H20 and 2H21.   

 However, higher output in 2H20 is also likely to pressure prices, 

unless crude oil prices improve materially which would encourage 

biodiesel blending. We factor in an improvement in demand for edible 

oil in 2H20 due to easing of restrictions on outdoor travel and 

eateries in several countries.  

 Compared with the average price of USD640/tonne for the 

Malaysian benchmark spot CPO price index in 1Q20, we assume 

prices will weaken in 2Q20-4Q20 and an average price of 

USD520/tonne for 2020. We expect this price to improve to 

USD560/tonne in 2021 assuming further growth in edible oil 

consumption and sustained support by Indonesia for its biodiesel 

blending programme.  

 Earnings for CPO companies in 2019 were affected by lower prices as 

well as yields, despite an increase in the average price to around 

USD600/tonne in 4Q19. We expect EBITDA in 1Q20 to be higher 

than that of 4Q19 due to the higher CPO price. EBITDA for  

2Q20-4Q20 should be lower due to weaker prices. We estimate the 

quarterly average price in 2020 will be around 20% lower than the 

price in 4Q19.  

 We expect quarterly average of EBITDA in 2021 to be broad ly the 

same as the level in 4Q19, with the benefit of higher sales volumes 

offset by cost inflation and a lower average price.  

 

 

 

 Companies will cut capex by 10%-30% to conserve cash and limit the 

impact of the pandemic on leverage. They should have further 

flexibility to cut capex if liquidity becomes a concern. Companies with 

relatively young plantations will likely have more flexibile capex as 

they have a lower need for replanting. 

 We expect moderate operating-cost inflation due to lower wage 

increases and  fuel and fertiliser prices. These components comprise 

the majority of the production cost of fresh fruit bunches. Some 

companies may also reduce fertiliser input to lower costs, although 

this would affect future yields. 

 We do not assume meaningful cuts in dividends but companies have 

the flexibility to reduce payouts if they begin to have concerns 

regarding liquidity. 
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Health  

Global Pharmaceuticals 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Reopening trajectory for global pharmaceuticals will be very closely 

aligned with our economic base-line scenario.  

 We expect a rebound in demand for elective procedures as the acute 

pandemic-related situation improves for hospitals and capacity 

returns to accommodate the full variety of patient treatments. 

 There is the risk of drug shortages and there has been temporary 

dislocation in the supply chain, mostly in the generic market and 

particularly related to supply from Asia. We expect some review of 

and a potential shortening of supply chains in the sector in the 

medium term.  

 The industry has sufferently only very mild disruption because it has 

been designated a key industry, so we do not make any significant 

cost- or strategy-related assumptions regarding re-opening. 

 Innovation and R&D pipelines will be delayed, as clinical trials have 

been slowed or stopped during the pandemic and R&D capacity has 

been made available to find treatments and vaccines for COVID-19. 

 

 

 

 We expect slower industry M&A in the near term, but an accelerating 

trend to partnerships and collaborations in order to accelerate 

specialist research and to address manufacturing or capacity issues. 

 We do not anticipate significant changes with regard to the financial 

policies or capital structure of large pharmaceutical and biotech 

companies as a result of the pandemic. 
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US Medical Services 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 April 2020 was the most affected month for this sector, with  peak 

business disruption and a trough in the volume of elective healthcare 

services.  

 We expect a slow return to normal patient volumes from May and 

through to end-2020.  

 There may be an initial surge in demand later in 2020 as healthcare 

providers address deferred services, assuming that providers can 

reassure patients that they will mitigate the risk of exposure to the 

coronavirus in care-delivery settings.  

 Volumes of elective service in 2021 may be less than that of  

late 2019 due to unemployment leading to loss of access to employer-

sponsored health insurance. 

 

 

 

 

 Companies are able to cut opex slightly but not enough to offset 

revenue declines given the negative operating leverage associated 

with lower patient volumes and the ongoing need for staffing and 

supply readiness.  

 Companies can improve liquidity by reducing capex, M&A, share 

repurchases and dividends in 2020-2021. Most issuers in this sector 

have already taken these measures to some degree to  protect their 

balance sheets. 

 Government funding through the CARES Act and future fiscal 

stimulus packages will help support the sector’s liquidity but will not 

entirely offset the loss of revenue in 2020.  
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EMEA Medical Services 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 We expect a strong rebound in demand for medical services following 

the resumption of elective and routine medical treatments, which had 

to be put on hold during the lockdown period. We also expect a 

rebound to normal levels of core services due to people now being 

allowed and encouraged to visit their general practictioners, clinic 

and  hospitals, and due to the reopening of medical-service facilities.   

 We expect demand forthe inpatient and outpatient health services of 

hospitals and clinics to approach close-to usual levels by end-2020. 

This follows a collapse in demand we estimate at 10%-50% (varying 

by country and type of service) in March due to the postponement of  

elective surgeries, “free-choice” services and medical check-ups, and 

due to restrictions on the movement of high-risk categories of the 

population. 

 We believe the pandemic will have only a minimal impact on demand 

for care homes. Their main challenge is management of their cost 

base due to permanently higher opex (related to hygiene, protection 

equipment and the cost of testing), with reimbursement varying 

between countries. 

 We expect rebounding business volumes in all sub-segments in 2H20, 

resulting in a decline in annual sales of 1%-10% following a mid-

double-digit decline in 1H20.  We project that sales will reach or 

approach 2019 levels by end-2021. 

 The restoration of demand for medical products and services wil take 

longer, with reimbursement limitations and higher “out-of-pocket” 

costs. 

 

 

 We expect that companies will furlough employees and reduce selling, 

general and adminstriative expenses, mainly related to marketing and  

travel costs and the salaries of senior management. Companies will 

also defer rental and tax payments.  

 Asset-heavy business models (those dependent on real estate 

networks) have limited ability to cut costs given their high operating 

leverage. Cost-reduction measures will partly offset earnings losses 

but won’t be sufficient to avoid margin losses. 

 Companies will cut discretionary expansion or growth capex and 

M&A in 2020. We believe investment-grade credits are unlikely to cut 

dividends in 2020 but this is possible in 2021.  
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US Medical Products 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Pandemic-related business disruption peaked in April 2020, when 

volumes of elective and routine healthcare services also fell to their 

lowest. Critical care and COVID-19 related product volumes will not 

provide enough revenue to offset losses. 

 Companies with exposure to Asian markets that suffered earlier 

outbreaks of the virus will have experienced lower sales in 1Q20 than 

US healthcare providers, which are domestic-focused operations. 

 We expect a slow return to normal patient volumes from May 2020 

and through to end-2020.  

 There may be an initial surge in demand as providers address more 

acute deferred healthcare services later in 2020.  

 The volume of elective services in 2021 may be lower than that of late 

2019 due to unemployment leading to the loss of access to employer-

sponsored health insurance.  

 

 

 

 Companies are able to reduce opex somewhat but not enough to 

offset revenue declines given the ongoing need for supply readiness.  

 Companies will reduce capex, M&A, share repurchases and dividend 

growth to source liquidity in 2020-2021. Most issuers in this sector 

have already taken these measures to some degree to protect their 

balance sheets. 

 Issuers have been able to tap the capital markets to secure additional 

liquidity.  
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EMEA Medical Products 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 The rebound in demand will be directly correlated with the easing of 

lockdown restrictions, with an almost V-shaped  recovery of order 

volumes. The reopening of outlets (such as specialist shops and 

medical-service units) will be the main driver of revenue. 

 We expect rebounding business volumes in all sub-segments in 2H20, 

resulting in an annual sale decline of 1%-10% following a mid-double-

digit decline in 1H20. We project sales to reach or approach 2019 

levels by end-2021. 

 The restoration of demand for medical products and services with 

reimbursement limitations and higher out-of-pocket costs will be 

slower. 

 

 

 

 Typically asset-heavy business models (those involving manufacturing 

or those dependant on real estate networks) have limited ability to 

cut costs given their high operating leverage. Cost-reduction 

measures will partly offset earnings losses but will not be sufficient to 

avoid margin losses. 

 Companies will cut discretionary expansion and growth capex and 

M&A in 2020. Investment-grade credits are unlikely to cuts dividend 

in 2020 but this is possible in 2021.  
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US REITs  

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Cash same-store net operating income (SSNOI) declines ranging from 

15% to 20%, led by the retail sector (with declines of more than 30%) 

and, to a lesser extent, healthcare. SSNOI could be slightly positive 

for the specialty, tech oriented data center and cell tower owners 

that comprise outsized industry weightings by market capitalization. 

 Occupancy losses will be greatest for those sectors most affected by 

the pandemic, social-distancing measures and, to a lesser extent, 

broader economic weakness.  

 Weak demand will put pressure on new rents. However, property 

sectors with longer leases could still see uplift (relative to expiring 

rents) and renewals should remain positive given unusual ly strong 

retention rates. 

 Higher bad debt reserves will also moderately pressure SSNOI, and 

cash rents will fall short of GAAP rents for high exposure sectors. 

 

 

 

 

 Issuers are generally open to providing viable tenants with limited 

near-term rent flexibility, provided that they can prove their financial 

hardship. This could delay cash rent collection until 2021 (assuming 

ultimate payment after deferral). 

 Companies will likely implement permanent rent reductions for select 

tenants, primarily for triple-net leases in retail and healthcare sectors.     

 Companies are curtailing external growth strategies by halting 

acquisitions and the sale of assets, reducing discretionary 

development (or redevelopment) expenditure and deferring 

maintenance capex. 

 Some companies have fully drawn their revolving credit facilities as a 

proactive, defensive measure to show ample liquidity. 

 Many REITs have reduced or expressed willingness to reduce 

dividend payments to preserve liquidity, including potentially issuing 

shares in lieu of cash dividends to satisfy REIT distribution 

requirements.   
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EMEA REITs  

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 For REITs exposed to retail, store closures (rent collection disruption) 

are concentrated in 2Q20 representing 25% of rent. This is adjusted 

where actual collections are better. 

 Lower rents on lease expiries and within other rental concessions are 

also affecting our expectations for 2021 and 2022. 

 There are various degrees of state support to landlords (fewer store 

closures and greater state subsidies in the Nordics, encouraged rental 

deferment in France, and no direct support in the UK).  

 For office and industrial portfolios, rent collections have remained 

high in 2Q20, so this rental profile is less adversely affected. 

 There is nonetheless potential for lower rents on scheduled rent 

reviews, albeit with less long-term pressure on office rents from the 

sudden experiment in mass-scale working from home.   

 

 

 

 For REITs with large exposure to retail, companies will implement 

rent deferments rather than abatement, with support for smaller 

operators and food and beverage operators.  

 The loss of rents will directly affect the bottom line of REITs due to  

EBITDA margins of 80%.  

 REITs have a high level of flexibility to curtail development spend (if 

any). 

 Many companies and REITs are already cancelling dividends. We 

expect REIT payout rules to be relaxed. 

 For REITs focused on office and industrial, there will be some 

deferment of rent on a case-by-case basis, but rent roll will be largely 

unaffected. Capex on office/industrial property developments are 

nonetheless likely to be delayed and, like other sector property 

companies, these REITs will likely cancel cash dividends. 
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Latin America Real Estate 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 The real estate sector (including retail, industrial and office segments) 

will lose 10 to 12 weeks of operations.  

 Total annual rent will decline by around 15% and occupancy rates will 

decline by 3%-7% in 2020 compared to 2021. We expect a recovery 

in rents and the occupancy rate (towards 2019 levels) from 2021. 

 Retail segment and shopping malls are more exposed to the impact of 

the pandemic than the industrial segment due to the variable rent 

component.  

 Shopping malls’ revenue from parking and revenue services will 

decline by 25%-30% in 2020 from 2019, but will increase by single 

digits in 2021 (compared to 2019 levels).  

 We expect a median decline in sales of 25% in 2020 followed by a 

revenue recovery of similar magnitude (25%), and a median decline in 

EBITDA of 24% in 2020 followed by an increase of 23% in 2021.  

 We also expect a median decline in EBITDA margins to 71% in 2020 

from 75% in 2019, before an increase to 74% in 2021. 

 

 

 Companies will focus on business continuity by facilitating some form 

of aid to tenants, such as rent deferrals and discounts. 

 Companies will cut capex by 50%-100% in 2020  due to their focus on 

liquidity.  

 Malls will reduce commons cost by 25%-50% and marketing funds by 

75%-100%.  

  Most companies will reduce dividends by 25%-50% in 2020 . 
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Media, Communications and Technology 

US Wireless Operators 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Handset sales are materially lower, by as much as 40% in 2Q20, as 

wireless operators have closed many stores. However, as there is no 

operating margin on handsets, the decline in sales has not affected 

EBITDA.  

 Consumer demand is stable with low double-digit increases in mobile 

usage as millions work from home and home-school their children. 

Growth could also be supported by 5G networks. There could be 

longer-term pressure due to higher unemployment. The wireless 

sector generally has a high priority in terms of consumer payment. 

Churn has been low, well below 1%, due to store closures. 

 The small- and medium-sized business (SMB) segment will remain 

weak, affected by lockdowns and high unemployment. 

 Near-term demand in the enterprise segment has increased to 

support work-at-home initiatives. 

 Public-sector demand is increasing due to wireless being an essential 

service for frontline workers, including first responders and  

healthcare workers. 

 The Federal Communications Commission’s (FCC) “Keep Americans 

Connected” (KAC) pledge, although churn-positive, will have a 

negative effect on profitability in consumer and SMB segments with 

growing bad debt.  

 

 

 

 We expect companies to accelerate pre-crisis cost-cutting initiatives. 

 Wireless operators are experiencing some delays in receiving permits 

from municipal officials to work on towers or install network 

connectivity to towers. 

 Carriers are maintaining or increasing capex on networks to increase 

4G LTE capacity to keep up with annual growth in data usage of 

around 30% and to continue the longer-term strategic deployment of 

5G technology.  

 Capacity-related capex is largely success-based, and companies could 

reduce it if the rate of usage growth slows over a longer period.  

 Major wireless carriers that pay dividends have sufficiently resilient 

revenue streams and many opex and capex levers, so have not had to 

cut or eliminate dividends in prior times of stress. They could also 

scale back new projects that are initially dilutive to cash flow. 
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US Wireline Operators 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Demand is strong in the consumer segment with a significant increase 

in broadband consumption as millions work from home and home-

school their children, potentially offset by the effect of higher 

unemployment. 

 The SMB segment will remain weak, affected by lockdowns and high 

unemployment. 

 We expect near-term demand in the enterprise segment will be 

affected by customers’ deferral of major purchase decisions and 

network upgrades. 

 Public sector demand is increasing due to several education and tele-

medicine initiatives and programmes under the CARES Act. 

 FCC’s KAC pledge, although churn-positive, will have a negative 

effect on profitability in consumer and SMB sectors with growing bad 

debt.  

 

 

 

 We expect companies to accelerate pre-crisis cost-cutting initiatives. 

However, some potential cost savings from on-net access may be 

delayed due to an inability to access client premises. 

 Companies have the flexibility to reduce capex when needed because 

most  capex is success-based.  

 Pure wireline companies, which typically have lower ratings, have 

previously cut dividend in periods of stress, while some others have 

altered their dividend policies as part of their changing capital-

structure initiatives. 
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US/Canada Cable 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 The cable sector is resilient in a downturn, given the value provided 

by its broadband and video services (particularly to consumers) in the 

current environment. The sector’s predictable, recurring payment 

stream also supports revenuel. 

 The SMB and advertising segments, which we expected to remain 

weak, partly offset the strength of the video and broadband business. 

 Mobile offerings under mobile virtual network operator agreements 

are also supportive of sustained revenue. 

 The FCC’s KAC pledge, although churn-positive, will have a negative 

effect on profitability in consumer and SMB segments with increasing 

bad debt. 

 

 

 

 

 We expect modest (rather than large) cost reductions of 5%-10% due 

to the general resilience of operations in this sector. We expect bad-

debt expenses to increase but more than likely to be offset by cost 

discipline and the slowdown in some areas of operators’ businesses. 

 The majority of capex is success-based, including capex related to 

customer-premises equipment and line extensions, so can be reduced 

when demand declines. 

 Companies in this sector generally have not cut dividends in stress 

periods given the resilience of cash flows and levers to preserve cash 

flow (including reductions in capex and opex). 
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EMEA Telecoms 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 We believe the pandemic will have a limited impact on telecoms due 

to mainly recurring subscription revenue. 

 We expect a decline of 80% in roaming revenue in 2Q20 and a mild 

decline in revenue for 2020 due to the weak macroeconomic 

environment (especially in the SME segment). 

 Revenue will likely be 4% lower in 2020, and flat in 2021 compared to 

2020. 

 Roaming revenue will take longer to recover, similar to trends in 

tourist travel. 

 Overall subscriber churn is likely to fall as few customers will switch 

operators during the crisis. 

 

 

 

 

 Companies will reduce operating costs, including lower expenditure 

on marketing and customer acquisition. Operators have some 

flexibility on opex and will probably accelerate efficiency plans. 

 We believe companies will likely delay capex related to upgrades that 

deliver new functionality. 

 Operators have reduced dividends in previous downturns but recent 

statements indicate that they will maintain dividends in 2020. 
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Latin America Telecoms 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 There will be lower churn, as lockdown measures close stores and 

impede mobile portability, as well as slower adoption of multi-play 

packages. 

 There will be weaker growth in handset sales as disposable incomes 

fall, along with slower postpaid migration and broadband uptake. 

 Demand for telecom services will rise, with data consumption  on 

mobile and fixed platforms increasing by 20%-40%. This will be offset 

by the increase in bad debt, amid high levels of competition for 

customers. 

 We expect a median decline in revenue of 4%-6% and a decline in 

EBITDA margins of 3%-5% in 2020. 

 Higher prepaid penetration implies lower subscription-like revenues. 

Fewer digital touchpoints suggest that physical-store lockdowns will 

have a greater impact on activity. 

 

 

 

 

 Carriers will reduce opex related to subscriber acquisition, marketing, 

energy and inventory purchases. 

 Carriers, unable to suspend service, will instead reduce speeds and 

data allowances on postpaid mobile and broadband plans for 

customers who pay late. 

 Carriers will reduce handset financing and work with vendors to 

extend the payables cycle, although this will not totally offset the 

increase in the receivables cycle. 

 Companies will cut capex by 15%-30% in 2020 due to slower 

economic activity and the appreciation of the US dollar against local 

currencies. They will also increase network sharing and infrastructure 

spin-offs. 
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Asia Pacific Telecoms 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Average revenue will continue to grow in 2020 but at a lower rate 

than in 2019. Revenue growth in 2021 will come close to the annual 

growth rate of 2019. The relative resilience of revenue in this sector 

is due to data growth and the ability to charge higher rates for larger 

data bundles, notwithstanding weaker enterprise, SME and 

international-roaming segments. 

 There will be limited competition as operators focus on profitable 

growth and managing network capacity. 

 Tariff hikes and the resumption of smartphone sales in India will drive 

a local recovery in 3Q20, following the easing of lockdown measures, 

which were among the strictest in the region. We expect to see a 

gradual transition of customers from 2G and 3G services to 4G 

services. 

 The impact of the pandemic on sector revenue in South Korea is 

relatively subdued due to recurring subscription revenue and 

migration to higher-tariff 5G plans. 

 Companies’ access to more cell sites and the resumption of network 

rollouts will influence market-share shifts in the Philippines, which 

largely depends on wireless connectivity.  

 There will be a slow recovery in roaming revenue in 2H20, although 

this generally accounts for a relatively small portion of total revenue.  

 The re-opening of retail stores should increase gross subscriber 

additions and prepaid reload in emerging markets that heavily 

depend on traditional distribution networks. 

 The sector in this region is characterised by strong fourth quarters 

(the holiday season) and relatively weak first quarters. Most markets 

are likely to recover to pre-pandemic levels by 4Q20, supported by a 

resurgence in enterprise spending. 

 

 

 Companies will upsell data services and bundles to increase ARPU, 

and accelerate cost-cutting efforts to manage EBITDA margins. 

 The extension of credit payments to postpaid customers and SMEs 

may temporarily increase working-capital needs. 

 Companies will prioritise capex related to the maintenance of 

network quality and expansion of capacity.   

 Companies will deprioritise or delay discretionary capex (investment 

not justified by near-term capacity requirements) to enable 

investment to meet proven demand and maintain financial flexibility. 

This will be particularly evident in emerging markets such as India, 

Indonesia, Thailand and the Philippines, where telecom companies 

depend on the  4G network to cater to data demand. 

 Companies will reduce dividends in 2020 to strengthen their balance 

sheets. 
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US Media 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Attendance-reliant channels (out-of-home entertainment including 

live events, theatrical exhibition and theme parks) were broadly 

closed until June. We expect slow normalisation in 2H20, although 

there is the potential for constrained attendance at re-opening due to 

limited attendance or capacity constraints, driven by lingering public 

health and safety concerns. Attendance will declines by around 50% 

in 2020, with peak declines of 80% in 2Q20 and 40% in 3Q20. 

 With regard to advertising-reliant channels, total US advertisement 

expenditure will decline by mid-to-high single digits in 2020 and by 

low-to-mid single digits in 2021. Local advertising will likely be the 

most affected due to unprecedented business closures due to 

shutdowns, with a portion of smaller advertisers failing to return. 

 Cable networks will broadly suffer low-to-high-teen declines in 

revenue, apart from where the issuer has a leading niche 

demographic focus.   

 National and local broadcast companies will have low-to-high-teen 

declines. The lack of sports programming is a significant issue. 

Political revenue flow has no material impact and primarily benefits 

local broadcasters.   

 Print media will experience declines ranging from low double digits to 

the high teens.  

 Radio and outdoor media will experience declines in the low teens.  

 Digital media companies are more resilient but not immune to 

revenue declines, as digital comprises a larger portion of total 

advertisement expenditure than in the last recession.  

 

 

 We expect cost and capital-allocation actions to be relatively similar 

across media and entertainment companies, from employee furloughs 

and salary reductions to halted dividend payments, suspended share 

repurchases and curtailed capex. 

 Some businesses with high operating leverage could suffer weakening 

credit metrics and higher leverage until 2022. 
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EMEA Media 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 We anticipate a major impact on highly cyclical segments and areas 

related to events. Revenue linked to exhibitions and events with large 

audiences will be affected during the crisis, with a slow recovery 

while social-distancing measures remain in place. 

 Advertising revenue will decline by 16% in 2020, with only a limited 

recovery in 2021 and 2022.  ITV plc said its advertising revenue fell 

by 42% in April 2020, while ProSieben says it expects its TV core 

advertising revenue to be around 40% lower in the same period. 

 Exhibition revenue will fall by 25% in 2020 but should fully recover by 

end-2022. 

 The overall impact on sector revenue depends on the mix of 

businesses, but we expect an average decline of 12% in 2020 

followed by an increase of 5% in 2021 compared to 2020. 

 Professional publishers and digital information and content providers 

should have fairly resilient, subscription-based revenues. 

 Content production should recover quickly after lockdown measures 

ease. 

 

 Companies with significant advertising revenues are likely to reduce 

operating costs (content creation and distribution) as far as possible 

while staying relevant to their customers. 

 Events are being postponed rather than cancelled, although 

rescheduled events are likely to generate less revenue. 

 Companies have reduced dividends in previous downturns (ITV and 

ProSieben have cancelled their dividends for 2019). 

 Recent statements by key participants underline the importance of 

cost flexibility. 
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Global Semiconductors 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Companies have experienced only modest supply-chain disruption 

during the pandemic, given Asia-centric supply chains and that China, 

having been the first to undergo lockdown, was already re-opening 

just as other economies entered lockdown. Robust growth in 1H20 

growth has brought forward demand from later in the year, 

potentially resulting in sequentially negative growth in 2H20 

followed by a gradual recovery.  

 For providers serving markets that are more sensitive to GDP, 

including consumer, automotive and industrial  markets, the re-

opening should stabilise demand but at significantly lower levels and 

with a more protracted recovery given a weakening economy and 

flaring US-China trade tensions.  

 

 

 

 Companies will cut compensation and growth capex in the event that 

re-opening is delayed or patchy. From a financial policy perspective, 

we expect semiconductor manufacturers to curtail share repurchases, 

hold higher cash balances, pre-fund debt maturities (when able) and 

limit the growth of (rather than reduce) dividends. 

 Operating leverage is reasonably high for semiconductor 

manufacturers, given that investment in R&D is significant and largely 

fixed in the short term. Manufacturing models that have few or no 

fabrication facilities have significantly lower capex (except in the case 

of foundries, memory manufacturers and Intel Corporation) and 

positive free cash flow through the cycle, in stark contrast to the 

sector’s historical record. This has strengthened liquidity but in some 

cases not without reducing headroom under our leverage-focused 

negative rating sensitivities. 
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Global Software 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Remote working has accelerated the adoption of software tools and 

cloud services. 

 Subscriptions of mission-critical enterprise software provides 

visibility over revenue in 2020. 

 Delayed purchase decisions will weaken revenue growth in 2020. The 

subscription renewal cycle will be below trend in 2021 due to the 

challenging macroeconomic environment. 

 The growth of cloud services remains on track in support of a more 

physically distributed workforce. This is contributing to most of 

sector growth. 

 Vertical software with exposure to challenged segments such as SMB 

and energy will experience a decline in revenue in 2H20, continuing 

into 2021. However, revenue scales are not representative of the 

broader software industry.  

 

 

 

 The software sector generally has high sales and marketing expenses 

that are scalable with revenue. This provides flexibility to maintain 

margin stability. 

 Other areas such as general and administrative expenses and capex 

represent smaller components in the cost structure. 

 Investment-grade issuers in the software sector generally have free 

cash flow margins in the teens or higher, underlining their high 

resilience. 

 High-yield issuers are primarily owned by private equity firms. While 

the interest expense burdens of these entities may be higher, they are 

often supported by high EBITDA visibility. 
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EMEA Technology 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 The coronavirus crisis highlights the good underlying trends for 

technology in the medium term, even though short-term demand may 

be weak or disrupted. 

 Semiconductor demand tends to be cyclical. The impact of the 

pandemic on the production of cars and demand for smartphones 

may result in temporarily weaker demand in 2020, while overall 

macroeconomic weakness should dictate the pace of recovery in 

2021. 

 Semiconductor revenue could fall by 12% in 2020, followed by 

growth of 4%-5% growth in 2021 and 2022. 

 Telecoms equipment revenue should remain intact in the medium 

term as operators roll out 5G networks. Disruption to supply chains 

and lockdown conditions could reduce revenue in 2020 by 2%. 

 

 

 

 Good levels of operating leverage mean that lower revenue results in 

lower EBITDA. A shortage of critical components or raw materials due 

to supply-chain disruption could also reduce profitability. We expect 

companies to seek efficiency gains. 

 Semiconductor companies should minimise capex as they delay plans 

to increase production capacity. 

 Nokia Corporation had already paused dividends given its challenges 

with restructuring and improving the profitability of its 5G products. 

NXP Semiconductors N.V. has said it will suspend its share buyback 

programme until its leverage returns to 2x debt/EBITDA. 
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Asia Pacific Consumer Technology 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 The operating performance of Fitch-rated APAC consumer 

technology companies (such as Samsung Electronics Co., Ltd., Sony 

Corporation, Panasonic Corporation, LG Electronics Inc. and Xiaomi 

Corporation) will be different as they have very different product 

portfolios. 

 Smartphone shipment is likely to plunge by mid-to-high teen 

percentages in 2020 with 2Q20 the most affected quarter with 

shipments lower by 25%-30% yoy.  

 Significant disruption in the smartphone market will lead to a similar 

contraction in the components business (such as display panels) 

before modest recovery in 2021. 

 The memory semiconductor industry continues to recover in 2020 

from its downturn in 2019, even amid a global recession. The industry 

is supported by greater demand from data centres, partly offset by 

weak demand in consumer electronics and other end-markets.  

 The global automotive sector will decline by 15% yoy in 2020 before 

modest recovery in 2021, which will negatively affect Panasonic’s 

automotive component business,  including “infotainment” systems, 

cockpit systems and the car battery segment. 

 Supply disruption is not a major concern for companies in this region, 

with the fall in demand worse than the fall in output (due to the 

shutdown of production facilities). 

 The sector is seasonal, characterised by strong fourth quarters (the 

holiday season) and relatively weak second quarters.  Revenue in 

4Q20 will be just below that of 4Q19 due to the release of pent-up 

demand from 2Q20 and 3Q20. 

 

 

 

 

 Companies will maintain capex at pre-crisis levels to maintain their 

leadership. 

 Reductions in inventory will result in lower working-capital 

requirements in 2020. However, this benefit will be offset by the 

extension of credit terms to suppliers.  

 We expect companies to cut dividends in 2020. 
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US Utilities 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 We have assumed a decline in retail electricity sales across four 

quarters (2Q20–1Q21) with a modest recovery from 2Q21, 

consistent with our current baseline scenario for the US.  

 Our base case uses a 15% reduction in industrial sales in the four 

quarters and a 10% reduction in commercial sales. As a partial offset, 

our base case includes a 2% increase in residential sales to reflec t the 

increased use of utilities as a result of work-from-home mandates. 

Since residential sales have higher margins, the overall impact on 

funds from operations is limited, as shown in the chart on the right.  

 The sector has not suffered supply-chain problems, other than small 

renewable project developers facing difficulties in sourcing solar 

panels or wind-turbine components, unlike their larger peers.  

 Many Midwest states, such as Michigan, Illinois, Indiana, Minnesota 

and Ohio, have some of the largest combined exposure to commercial 

and industrial segments. We expect Ohio to be particularly affected 

given its legacy manufacturing base and energy exposure.  

 The impact of the current downturn may be more harmful to Mid-

Atlantic and Northeastern states compared with the last economic 

downturn, given the sharp decline we expect in commercial sales and 

the significant amount of commercial ratepayers in these regions. 

These regions also have relatively populous states, with New York, 

New Jersey and Massachusetts reported to have the largest numbers 

of coronavirus cases in the US.  

 

 

 

 Utilities will try to reduce operational and maintenance expenses to 

partially offset the impact of the sales decline. Two utilities have 

announced a delay of capex to 2021 but none have announced 

significant capex cuts.  One utility has cut dividends but that is a 

unique case since it is exposed to the midstream natural gas business. 

We are not aware of any other plans to cut dividends or incremental 

equity issuance. 

 In comparison, the utility sector as a whole cut capex by 6% in the 

2008-2009 recession, with three utilities cutting dividends and a 

several issuing equity to strengthen their balance sheets.  
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EMEA Integrated Utilities 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Our cash flow assumptions are chiefly a function of the business 

breakdown. Network-heavy issuers (E.ON SE, Enel S.p.A.) are largely 

unaffected while generation- and supply-heavy issuers could see 

double-digit falls in 2020 – as in the case of Electricite de France 

(EDF), driven by both price and volume falls – and only a gradual 

recovery during 2021. 

 Most issuers continue operations without major issues or supply-

chain failures, although the nuclear segment has been the most 

affected, notably for EDF. 

 The impact of the lockdown varied for the generation segment on a 

variety of grounds.  By geography, demand slumps varied by 5%-25% 

during full lockdowns.  By fuel, coal and gas were more exposed than 

renewables on volumes, but less on profit margin.  Generators have 

also faced varied impacts based on their hedging and contractual 

position (including in gas supply). Supply exposure has been key: 

generators with a short customer position relative to their generation 

output have suffered. Those with the greatest exposure to low-

margin/high-volume commercial and industrial consumer demand 

have been the most affected. 

 The supply segment is affected by collection issues, especially where 

dependent on physical bill collection, which increases working-capital 

outflows. 

 For issuers with exposure to Latin America, incremental risks are 

linked to demand-sensitive networks (as in Brazil) and FX volatility. 

 

 Companies will review their cost base and investments where 

necessary. Some issuers have withdrawn their guidance, including for 

capex. 

 Companies have some flexibility around dividends, as in the case of 

Iberdrola, S.A. at the time of the emerging tariff deficit in Spain. 

 We expect pre-emptive liquidity drawdowns. 
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EMEA Regulated Utilities 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 We broadly estimate that lockdowns will have reduced consumption 

volumes by 5% for gas, 7%-10% for electricity and 10%-15% for 

water. 

 In the UK, lower volumes result in revenue under-recovery in the 

financial year ending end-March 2021 (FY21), although this will be 

automatically recovered in future periods via regulatory mechanisms.  

 In continental Europe, network revenue is often capacity-based, so 

there is no financial impact from the lower consumption, otherwise a 

correction mechanism also applies. Frameworks in Poland and some 

other central or eastern European countries lack automatic volume-

correction mechanisms, but this risk is mitigated by annual resets.  

 

 

 

 

 Companies are having to review their capex due to lockdown 

restrictions. We expect the most affected companies to cut dividends 

in FY21 due to cash flow pressures and to avoid affecting long-term 

financial policies. We expect only  limited changes to opex. 
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Latin America Utilities 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 Latin American power utilities are widely categorised as essential 

businesses, so companies have been able to operate without material 

disruption.  

 Preliminary figures show that electricity demand during the 

lockdown period of March and April decreased by 5% in Chile, by  

8%-9%  in Argentina, Brazil and Colombia and by 20% in Peru, which 

is explained by increased mining activity.  

 We expect volumes to return to 2019 levels in 4Q20 in Argentina, 

Brazil, Central America, Colombia, the Dominican Republic and Peru, 

and in 1Q21 in Chile and Mexico.  

 South American governments have passed legislation prohibiting 

distribution networks from turning off their services. We expect 

working capital to be affected due to a spike in delinquencies and late 

payments. On average, 50% of distribution clients settle payments in 

person.  We expect payment plan programmes to be introduced along 

with potential government support.  

 In Chile, the government announced a pro rata tariff scheme designed 

to reimburse distribution networks for working-capital costs incurred 

during lockdown.  

 

 

 

 We do not expect a material decrease in capex or dividend policies 

among Fitch-rated companies in 2020 compared to 2019. 

 

 

 

 

 

 

 

 

 
 

Contacts: Saverio Minervini 
saverio.minervini@fitchratings.com 

Lucas Aristizabal 
lucas.aristizabal@fitchratings.com 

 

 

 

  

50

60

70

80

90

100

110

4Q19 1Q20 2Q20 3Q20 4Q20 1Q21 2Q21 3Q21 4Q21

Latin America Utilities
Indicative cash flow curve, 4Q19 indexed as 100

Source: Fitch Ratings

mailto:saverio.minervini@fitchratings.com
mailto:lucas.aristizabal@fitchratings.com


 

Special Report  │  9 June 2020 fitchratings.com 70 

 

  

 
Corporates 

Global 

Asia Pacific Utilities 

How will revenues develop during the re-opening? How will issuers respond during the re-opening? 

 We expect demand for power in China to decline by 6.5% yoy in 

1Q20, with a gradual recovery from 2Q20.  Full-year demand will be 

flat yoy, with coal-fired power utilisation declining yoy versus positive 

growth for renewable utilisation in 2020. 

 Chinese power grids will incur CNY60 billion of retail tariff cuts from 

February until June, with stable realised tariffs for power generation 

companies in 2020. 

 Our assumptions of coal prices are based on our coal price deck. 

We also assume a decline of 5%-15% yoy in China gas demand in 

January and February, with growth turning positive in March and 

gradually improving thereafter. We expect China gas demand to grow 

by mid-to-low single digits in 2020. Off-peak city gate prices started 

in February (a month and a half earlier than usual) and retail gas tariff 

cuts (varying by region) from February to June will lead to largely 

stable or slightly reduced US dollar margins in 2020.  

 In India, we expect a 5% reduction in 2020 plant load factors for 

renewable power generation companies and no change in regulated 

tariffs. Plant operations have not been disrupted by lockdowns, but 

we expect receivable days to be stretched by 90 days. 

 In Vietnam, we assume electricity tariffs to be cut by 10% in 2Q20 

and demand to grow by 4% in 2020.  

 In Indonesia, we expect a decline of 10% in electricity sales volumes, 

with no change in tariffs. The government will compensate PT 

Perusahaan Listrik Negara (Persero), known as PLN, for the cost-

revenue gap. Gas transmission volumes will decline by 30% yoy in 

2020 before normalising in 2021. 

 For APAC as a whole, we expect sector revenue and EBITDA to be 

nearly flat yoy in 2020, followed by growth of 8% yoy in 2021. 

 

 

 Chinese power grid companies are increasing their capex budgets for 

2020 by 10%-15% to support infrastructure investments.  

 Chinese power generation companies have not changed their capex 

budgets, to meet renewable installation deadlines for subsidy 

inclusion.  

 Chinese gas utilities will keep their capex budgets for 2020 and the 

medium-term stable.  

 Indonesian integrated utility PLN is cutting its capex for 2020 by 30%. 

Indian power utilities will not change capex budgets but have the 

flexibility to delay capex if needed. 

 Liquidity support of USD12 billion to distribution companies from the 

Indian government will support generating companies’ cash 

collection.  

 The Reserve Bank of India has allowed a three-month moratorium on 

Indian rupee term loans and may extend deadlines for the 

commissioning of new capacity. 
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