Y Atradius

China: expected upsurge
in trade credit risk
raises awareness of trade

receivables insutfance

Atradius Pa? Practices Barometer
/ ,/////W/Y ;97///7

’,//
. —_— A D

S

b .-' s s
e RN

%

%

> '__;_.:___/ .;:: 7



. trading
partners

TopS

SIINS3Y™ AJAYNS  °

M W USA
E © South Korea
H A4~ Japan
0 | ‘ Hong Kong
% Taiwan
E Source: Atradius
g B P N P =
; Electrical machinery, equipment N
5 « Mineral fuels including oil : " exports
2 Machinery including computers | 3 ] =
3 : Ores, slag, ash N Y ‘ Top 5
% Optical, :cechl.lical, medical apparatus | 2 B o
Solrce: WTEX ~ J : :
A e 'l l‘ . ": :Eﬂ‘iecuica-l machinery, equipment
B i . 4 Machinery including computers
g 3 ! = Furniture
: !_ ... Plastics, plastic articles
‘ "- Vehicles

f -

Source: WTEx

e

improvement in the outlook for China’s e
will be temporary or long lasting. What is aj
is that, despite this unexpected trend inve'rsion,
the world’s second-largest economy will still be
facing many challenges in the near future.
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Hong Lin,
Country Manager for China commented
on the report:

éé

China’s recent rebound brings hopes
Jor a more stable domestic and global
economy, however, many challenges
remain for Chinese businesses going
Jorward. Thus the best protection

for businesses to safe guard their
profitability is to plan ahead in a
strategic manner.

Our survey shows that over the past
year many businesses resorted to self-
insurance because they thought they
could operate their credit and risk
management on their own. However,

a solid risk assessment is much more
complex in today’s economic climate
than in the past. Seeking professional
support in this respect is paramount to
sdfe trade and business growth. P
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Chinese respondents use trade credit more
often than in the past to stay competitive

China’s success in becoming a more consumption led econo-
my and less dependent on export, especially as global demand
weakens, should have a significant impact on whether the
recent improvement is long lasting. The uncertainties added
by the still unsolved trade conflict with the US, the effects of
which ripple across the Asia Pacific region, exacerbate the al-
ready strained Chinese business environment. Here insolven-
cies are expected to further increase over the coming months,
despite easier access to financing for businesses.

Survey respondents in China have historically shown a great-
er preference for selling to their B2B customers on a cash
basis than on credit terms. Current survey findings confirm
this behaviour; however, they also show a trend of increas-
ing use of trade credit in B2B transactions. 55.7% of the total
value of Chinese respondents’ B2B sales was on a cash basis
(down from 57.0% last year, and 58.1% in 2017) and 44.3% was
on credit terms (up from 43.0% one year ago and from 41.9%
in 2017). In response to the domestic economic slowdown
and the ongoing global trade tensions, Chinese respondents
appear to place more emphasis on the use of trade credit to
maintain their competitiveness and gain market share, both
domestically and abroad. This is a logical reaction to the more
challenging business environment.

Proportion of total B2B sales made
on credit in China

55.5%

Asia Pacific
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Sample: companies interviewed (active in domestic and foreign markets)
Source: Atradius Payment Practices Barometer - May 2019
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Payment duration in China

Payment delay

18d

Payment terms
Payment duration
China

26d 44 days
[ ) ([
A
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Payment duration Asia Pacific: 48 days
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d = average days
Sample: companies interviewed (active in domestic and foreign markets)
Source: Atradius Payment Practices Barometer - May 2019

Perception of trade credit risk is significantly
higher in China than in Asia Pacific overall

Despite being more inclined to offer trade credit than in the
past, Chinese respondents do not appear similarly inclined to
set looser payment terms for their B2B customers. Based on
survey findings, most Chinese respondents (85%) requested
fast payment of invoices, with terms averaging 26 days (aver-
age for the region: 32 days). These are the second shortest in
Asia Pacific, after Australia (24 days). The tight payment terms
observed in China, which remained almost unchanged over
the past year, are at the core of respondents’ strict credit pol-
icies. There is clearly recognition of the risks associated with
credit sales and the more challenging trade environment. The
short terms are used to offset the financial impact of having
the cash from higher sales volumes tied up in accounts receiv-
ables for an extended period of time.

Check of the buyer’s financial profile done
more often in China than in Asia Pacific
overall

Consistent with what mentioned earlier on, it is not surprising
that Chinese respondents’ credit management policy rotates
around the prospective buyer’s financial profile, and its as-
sessment prior to any trade credit decision. On average, Chi-
nese respondents (51%) perform this significantly more often

than their Asia Pacific peers do (39%). The same can be said in
regards to reserving against bad debts, which is done to offset
potentially inaccurate screening of the buyer’s financial po-
sition (37% of respondents in China vs. 33% at regional level)
and to monitoring the credit risk associated with buyers (32%
of respondents in China vs. 29% in Asia Pacific). Of note is that
a staggering 36% of Chinese respondents reported to have de-
cided to self-insure over the past year (well above the 23% of
respondents in Asia Pacific).

Payment behaviour in China worsened
significantly over the past year

Over the past year, there was a significant increase in the
value of overdue and uncollectable invoices in China. This
is reflected in an average 36.3% of the total value of B2B in-
voices issued by survey respondents remaining unpaid at the
due date (well above the 29.8% regional average). On average,
it takes respondents from China 18 days longer than the in-
voice due date to turn these overdue invoices into cash (no
marked change over the past year). In order to remain finan-
cially sound and avoid liquidity issues caused by buyers pay-
ing late, most Chinese respondents (45%) reported they were
forced to delay payment of invoices to their own suppliers and
to take various measures to correct cash flow (40%). 3 in 10 re-
spondents pursued additional financing from external sourc-
es to reduce financial pressure on the business. On the more
positive side, 1.9% of B2B receivables were written-off as un-
collectable (2.1% regional average), the same as one year ago.

Chinese respondents expect trade credit risk
to increase over the coming months

Most Chinese respondents (46%) do not expect payment prac-
tices of B2B customers to change over the coming months.
22% anticipate an improvement, while 31% expect a worsen-
ing in the form of an increase in late payments including in
long overdue invoices (more than 90 days overdue). To pro-
tect their business against the risk of payment default by their
customers, 48% of Chinese respondents will increase their use
of credit management software over the next 12 months. 46%
will increase the usage of self-insurance, while 45% will per-
form more regular checks of their buyers’ creditworthiness,
and more actively reserve against bad debts. Of note, nearly
30% will begin offering discounts for early settlement of in-
voices. This within the frame of already short payment terms.
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of total value of B2B invoices paid late
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Overview of payment practices in China

By business sector

Longest average payment terms in the
services and ICT/electronics sectors. Shortest
in the wholesale/retail/distribution and
consumer durables sectors.

Chinese respondents from both the services and the ICT/elec-
tronics sectors extended the longest average payment terms
(averaging 43 days and 31 days from the invoice date respec-
tively). The shortest average payment terms were extended
by respondents in the wholesale/retail/distribution and the
consumer durables sectors (averaging 24 days and 22 days
respectively).

Trade credit risk is high in the Chinese
manufacturing, machines and construction
sectors

The value of overdue invoices in the Chinese services sector
amounts to 23.3% of the total value of B2B invoices issued by
Chinese respondents. This compares to an average of 41.7% in
the manufacturing sector and of 29.9% in the wholesale/re-
tail/distribution sector. Both the machines and the construc-
tion sectors recorded high of 42.0% of past due invoices, while
the chemicals sector a low of 22.9%.

ATRADIUS PAYMENT PRACTICES BAROMETER - RESULTS MAY 2019

Proportion of uncollectable receivables
highest in the manufacturing sector and in
the consumer durables industry

The manufacturing, consumer durables, machines, construc-
tion and agri-food sectors in China all reported that 2.1% of
their B2B receivables were written off as uncollectable, the
highest proportion in the country. At the other end of the
scale, the wholesale/retail/distribution and services sectors
reported that 1.5% of their B2B receivables were written off
as uncollectable and ICT/electronics, that 1.1% was written off.

éé

For 2019 we expect real GDP

growth to reach 6.2%. This still means
a growth slowdown from last year, but
the original soft landing scenario is
intact.

?”

Source: Atradius Economic Outlook
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Overview of payment practices in China

By business size

SMEs in China extended the longest average
payment terms to B2B customers

Respondents from SMEs in China extended the longest and
those from large enterprises the shortest average payment
terms to B2B customers (averaging 28 days and 21 days from
the invoice date respectively). This emphasises the relative
leverage that the supplier has in the transaction.

Chinese SMEs took the longest to cash on
overdue invoices

Over the past year, large enterprises in China recorded the
highest increase in the proportion of B2B invoices paid on
time (+25% on average). Due to this change, overdue invoices
in large enterprises now account for 35.2% of the total value of
B2B invoices. In contrast, on time payment of the B2B invoic-
es of SMEs decreased 8% on average. The average time it takes
to convert invoices into cash is 46 days from the invoice date
for SMEs and 39 days for large enterprises.

Chinese SMEs recorded the highest rate of
uncollectable receivables
SMEs in China recorded the highest proportion (2.1%) of B2B

receivables written off as uncollectable. The average for large
enterprises is 1.6% and for micro-enterprises 1.4%.

0 Atradius - Key Findings

3in10

Chinese respondents L
pursued additional finaneing™
from external sources to '
reduce financial pressure on

the business.

Atradius Payment Practices Barometer - May 2019

Uncollectable B2B receivables
in China
(% of total value of B2B receivables)

44.3%

Credit sales

36.3%

Past due
B2B invoices

Uncollectable

1.9%

1.8% 1.8%

2015 2016 2017 2018 2019

Sample: companies interviewed (active in domestic and foreign markets)
Source: Atradius Payment Practices Barometer - May 2019

ATRADIUS PAYMENT PRACTICES BAROMETER - RESULTS MAY 2019


https://group.atradius.com/documents/ppb19_asia-pacific_statistical-appendix_en_fin.pdf

Survey design for Asia Pacific

Survey objectives

Atradius conducts annual reviews of international corporate
payment practices through a survey called the ‘Atradius Pay-
ment Practices Barometer'. In this report focusing on Asia Pa-
cific, which is part of the 2019 edition of the Atradius Payment
Practices Barometer, companies from eight countries (Aus-
tralia, China, Hong Kong, India, Indonesia, Japan, Singapore
and Taiwan) have been surveyed. Due to a change in research
methodology for this survey, for some of the presents results,
Nno year-on-year comparison is feasible.

Using a questionnaire, Conclusr Research conducted a net of
1,718 interviews. All interviews were conducted exclusively
for Atradius, without any combination of topics.

Survey scope

® Basic population: companies from eight countries
(Australia, China, Hong Kong, India, Indonesia, Japan,
Singapore and Taiwan) were monitored. The appropriate
contacts for accounts receivable management were
interviewed.

m Selection process - Internet survey: companies were
selected and contacted by use of an international Internet
panel. A screening for the appropriate contact and for
quota control was conducted at the beginning of the
interview.

m Sample: N=1,718 people were interviewed in total
(approximately n=200 people per country). In each
country a quota was maintained according to three classes
of company size.

m Interview: Web-assisted personal interviews (WAPI)
of approximately 15 minutes duration. Interview period:
Q1 of 2019.

Disclaimer

This report is provided for information purposes only and is not intended as a recommendation as to particular transactions, investments or strategies in any way
to any reader. Readers must make their own independent decisions, commercial or otherwise, regarding the information provided. While we have made every
attempt to ensure that the information contained in this report has been obtained from reliable sources, Atradius is not responsible for any errors or omissions, or
for the results obtained from the use of this information. All information in this report is provided ‘as is’, with no guarantee of completeness, accuracy, timeliness
or of the results obtained from its use, and without warranty of any kind, express or implied. In no event will Atradius, its related partnerships or corporations, or
the partners, agents or employees thereof, be liable to you or anyone else for any decision made or action taken in reliance on the information in this report or

Sample overview - Total interviews = 1,718

Country n %

Australia 219 12.7
China 218 12.7
Hong Kong 209 12.2
India 219 12.7
Indonesia 219 12.7
Japan 212 12.3
Singapore 210 12.4
Taiwan 212 123
Industry n %

Manufacturing 539 31.4
\l/)\/igtorliisl.latli% Iirade/ Retail trade / 872 50.8
Services 307 17.8
Business size n %

Micro enterprises 701 40.8
SME (Small/Medium enterprises) 550 32.0
Large enterprises 467 2.2

It may occur that the results are a percent more or less than 100%. This is
the consequence of rounding off the results. Rather than adjusting the
outcome so that it totalled 100%, we have chosen to leave the individual
results as they were to allow for the most accurate representation possible.

for any consequential, special or similar damages, even if advised of the possibility of such damages.
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Statistical appendix

Find detailed charts and figures in the Statistical
Appendix for Asia Pacific. This is part of the May 2019
Payment Practices Barometer of Atradius, available at
www.atradius/com/publications

Download in PDF format (English only).

Copyright Atradius N.V. 2019

If after reading this report you would like more information about protecting your receivables against payment
default by your customers you can visit the Atradius website or if you have more specific questions, please leave a
message and a product specialist will call you back. In the Publications section you'll find many more Atradius publi-
cations focusing on the global economy, including country reports, industry analyses, advice on credit management
and essays on current business issues.

Subscribe to notifications of our Publications and receive weekly emails to alert you when a new report is published.

For more insights into the B2B receivables collection practices in China and worldwide, please see the Global Col-
lections Review by Atradius Collections (free download after registration), available on www.atradiuscollections.com

Connect with Atradius on Social Media
You
Tube
On Twitter? Follow @Atradius or search #atradiusppb
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Atradius N.V.

David Ricardostraat 1 - 1066 JS Amsterdam
Postbus 8982 - 1006 JD Amsterdam

The Netherlands

Phone: +31 20 5539111
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www.atradius.com
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