Y Atradius

Managing risk, enabling trade

November 2018

market monitor

Focus on machines/engineering
performance and outlook




Disclaimer

This report is provided for information purposes only and is not intended as a recommendation
or advice as to particular transactions, investments or strategies in any way to any reader. Read-
ers must make their own independent decisions, commercial or otherwise, regarding the infor-
mation 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 re-
sults 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 informa-
tion in this report or for any consequential, special or similar damages, even if advised of the
possibility of such damages.

Copyright Atradius N.V. 2018
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On the following pages we indicate the general outlook for each sector
featured using these symbols:
Excellent Poor
The credit risk situation in the sector is The credit risk in the sector is relatively
strong / business performance in the high / business performance in the sector
sector is strong compared to its long-term i is below its long-term trend
trend
Good Bleak
The credit risk situation in the sector is The credit risk in the sector is poor / busi-
benign / business performance in the ness performance in the sector is weak
sector is above its long-term trend compared to its long-term trend
Fair
@ The credit risk situation in the sector is
average / business performance in the
sector is stable
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Challenges and
opportunities

The short-term outlook for the machines/engineering industry
in most countries covered by this Market Monitor issue remains
‘Good’ or ‘Fair’ for the time being. Machinery businesses related
to manufacturing benefit from increased investments, and de-
mand from the construction industry is stable in many markets.
However, many machinery businesses related to the oil and gas
sector remain affected by the sluggish rebound of investment in
the energy industry.

As a cyclical and capital-intensive industry, machines/engineer-
ing is highly sensitive to changes in the priorities and budgets
of end-market customers. The sector is highly exposed to ge-
opolitical uncertainty and volatility in worldwide economic con-
ditions, including the threat of rising protectionism and higher
trade barriers.

The need to adapt to new technologies increasingly create op-
portunities for the global machinery/engineering industry. How-
ever there are also challenges, especially for businesses that lack
the skills/expertise and/or the financial means to climb up the
value chain. Additive manufacturing (also known as 3D print-
ing) technologies are increasingly being adopted in commercial
engineering environments. Robotics and plant automation are
becoming both increasingly advanced and widely adopted. The
increasing spread of the Internet of Things (IoT) is likely to have
a major impact on the engineering production process. With the
loT, factories will be able to internetwork devices and equipment,
increasing productivity and efficiency considerably.
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China

m Positive developments in 2017 and 2018, but challenges ahead

® Average payment duration of 90-150 days

® Financial troubles for smaller businesses as banks are reluctant to lend

Overview

significantly

Credit risk assessment P———

Trend in non-payments over
the last 6 months

Development of non-payments
over the coming 6 months

Trend in insolvencies over
the last 6 months

Development of insolvencies over
the coming 6 months

Financing conditions very high

Dependence on bank finance

Overall indebtedness of the sector

Willingness of banks to provide
credit to this sector

significantly

Business conditions improving

Profit margins: general trend
over the last 12 months

General demand situation (sales)

China’s machinery sector expanded steadily in 2017, driven large-
ly by accelerated industrial upgrading and economic growth.
Revenues increased 9.5%, up to CNY 24.54 trillion (EUR 3 trillion).
Machinery imports increased 12% to USD 306 billion (EUR 258
billion) while exports grew 8.3% to USD 406 billion (EUR 343 bil-
lion). Investment in the machinery sector increased 2.6% to CNY
5.14 trillion (EUR 648 billion) in 2017, marking the end of a decel-
eration seen in the previous five years. In 2018 production and
revenue growth continued, albeit at a slower pace. Added value
grew 8.4% in H1 of 2018).

More than 70% of the sector’s major subsectors recorded output
increases in 2017, especially products related to China’s infra-
structure development (production of digging machines surged
70% as urbanisation picked up in pace), consumer market and
logistics service. That said, agricultural machinery (tractors, har-
vesters) and power generation equipment output decreased and
demand from traditional downstream industries (metallurgy and

atradiusmarketmonitor

significantly

improving stable deteriorating deteriorating
high average low very low

significantly

improving stable deteriorating deteriorating

Source: Atradius

coal) declined. The Chinese government has recently launched a
series of favourable policies to promote the development of its
manufacturing industry, which will also benefit the machinery
sector. The strategic “Made in China 2025” program encourages
enterprises to use high-end machine tools (still there is an over-
supply of low-end machinery products but short supply of high-
end ones). The government’s implementation of comprehensive
tax cuts for productive enterprises also provides support for ma-
chinery manufacturers.

However, there are substantial challenges ahead. Profit margins
of machinery businesses decreased in 2017 and in H1 of 2018
due to sharply increased input costs (up 10% in 2017 and H1 of
2018) for raw materials, labour, transport and financing, while
sales prices remained stable. Interest expenses of machinery
businesses increased 15.4% in H1 of 2018, exceeding the 6.7%
growth in profit ratios. Both large investments in fixed assets
and large accounts receivables are the main reasons for high
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China: Engineering

2017 2018f 2019f
GDP growth (%) 6.9 6.5 6.1
Sector value added
growth (%) 11.0 8.3 3.8

Average sector growth over the past

3years (%) 6.8
Average sector growth over the past

5 years (%) 76
Degree of export orientation medium
Degree of competition high

Sources: Macrobond, Oxford Economics, Atradius

debt ratios in the industry. In H1 of 2018 accounts receivables
of machinery businesses increased 12% year-on-year, to CNY
4.67 trillion (EUR 589 billion), accounting for one third of total
accounts receivables of all Chinese industries. At the same time,
Chinese banks are increasingly reluctant to lend, due to a large
amount of non-performing loans accumulated in recent years
and the economic slowdown. This less favourable lending policy
mainly affects privately-owned small and medium-sized busi-
nesses. If bank loans are provided, additional security is usually
required, such as fixed assets and personal property guarantees.

China’s infrastructure development, as a key driver for China’s
construction-related machinery segment, could be negatively af-
fected by tighter supervision of public-private partnership (PPP)
projects. At the same time, the ongoing Sino-US trade dispute
has increased economic uncertainty. Chinese machinery deliv-
eries to the US amounted to USD 110 billion (EUR 93 billion) in
2017, accounting for 27% of total Chinese machinery exports.
However, the direct impact of US punitive tariffs on the industry
should be limited, as the amount of exports to the US accounts

Chinese machinery sector

Strengths

= Sluggish demand has not fully recovered
in some traditional downstream
industries

Weaknesses

Squeezed margins due to sharply
increased input cost

Bank financing is expensive and difficult
to obtain, especially for SMEs

Source: Atradius

for just 3% of total Chinese machinery revenues, of which only
50% would be affected by additional tariffs. Despite this, a fur-
ther escalation of the trade dispute could adversely affect major
domestic buyer industries of machines.

Taking into account both opportunities and challenges, we ex-
pect machinery production and revenue to grow at about 7% in
2018. The average payment duration in the Chinese machinery
industry is between 90-150 days. As credit conditions have been
tightened some smaller and/or privately owned machinery busi-
nesses could face liquidity issues, leading to slower payments
and even payment defaults. However, no major increase in pay-
ment delays or insolvencies in the machinery sector is expected
in the coming 12 months.

Our underwriting stance is generally neutral, but differs accord-
ing to the performance of buyer industries, i.e. we are open for
automotive-related machinery, neutral on electric-, construc-
tion-, and agriculture-related machinery, and restrictive on oil/
gas- and mining-related machinery segments.

Performance forecast along subsectors

Machinery Machinery
related to related to Machinery
manufacturing construction related to oil/gas

VA

VA

T

Source: Atradius
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France

® Solid growth in most segments
® Payments take 60-70 days on average
m Difficulty hiring skilled staff is an issue

Overview

significantly

Credit risk assessment P———

Trend in non-payments over
the last 6 months

Development of non-payments
over the coming 6 months

Trend in insolvencies over
the last 6 months

Development of insolvencies over
the coming 6 months

Financing conditions very high

Dependence on bank finance

Overall indebtedness of the sector

Willingness of banks to provide
credit to this sector

significantly

Business conditions improving

Profit margins: general trend
over the last 12 months

General demand situation (sales)

After good performance in 2016, French machinery sales grew
2.3% in 2017 mainly due to growth in exports, with Germany as
the main destination. In H1 of 2018 machinery sales (domestic
and export) increased 8.6%. The outlook for H2 of 2018 and
2019 remains positive, as both production and demand continue
to grow.

The manufacturing-related machinery segment is driven by in-
creased investment by automotive, aircraft and chemical busi-
nesses, both domestic and abroad. Domestic demand remains
dynamic, with more investment by the manufacturing sector in
modernising production sites (“Industry 4.0”). Sales of industrial
robots increased 29% year-on-year in 2017. Order books of the
manufacturing-related machinery segment are well filled (more
than three months).

The construction related machinery segment recorded 11%
growth in activity last year, driven by the lifting and handling

atradiusmarketmonitor
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significantly

improving stable deteriorating deteriorating

Source: Atradius

equipment segment (up 13.6%). The outlook for the coming
months remains stable for the time being; however, there are
indications that the rebound in construction activity has already
reached its peak.

Machinery businesses related to agriculture/farming showed a
modest rebound in 2017 after decreasing sales in 2016. Howev-
er, sales growth is forecast to pick up in 2018 (up 8%) and mar-
gins are about to increase, due to higher demand from farmers
and higher prices.

The boiling and piping equipment machinery segment, which
is highly dependent on the oil and gas industry, is still suffering
from low demand coupled with higher raw material prices.

In the capital-intensive machinery industry financing needs are

high. As a result, businesses in this sector can incur large debts
that weaken their financial structure and overall solvency, put-

7

TABLE OF CONTENS

FULL REPORTS

AT A GLANCE

MARKET PERFORMANCE



SN3ILNOD 40 319vVL

S140d3d 11n4

>
3
>
o
-
>
=z
0
m

<
>
)
=
m
—
o
m
X
ES
o
)
<
>
=z
a
m

France: Engineering

2017 2018f 2019f
GDP growth (%) 2.3 16 17
Sector value added
growth (%) 11 24 1.2

Average sector growth over the past

3years (%) 0.0
Average sector growth over the past

5 years (%) 0.2
Degree of export orientation high
Degree of competition high

Sources: Macrobond, Oxford Economics, Atradius

ting undue stress on liquidity. However, in many cases advance
payments, along with increased use of factoring contracts, can
improve suppliers’ cash situations. Additionally, banks are willing
to lend to the machinery sector for investment through leasing
or long-term loans. In the current situation many machinery pro-
ducers are under pressure to either expand/grow (which requires
additional investment) or refuse orders. Current difficulties hir-
ing skilled staff is a real issue, impacting further business expan-
sion.

Profit margins of machinery businesses have increased over the
last 12 months due to the benign business environment, but
could decrease slightly in the coming months due to higher pric-
es of metals and energy and because capacity issues have led to
increased use of subcontractors.

French machines/engineering sector

Strengths

= High financial needs
Weaknesses

Dependency on export markets

Still low level of robotics and 4.0
industry equipment

Lack of skilled staff

Source: Atradius

On average, payments in the French machinery sector take 60-
70 days, and payment duration has been decreasing. The level
of protracted payments has been low over recent years. In H1 of
2018 non-payment notifications remained stable at a rather low
level, and no deterioration is expected in the coming six months.
Insolvencies decreased about 8% in H1 of 2018, but we expect
this trend to level off in H2 and in early 2019.

In view of the current performance and positive outlook, our un-
derwriting stance remains open for most segments. However,
we are still cautious with machinery businesses dependent on
the oil and gas sector, which are still facing low demand and are
often highly leveraged.

Performance forecast along subsectors

Machinery Machinery
related to related to Machinery
manufacturing agriculture related to oil/gas

VA

Source: Atradius
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Italy

® Lower growth in 2018 and 2019 expected
® Payments take 110 days on average

m Still subdued performance in the construction-related segment

Overview

significantly

Credit risk assessment P———

Trend in non-payments over
the last 6 months

Development of non-payments
over the coming 6 months

Trend in insolvencies over
the last 6 months

Development of insolvencies over
the coming 6 months

Financing conditions very high

Dependence on bank finance

Overall indebtedness of the sector

Willingness of banks to provide
credit to this sector

significantly

Business conditions improving

Profit margins: general trend
over the last 12 months

General demand situation (sales)

The Italian machines/engineering sector has proved to be rela-
tively resilient during the downturn in Italy’s economic perfor-
mance after 2008, due to its export orientation, high speciali-
sation and added-value products in precision mechanics. Value
added growth of the industry rose by about 5% in 2017, but the
increase is expected to slow down in 2018 (up 2.7%) and 2019
(up 0.9%), in line with lower economic growth.

As in previous years, competition remains strong in the domes-
tic market, especially among small and medium-sized machinery
companies dependent on construction businesses. While domes-
tic capital investment growth has picked up again since 2016,
performance of the construction and road machinery segment
is still hampered by the slow construction rebound in Italy. The
earthmoving machinery segment is highly dependent on public
works and therefore exposed to structurally slow payments by
public entities. At the same time, demand for machinery relat-
ed to the oil and gas sector remains subdued, as investments

atradiusmarketmonitor
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significantly

improving stable deteriorating deteriorating

Source: Atradius

have declined during the period of low oil prices, and have not
rebounded yet.

In contrast, the machinery segment dependent on the manu-
facturing sector continues to benefit from export growth and
increased domestic market demand (especially from the auto-
motive and food sectors). Larger and more diversified machinery
companies and export-oriented SMEs are expected to improve
performance and cash generation. Machinery businesses related
to agriculture and food have performed well in 2018, but sales
are expected to decrease slightly in 2019.

Overall profit margins of machinery businesses are rather high
compared to other Italian industries, and are expected to im-
prove further in the coming 12 months, at least in the growing
subsectors. As in 2017, payment duration in the Italian machinery
sector is still 110 days on average. Payment experience has been
good over the past two years, and the level of protracted pay-
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Italy: Engineering

2017 2018f 2019f
GDP growth (%) 16 1.2 1.3
Sector value added
growth (%) 49 2.7 0.9

Average sector growth over the past

3 years (%) 3.3
Average sector growth over the past

5 years (%) 11
Degree of export orientation high
Degree of competition high

Sources: Macrobond, Oxford Economics, Atradius

ments is low. Non-payment notifications have been stable over
the last 12 months, and are expected to remain low in the com-
ing months. The number of insolvencies in the machinery sector
is relatively low, and expected to level off or even to decrease
slightly in 2019.

Italian machines/engineering sector

‘ Significant specialisation and
technological know-how

Si@hs
Export orientation and good

geographical diversification in end
markets

Large engineering corporates usually
have sound financials

n Many small companies

Weaknesses

Low investments in the oil/gas market

Low bargaining power of smaller
businesses

Source: Atradius
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Our underwriting approach remains generally open, especially
for larger businesses and niche export-focused subsectors (e.g.
high precision mechanical works). Those businesses usually
show solid financials and a good liquidity profile. However, we
are still more cautious about companies operating in still difficult
end-sectors (e.g. construction) and which are dependent on pub-
lic entities. We also closely monitor machinery businesses that
produce components and plants for the oil and gas sector.

Performance forecast along subsectors

Machinery Machinery Machinery
related to related to related to
manufacturing construction agriculture

VA

Source: Atradius
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United Kingdom

® Payment duration is about 90 days on average
® A modest increase in insolvencies expected in 2019

® The true implications of Brexit remain to be seen

Overview

significantly

Credit risk assessment improving

Trend in non-payments over
the last 6 months

Development of non-payments
over the coming 6 months
Trend in insolvencies over

the last 6 months

Development of insolvencies over
the coming 6 months

Financing conditions very high

Dependence on bank finance v

Overall indebtedness of the sector v

Willingness of banks to provide
credit to this sector

significantly

Business conditions improving

Profit margins: general trend
over the last 12 months

General demand situation (sales)

The British machinery/engineering sector has performed quite
well in 2017 and in early 2018, mainly driven by domestic de-
mand. Higher orders have led to increased work backlogs, and
buyers from the manufacturing sector have expanded capac-
ity, leading to an improved capital spending environment. Ex-
port-oriented British machinery businesses have benefitted
from the weakness of the GBP following the Brexit decision in
June 2016, recording higher demand and activity. However, at
the same time price pressures have remained elevated due to in-
creased import costs for commodities.

UK economic growth has started to slow down in H1 of 2018, as
Brexit uncertainty continues to weigh on business investment.
Additionally a tighter fiscal stance and higher interest rates will
drag on growth. It is expected that the bulk of British machinery
businesses, whose revenue is generated mainly in the domestic
market, will be impacted by slower economic growth and lower

atradiusmarketmonitor

significantly

improving stable deteriorating deteriorating
high average low very low

significantly

improving stable deteriorating deteriorating

Source: Atradius

capital investments in 2019. UK engineering value added growth
is forecast to slow down to 0.7% next year.

In the machinery for manufacturing segment the economic un-
certainty caused by Brexit should not have too much of an im-
pact. The domestic market is reasonably stable and should re-
main so over the next 12 to 18 months.

Construction-related machinery businesses benefit from contin-
ued stable performance of the building industry, with increases in
activity in the repair and maintenance markets as consumers re-
furbish their own property. However, lower business confidence
and fewer investments could affect the building industry, while
the collapse of the large construction company Carillion earlier
this year has already translated into more construction business
insolvencies.
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UK: Engineering

2017 2018f 2019f
GDP growth (%) 17 1.3 14
Sector value added
growth (%) 8.2 84 0.7

Average sector growth over the past

3 years (%) -1.7
Average sector growth over the past

5 years (%) -2.7
Degree of export orientation medium
Degree of competition high

Sources: Macrobond, Oxford Economics, Atradius

Many machinery businesses exposed to the oil and gas indus-
try reported losses in 2016 and 2017 and have subsequently
restructured or downsized in order to offset falling activity and
investment. However, with the recovery of oil prices machinery
investment has increased again, albeit slowly, having a positive
impact on the supply chain for the time being.

Whether there is a soft or hard Brexit will determine the effect
on agriculture and food sectors and ultimately on the agricultural
machinery segment (the agricultural sector is currently strongly
subsidized by EU-funds).

Ultimately, the profitability of individual machinery business-
es depends very much on their engineering expertise, efficient
production and access to funding. Furthermore, it is heavily
influenced by the activity and health of the end markets they
supply, such as retail, food and agriculture, construction, oil and
gas exploration and power generation. Overall profit margins
have remained fairly stable in H1 of 2018. However, in line with
the more sluggish sector growth outlook we expect that profit
margins of machinery businesses will decrease over the coming
12 months. That said, while access to funding is certainly key for
this capital-intensive sector, obtaining bank loans and tapping
into the capital market is currently not an issue for the majority
of machinery companies.

British machines sector

Strengths
= Increased business uncertainty after the
Weaknesses Brexit decision
Skills shortage

Source: Atradius
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Payments in the British machinery sector take about 90 days on
average. Payment experience has been good over the past two
years, and payment delays are not expected to increase sharply
in the coming months. However, as UK business insolvencies are
forecast to increase 3% in 2019 the machinery sector is expected
to follow this trend, with businesses related to oil and gas ex-
ploration, construction and agricultural markets mainly exposed.

For the time being, our underwriting stance remains generally
open to neutral for the machinery sector. Given the many differ-
ent players, manufacturing a diverse range of products for a va-
riety of end sectors, our underwriting approach is very much on
a case-by case-basis.

We closely monitor the ongoing Brexit negotiation process and
the consequences for the British economy, as the machinery
sector is heavily reliant on the domestic market. While the true
implications of Brexit still remains to be seen, any sharp increase
in economic uncertainty, accompanied by deteriorating fixed
capital investment and tighter access to funding, would severely
affect the industry.

On those segments more affected by Brexit (like agriculture-re-
lated machinery) we will seek additional information and discuss
with buyers their plans for coping with leaving the European Un-
ionin 2019.

Performance forecast along subsectors

Machinery Machinery
related to related to Machinery
manufacturing construction related to oil/gas

VA

VA

Source: Atradius
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Market performance at a glance

Belgium

The demand situation for Belgian machines and engineering
businesses is generally positive, but still affected by difficul-
ties in some major buyer industries (e.g. construction and
transport). While competition is strong, high quality pro-
ducers usually enjoy a competitive edge. Brexit and looming
trade disputes are potential downside risks for export-ori-
ented subsectors.

In general, the profit margins of Belgian machinery/en-
gineering businesses have remained stable over the past
12 months as companies were able to reduce their cost base.
In the coming months margins are expected to remain stable
or to deteriorate slightly, depending on the level of activity
and the future development of raw material and energy pric-
es. Labour costs continue to weigh on profit margins.

Gearing continues to be high in the machinery sector due to
required investments. Businesses that do not have access
to financing cannot perform in a sustainable and innovative
way. In general, banks are neutral to moderately restrictive
in granting loans.

On average, payments in the Belgian machinery/engineering
sector take around 60 days. Payment experience is average,
and the level of protracted payments has been low over the
past couple of years. The number of non-payment cases has
slightly decreased over the past six months. The number of
insolvencies in the industry is at a low to medium level com-
pared to other Belgian sectors, and expected to remain stable
in the coming months.

Our underwriting stance on the sector is generally neutral
for machinery businesses related to manufacturing, elec-
tronic machinery, and agriculture/food-related segments.
However, we are restrictive in underwriting engineering
businesses depending on construction, due the subdued
performance and rising insolvencies in the Belgian building
industry. Non-payment cases remain at an elevated level in
the construction-related engineering segment. The energy
sector-related machinery segment is currently troubled by a
low level of order books. However, the solar, wind, and heat-
ing pumps machinery segments are in a positive trend.

atradiusmarketmonitor

Belgium: Engineering

2017 2018f 2019f
GDP growth (%) 17 14 15
Sector value added
growth (%) 14 49 16

Average sector growth over the past

3 years (%) 04
Average sector growth over the past

5 years (%) 24
Degree of export orientation high
Degree of competition high

Sources: Macrobond, Oxford Economics, Atradius

Performance forecast along subsectors

Machinery Machinery Machinery
related to related to related to
manufacturing construction agriculture

VA VA

Source: Atradius
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Denmark

In 2017 and early 2018 the performance of the export-orient-
ed Danish machines/engineering sector was mixed. Growth
was driven by exports of energy optimisation products used
in areas such as heating, cooling and water treatment. The
same accounts for producers of machines used for autom-
atistion in the manufacturing process. However, there was
stagnation in some major segments, negatively affecting
profit margins of businesses.

The wind turbine industry and its subsectors are an impor-
tant segment of the Danish engineering sector. Globally the
long-term growth outlook for wind energy is still positive,
but dynamics have changed as sales prices of power gener-
ated by wind energy are decreasing. This has put pressure
on the profits of turbine manufacturers and their suppliers
along the value chain, and further consolidation in the seg-
ment seems to be likely. In the coming years rising liquidity
issues or even an increasing number of defaults of suppliers
are expected.

Machinery businesses dependent on the offshore oil and gas
industry performed rather weakly in 2016 and 2017, as de-
velopers have not substantially increased demand. A com-
prehensive rebound in this segment would require further
increase in oil and gas prices.

Producers of agricultural machines have been affected by
lower investments made by the European farming sector,
while the dry summer in 2018 is expected to have an addi-
tional negative effect on farmers’ financial strength. Despite
this, several export-oriented agricultural machinery produc-
ers have been successful in diversifying by increasing their
share of sales in overseas markets.

Payments in the Danish machinery sector take 90 days on
average and up to 125 days in the wind-turbine segment.
Payment experience has been good over the past two years.
However, the number of payment delays, defaults and insol-
vencies is expected to increase in the coming months and in
2019, especially in the wind-turbine and oil- and gas-related
segments.

Insolvencies in the machinery sector mainly affect smaller
players who are overly dependent on a few, large customers,
coupled with high production costs and and where restrictive
access to bank financing has put pressure on liquidity. There-
fore, we continue to monitor smaller players more closely.
Our underwriting stance on the sector is generally neutral,
but more restrictive for businesses in the troubled subsec-
tors.
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Denmark: Engineering

2017 2018f 2019f
GDP growth (%) 2.3 16 19
Sector value added
growth (%) -5.3 2.7 2.6

Average sector growth over the past

3 years (%) 3.5
Average sector growth over the past

5 years (%) 3.0
Degree of export orientation high
Degree of competition high

Sources: Macrobond, Oxford Economics, Atradius

Performance forecast along subsectors

Machinery Machinery
related to related to Machinery
manufacturing agriculture related to oil/gas

VA

-

Source: Atradius
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Germany

The machines/engineering sector remains one of the main
drivers of the German economy, accounting for 3% of GDP.
Annual production is forecast to grow about 5% in 2018, ac-
cording to the German engineering association VDMA.

German machinery exports increased 4.3% year-on-year in
H1 of 2018, with China and the USA being the largest export
destinations. Due to its high export ratio of more than 72%,
the industry is highly susceptible to certain risks (deteriora-
tion of the global economy, rising geopolitical risks, exchange
rate volatility and rising protectionism). According to VDMA,
increased uncertainty around Brexit and international trade
disputes will slow down machinery production growth in
2019, to 2%.

The industry is characterised by high investment (IT and
equipment) and increased labour costs. The equity ratios
of machinery businesses are higher than the average of the
German industrial sector overall, as necessary investments
can often be financed internally (cash flow, shareholder and/
or mezzanine loans). Due to this, many machinery business-
es are not excessively reliant on bank finance, and bank in-
debtedness is rather low.

Margins are relatively high, especially in niche segments.
However, margins have come increasingly under pressure in
recent years due to rising competition, especially from China.

Payment duration in the industry is 60 days to 90 days on
average. Compared to other German industries, the machin-
ery/engineering sector’'s payment behaviour and default/
insolvency rate is good. The number of non-payment noti-
fications and business failures is expected to remain low in
2018 and 2019.

Given the general financial strength of Germany’s machin-
ery businesses, our underwriting approach remains, by and
large, relaxed. However, as in 2017, we remain more cautious
with machinery businesses involved in the paper/print sub-
sector, as the shift to digital has resulted in shrinking profit
margins, and many companies are still restructuring to ad-
just their production to customers’ needs. Another segment
with difficulties is textile machinery, but this subsector rep-
resents only a minor share of the German machinery indus-
try.

atradiusmarketmonitor

Germany: Engineering

2017 2018f 2019f
GDP growth (%) 2.5 19 17
Sector value added
growth (%) 4.6 49 34

Average sector growth over the past

3 years (%) 1.9
Average sector growth over the past

5 years (%) 19
Degree of export orientation very high
Degree of competition medium

Sources: Macrobond, Oxford Economics, Atradius

Performance forecast along subsectors

Machinery Machinery Machinery
related to related to related to
manufacturing agriculture construction

Source: Atradius
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> Singapore

m  Growth of Singapore’s machinery and engineering sector is
driven by demand for semiconductor and industrial process
control equipment as well as refrigeration/cooling systems.

rrrrrrrrrrrrrr Further expansion in 2018 and 2019 will be sustained by ro-

Singapore: Engineering

2017 2018f 2019f

E bust industrial production growth (8% and 4% respectively).

% However, business performance and profit margins of ma- GDP growth (%) 3.6 30 24
§ chinery traders could be negatively affected by the ongoing Sector value added

a trade dispute between China and the US. growth (%) 74 25 40

m  The gearing of machinery businesses is rather low, as most

machinery manufacturers in Singapore are parts of global Average sector growth over the past

groups, supported by intercompany loans. Banks are not re- 3 years (%) 49
n strictive in lending to the industry. Average sector growth over the past
> . . 5 years (%) 16
o ®  Payments in the machinery sector take between 90 days and Degree of export orientation average
% 100 days on average. Payment experience has been rather g P &

good over the past two years, and the insolvency level is low Degree of competition average
compared to other sectors. No increase in payment delays or

. . . . Sources: Macrobond, Oxford Economics, Atradius
insolvencies is expeced in the coming 12 months.

IONVIWHO4HIAd LINYVIN

®  Our underwriting stance remains generally open to neutral
for the industry. We are mainly open for machinery business-

% es delivering to manufacturing sectors, as this segment ben- Performance forecast along subsectors
2 efits from persistent growth in semiconductor and electronic
2 manufacturing activities. The same accounts for food-relat- . .
a d hi hich benefits f istent] ing de- Machinery Machinery
’E e m(;‘ac inery, which benefits from persistently growing de related to related to T
mand. manufacturing construction related to oil/gas
®  That said, we take a neutral approach to construction-related
machinery businesses, as the Singaporean government has @ @
""""" o taken measures to cool down the property market in order to
§ avoid price hikes. This will slow down growth in the construc-
ﬁ tion sector and demand for related machinery equipment.
=<
o Source: Atradius
)
3
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Spain

B The Spanish machinery sector has been growing both in turn-
over and margins over the past five years, and this favorable
evolution has significantly contributed to the rebound of the

Spanish economy. Machines/engineering is one of Spain’s w017 sosst ot

Spain: Engineering

major export sectors, delivering 70% of its production to E
. ) . Sector value added 5
® In the machinery for manufacturing/machine tools seg- srowth (%) 106 59 29 3

ment Spain is the third-largest producer in the EU and the
ninth-largest in the world. The main buyer sector is the au-
tomotive industry - one of the main sectors of the Spanish

Average sector growth over the past

economy, with a high volume of investment. 3 years (%) 6.7
) ) o ) ) Average sector growth over the past
® The EU is by far the main destination for Spanish machin- 0 wow
Qual d . X 5years (%) 2.6 g9
ery exports. Quality and price are key in this very competitive . . . =3
market with many active players, both of which are putting DD O rgBatiL (l)r.lentatlon h?gh § g
pressure on businesses margins. Many Spanish machinery Degree of competition high 5 <
businesses compete in technology segments with lower add- ) ) 5
Sources: Macrobond, Oxford Economics, Atradius X
ed value. =
=

®  Machinery output is expected to increase 3%-3.5% in 2018
because the flexibility of the production processes facilitates
adapting to changing market demands. However, due to its Performance forecast along subsectors
high export ratio the industry is very susceptible to external
risks (deterioration in the Eurozone, Brexit impact, oil price
volatility, rising protectionism).

Machinery Machinery Machinery

related to related to related to

®  Profit margins are expected to remain stable in the short- manufacturing construction agriculture
term, while access to bank loans is generally open. Payments
in the machinery sector take between 60 days and 90 days @
on average. Payment experience has been rather gopodover | ¢ 0 Jy@ESH 0 o0 s
the past two years. No increase in payment delays or insol-
vencies is expected in the coming 12 months, due to order
backlogs and further economic growth in Spain and the EU.
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>
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®  Qur underwriting stance is generally open for the manufac-
turing-related machinery segment, due to steady revenue
growth and a benign outlook. The same accounts for agri-
cultural/food machinery, which benefits from the robust per-
formance of the large Spanish agriculture and food industry.
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Source: Atradius o
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®  Qurunderwriting stance remains neutral for construction-re-
lated machinery. This segment has benefited from construc-
tion growth in Spain (construction output increased 3.2% in
2017), but remains susceptible to a potential reversal of the
still wobbly recovery of the building industry. We are also
more neutral when underwriting businesses dependent on
the oil/gas industry, as machinery investments are highly
susceptible to commodity price volatility.
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United States

m  Revenues of the US engineering industry have rebounded
since 2015 after some years of decrease, as greater liquidity

in financial markets helped to boost spending on new con- USA: Engineering
rrrrrrrrrrrrrr struction. Businesses’ profit margins have increased over the 2017 - S—
2 last 12 months, and are expected to remain stable in H2 of
% 2018 and H1 of 2019. The US machines/engineering sector GDP growth (%) 2.2 2.8 2.2
§ is forecast to record value added growth of 7.2% in 2018 and Sector value added
a 4.5%in 2018. growth (%) 7.2 7.2 45

m  Construction-related machinery businesses continue to ben-

efit from elevated US economic growth and the continued ro- Average sector growth over the past

bust performance of the domestic construction sector. Qual- 3 years (%) 25
> ity engineering products will remain in very high demand Average sector growth over the past
= throughout most industrial segments in 2018 and 2019. S years (%) 21
(9] . . .
% ®  While the machinery businesses related to the oil/gas or the Dlgzize Gl ponl OiEnELen UG

mining segments had been affected by lower capital spend- Degree of competition high
ing on purchasing machinery and equipment in 2016 and

2017, higher oil and gas prices have led to a modest rebound

in investment since the end of last year.

Sources: Macrobond, Oxford Economics, Atradius

IONVIWHO4HIAd LINYVIN

® |n general the dependency on bank financing of this cap-
ital-intensive industry is high, and US banks are principally Performance forecast along subsectors
willing to provide loans to the sector. The average payment
duration in the US machinery industry is 30 days, however,
payment terms can be longer as capital equipment can car-
ry a higher price tag. Payment experience over the last two
years has been good, with a rather low number of non-pay-

ment cases expected to decrease further in the coming six
,,,,,,,,,,,,,, months. @ @

m  Compared to other US industries the number of insolvencies
is low in the machinery sector. Business failures have de-
creased in H1 of 2018 and are expected to level off in the
coming 12 months, in line with the overall US business insol-
vency development.

Machinery Machinery
related to related to Machinery
manufacturing construction related to oil/gas

o
=
m
b
=
m
=
o
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>
o
3

Source: Atradius

®  Due to the rather moderate credit risk, our underwriting
stance for the US machinery sector is generally open. How-
ever, some caution is still advised on machinery businesses
dependent on the oil/gas and the mining industry, due to
the potential impacts of energy price volatility and of the in-
creased importance of environmentally friendly and sustain-
able energy sources.
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Industries performance forecast per country

October 2018

Automotive/ Chemicals/ Construction
Agriculture Transport Pharma Const.Mtrls

Austria
Belgium
Czech Rep.
Denmark
France
Germany
Hungary
Ireland
Italy

The Netherlands
Poland
Portugal
Russia
Slovakia
Spain
Sweden
Switzerland

Turkey

c
AN

Australia
China

Hong Kong
India
Indonesia
Japan

New Zealand
Singapore
Taiwan

Thailand

FOOFCIDOOECDOBROOIFIDOPOOITOCOPITOT
SEPPPOOOOOPOTOPOIOOBIBOBOFODOBOOOS

SR R R bl T e vt it

United Arab Emirates

PUOBIDOBOBPIPOPPOPPIPPPIBIBIOOPOPID

Consumer Electronics/ Financial
Durables Services
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Industry performance
Changes since September 2018

Europe
Belgium Ireland
Automotive/Transport Construction

Down from Good to Fair

In the transport subsector, insolvencies have increased in the ga-
rage and the road transport segments.

Construction/Construction Materials

Down from Fair to Poor

Both business insolvency and the number of credit insurance
claims have increased.

Czech Republic
Machines/Engineering
Up from Fair to Good

The machines/engineering industry increasingly benefits from
rising revenues and a solid order situation.

France
Construction/Construction materials

Down from Fair to Poor

Cash difficulties in the sector are rising as businesses find it diffi-
cult to fund their increasing working capital requirements in the
recovery that has followed several difficult years. Operating mar-
gins remain tight, while a significant amount of cash is required
to fund increasing order books. Additionally there are indications
that the rebound in construction activity has already reached its
peak, with the first signs of slackening on the horizon.

22

Up from Fair to Good

The industry has seen consistent growth for some time, and
there is real demand to increase house building over the next
2-3 years.

Electronics/ICT
Up from Fair to Good
The sector’s growth performance is strong, and it benefits from

a continuing inflow of foreign direct investment (FDI) from US
multinationals..

Portugal
Paper

Down from Fair to Poor

The industry has been severely hit by a persistent price increase
for pulp in international markets, coupled with a very competi-
tive market environment. This has led to a deterioration of busi-
ness margins while even some of the sector’s leading companies
suffered substantial losses.
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The Americas

United States
Automotive

Down from Good to Fair

Sales of new cars have been rather subdued in 2018 while uncer-
tainty over the potential imposition of import tariffs for cars and
car parts persists.

Metals

Up from Poor to Fair

Steel

Up from Poor to Fair

Adjusted pricing in the US market following the implementation
of tariffs has led to increasing revenues and improved profitabil-
ity for domestic steel and metals producers. However, depending
on the level of international sourcing, smaller steel and metals
service centres are being affected by cash flow pressure related
to the working capital lag associated with higher raw materials
pricing.

Textiles

Up from Poor to Fair

In line with the robust performance of the US economy, textiles/
clothing sales have increased.
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If you've found this report useful, why not visit our website www.atradius.com,
where you'll find many more Atradius publications focusing on the global econ-
omy, including more country reports, industry analysis, advice on credit man-
agement and essays on current business issues.

On Twitter? Follow @Atradius or search #marketmonitor to stay up to date with
the latest edition

Connect with Atradius
on Social Media

You

@atradius Atradius atradius

Atradius N.V.

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

The Netherlands

Phone: +31 20 5539111

info@atradius.com
www.atradius.com


http://twitter.com/#!/atradius
http://www.linkedin.com/company/atradius
http://www.youtube.com/atradiusgroup
http://www.atradius.com
mailto:info@atradius.com
http://www.atradius.com
http://twitter.com/#!/atradius

	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite
	Leere Seite

	seite zurück: 
	print: 
	nächste seite: 


