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Good news on global growth comes with a significant deterioration
in payment terms. Days Sales Outstanding (DSO) increased by +2
days in 2017 to 66 days on average worldwide, its highest level since
2007. It had previously been stable for five years, around 64 days. As
global growth accelerated, companies extended their trust to their
clients through longer payment delays. We expect DSO to rise by
one more day to 67 days in 2018, due to the positive economic and
financial outlook.

DSO increased in two out of three countries and two out three sec-
torsin 2017. In particular, DSO increased where it was already high.
One company out of four in 2017 was paid by its clients after 90
days. In emerging countries, it was one company out of three.

Overall, Electronics, Machinery and Construction have the highest
DSO (all above 85 days). They are also the sectors where the number
of companies with DSO exceeding 90 days is the highest: almost half
of the companies in Electronics, two out of five companies in Capital
goods and Construction. On the other end of the spectrum, Agrifood,
Transportation and Leisure goods companies are paid a lot faster
than the global average.

The US, part of the Eurozone and China experience the highest in-
crease in DSO: (i) DSO increased by +2 days in the US in 2017; (ii) It
increased by +2 days (to 66 days) in the euro zone, hiding significant
increases (Spain, Portugal, Greece, the Netherlands) and sharp de-
creases (Italy, Denmark, Finland) ; and (jii) it increased by +3 days in
China (v. +1 day on average in Asia), reaching a ten-year high at 92
days.

Chart 1 Change in Global DSO and Global GDP growth
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MIND YOUR RECEIVABLES

USE OUR TOOL TO ANALYSE KEY PAYMENT AND
INSOLVENCY INDICATORS THAT ARE CRITICAL FOR COMPANIES

CHECK OUR WEB APP: MindYourReceivables
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PAYMENT BEHAVIOR

PAYMENT DELAYS UP 2 DAYS GLOBALLY: DON'T
LOWER YOUR GUARD TOO EARLY!

. In 2017, the average DSO increased by +2 days in 2017 to 66 days. It
should increase by +1 day in 2018

. The US, part of the Eurozone and China experience the highest in-

crease in DSO

. Upstream industrial sectors such as Electronics, Machinery and Con-
struction have the highest DSO

The return of growth and trust dis-
tract attention from payment disci-
pline

As shown in chart 1, there is a clear
correlation between DSO and glob-
al economic activity as measured by
GDP growth. The economic and fi-
nancial crisis of 2007-2008 had led
companies to closely monitor or ac-
celerate debt collection, reflected in
the sharp fall in DSO (-5 days, to 60
days in 2008 on average). The return
of growth then allowed DSO to rise
to 64 days where it stayed constant
from 2012 to 2016 before the back-
drop of +2.8% p.a. average GDP
growth. We interpret the latest in-
crease in DSO as a certain lowering
of the guards and greater trust as a
result of stronger growth and opti-
mistic short-term macroeconomic
forecasts: GDP growth reached
+3.2%in 2017, after +2.6% in 2016.
We expect a similar dynamicin
2018, with global DSO rising by one
more day, to 67 days.

Widespread lengthening of pay-
ment periods

Across our sample of 25,000 listed
companies across 20 sectors and 36

countries, DSO rose by +2 days on
average globally, reaching 66 days
at the end of 2017. After five years of
stability at 64 days, DSO reached a
ten-year high. Moreover, the spread
of DSO around its mean increased in
2017, with one company out of four
being paid by its clients within less
than 31 days, but one out of four
being paid after 90 days. This com-
pares to one out of four companies
achieving payment within 88 days in
2016.

The lengthening of DSO reflects a
relaxation of payment standards
between companies. As global eco-
nomic health is improving (see chart
1), companies tend to trust their cli-
ents to pay them - despite the in-
crease in insolvencies of large com-
panies.

The increase in average DSO in
2017 stems from a global trend ob-
served in most countries. As shown in
chart 2, DSO increased in 2017 in
two thirds of the countries in our uni-
verse. For the most part, they are
developed countries, but some are
large emerging economies, such as
China and other Asian countries, but
also Turkey (+3 days) and Brazil (+1

day). In China where the average
DSO already by far exceed the glob-
al average, DSO rose by a further +3
daysin 2017. By early 2018, it
reached 92 days. It is worth noting
that DSO increased in twelve sectors
out of eighteen in China, compound-
ed by the share of Chinese compa-
nies with DSO that exceeded 90 or
even 120 days.

In light of relative levels of DSO (see
chart 3), three main groups of coun-
tries emerge with respect to the
global average:

1) The seven strongest countries
have an average DSO inferior or
equal to 51 days, the country with
the lowest DSO globally being New-
Zealand with 43 days. Other coun-
tries with short averages are the
Nordic countries (Denmark and Fin-
land), Austria and Switzerland, the
US and eventually the Netherlands
despite the four-day rise due to the
strong increases in the telecom,
technologies and support services
sectors.
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Chart 2 DSO and change in DSO by country
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2) The group of 7 other countries for tures, but also from increasing delays  Finally, Pharmaceuticals is the only

which DSO stays below the global av-  in real estate programs. Not overly B2B sector with a decreasing DSO (-2
erage, comprises amongst others Ger-  surprising given the heterogeneous days) in 2017, albeit still with (78 days),
many (54 days), Canada (54), Brazil nature of the sector, there is great di- linked to its particular customer base —

(62), and the UK (53) in which itissta-  vergence around the mean. DSO inthe mainly public health insurance sys-
ble despite uncertainties due to Brexit. Energy (63 days), Metals (58) and Pa-  tems.

We find it noteworthy that Russia is per (62) sectors stand below our global

part of the group, with DSO decreasing average. However, the metric for the At the other end of the spectrum are
by +2 days to 56 days, with one quarter two former ones increased by +3 and  sectors closer to the end consumer,

of companies being paid under 22 +2 days in 2017, respectively, as a con-  with DSO far lower than the global
days. sequence of the increase in commodity average of 66 days, such as Food (46

prices. As for the Paper industry, the +1  days), Transportation (49) and House-
3) Finally, the remaining group of 12 day increase to 62 days can be ex- hold equipment (49).

countries with an average DSO superi- plained by the rise in online sales.

or to the global average of 66 days,

such as France (74), Italy (83). China Marc Livinec
has the highest average DSO (92

days). With respective average DSO of

74 days and 83 days, Portugal and

Turkey should be closely monitored as

almost one company out of four is paid

after four months in these two coun- Chart 3 DSO level and dispersion by country in 2017 (number of days)
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stable DSO (Food, Household equip-
ment, Machinery, Recreational goods) Sources: Bloomberg, Euler Hermes, Alllianz Research
and two with decreasing DSO y/y
(Pharmaceuticals and support Ser-
vices). DSO is once again far higherin
B2B than B2C activities. 120

120 +
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Chart 4 DSO level and dispersion by sector in 2017 (number of days)

The longest DSOs are in sectors with 100 L Average DSO in the sector worldwide %8 97

long manufacturing processes, i.e. Aer- o a s s P A i U
onautics (72), Automotive (72), Ma- 80 + o ° >
chinery (87) and Electronics (91). DSO 7 e g o oo @ & il B
in all of these sectors exceeds the glob- %7 dod 2 :

al average of 66 days by +6 days or

more.
This is also the case for Chemicals, with 20 +
a DSO of 73 days on average. It is no
surprise, as it is a supplier to all industri-
al activities.

Construction is one of the three sectors
with the highest DSO with 85 days: this

stems from public works and infrastruc-
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Chart 5 Global DSO Heat Map 2017
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New Zealand 16 20 47 32 37 40 - - 41 - 33 54 - - - 63 67 55 61 95 43
South Africa 28 33 42 39 44 - 34 - - 45 17 62 - - 59 70 77 52 54 67 47
Denmark 23 32 36 41 - 39 - 34 83 - 55 54 - - - 58 50 55 64 51 47
Austria - 38 61 47 - 32 43 - 31 - 73 - - 27 - - - 52 49 - 47
Finland 11 28 29 40 73 43 47 38 - 42 - 54 - - - 85 - 37 58 51 50
Netherlands 9 72 44 35 51 35 - 42 - - 52 60 - - 57 70 - 42 49 55 50
Switzerland 19 27 39 27 - 47 49 101 67 30 - 62 - - 74 70 63 49 61 64 51
U.S. 21 40 36 36 43 41 48 40 51 41 57 57 57 57 57 61 62 57 60 62 51
United Kingdom 14 43 48 42 51 42 34 33 58 56 57 56 53 63 75 76 72 42 75 65 53
Australia 28 48 51 44 40 50 47 57 53 49 58 60 93 45 83 62 75 59 62 60 53
Canada 18 40 34 52 50 42 34 57 44 35 85 54 51 - 38 63 68 56 69 83 54
Germany 29 48 39 49 42 41 60 38 48 - 53 69 - 68 45 62 77 51 62 66 54
Russia 26 23 39 26 - 37 60 72 63 43 50 34 75 61 23 68 118 68 65 75 56
Sweden 23 41 51 20 35 48 33 51 15 47 40 66 59 38 92 77 56 67 63 71 57
Norway 8 31 39 46 31 61 51 - - - 73 72 - - 53 60 48 52 62 71 57
Poland 36 44 54 44 46 47 38 55 35 55 40 67 60 43 48 69 71 69 87 80 59
Brazil 60 37 42 39 82 97 44 74 66 67 62 78 58 55 53 71 91 81 56 - 62
Bulgaria 64 28 59 - - 66 42 72 89 60 63 22 - 58 72 134 85 79 75 41 62
Chile 64 33 55 61 - 77 53 84 63 - - 57 - - 103 - - 74 115 - 63
Hong Kong 29 43 42 54 41 55 53 63 54 65 81 72 - 82 68 74 102 73 99 82 63
South Korea 34 50 46 45 55 57 74 52 73 67 54 52 76 69 64 68 94 63 76 62 65
Belgium 42 56 52 67 62 45 29 - 107 - - 68 - - 45 105 67 66 81 71 66
India 46 62 39 58 37 56 58 58 73 44 58 87 92 58 76 93 76 85 77 101 | 68
Romania 26 22 86 64 - 34 45 52 66 53 67 90 55 92 56 - 149 81 81 75 68
Saudi Arabia 37 45 48 96 105 74 59 92 - - - 111 - - 73 - - 80 67 154 | 69
Japan 23 37 52 51 69 63 89 67 47 88 56 60 117 70 99 72 95 111 108 100]| 71
Singapore 44 35 52 65 42 74 72 72 89 64 98 70 89 65 80 77 57 85 92 85 72
Portugal 17 59 66 99 - - - - 48 46 - 120 - - - 113 - 96 - - 74
France 35 80 63 55 56 49 49 64 79 55 96 92 74 53 60 99 63 75 97 78 74
Taiwan 36 36 48 40 39 57 57 58 42 58 61 71 97 78 74 71 78 71 93 99 74
Spain 20 68 75 46 51 79 54 55 69 49 131 88 - 54 - 109 69 111 93 - 78
Morocco 43 75 62 114 - - 71 - 79 - 46 - - - - 140 95 85 - - 83
Italy 41 96 58 73 75 64 - 86 105 - 93 103 55 41 88 98 76 80 91 74 83
Turkey 28 77 70 31 109 75 57 78 42 87 73 56 - 74 83 134 120 123 107 140| 83
Greece 48 65 92 44 - 71 110 108 68 - 20 99 - - 85 121 - 110 109 - 89
China 22 57 37 54 67 61 75 68 56 94 113 91 125 112 84 113 93 123 126 139 | 92
| Sector average 28 45 46 49 53 56 58 59 61 62 63 65 72 72 73 75 78 85 87 91 m

Sources Bloomberg, Euler Hermes, Alllianz Research

Reading notes:

A greener color indicates a lower average country or sector DSO; hence a customer base paying faster, consolidating one’s
cash balance.

Conversely, a more red color indicates a lengthening country or sector DSO that usually brings on problems, especially in case
of poor cash balance.

DSO data are available on our Web App MindYourReceivables
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward-looking state-
ments that are based on management's current views and assumptions and involve known and unknown risks and uncer-
tainties. Actual results, performance or events may differ materially from those expressed or implied in such forward-looking
statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive situa-
tion, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets (particularly
market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including from natural catas-
trophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v) persistency levels, (vi) p ar-
ticularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii) currency exchange rates includ-
ing the euro/US-dollar exchange rate, (ix) changes in laws and regulations, including tax regulations, (x) the impact of ac-
quisitions, including related integration issues, and reorganization measures, and (xi) general competitive factors, in each
case on a local, regional, national and/or global basis. Many of these factors may be more likely to occur, or more pro-
nounced, as a result of terrorist activities and their consequences.

NO DUTY TO UPDATE

The company assumes no obligation to update any information or forward-looking statement contained herein, save for any
information required to be disclosed by law.


http://www.eulerhermes.com/economic-research
mailto:research@eulerhermes.com
https://www.linkedin.com/company/euler-hermes/
https://www.linkedin.com/company/euler-hermes/

