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Worldwide DSO: Paying the penalty for low growth
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. . ] B Euler Hermes expects global Days Sales Outstanding (DSO) to
Iréne Herlea, Junior Economist remain around 64 days in 2016. In 2015, 1 out of 4 companies
B4 irene.herlea.ext@eulerhermes.com worldwide was paid after 90 days, on average.
Marc Livinec, Sector advisor B Electronics, Machinery & equipment and Construction are the sectors
54 marc.livinec@eulerhermes.com where companies wait the longest to get paid: 89, 87 and 81 days in

2015. Those closer to the consumers — Retail, Food, Non-business
services, and Transportation — report a DSO below 50 days.

B DSO is increasing again in China where it is forecast to reach 92 days
in 2016, the highest level worldwide. Conversely companies speed up
payment terms in Western Europe where DSO stands on average at
60 in 2015 and is expected to decrease slightly to 59 in 2016.

1 out of 4 companies worldwide is paid after 90 days

Based on our panel of 27,300 listed companies Payment practices vary widely between
worldwide, the average DSO (Days Sales Outstanding) countries
has remained almost stable at 64 days since 2010. Greece, China and ltaly are the countries where it
However, the time needed to collect trade receivables is takes the longest for companies to get paid: 91, 88
very uneven across companies, countries and sectors. and 88 days respectively in 2015. China is also the
country reporting the highest heterogeneity in
In 2015, 25% of the companies included in our panel payment practices with 25% of companies paid after
had to wait for 90 days or more to get paid by their 131 days. Conversely, payment terms are the fastest
clients; while 25% collected their dues within 31 days. in Austria, New Zealand and the Netherlands where
The rest of them were paid between 1 and 3 months. DSO stood at 44, 46 and 47 respectively in 2015.

Figure 1: DSO level and dispersion globally and for selected countries in 2015 (number of days)
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Sector wise: The closer to the final consumer, the
faster the payment

Electronics, Machinery & equipment and Construction are
the three sectors where companies have to wait the
longest to get paid: respectively 89, 87 and 81 days on
average in 2015.

The first two sectors suffer from their upstream
positioning which transfers to them all payment delays
happening along supply chains.

The Construction sector is also interesting regarding the
heterogeneity in payment practices between companies
explained by the high fragmentation of the sector: 25% of
them have to wait 113 days or more to recover their trade
receivables, while 25% get paid within 40 days.

On the other side of the spectrum, Retail had an
average DSO of 27 days in 2015, with 25% of
companies being paid before 5 days. Other sectors
oriented towards consumers — Food, Non-business
services, and Transportation — also reported an
average DSO below 50 days in 2015. However,
given the disparity of Services activities, payment
practices are quite heterogeneous in the sector with
25% of companies paid after 70 days.

Figure 2: DSO level and dispersion by sector in 2015 (number of days)
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Payment terms are extending once again
in China and Brazil

The global stability of DSO hides two different
trends when it comes to the evolution of payment
terms practices across countries. In 2015, it took
on average 68 days to be paid in emerging
markets compared to 59 in advanced economies.
Five years before the spread between DSO in the
groups of coutries was limited to 4 days. In 2016,
we expect it to rise to 12 days, driven by a strong
increase in China and Brazil.
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In China firms had to wait 88 days in 2015 to get
paid, +5 days more than in 2014 and +20 days
compared to 20007. In 2016, we forecast DSO to
reach 92 days on average driven up by two main
factors.
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First, the slowdown of the economy limits
revenue generation and pushes firms to
postpone the payment of their invoices. Second,
the large amounts of cash accumulated by
Chinese listed companies give them financial
buffers to be more flexible when it comes to trade
receivables. Indeed listed copanies have doubled
their level of cash & cash equivalents since 2010
and are able to support their clients by acting as
an alternative to bank financing. However, this
model might prove risky in the longer run,
markedly for companies which would not be
considered as strategic by the State anymore.
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Figure 2: DSO evolution in China between 2007 and 2015
(% of Chinese companies paid within a given time period,
in number of days)
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The situation is thus challenging in Electronics
where DSO stands at 139 days, +37 days since
2010; Machinery & equipment industry (134 days
in 2015, + 22 vs. 2010) and Construction (110
days in 2015, +33 vs. 2010).

In Brazil, DSO increased to 64 days in 2015,
compared to 61 one year before as companies in
the country suffer from a general disorganization
caused by the economic slowdown. In 2016 with
recession still going on, DSO is expected to
increase by another +3 days and reach its highest
level since 2007.

Russia stands out as an interesting counter
example of the evolution of DSO in emerging
markets. Between 2007 and 2014, DSO increased
by +9 days to 60 days as companies were
catching up with international standards. In 2015,
DSO decreased to 56 days, well below the world
average. As confidence in the business
environment is too low, parties resort to cash
transaction to avoid credit risk putting a cap on
DSO.

In the U.S., the average DSO remains
stable around 50 days, but industries are
divided

In 2016, the average DSO of listed companies in
the U.S. is forecast to stabilize at 50 days, after 49
days in 2015 and 50 in 2014. Payment practices
are quite homogeneous within the country with 1
out of 2 companies paid between 24 and 65 days.
However, this stability hides two different
dynamics across sectors in 2015.

Sectors considered at low risk — Pharmaceuticals
and Chemicals — relaxed their payment policies
with an increase by +4 days of their DSO.

The average DSO in the U.S. Pharmaceutical
industry stands at 62 days. Because of a sharp
increase in the price of drugs, health insurers find
it more difficult to reimburse the funds they
advanced to laboratories. Given their large
financial buffers, the latter extended deadlines to
recover the funds they advanced to hospitals.

The increase in DSO of the Chemicals sector to
51 days is related to financial struggles in the
main outlets of fertilizers and plastics. These
companies attempt to obtain longer terms from
their chemicals suppliers and pay their debts later
than before.

Conversely, DSO decreased by -4 days in
industries going through economic hard times —
Metals and Energy — to 57 and 50 days
respectively.

Listed companies tightened their payment policies
in order to cope with reduced operating cash flows
caused by the slide in commodity prices. However
this tightening was not enough to prevent these
two industries from a downgrade to sensitive risk
in Q4 2015 and Q1 2016.

Companies speed up payment terms in
Western Europe, but practices remain
uneven across countries

In 2015, Western European companies had to
wait on average 60 days to collect their trade
receivables, -2 days less than in 2014.
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Figure 4: Change in DSO in 2015 and 2016 forecast in major
emerging markets
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Figure 5: DSO level by sector in the U.S. in 2015 and change
compared to previous year
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The most significant decline took place Greece
where the average DSO went down from 101
days in 204 to 91 in 2015. In this country,
austerity measures and privatizations forced
companies to tighten the management of their
trade receivables.

In Norway and the UK, DSO decreased by -3
days, mainly because of tightening payment
terms in the Energy sector.

DSO decreased also rapidly in Spain (-6 days),
Sweden (-3), ltaly (-3 days) and France (-2 days
thanks to a rebound in economic activity.

In terms of sectors, Technology reported the
strongest decrease in Western Europe last year
with DSO down -7 days to 82. This suggests
European tech firms are becoming more mature
regarding the management of their trade
receivables and thus get closer to the region
average.

In line with more dynamic activity, European
Construction industries also benefit from shorter
payment terms in 2015 with DSO decreasing by -
4 days to 65 on average. Most rapid declines
occurred in Spain (-18 days) and ltaly (-8 days)
while Portugal was the only country to report an
increase.

In 2016, Euler Hermes forecasts DSO to keep
decreasing as European businesses should
benefit from an acceleration in revenue
generation thanks to the improving momentum in
GDP growth to +1.6% (2016 forecast), after
+1.5% in 2015. In the Eurozone, the ECB QE
further encourages companies to speed up
payment terms thanks to easier access to credit.

Despite this global improvement, payment
practices will remain very uneven among
countries and European countries can be
classified into two groups when it comes to
payment terms.

The first group is composed of Northern
European countries where the average DSO
stands around 50 days on average and where
payment practices are quite homogeneous.
These include Austria where it takes only 44 days
for companies to collect their dues, the
Netherlands (47), Switzerland (48), the Nordics
(50 days), the UK (51) and Germany (53).

In all those countries the spread in payment
practices also appears much more limited than
the global average with 46% of firms paid
between 30 and 60 days and only 7% waiting
more than 90 days.

The second group is composed of
Mediterranean countries where DSO stands
above 60 days.

These include Spain where DSO are forecast to
stand at 65 days in 2016, Portugal (70f), France
(70f), ltaly (86f), Greece (89f) and also Belgium
(65f). In these countries, 30% of suppliers wait
more than 90 days to recover their trade
receivables while only 28% are paid between 30
and 60 days.
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Figure 6: Change in DSO in 2015 & 2016 in Western European
countries (number days compared to previous year)
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Figure 7: 2016 DSO forecast and dispersion
in Western European countries
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Global DSO Heat map in 2015
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DISCLAIMER

These assessments are, as always, subject to the disclaimer provided below.

This material is published by Euler Hermes SA, a Company of Allianz, for information purposes only and should not be
regarded as providing any specific advice. Recipients should make their own independent evaluation of this information and
no action should be taken, solely relying on it. This material should not be reproduced or disclosed without our consent. It is
not intended for distribution in any jurisdiction in which this would be prohibited. Whilst this information is believed to be
reliable, it has not been independently verified by Euler Hermes and Euler Hermes makes no representation or warranty
(express or implied) of any kind, as regards the accuracy or completeness of this information, nor does it accept any
responsibility or liability for any loss or damage arising in any way from any use made of or reliance placed on, this
information. Unless otherwise stated, any views, forecasts, or estimates are solely those of the Euler Hermes Economics
Department, as of this date and are subject to change without notice. Euler Hermes SA is authorised and regulated by the
Financial Markets Authority of France.

© Copyright 2016 Euler Hermes. All rights reserved.

View all Euler Hermes Economic Contact Euler Hermes Publication Director and Chief 5
Research online Economic Research Team Economist
http://www.eulerhermes.com/economic- I research@eulerhermes.com Ludovic Subran

research < ludovic.subran@eulerhermes.com




