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Managing risk, enabling trade
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* Comparison of Atradius credit risk situation/business performance outlook for the industry

(Ranking from one ball (very poor) to five balls (very good)




Squad performance for the tournament - check

French construction industry

2016f 2017f

Country

Romanian
construction industry

2015 2016f 2017f

GDP growth

Construction sector value
added growth (%)

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

Level of competition

Sources: IHS, Atradius

Not yet up to win

Construction accounts for 4.9% of French GDP, with
540,000 companies employing about 1.5 million people.
The sector consists mainly of small businesses (about
95% of construction businesses have 1-10 employees),
with just about 200 companies employing more than
200 people, and some larger, internationally active
players.

In 2015 French construction activity continued to deteri-
orate (down 3% in volume), the seventh year of decrease
since the major recession of 2008. The sector was neg-
atively impacted by still sluggish economic growth, low
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household purchasing and public budget spending con- g
straints. In 2016, construction output is expected to re- ;
bound 2.5%. L_;i

B

Given the poor construction performance and low de-
mand in previous years, it comes as no surprise that
French construction businesses face many difficulties.
Revenues and investments are low, competition is fierce,
and prices and profitability are both being squeezed. Ma-
jor players keep putting pressure on their subcontrac="" .
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demand prevent companies from price incr ases, while g
high personal costs weigh on businesses;’gudgets. Due
to continued difficult access to short-term credit facili-
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ties, cash management remains a major iss

A mixed performance

The Romanian construction sector is a quite dynamic,
with one of the highest growth rates in Europe. The vol-
ume of the construction works increased 9.9% year-on-
year in the period January-September 2015.

Competition is strong and market consolidation on-
going. Despite their size, many larger companies have
faced financial difficulties in the past few years.

Many construction businesses show very low equity lev-
el. Main financing sources are suppliers and bank loans.
But due to a high number of insolvencies and generally
volatile market demand, banks are reluctant to provide
loans to construction businesses. Financing of large pro-
jects is the key to success.

Although the economic environment and construction
growth outlook are good, construction businesses are
vulnerable to shocks and downturns, which are worsen-
ing the credit risk.




Players to watch

France

m  Residential construction activity is expect-
ed to grow 5.5%, helped by government
support for new buildings and modernisa-
tion (e.g. tax exemptions and reductions for
real estate investors and first-time buyers
and VAT reduction for finishing) and in-
creasing loans for real estate acquisitions
by private households.

Romania

Investment in the commercial construction
segment is expected to increase. The rising
focus on energy efficiency and installation
of modern heating, ventilating, and air con-
ditioning (HVAC) systems will fuel growth
of this subsector.

®  Non-residential construction activity is
expected to remain subdued, especially in
the public construction segment. Public
works are likely to continue to suffer from
poor investments: the government has
reduced funds allocated to local authori-
ties by nearly EUR 12 billion for the period
2015-2017 (approx. EUR 4 billion per year)
as part of an overall cost cutting program of
EUR 50 billion over three years to tackle the
public deficit.
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The residential construction segment has
been relatively flat since a couple of years.
Currently there is no sign of a significant
improvement.

The construction materials segment is
highly vulnerable to fraudulent behaviour,
due to the generally low level of profit.



Major strengths and weaknesses

French construction industry Romanian construction industry

Feeble economic growth and measures Relatively high risk operating

to curb the high public deficit environment for construction businesses
due to lack of transpasrence in tender
processes and endemic project delays

Slow rebound underway, but still low
order books, especially in Public Works

Corruption is widespread, damaging the

Atz U T reputation of the industry

CeB BRI S Inability of the authorities to promote

public-private partnership projects




Fair play ranking:
payment behaviour and insolvencies

French construction industry

Payment experience in the French construction sec-
tor is bad, and the level of protracted payments has
been high over the past couple of years.

The number of non-payment notifications is high,
and has increased in 2015. A stabilisation is expected
in 2016, but the level of non-payments will remain
high.

The financial situation of construction businesses is
often impacted by the ‘scissor effect’ of low margins
and long payment delays.

The number on insolvencies in the industry is ex-
pected to remain stable, but still on a very high level.

Romanian construction industry

Payment duration in the construction sector takes
about 60 days - 120 days on average.

As works usually take an extended amount of time to
be completed, many construction businesses heavily
rely on protracted payments, which increases the
credit risk.

In the public construction segment the administra-
tion is generally very slow in paying for completed
works, which is putting stress on the liquidity of
businesses

The number of construction insolvencies is very high
and has increased over the past six months, and are
expected to level off only in the coming six months.



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.
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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
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