Y Atradius

Managing risk, enabling trade

July 2015

market monitor

Focus on machinery performance
and outlook




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 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. 2015

atradiusmarketmonitor



In this issue...

Introduction Many running well, while some sputter............................ 4
Full reports

Brazil Deterioration across all main subsectors .............c......... 5
China Lower demand and overcapacity ..........ccccoceeeveeeevevevennnes 7
France Growth mainly due to automotive rebound...................... 9
Italy Italy’s economic recovery helps the sector..................... 11
United States Non-payments expected to decrease further ................ 13

Market performance snapshots

Czech Republic Profit margins expected to remain stable....................... 15
Germany Lower margins due to increasing competition............. 16
Japan Good growth prospects in 2015 and 2016...................... 17

Market performance at a glance

Hungary, SWeden............c.cooieveeeeeeeeeeeeeeeeeeeeee e 18
Overview chart Industries performance per country...........cccoeueeee.... 20
Industry performance Changes since June 2015 ..........c.ccoooeeeveeeeeeeeeeeeee 22

On the following pages we indicate the general outlook for each sector
featured using these symbols:

2800

Excellent Good Fair Poor Bleak

atradiusmarketmonitor

TABLE OF CONTENS

%)
~
o
o
o
w
o
-
|
=)
w

SNAPSHOTS

AT A GLANCE



—
>
@
=
m
o
A
()
]
p=4
3
m
P4
)

S140d3d 11n4

S1OHSdVNS

JDINVIDV LV

Many running well,
while some sputter

The 2015 outlook for the machinery industry in most countries
covered by this Market Monitor issue is good or fair. Main ma-
chinery producers and markets like Germany. Japan and the US
continue to perform well, while machinery in France and ltaly is
helped by increased demand from automotive and domestic re-
covery. In Eastern Europe the Czech Republic’s and Hungary’s
machinery industries are doing well, also benefiting from the re-
bound of the car industry in Europe, and the more benign growth
prospects of the Eurozone.

In contrast, the machinery industry is currently facing more
troubles in the large emerging markets Brazil and China, after
years of high investment in engineering equipment. Given the

fact that Chinese economic growth has been slowing down since
2014 and Brazil is on the brink of a recession this comes as no
surprise, as the fortunes of those engaged in the production and
sale of machinery depend crucially on the well-being of the busi-
nesses and industries for which their machines are designed.

That said, even well-established machinery players from de-
veloped markets have to take care in the future and adapt to a
changing global competitive environment. A good example is the
German machinery business, where profit margins have recently
decreased, as Chinese machinery builders are increasingly ca-
pable of producing high quality machines, forcing German busi-
nesses to compromise on price.
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Brazil

B Deterioration across all main subsectors
® Many businesses are highly geared

B Increasing payment delays and insolvencies

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)

Machinery and equipment production is one of Brazil's major
industrial sectors, accounting for approximately 7% of the coun-
try’s overall Industrial production. Currently the sector is being
severely impacted by an economic downturn (Brazilian GDP is
expected to contract 1.5% in 2015). The whole Brazilian business
environment has deteriorated due to decreased export revenues
from commodities, decreasing industrial production and rising
inflation (more than 8% in the first half of 2015), growing unem-
ployment and exchange rate volatility.

The machinery sector mainly suffers from a decrease in invest-
ments, triggered by high interest rates and the current crisis in
the oil/gas sector, which is a major buyer industry (the oil/gas
industry is affected by lower oil prices and a large corruption
scandal involving the state-owned Petrobras energy company).
Additionally, there are cuts in government investment programs
due to austerity measures, and the commodity export boom
has ended for the time being. The high volatility of the Brazilian
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Real against the USD has also negatively affected the machin-
ery business. The central bank needs to keep the general level
of prices under control in order to avoid further deterioration of
consumers’ purchasing power and has currently only limited op-
tions to use its reserves in the secondary market to stabilize the
exchange rate (as it did in the past).

The agricultural machinery subsector is affected by falling com-
modity prices (mainly for soybeans and corn), which has resulted
in lower margins for farmers, leading to lower investment. The
prospects for the 2015/16 season suggest farmers” margins will
decrease further.

0il and gas machinery equipment has been affected by lower in-
vestment of the energy sector, as the lower oil price has a very
negative impact on this industry - given the high costs for explo-
ration of Brazils” pre-salt oil fields. Additionally machinery sales
have been hit by a major corruption scandal involving the state-
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owned energy company Petrobras and suppliers, as investments
came to halt. At the same time road equipment machinery is hit
by government austerity.

Therefore, in all machinery segments both demand and profit
margins have significantly deteriorated over the last 12 months,
and this negative trend is expected to continue in the second half
of 2015.

Many machine businesses are highly indebted, due to large in-
vestments made in previous years when businesses expanded.
Now that Brazil’s commodity-driven growth phase has ended
for the time being, serving those debts has become increasingly
difficult, mainly due to higher interest rates (the Brazilian cen-
tral bank has repeatedly raised interest rates to combat inflation,
and in June 2015 the benchmark interest rate was up to 13.75%).
This monetary policy has had a credit crunch effect, and it comes
as no surprise that financial institutions” willingness to provide
loans to businesses remains very limited for the time being.

The average payment duration in the Brazilian machinery indus-
try is 60-90 days, although there are exceptions when a buyer’s
sector economic cycle tends to be longer (e.g. in agricultural ma-
chinery). Payment behaviour in the machinery sector is rather
bad, as non-payments have increased in the first half of 2015
and are expected to increase further in the coming six months.
Due to the credit crunch generated by high interest rates many
businesses are stretching their payment terms. Insolvencies of
machinery businesses” have also increased, and a further rise in
business failures is expected in the coming months.

Due to increasing credit insurance claims, the deteriorated busi-
ness performance and increased credit risk, our underwriting
stance is currently restrictive for all machinery subsectors. We
are especially cautious with businesses that show weak finan-
cials, especially those which are highly geared and will most like-
ly have problems serving their debts. Due to increased exchange
rate volatility we also closely monitor businesses that are highly
dependent on imported goods or semi-finished goods.

Brazilian machinery sector

Strengths
= Susceptible to currency volatility as the
Weaknesses industry depends largely on imported
components.

High dependence on credit availability
due to the lengthy maturity times of
investments.

High gearing of many businesses

Source: Atradius
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China

® Lower demand and overcapacity

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

® Average payment duration of 90-150 days

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 Chinese machinery industry recorded sluggish demand in
the second half year of 2014, in line with the cooling down of Chi-
na’s economy. Given a forecast 6.5% GDP growth in 2015 China’s
economic performance will remain weak compared to previous
years, despite efforts by the central bank and the government
to stimulate growth. However, with the Chinese government
planning additional investment in infrastructure construction, a
modest rebound in machinery demand can be expected in H2 of
2015.

Due to the economic slowdown and decreased demand from
key buyer industries, the profits of many Chinese machinery
businesses has deteriorated significantly over the past twelve
months. And despite some opportunities in overseas markets
and new government investment programs it is expected that
companies” profits will decrease further. This is mainly due to
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high overcapacity in the sector: profits of machinery business-
es will be squeezed further by fierce competition, as companies
have to offer lower prices to keep market shares.

Keeping market share also means providing favourable payment
terms to customers, but this requires more cash to support the
business. Additionally machinery manufacturing is a highly cap-
ital-intensive business, as large investments on fixed assets are
common. Therefore, financing requirement and gearing is high
in this sector. But at the same time the current lending policy of
Chinese banks is not favourable, especially for privately-owned
small and medium-sized enterprises. Banks are increasingly re-
luctant to lend due to a large amount of non-performing loans in
2014 and the economic slowdown. If bank loans are provided,
usually additional security is required, such as fixed assets and
personal property guarantees.
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The average payment duration in the Chinese machinery indus-
try is 90-150 days. As credit conditions have been tightened
since 2014, many smaller and/or privately owned machinery
businesses face liquidity issues, leading to slower payments
and even payment defaults. Recently, the Chinese State Coun-
cil has announced plans to remove a lending cap at commercial
banks in a bid to boost flagging economic growth, which might
help some companies get additional loans. But given the lower
economic growth and decreasing demand it is not expected the
payment conditions in the machinery sector will improve in the
short-term.

We barely monitor proper insolvency procedures in China (most
of the business failures end-up with the owner disappearing).
However we have observed many small machinery companies
shutting down their businesses in 2014 and in the first half of
2015, and this trend is expected to continue. to optimise econo-
mies of scale there is currently an increase in mergers and reor-
ganisations of smaller companies.

In contrast to their smaller/privately owned peers, larger and
state-owned machinery companies are doing better, as it is much
easier for them to get financial support from a parent company
or the government when they are in trouble. Therefore their pay-
ment records are better and their business resilience is higher.

In general our underwriting stance is rather restricted for ma-
chinery companies, given the current difficulties - mainly for
smaller/privately owned businesses. However, our underwriting
stance is more open for the engineering machinery subsector,
as China is one of the largest engineering machinery markets in

the world and has attracted investment from major foreign com-
panies. Turnover of the large key players account for more than
85% of sales in this segment. With the government planning fur-
ther investment in infrastructure, this subsector’s performance
should improve in the future. While our underwriting stance for
electrical machinery is neutral, we are restrictive on textile ma-
chines due to the downturn of the textile industry.

Chinese machinery sector

Strengths

= High level of overcapacity in the sector

Weaknesses

High dependence on bank finance

Many small-scale businesses are
burdened by low levels of efficiency and
poor economies of scale

Source: Atradius
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France

® Growth mainly due to automotive rebound

® Machinery businesses related to construction still carefully monitored

® Machinery insolvencies expected to level off in 2015

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 French machinery sector has continued its modest rebound
that started last year. Machinery production recorded 0.1% year-
on-year growth in 2014 and increased 0.8% in Q1 of 2015, with
inventories slightly above average. Order books have stabilised,
albeit on a low level, and exports to EU markets increased. The
rebound is mainly due to increased demand from automotive
buyers, together with a dynamic aerospace sector. However, ma-
chinery demand from construction still remains low, and while
agricultural machinery was growing in the past, this subsector
now appears to be facing some difficulties, as farming equipment
buyers may reduce their investments due to lower revenues. But
in general machinery should benefit from the economic rebound
in France, with GDP forecast to grow 1.1% in 2015 (after 0.2% in
2014) and stronger growth in industrial production and exports.
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In the long term, overcapacity still remains a concern for the
French machinery sector as, despite the positive trend, demand
remains comparatively subdued, with limited investment from
the main customer sectors. Industrial production capacities have
been used at about 80% over the last two years, which implies
limited investments for a large part of businesses.

In this capital intensive industry, financing needs are high. As a
result, businesses in this sector can incur large debts that weak-
en their financial structure and overall solvency, putting undue
stress on liquidity. However, in many cases advance payments
can improve suppliers’ cash situations, while banks seem willing
to lend.
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On average, payments in the French machinery sector take 70-
80 days. Payment delays have increased in the last six months,
but no further increase is expected in the second half of 2015.
Machinery insolvencies increased slightly in 2014, but are ex-
pected to level off in 2015, mainly thanks to manufacturing busi-
nesses’ intentions to increase their machinery investments.

In view of the modest positive outlook, we have relaxed our un-
derwriting stance, especially for small credit limit applications,
although we require more information and updates of the buy-
er’s situation when it comes to requests for higher limits. We are
still cautious on companies selling to more distressed business
sectors like construction, due to the continued poor payment be-
haviour in this industry. Consequently we continue to carefully
monitor the more distressed subsectors:

®m  Manufacturing of metal structures/boiler making, which has
a direct link to the construction sector. We have identified
the weakest companies by checking their financial commit-
ments, margins, order books and type of construction, e.g.
public works, structural works, residential or non-residential.

®  Machine tools linked to the construction sector, as in this
segment the production period is often very long (between
6-9 months), which implies a high need for working capital
financing.

10

French machinery sector

Leadership in some key products
Shrenste Diversity of outlets
Technical knowledge

Good worldwide position (France is the
6th largest world player)

n Structural overcapacity in some
» segments

Weaknesses

High financial needs
Competition from emerging markets

Dependency on export markets

Source: Atradius
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Italy

m [taly’s economic recovery helps the sector

m Still troubles for businesses bound to construction

® Strong competition in textiles and printing machinery

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 just a modest increase in 2013, Italian machinery produc-
tion gained momentum in 2014, growing 4.6% year-on-year,
according to the Italian machinery association UCIMU. While the
export-oriented Italian machinery sector was negatively affected
by slower global growth and the decision of the European Un-
ion to limit exports of machinery to Russia (one of Italy’s largest
machinery buyers), the industry benefited from the rebound of
the Italian economy in 2014. Due to renewed investments made
by the domestic manufacturing industry in production systems,
domestic sales recorded even double-digit rates. This was also
helped by the fact that Italian machinery manufacturers were
able to swiftly re-orientate a part of their supply offering to the
new demand situation.

While export orders levelled off, export sales increased 2% in Q1
of 2015. In the same period the rebound of domestic demand
continued, with orders increasing by more than 15% year-on-
year. The outlook for the coming months is promising, as the Ital-
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ian economy is expected to grow 0.6% in 2015 and 0.9% in 2016
after two years of contraction, and real fixed investment is fore-
cast to increase 1.5% after more than five years of decline. While
the Italian construction sector as a main buyer of machinery still
shows a feeble performance, machinery strongly benefits from
increased orders from automotive companies, as this sector has
rebounded since 2014.

Both the amount and volume of non-payments that we recorded
in 2014 were low compared to other sectors. In the first half of
2015 we even recorded a decrease for both amount and volume
of non-payments. The number of insolvencies in the machinery
sector is relatively low, and we expect no change in the coming
months. Regarding payment defaults the machinery sector is
performing better than Italian manufacturing as a whole. How-
ever, payment duration in the machinery industry is 120 days on
average.
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Our underwriting approach in 2015 remains generally open,
however, the recent surge in domestic demand for machinery
cannot hide the fact that the on-going economic recovery in Italy
remains fragile. We are more relaxed for some niche export-fo-
cused subsectors (e.g. high precision mechanical works), which is
one of Italy’s production success stories. Those businesses usu-
ally show solid financials, a good liquidity profile and an increase
in their order portfolios amply covered by advanced payments.
Our underwriting approach is also more open for subsidiaries of
solid international groups that have consolidated their position
in Italy.

However, we are more cautious about companies operating in
still difficult end-sectors (especially construction), and smaller
businesses mainly in the textile and printing machinery subsec-
tors, as those are facing strong competition from Asia for lower
value-added machinery products.

12

Italian machinery sector

Strengths

Heavily export-oriented

High quality in some segments

= Dependence on construction

‘Weaknesses

Still fragile rebound of domestic demand

Source: Atradius
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United States

® Non-payments expected to decrease further
® Demand situation expected to remain stable

® Low oil price could have an adverse effect on buyer industries

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 US is the world’s largest market for machinery, as well as the
third largest supplier. Domestic manufacturers share of the US
domestic market amounts to nearly 60%. In 2014, the business
environment for the machinery industry was quite favourable, as
US industrial production grew by more than 5.0% year-on-year,
including a 6.7% hike in manufacturing production and an 18.8%
increase in mining production. However demand declined in Q1
of 2015, as industrial production decreased 1% year-on-year, due
to weaknesses in the mining and utilities industries. However,
the first quarter is traditionally a period of slower growth for
machinery, and it is expected that demand will increase again
in the coming months. Overall, it is expected that businesses’
profit margins will remain stable in 2015. However, volatility of
raw material prices (steel) and energy prices (coal and oil) remain
a concern.

atradiusmarketmonitor
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Most businesses in the US machinery sector are small and medi-
um-sized enterprises (SME), but there are also many large pub-
licly traded firms and iconic American brands that do business
on a global scale. Usually those large companies easily obtain
external liquidity. Large players like John Deere and Caterpillar
each have captive finance entities to facilitate the purchases of
their equipment.

In general the dependency on bank financing of the capital-in-
tensive machinery industry is high. US banks are principally
willing to provide loans to the sector, and there are also other
lenders such as Machinery Finance Resources (MFR), which have
specialised in the financing the machinery industry.
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The average payment duration in the US machinery industry is
30 days, however, payment terms can be longer as capital equip-
ment can carry a higher price tag. Payment experience over
the last two years has been good, with a rather low number of
non-payment cases, and it is expected that non-payment cas-
es will decrease further, by about 5% in the coming six months.
Compared to other US industries the rate of insolvencies is low
in the machinery sector, and it is expected that business fail-
ures will level off or even decrease slightly (by about 1%) in H2
of 2015. As the machinery sector has fully recovered from the
2008/2009 recession, weaker players have already left the mar-
ket during the crisis years.

Due to the benign credit risk and good business performance
our underwriting stance for the US machinery sector is generally
open. Some caution is advised on the farm machinery subsec-
tor, which recorded double-digit decreasing sales in 2014, and
on the important industrial machinery buyer sectors due to the
effect of oil prices: a persistently declining oil price could force oil
producing companies to curtail their drilling activities, and this
may trigger lower capital spending on purchase of machinery
and equipment.

14

US machinery sector

Strengths

= Declines in oil prices could trigger
lower capital spending on purchases of
machinery

Weaknesses

Rising raw material costs and steel prices
could affect the industry

Source: Atradius
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Market performance snapshots

Czech Republic

® Growth helped by demand from automotive sector and exports

® Profit margins expected to remain stable

®m Suppliers to construction still face more payment delays

The Czech machines/engineering industry will benefit from the
solid performance of the Czech economy, which is expected to
grow 3.0% in 2015 and 3.1% in 2016, with investments up 4.1%
and 4.2% respectively. Industrial production is expected to in-
crease 5.2% in 2015. The 3% growth in machinery production in
2014 was mainly due to the solid performance of the automotive
industry, which is the main customer for machines. The very ex-
port-oriented Czech machinery industry also benefits from the
recovery in the eurozone and a stable exchange rate of the ko-
runa against the euro. Additionally the appreciation of the USD
against the koruna helps machinery businesses when exporting
to overseas markets. Just a few Czech machinery businesses are
negatively affected by the repercussions of the Ukraine crisis.

In contrast to 2013, profits and losses of machinery businesses
were not negatively affected by exchange rate volatility in 2014.
Throughout 2014 and into 2015, profit margins have remained
stable, and are expected to remain so in the second half of 2015.
Machinery companies’ equity is above the average of all manu-
facturing sectors. Because Czech banks are quite conservative,
few machinery companies are highly leveraged. While depend-
ence on bank finance is average, banks are positive about the
sector in general, providing enough liquidity.

atradiusmarketmonitor

Payments in the Czech machinery sector take around 40 days,
with ‘days sales outstanding’ (DSO) for smaller businesses of
about 50 days. However, machinery businesses focused mainly
on the construction sector are still experiencing higher DSO in
that market, despite a modest rebound of construction activity
in the first half of 2015. But this rebound is mainly due to public
infrastructure projects, while construction demand in the private
sector is still low. Projects are still realized with low or even neg-
ative margins and the payment morale remains poor.

Over the past six months the number of notifications of non-pay-
ment levelled off, while machinery insolvencies even decreased.
It is expected that the machinery sector’s credit risk environ-
ment will remain benign in the coming months. As a result, our
underwriting approach to the sector remains relatively open.

When asked by a client in this sector to assess a buyer’s credit-
worthiness, we look at our client’s own trading experience with
the buyer, check the buyer’s key financial figures, distribution of
receivables, creditors and stocks to ensure that they are with-
in an acceptable range. However, we still pay extra attention to
those machinery companies dependent on the construction in-
dustry.
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Germany

B Lower margins due to increasing competition

® Machinery insolvencies expected to decrease 5% in 2015

m The paper/print and solar-related subsectors still face problems

The German machinery/mechanical engineering sector per-
formed quite well in 2014, with real turnover increasing 1.9% and
nominal production growing 2.2% year-on-year, according to the
German engineering association VDMA. Exports increased 1.7%,
while domestic sales rose 3.8%. Capacity utilization was 84.7%.
In the period of March-May 2015 incoming orders decreased 3%
in the domestic market, while orders from foreign markets in-
creased 1%. In 2015 production is expected to increase at around
2%, the same level as in 2014.

The Ukraine crisis continued to impact business with Russia,
with machinery exports decreasing 28% year-on-year in Q1 of
2015. While in 2013 Russia was the 4th largest export market
for German machines it has slipped back to 10th. Russian buy-
ers’ financing is the main issue in the machinery businesses with
Russia: in many cases even already ordered and paid down ma-
chines are not delivered, as Russian customers lack the financial
means to pay the remaining amount. That said, most machin-
ery exporters with a strong focus on Russia were able to at least
partly compensate declining revenues by increasing exports
to the EU, the US and Asia, thereby limiting their profit losses.
However, some smaller players dependent on trade with Russia,
which already had financial difficulties ahead of the Ukraine cri-
sis, are now facing more troubles.

German machinery businesses generally have little in the way of
debt and are therefore not excessively reliant on bank finance.
Most business financials are healthy, however a general decrease
in profit margins has been observed over the last 12 months. This
is mainly due to increasing competition, especially from China.

16

In the global market Chinese machinery builders are increasing-
ly capable of producing high quality machines, forcing German
businesses to compromise on price. Additionally the sharply de-
creased business with Russia had its effect on margins, as affect-
ed machinery companies had to run-down their business there
and to start investing in other markets in order to compensate
for lost business.

Compared to other German industries, the machinery/engineer-
ing sector’s payment behaviour and default/insolvency rate is
still good. The amount of non-payment notifications is expected
to remain low, and insolvencies are expected to decrease further
in 2015, by about 5% year-on-year.

Our underwriting approach remains generally relaxed and our
exposure to this sector is increasing. We still need to see finan-
cial data such as balance sheets, quarterly reports, forecasts and
bank commitments when assessing the creditworthiness of buy-
ers in the sector and will sometimes recommend that our clients
impose retention of title or other forms of security.

That said, caution is advised with machinery businesses involved
in the troubled solar-related and paper/print subsectors. Prob-
lems in the paper/print segment are structural, as society in
general becomes more and more ‘digital’. This shift has result-
ed in shrinking profit margins, and many companies are still re-
structuring to adjust their production to customer needs. Anoth-
er segment with difficulties remains textile machinery, but this
subsector represents only a minor share of the German machin-
ery industry.
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Japan

® Good growth prospects in 2015 and 2016
®m Profit margins are expected to increase
® More caution advised for smaller businesses

Regarding global machinery sales Japan ranks fourth (behind
China, Germany and the US), with and estimated turnover of EUR
222 billion in 2014. Japanese machinery sales have rebounded
strongly since a large decrease in Q2 of 2014, which was due
to a value-added tax increase. The sector benefits from higher
machinery investments as the Japanese economic recovery is on
track (GDP is expected to grow 1.0% in 2015 and 1.5% in 2016
after a modest contraction in 2014). Industrial production is
forecast to increase 2.3% in 2015 and 4.4% in 2016. Machinery
orders increased 2.8% in March 2015 and 3.9% in April over the
previous month.

The highly export-oriented Japanese machinery sector also ben-
efits from surging exports due to a weaker Yen exchange rate,
which helps Japanese machinery manufacturers in their compe-
tition with European and US manufacturers (mainly for high-end
products) and South Korean, Chinese and Taiwanese producers
(for low-end products). However, the weaker Japanese Yen has
led to higher prices for imported goods, which has a negative im-
pact on some machinery wholesalers. That said, for manufactur-
ers, lower energy prices mainly offset increases in raw material
prices.

Due to on-going production and sales growth, profit margins of

Japanese machinery businesses have increased over the past
12 months, and are expected to rise further in 2015. Japanese

atradiusmarketmonitor

machinery businesses are, in general, highly indebted, especial-
ly manufacturers and/or smaller and medium-sized enterprises
(SME). But banks are generally willing to provide loans to the ma-
chinery sector with good financing conditions, which is helped
by low interest rates. Additionally the Japanese government is
encouraging banks to support companies with strong financing
needs or in financial difficulties.

The average payment duration in the Japanese machinery indus-
try is 60-90 days from invoicing date, depending on products
and business type. Payment behaviour in this sector has been
very good over the past two years. The number of protracted
payments, non-payments and insolvency cases is very low, and
it is expected that there will be no change in the coming months.

Due to the generally positive indicators we assess the credit
risk and business performance of the machinery sector as good,
and our underwriting stance continues to be relaxed, especially
for well-established players in the industry. However, we have
adopted a more cautious approach for smaller business, which
often have weaker financials than larger businesses, less trans-
parent financial information available and are more vulnerable to
sudden changes in the market sentiment.
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Market performance at a glance

Hungary

18

NG

The Hungarian machinery sector is mainly focused on the
production of agricultural machines and machines used by
the automotive industry.

Hungarian agriculture output has increased, leading to rising
demand for machinery.

In the automotive segment machinery businesses cooperate
closely with international car producers. Hungary has be-
come a key production base for automotive majors such as
Audi, Daimler (Mercedes-Benz), Suzuki and General Motors.

Machinery sales only rose slightly in January-April 2015.
However, sales prices have increased by more than 10% since
June 2014, and order amounts are also higher. Therefore
we expect profit margins to improve further in the coming
months

In general the gearing of businesses in this sector is low, and
banks are generally willing to provide loans.

The average payment duration in the machinery industry
ranges from 30-60 days. Payment delays are low, and ex-
pected to decrease further in the coming months. Insolven-
cies are low and not expected to increase in 2015.

Due to the good growth prospects and low credit risk our un-
derwriting stance is relaxed for all subsectors.

S

N

™

weden

The Swedish machinery sector is highly export oriented. Its
main segments are automotive (trucks), agriculture and in-
dustrial machines.

The industry has shown several years of positive develop-
ment, and currently benefits from higher global demand.
Sweden’s economic growth has also picked up (2.4% in 2014)
and is forecast to be 2.2% in 2015. As a result, investments
continue to increase.

Due to the benign growth outlook profit margins are expect-
ed to remain stable in 2015.

While the external financing requirement is high, the indus-
try faces no particular lending problems as banks are gener-
ally willing to provide loans to the machinery sector.

The average payment duration in the machinery industry
ranges from 30-45 days. Payment behavior has been good
over the last two years and the number of payment delays,
defaults and insolvencies is expected to remain low in 2015

Due to the good growth prospects and low credit risk our un-
derwriting stance is relaxed for all subsectors.
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Industries performance forecast per country

July 2015

Automotive/ Chemicals/ Construction
Agriculture Transport Pharma Const.Mtrls

Austria
Belgium
Czech Rep.
Denmark
France
Germany
Hungary
Ireland
Italy

The Netherlands
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Russia
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Industry performance
Changes since June 2015

Europe

Hungary

Machines/Engineering
Up from Fair to Good

See article on page 18.

Russia

Agriculture
Up from Bleak to Poor

Chemicals/Pharmaceuticals

Up from Poor to Fair

Consumer durables

Up from Bleak to Poor

Electronics/ICT

Up from Bleak to Poor

Food

Up from Bleak to Poor
Metals

Up from Bleak to Poor
Paper

Up from Poor to Fair

All those sectors benefit from an improvement of the Russian
economic situation as the rouble exchange rate has stabilised
and interest rates have decreased again, easing liquidity access
for the corporate sector. But refinancing still remains a major
problem for many Russian companies, and many businesses in
the sectors mentioned above still face falling sales and profit-
ability.
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Spain
Pharmaceuticals

Up from Fair to Good

After several years of decrease public and private pharmaceuti-
cals expenditure started to grow again in 2014 and early 2015,
and this positive trend is expected to continue.

Turkey

Metals

Down from Poor to Bleak

The sector suffers from a volatile lira exchange rate, while bank
are more unwilling to lend and interest rates have increases. The
number of non-payment cases is increasing.
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Asia/Oceania

Australia

Steel

Down from Fair to Poor

The sector is facing challenges due to lower demand from the
mining sector, and non-residential building suffers from tighter
financing.

Indonesia
Consumer Durables

Down from Good to Fair

The sector is negatively affected by a depreciation of the Indone-
sian rupiah which currently hampers the economic performance.

Singapore

. . . v
Construction/ Construction materials .
Down from Fair to Poor

The sector is negatively affected by decreasing private property
prices and increasing operating cost due to tighter of labour reg-
ulation. Notifications of non-payments have increased.

atradiusmarketmonitor
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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 205539111

info@atradius.com
www.atradius.com


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