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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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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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More mergers and
acquisitions to come

Globally, the chemicals industry seems to be performing quite
well, with generally robust business financials, good payment
records and low insolvency rates compared to other industries.
The performance of the chemicals sector in all countries covered
in this issue of the Market Monitor is rated between ‘Good’ and
‘Fair’. Robust global GDP (forecast to increase more than 3% in
2018) supports higher demand for chemicals from key end-mar-
kets, including automotive, construction, and electronics.

The surge of M&A activity since 2015 is likely to continue in
2018, sustained by the willingness of external investors to in-
crease their activities in the chemicals industry and the currently
benign global financing environment with low interest rates.

However, as the chemicals industry is cyclical, highly dependent
on changes in the global economy and reliant on basic com-
modity costs (especially oil and gas), increased commodity price
volatility and the looming threat of escalating trade disputes are
major downside risks for the outlook.

The global pharmaceuticals market continues to face pressure
on price and demand for value. Global pharmaceutical sales are
expected to grow about 3% in 2018, slower than in previous
years, with the oncology drugs market forecast to be the largest
contributor to growth.

The impact of patent expirations on traditional products will
be moderate this year, while prices for generic drugs continue
to decrease. In 2018 more M&A activity in the pharmaceuticals
industry is expected, driven by slower organic growth, higher
volatility of revenues, increasing research and development and
marketing costs, as well as longer and more uncertain returns on
investments.
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India

® Decreasing profit margins in the pharmaceuticals segment
® Payments take between 60 days and 180 days on average

® Lending conditions remain benign

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 Indian chemicals industry is forecast to record value add-
ed growth of 6.8% in 2018 after increasing 4.9% in 2017. Pet-
rochemicals producers benefit from moderate oil price levels,
resulting in better margins. The outlook for the agrochemicals
and fertilizer segment is stable, based on the expectation of a
“regular” monsoon season and government initiatives. Special-
ity chemicals remains a fast growing segment, on the back of
favourable oil prices and strong domestic and export demand.

Growth of India’s pharmaceuticals and healthcare market is sup-
ported by a robust economic outlook and increasing private and
public healthcare spending. However, revenue growth is expect-
ed to remain at a single digit level, due to increasing substitution
of patented drugs with generic drugs in the US and Europe as
well as growing competition in the domestic market. Branded
generics account for about 70%-80% of the Indian drug retail
market, with low price levels due to intense competition. This
competition is about to become even fiercer due to the increas-

atradiusmarketmonitor

significantly

improving stable deteriorating deteriorating
high average low very low

significantly

improving stable deteriorating deteriorating

Source: Atradius

ing use of generic drugs and a decline in the approval of new
products.

While many pharmaceutical businesses continue to engage in
acquisitions in order to overcome regulatory and competitive
headwinds, increased R&D expenditure, price capping of about
375 drugs by the National Pharmaceutical Pricing Authority, and
price pressure in the US and European markets resulted in de-
creasing profit margins in 2017 and early 2018, and this trend is
set to continue over the coming months.

On average, payments in the Indian chemicals/pharmaceuticals
sectorvary between 60 days and 180 days, depending on the po-
sition in the value chain and businesses bargaining power, credit
policy and geographical position. E.g. pharmaceutical companies
supplying generic drugs have to offer extended credit terms due
to high competition in this segment, while chemicals manufac-
turers purchasing raw materials have shorter credit terms.
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India: Pharmaceuticals

2017 2018f 2019f
GDP growth (%) 6.3 7.3 7.0
Sector value added
growth (%) 2.8 8.3 7.3

Average sector growth over the past

3 years (%) 7.7
Average sector growth over the past

5 years (%) 59
Degree of export orientation high
Degree of competition high

Sources: Macrobond, Oxford Economics, Atradius

The level of payment delays and insolvencies is rather low in the
chemicals and pharmaceuticals sectors, and no major increase in
business failures is expected in 2018. Despite decreasing prof-
it margins, the financial position of most pharmaceutical busi-
nesses remains satisfactory, with healthy capital structures and
robust debt protection measures. Lending conditions are still be-
nign, and many companies have been successful in raising funds
from banks for capital expenditure and buyouts.

Due to the general financial strength, our underwriting approach
to the Indian pharmaceuticals sector is generally open, despite
price capping measures having an adverse effect on profit mar-
gins. Businesses with strong brands in the OTC (over the counter)
segment are well suited to overcome market difficulties.

Indian chemicals/pharma sector

Strengths

= Strict regulatory environment in some
subsectors with price controls

Weaknesses

Exposed to currency volatility due to
dependence on imported commodities

Highly fragmented and competitive
domestic market with cheap imports

Source: Atradius

That said, our underwriting approach to the chemicals sector
is generally just neutral for all main subsectors (basic chemi-
cals, petrochemicals, agrochemicals and fertilizers), despite the
growth outlook. In the petrochemicals segment manufacturers
and traders with large raw materials inventories could be ad-
versely affected by sudden oil price changes. Stiff competition
and price pressures in a very strictly regulated market environ-
ment impact the basic chemicals subsector. The performance
of the agrochemical and fertilizers segment remains highly de-
pendent on the outcome of the monsoon season and the amount
of government subsidies, while businesses in this segment are
characterised by large inventories and high working capital re-
quirements.

Performance forecast along subsectors

Petrochemicals Pharmaceuticals

D

Basic chemicals

A

Source: Atradius
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Italy

m Expectations for 2018 are positive for now
® Payments take 60 days on average

® Non-payment issues in the oil/fuel wholesalers 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)

Italian chemicals production increased 3.5%, to EUR 55 billion
in 2017. Exports, which accounted for 55% of total revenues,
grew 9%. Domestic demand increased and expanded across all
customer segments, except for construction and consumer du-
rables. The fine chemicals and specialties segments grew 12.7%
and 7.8% respectively.

The outlook for 2018 remains positive for the time being, despite
a slowdown in early 2018 (in Q1 of 2018 Italian chemicals pro-
duction grew just 1.5%, below the European average of 1.9% and
Italian manufacturing average growth of 4.6%). This slowdown
was mainly due to increased domestic and international political
uncertainty, impeding higher chemicals purchases.

Production of the pharmaceuticals industry amounted to EUR 30
billion in 2017, with foreign-owned pharmaceuticals producers
accounting for 61% of total revenues. Exports accounted for 75%
of total revenues, while at the same time public expenditure for

atradiusmarketmonitor

significantly

improving stable deteriorating deteriorating
high average low very low

significantly

improving stable deteriorating deteriorating

Source: Atradius

pharmaceuticals in Italy is among the lowest in Europe and de-
creasing further.

On average, payments in the Italian chemicals/pharmaceuticals
sector take around 60 days. Payment experience is good, and
the level of protracted payments has been low over the past cou-
ple of years. The level of payment delays and insolvencies is low,
and this should remain generally unchanged in H2 of 2018.

However, we expect non-payments to increase in the oil/fuel
wholesalers segment, affected by low profitability due to heavy
taxation (VAT amounts to 22% and, together with other excis-
es on fuels, the fiscal burden amounts to 64% of the final sales
price of fuels) and international competition. Fiscal crimes (i.e.
import of fuel from illegal markets to avoid VAT payments) have
increased, while public authorities have started to investigate. In
some cases, the bank accounts of companies involved in these
crimes have been blocked.
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Italy: Chemicals

2017 2018f 2019f
GDP growth (%) 15 15 11
Sector value added
growth (%) 21 3.7 1.0

Average sector growth over the past

3 years (%) 17
Average sector growth over the past

5 years (%) 1.0
Degree of export orientation high

Degree of competition average

Sources: Macrobond, Oxford Economics, Atradius

Considering the generally positive outlook for the industry, the
low level of bank bad debts and the above-average solvency
of many businesses, our underwriting approach to the Italian
chemicals/pharmaceuticals sector remains relaxed. However,
subsectors and businesses dependent on construction, con-
struction materials and consumer durables still require particular
attention. At the same time, any increase in insecurity over the
domestic and international economic situation and trade policies
remains a downside risk.

Italian chemicals sector

Strengths

= High energy and labour costs affect
margins

Weaknesses

The oil/fuel downstream segment is
affected by low margins and increased
fiscal crimes

Increasing competition, especially
from Asia

Source: Atradius

Compared to producers, chemicals/pharmaceuticals wholesalers
generally show lower solvency and higher gearing ratios to fi-
nance their working capital needs. Due to the issues mentioned
above a more cautious underwriting approach applies to whole-
salers of fuel products. Wholesalers and retailers of pharmaceu-
ticals, which are dependent on public healthcare expenditure
and suffer from long payment duration by public entities and
decreased margins, also remain in focus.

Performance forecast along subsectors

Petrochemicals Pharmaceuticals

D

Basic chemicals

Source: Atradius
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United States

B Many segments continue to enjoy the cost advantage of shale gas

® An escalation of trade disputes would severely hurt the sector

® Payments take between 30 and 90 days on average

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)

Despite disruptions caused by Hurricane Harvey, chemical pro-
duction volumes continued to increase in 2017 (up 0.8%), with
robust growth expected in 2018 and 2019 (3.7% and 3.9% re-
spectively), according to the American Chemistry Council. The
upturn is sustained by robust demand from the automotive and
construction sectors, capital investment and the fact that many
chemical subsectors continue to enjoy the cost advantage of
shale gas. The US has moved from being a high-cost producer
of key petrochemicals and resins in the past to being the world’s
second lowest cost producer.

Exports of US chemicals linked to shale gas are projected to reach
USD 123 billion by 2030. Chemical producers are clearly look-
ing to take further advantage of continued low natural gas prices
in the US, which is enabling the significant expansion of meth-
ane-based projects.

atradiusmarketmonitor

significantly

improving stable deteriorating deteriorating
high average low very low

significantly

improving stable deteriorating deteriorating

Source: Atradius

The comprehensive tax reform will offer chemicals and pharma-
ceutical corporates based in the US a lower corporate tax rate
and allows them to repatriate some of the cash they hold over-
seas. An influx of repatriated cash could be used to repay compa-
ny debt, fuel new business development activities or reinvest in
US-based projects.

The large infrastructure improvements announced by Presi-
dent Trump soon after his inauguration would widely benefit US
chemical businesses providing polymers, coatings, adhesives,
solvents and other materials used in the construction industry.
However, concrete measures have not been decided yet.

On the contrary, currently it seems that the potential downside
risks related to President Trump’s economic policies outweigh
the business opportunities, after punitive tariffs have been raised
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USA: Chemicals

2017 2018f 2019f
GDP growth (%) 2.3 2.8 24
Sector value added
growth (%) 2.3 41 3.8

Average sector growth over the past

3 years (%) 1.0
Average sector growth over the past

5 years (%) 0.6
Degree of export orientation average
Degree of competition average

Sources: Macrobond, Oxford Economics, Atradius

on steel and aluminum imports and additional tariffs on Chinese
imports worth USD 50 billion have been announced. Should in-
ternational trade disputes escalate there is the immedeate risk
that retaliatory measures by trade partners would hit the US
chemicals industry, given its substantial trade surplus (Mexico
alone accounts for more than half of the US chemicals trade sur-
plus). At the same time potential taxes on chemicals-related im-
ports could find US chemicals businesses paying more for feed-
stocks and would negatively impact supply chains.

The US pharmaceuticals sector is expected to record value add-
ed growth of 1.6% in 2018 and 2.8% in 2019. In early May 2018
President Trump voiced his intention to lower the price of pre-
scription drugs, and while the Secretary of Health and Human
Services confirmed in mid-June 2018 before the Senate Health

US chemicals sector
Strengths
= Stronger USD hampers export

performance

Weaknesses

Sector is vulnerable to global
protectionism

Source: Atradius

10

Committee that several companies are being scrutinised, it was
also said that it could take some time for price cuts to actual-
ly materialise. Drug manufacturers have yet to announce lower
drug prices, and no company has publicly indicated an intention
to do so. The pressure from the US administration to reduce
drug prices is not expected to have a material impact on the in-
dustry in the near-term. Continued production and sales growth
should be sustained by the aging “baby boomer” generation and
a subsequent surge in demand for pharmaceutical/health care
products.

Profit margins of US chemicals and pharmaceuticals businesses
are generally stable, and the amount of protracted payments is
low. On average, payments in the industry take between 30 and
90 days. The number of insolvencies is low compared to other
sectors, and is expected to remain so in 2018, consistent with
improving demand for chemicals and pharmcaceuticals.

Our underwriting approach to the chemicals and pharmaceu-
ticals sector remains generally positive to neutral for the time
being. As the sector is highly fragmented and dependent on the
broader economy and input costs, we scrutinise single subsector
trends and end-markets. We also closely monitor US chemicals
companies that do business in countries where the local curren-
cy has significantly devalued against the USD.

Performance forecast along subsectors

Basic chemicals Petrochemicals Pharmaceuticals

A

Source: Atradius
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Market performance at a glance

Brazil

In line with the recovery of the Brazilian economy (GDP
is forecast to increase 2.4% in 2018 and 3.2% in 2019) the
chemicals sector is expected to grow by more than 3% in
2018 and 2019. Both chemicals and pharmaceuticals busi-
nesses are expected to improve their results and margins
further this year. The level of competition in both the chemi-
cals and pharmaceuticals sectors is high and a concentration
process is ongoing - in particular among medium-sized and
large players.

Turnover in the pharmaceuticals segment increased 6.2%
year-on-year in Q1 of 2018, up to BRL 11 billion, which nev-
ertheless was below expectations, due to price adjustments
below inflation. That said, stable sales growth is forecast for
pharmaceuticals in the coming months. Larger drugstore
chains continue to expand and to open new stores, increas-
ingly offering over-the counter (OTC) products like cosmet-
ics and selling natural healthy foods. Another boost could be
the potential expansion of the “Aqui tem Farmacia Popular”
scheme, which aims to improve public access to medicine,
offering subsidized products.

Apart from a few large players, most Brazilian chemicals and
pharmaceuticals businesses are highly leveraged, which is
also the result of previous expansion activities before the re-
cession started in late 2014. While being highly dependent
on bank financing, financial institutions are generally willing
to provide loans to chemicals and pharmaceutical business-
es.

Payments take up to 120 days in the chemicals sector and
average 90 days in the pharmaceuticals industry, with pay-
ment behaviour influenced by consumer spending capacity
and public sector spending behaviour. In the pharmaceuti-
cals segment, businesses that are serving the public sector
and retailers suffered payment delays in 2016 and in 2017.
However, the current economic rebound should help to avoid
a further increase in late payment cases, and business insol-
vencies in both the chemicals and pharmaceuticals sectors
are expected to decrease in 2018.

Our underwriting stance on the pharmaceuticals sector is
generally open, as the main market players are rebounding.
However, there are still players that could suffer from restric-
tions in federal spending for public health, while a continued
high unemployment rate could hamper higher growth in the
retail segment.

atradiusmarketmonitor

Brazil: Chemicals

2017

2018f

2019f

GDP growth (%) 1.0 24 3.2
Sector value added

growth (%) 0.6 35 3.2
Average sector growth over the past

3 years (%) -2.1
Average sector growth over the past

5 years (%) -1.3
Degree of export orientation medium
Degree of competition high

Sources: Macrobond, Oxford Economics, Atradius

Performance forecast along subsectors

Petrochemicals Pharmaceuticals

VA

Basic chemicals

VA

Source: Atradius

®  Qur underwriting stance on the chemicals sector is neutral.

The agrichemicals sector remains susceptible to sudden
changes in important exogenous factors like climate, market
prices and exchange rate fluctuations. In the basic chemi-
cals subsector most raw materials have to be imported, and
production costs are therefore exposed to exchange rate
volatility and the looming threat of trade restrictions. Petro-
chemicals performance is impacted by higher oil prices (de-
nominated in USD) and currency volatility, leading to higher
costs, while demand has not yet fully rebounded.
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Indonesia

The Indonesian pharmaceuticals sector value added grew
7.1% in 2017, and in 2018 an increase of about 7.5% is ex-
pected, driven by a rising population and roll-out of the gov-
ernment’s universal healthcare insurance system, which will
expand access to medicine and healthcare.

Foreign pharmaceutical businesses dominate the market for
patented drugs, and have invested more than USD 1 billion to
build factories and in clinical research. However, foreign play-
ers continue to face significant competition from domestic
companies like Kalbe Farma, Tempo Scan Pacific and Kimia
Farma. Those local firms are well established with significant
activity across various subsectors, including logistics, con-
sumer healthcare and prescription drugs.

Due to the recent currency depreciation we expect the prof-
it margins of manufacturers to deteriorate in the coming
months, as a large percentage of raw materials for pharma-
ceutical production has to be imported. However, the impact
should be partly mitigated by higher sales prices.

In general, banks are willing to lend to the sector due to the
positive performance trend and growth prospects. Gearing
tends to be generally lower in manufacturing, but higher in
the distribution segment, due to working capital purposes.

On average, payments in the Indonesian pharmaceuticals
sector take 30-60 days. The number of non-payment notifi-
cations and insolvencies was low in 2017, and no substantial
increase is expected in 2018. Due to this and the favourable
growth prospects our underwriting approach to the pharma-
ceuticals sector is generally positive.

Our underwriting stance for the basic chemicals and petro-
chemical subsectors is neutral. Petrochemicals has devel-
oped only slowly in recent years, with most players lacking
value chain integration (i.e. operating in either the upstream
segment or the downstream segment only). While basic
chemicals show stable growth rates (mainly driven by con-
struction, automotive, increased urbanization and a growing
middle class), inefficiencies and red tape remain stumbling
blocks.
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Indonesia: Pharmaceuticals

2017 2018f 2019f
GDP growth (%) 5.1 5.2 5.2
Sector value added
growth (%) 71 75 6.7

Average sector growth over the past

3 years (%) 11.7
Average sector growth over the past

5 years (%) 8.1
Degree of export orientation low
Degree of competition high

Sources: Macrobond, Oxford Economics, Atradius

Performance forecast along subsectors

Basic chemicals Petrochemicals Pharmaceuticals

VA

VA

Source: Atradius
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Mexico

The Mexican chemicals industry is expected to record value
added growth of 1.7% in 2018 after increasing 0.3% in 2017,
driven by higher sales volumes and higher (often dollar de-
nominated) prices. However, the peso depreciation against
the USD and the Euro (a large number of chemical business-
es depend on basic chemicals and/or refined oil product im-
ports from abroad, mainly the US) and the liberalisation of
fuel prices largely impact businesses results. Profit margins
decreased in 2017, and further decline is expected in 2018.

More than 80% of chemicals businesses in Mexico are small
or medium sized, and banks often show only a moderate
appetite to provide loans. The main funding vehicles in the
industry are supply chains; even for larger businesses that
have good access to bank credit to fund projects.

The common payment terms in the industry are between
60 and 90 days. Payment delays have not increased in 2017,
despite many chemical businesses suffering from decreased
liquidity due to higher import prices for commodities. Higher
prices were able to be passed on to clients and end-consum-
ers. A substantial increase in payment delays and defaults is
also not expected in 2018.

Despite higher pressure on businesses margins we maintain
a neutral underwriting approach on the petrochemicals and
basic chemicals segments for the time being, taking into ac-
count the robust performance seen over the the past couple
of years. However, taking into account exchange rate volatili-
ty and dollar denominated prices for commodities, we close-
ly monitor every single buyer’s performance (especially cash
generation capability, leverage profile and the foreign debt/
dollar denominated turnover structure).

Our underwriting stance is also neutral to the pharmaceu-
ticals sector. While businesses in this segment are usually
financially robust and well eatablished, final customers such
as consumers and public health institutions are susceptible
to adverse economic developments.

We are very restrictive on the energy and fuel sectors (gas-
oline, diesel, fuel distributors) due to high credit insurance
claims in 2017 and early 2018. The black market for fuel
trading is growing further, increasing the risk for businesses
that even unknowingly buy fuel from doubtful sources. They
could face problems with the authorities or become engaged
in commercial disputes when the origins of the product has
to be verified for tax reasons.

atradiusmarketmonitor

Mexico: Chemicals

2017 2018f 2019f
GDP growth (%) 2.3 2.2 24
Sector value added
growth (%) 0.3 17 2.1

Average sector growth over the past

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

5 years (%) 04
Degree of export orientation low

Degree of competition average

Sources: Macrobond, Oxford Economics, Atradius

Performance forecast along subsectors

Pharmaceuticals

VA

Source: Atradius

Petrochemicals

VA

Basic chemicals

VA
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5> Poland

m  According to the Polish Central Statistical Office, chemicals
production grew 4.6% in 2017, with rubber and plastics pro-
duction even increasing 9.5%. In 2018 further production

rrrrrrrrrrrrrr growth is expected, although at a slower pace, supported by

Poland: Chemicals

- 2017 2018f 2019f
= GDP expansion forecast of more than 4%.

5 I A y tions. d il GDP growth (%) 45 4.2 35
m ||

3 " welleoi Conrland Eston Euoge Thiccables e 0 [ EREE

E b growth (%) 32 34 27

focus on innovations (more than 20% of the existing patents
in Poland stem from the chemicals sector) or to expand into
new market segments with mergers and acquisitions.

Average sector growth over the past
3 years (%) 2.8
m  Chemicals businesses’ profit margins are expected to remain Average sector growth over the past
stable in 2018. Gearing in the Polish chemicals sector is av- 5 years (%) 1.0
erage, and many companies use investment credits in order
to finance their investment projects for innovations. Polish
banks are generally willing to provide loans to the industry. Degree of competition high
The Polish benchmark interest rate has remained low at 1.5%
since March 2015, and the subsequent low interest rates for
credit has spurred chemicals businesses to use bank loans to
finance their investments.

Degree of export orientation medium
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Sources: Macrobond, Oxford Economics, Atradius
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®  On average, payments in the Polish chemicals sector take Performance forecast along subsectors
30 to 60 days, but can take 180 to 240 days for seasonal

products (e.g. fertilizers). Payment behaviour has been good
over the past two years, and the number of non-payments
and insolvencies has been low. Given the solid performance
of the chemicals sector, no major increase in business fail- @ @
ures is expected in 2018. However, in early 2018 we noticed 7

several payment delays in the fertilizer distributors segment.

Basic chemicals  Petrochemicals Pharmaceuticals

14VHD M3IIAYIAO

®  QOur underwriting stance remains generally open for the
chemicals sector. However, we are restrictive on fuel whole-
salers and smaller fuel station chains in the petrochemicals
subsector due to a grey economy in fuel trade in the past,
which has led to increased VAT and excise tax controls.

Source: Atradius

®  Our underwriting stance for the pharmaceuticals segment
is neutral, with a more cautious approach concerning drug
wholesalers, as the government heavily regulates the mar-
ket. New regulations on the concentration of pharmacies (e.g.
restrictions on pharmacy ownership) and drug distribution
could influence performance and results of all market play-
ers.
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Turkey

Turnover in the Turkish pharmaceuticals sector is expected
to grow in 2018, supported by price hikes passed by the gov-
ernment in 2017 and early 2018. Therefore, profit margins
of businesses are expected to increase this year. Competition
in the pharmaceutical sector is not overly high as the market
is well regulated (all prices and margins are set by the gov-
ernment).

Among other subsectors the basic chemicals segment has
been impacted by a slowdown in construction activity, less
demand from plastics and textiles buyers and economic vola-
tility ahead of the June 2018 general elections. Margin deteri-
oration cannot be ruled out, as the import-dependent chem-
icals sector has been affected by the sharp Lira depreciation
against the Euro and the USD. Most impacted by commodity
price volatility and currency volatility is the oil-dependent
petrochemical sector.

In contrast to pharmaceutical businesses, many chemical
companies are holding bank loans in foreign currency, mak-
ing them susceptible to foreign exchange risks.

On average, payments in the Turkish pharmaceuticals sector
take between 90 days and 120 days, in the chemicals sector
the range is 100 days to 180 days. As the Turkish Social Se-
curity Institution (SSI) is the main customer of the pharma-
ceuticals sector with a share of about 90%, non-payment risk
is muted.

That said, in 2018 both non-payment notifications and insol-
vencies are expected to increase in the chemicals sector, as
lower sales and lira depreciation since the end of 2017 nega-
tively affect the liquidity of businesses and their payment be-
haviour. Pressure on the financial strength of chemical busi-
nesses is exacerbated by several interest increases to combat
inflation leading to higher borrowing costs, while banks are
generally reluctant to lend to the chemicals industry.

Our underwriting stance for pharmaceuticals remains neutral
for the time being, due to persistent growth and increased
profitability, triggered by recent price increases. However,
due to public price regulation there is the potential risk that
the government lowers purchasing prices in order to reduce
budget expenditures.

Due to the current issues, our underwriting stance for all
chemicals subsectors has generally turned to restrictive, un-
less buyers are part of a big group and/or provide their most
recent financial information.

atradiusmarketmonitor

Turkey: Pharmaceuticals

2017 2018f 2019f
GDP growth (%) 7.3 44 31
Sector value added
growth (%) -0.3 3.0 34

Average sector growth over the past

3 years (%) 4.2
Average sector growth over the past

5 years (%) 5.2
Degree of export orientation low

Degree of competition average

Sources: Macrobond, Oxford Economics, Atradius

Performance forecast along subsectors

Pharmaceuticals

VA

Source: Atradius

Petrochemicals

T

Basic chemicals

T
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> United Kingdom

m  The British chemicals and pharmaceuticals industries add
about GBP 18 billion of value to the UK economy every year,

and combined they are the largest exporter of manufactured UK: Chemicals
rrrrrrrrrrrrrr goods. The chemicals segment accounts for 6.8% of UK gross 2017 - S—
E value added manufacturing, whilst pharmaceuticals con-
% tributes 7.7%. Chemicals and chemical products account for GDP growth (%) 18 L7 L7
§ about 4.5% of exported goods, while pharmaceutical prod- Sector value added
A ucts represent 8.2% of goods exported. Compared to other growth (%) 2.6 3.2 14
sectors business investment is high, at about GBP 4.3 billion
in 2017. Average sector growth over the past
®  The chemicals and pharmaceuticals industries mainly com- 3 years (%) 13
> = prise small to medium Enterprises (SMEs) and microbusi- Average sector growth over the past
J> nesses, while a number of major firms are headquartered in S years (%) L5
E m the UK. The majority of businesses are mature with a stable Degree of export orientation high
5‘ E customer base, as high entry barriers protect the industries Degree of competition very high
§ (regulatory requirements and required high capital expendi-
g tu re). Sources: Macrobond, Oxford Economics, Atradius

m  Chemicals contribute to a range of sectors such as aerospace
and automotive through the provision of coatings, adhesives,
rubbers and plastics. It also provides intermediary ingredi-
ents to pharmaceuticals, cosmetics, agrochemical, personal
care, paint and home care sectors. The pharmaceutical sector
is part of a global industry in which the UK is a leading Euro- Basic chemicals  Petrochemicals Pharmaceuticals
pean market and producer.

Performance forecast along subsectors
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®  Alarge number of chemicals businesses rely on asset-based
finance for financing. In most cases profit levels are sufficient
to cover the interest. Bank financing facilities are adequate,

and business refinancing does not appear to be a problem.
i . . Source: Atradius
®  On average, payments in the British chemicals sector take

between 60 days and 90 days. Payment experience has been
very good over the past couple of years, and the level of pro-
tracted payments is low. The number of non-payment and
insolvency cases was low in 2017 and 2016, and this trend
should largely remain unchanged in 2018.

m  For the time being our underwriting approach to the chemi-
cals sector remains generally positive for all major subsectors
(basic chemicals, petrochemicals, fine and specialty chemi-
cals). The same accounts for the pharmaceuticals industry.

m  However, the potential repercussions of Brexit on the domes-
tic economy pose a downside risk for businesses profitability
and payment behaviour in the mid-term. Both chemicals and
pharmaceuticals are part of a tightly integrated EU supply
chain that relies on friction-free transfer of ingredients and
finished products. At the same time, the EU accounts for 60%
of British chemicals and pharmaceuticals exports.
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Industries performance forecast per country

July 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

FOOFCIPOOECDOBROOIFIDOPOOIFOCORITOT
SEPPPOOOOOPICOPOIOOBIBOBOFODOBOO TS

SR R B bl T e vt it

United Arab Emirates

POOPIDROPOLPPLPLOPPOPPPPPPPUPLODDOPDLD

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

Europe
Portugal United Kingdom
Textiles Agriculture

Down from Fair to Poor

Sales have declined in the first month of 2018, affecting both
retailers and textile producers.

Spain
Transport

Down from Good to Fair

Increased oil prices have negatively affected margins, especially
in the road transport segment. While growing online sales have
increased demand for last mile delivery this requires manage-
ment of more low volume deliveries, leading to rising costs.

Metals

Up from Poor to Fair

Most metal companies have performed rather well in 2017 and
early 2018, and the outlook seems stable despite some uncer-
tainty caused by US punitive tariffs. Nevertheless, caution is still
advised as prices can fluctuate rapidly.

Sweden
Construction/Construction materials

Down from Fair to Poor

Sector performance is negatively affected by deteriorating house
prices since H2 2017, while the number of sold units in bigger
cities has fallen significantly.

Turkey
Construction/Construction materials

Down from Poor to Bleak

Demand for construction is decreasing, while prices for building
materials have increased. Competition is fierce, with substantial
pressure on business margins. The high indebtedness and weak
liquidity of many construction businesses pose a substantial
downside risk.
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Down from Good to Fair

Sector performance is negatively affected by increased feed and
energy costs, while lingering uncertainty over the final Brexit
outcome has dampened business sentiment.
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Americas

Asia/Oceania

Canada

Metals

Down from Fair to Bleak

Steel

Down from Fair to Bleak

Both sectors are severely impacted by US tariffs, as Canada is
the largest exporter of both steel and aluminum to US industries.
The estimated loss for Canada amounts to USD 3.2 billion annu-
ally, with about 6,000 jobs at stake.

United States

Metals

Down from Fair to Poor

Steel

Down from Fair to Poor

It is likely that the tariffs on steel and aluminum imports will
have just a minor effect in the short short-term, as most prod-
ucts are purchased 2-3 months in advance, but there will be neg-
ative effects in the long-term should the tariffs remain in place.
The biggest importers of steel are US steel companies them-
selves, as they import “semi-finished” steel and turn them into
finished products for reselling. That is in part because some of
the biggest US steel mills are not capable of making the specific
types of steel that go into high-grade technology and aerospace
products.

atradiusmarketmonitor

Thailand

Financial Services

Up from Fair to Good
Bank loans continue to grow and asset quality has stabilised
since the end of 2017, while the banking system also recorded

increased operating profit year-on-year in Q1 of 2018. Loan loss
provision and capital funds remain high.
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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
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