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While Days Sales Outstanding (DSQO) increased by 2 days globally in
2017 * because of accelerating growth worldwide, companies’ Work-
ing Capital Requirement (WCR)? leveled off at 69 days, due to
sound inventory management. Indeed, WCR strongly declined in
China (-10 days), Brazil (-11) and Russia (-15), as well as in most of
countries throughout Eastern Europe and Africa and the Middle-East.
This drop mainly stems from a sharp reduction in stock levels (-10
days on average) reflecting adjustments in inventory value and more
importantly progress in supply chain efficiencies.

However, WCR rose in two out of three countries in 2017: the US (+5
days), Germany (+7), Japan (+8), France (+3) and emerging markets
of Asia (China and Singapore excl.). The rise in WCR (+5 days on av-
erage) comes either from a loosening of payment behavior or from a
hike in inventories reflecting favorable expectations in customer or-
ders in a context of higher economic growth.

WCR increased in half of the sectors in 2017, notably in Technology,
Metals, Construction and Electronics bearing an already noticeable
level, as well as in Transport and Telecom from a (much) lower level.
Raw material costs explain the increased financing needs for their
operating cycle. Sectors recording a drop in WCR are most often
those already registering a significant level of WCR such as Aero-
nautics (-8 days to 129 days in 2017), Machinery (-2 to 109) and
Pharmaceuticals (-8 to 96). On the other end of the spectrum, Ser-
vices, Utilities and Retail have posted a WCR lower than the global
average.

1See our report on worldwide DSO released in May 2018 (Payment delays up 2 days globally: Don't lower your guard too early!)

2The Working Capital Requirement (WCR) of a company is a financial metric whose components are accounts receivable (also known as DSO for Days Sales
Outstanding), inventory (aka DIO for Days Inventory Outstanding) and account payable (aka DPO for Days Payable Outstanding). It is calculated according
to the following formula: WCR=DSO+DIO-DPO, and it gives the amount of financial resources needed by a company to ensure its production cycle and its
repayments of both debts and upcoming operational expenses. A rise (drop) in WCR comes either from a higher (lower) DSO, a higher (lower) DIO or from a
lower (higher) DPO, with changes in DIO usually resulting from variations in inventory value or variation in supply chain management. A rise (drop) in WCR
also means less (more) financial resources for other objectives such as new product development, geographical expansion, acquisitions, modernization or

debt reduction.
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PAYMENT BEHAVIOR

SOUND INVENTORY MANAGEMENT PIVOTAL TO
COMPANIES' WORKING CAPITAL NEEDS

. At a global level, companies’ Working Capital Requirement (WCR)
levelled off at 69 days in 2017 due to sound inventory management

. WQCR strongly declined in China, Brazil, Russia and across Eastern
Europe and Africa and the Middle-East

. In the meantime, WCR rose in two out of three countries throughout
advanced economies and Asian markets

. WCR increased in half of the sectors, notably upstream industrial
sectors such as Technology, Metals and Electronics

Two different dynamics behind the
stability of WCR at a global level

Global WCR has leveled off at 69
days on average for the fifth consec-
utive year in 2017 despite the
lengthening of customer payment
terms with DSO on the rise by +2
days (as published in our latest re-
port on payment behavior).

Based on our sample of 25,000
listed companies across 20 sectors
and 36 countries, this stability in
global WCR stems from a relaxation
in delays of payment to suppliers
and from a sounder inventory man-
agement: Days Payable Outstand-
ing (DPO) increased by +1 day on
average in 2017 while Days Invento-
ry Outstanding (or DIO) dropped by
-1 day over the same period. This

overall picture might seem surprising
in the context of strong economic
growth worldwide, which usually
comes up with a rise in inventories; it
is notably the case across manufac-
turing activities where (i) production
lines always require sufficient feed-
stock supply to churn out finished
goods and (ii) sales teams need
enough stocks to meet the rise in
demand and avoid missed sales.

As shown in chart 1, this global pic-
ture conceals two opposite dynam-
ics among countries: (i) on one hand,
countries facing an enlargement in
WCR due to arise in inventories,
mainly advanced economies; (ii) on
the other hand, countries reducing
their WCR thanks to harsh inventory
reduction, especially among emerg-
ing markets.

A widespread rise in WCR through-
out advanced economies and Asian
markets

WCR increased in two out of three
countries worldwide in 2017, across
North America, Western Europe and
in most of Asia’s emerging markets.
Almost all advanced economies
faced a rise in WCR, notably the US
(+5 days), Germany (+7), Japan (+8)
and France (+3). The picture is the
same in Asia with a rising WCR in
seven out of nine countries. The four
exceptions across these three re-
gions are countries where the de-
cline in WCR resulted in a sharp
drop in inventories last year: Italy (-
14 days in DIO), Belgium (-13), China
(-11) and Singapore (-5).
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Chart 1 Changes in WCR and sub-components
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(*) List of countries: US, Canada, Chile, Germany, France, UK, the Netherlands, Sweden, Norway, Austria,
Denmark, Finland, Greece, Poland, Japan, Australia, South Korea, Taiwan, Hong-Kong, New-Zealand
(**) List of countries: Brazil, Italy, Switzerland, Belgium, Russia, Turkey, Romania, Bulgaria, South Africa,

Morocco, Saudi Arabia, China, Singapore.
Greece and India are not included in these charts (unchanged WCR)

Sources: Bloomberg, Euler Hermes, Allianz Research

5



Payment Behavior by Euler Hermes Economic Research

For this first group of countries, the rise in
WCR comes partly from a relaxing in
payment behavior, often both on the
DSO and DPO sides but with a larger
lengthening in DSO than in DPO; it is in
particular the case of Southern Europe
countries (Spain, Greece, Portugal and
France). It comes more significantly from
asurge in inventories (+5 days in aver-
age), notably in Scandinavian countries,
Japan and South Korea.

As shown in chart 3, one-third of our pan-
el stands out with a rise in both DSO and
WCR in 2017. In other words, these fif-
teen countries have to cope with a high-
er risk of non-payment from their clients
and with higher needs of financing for
their operating cycle compared to the
previous year. Among them, we have
Japan, Taiwan, India, France, Spain and
Greece all registering higher than global
average DSO and WCR in 2017.

Adrop in WCR in 3 out of 4 countries
across Eastern Europe and Middle-East

As opposed to most of the advanced
economies, almost all countries across
Eastern Europe, Africa/Middle East and
Latin America registered a fall in their
WCR in 2017. This drop does not stem
from payment behaviors, since changes
in DSO were offset by opposite changes
in DPO in most cases. The critical factor
has been a decline in inventories (by -10
days on average over 2017 including the
few advanced economies in this situa-
tion, i.e. Iltaly, Belgium and Switzerland).

This drop in inventories often comes from
an ongoing optimization of stock rota-
tion i.e. greater supply chain efficiencies.
It is particularly the case (i) among
emerging countries where companies
are catching up with their western com-
petitors in the management of the man-
ufacturing cycle and (ii) throughout East
European countries where WCR de-
creased by -8 days in 2017 to 68 days
due to afallin DIO (-8 days) while there
was at the same time an increase in DSO

WCR (2017 level, in number of days)
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Chart 2 WCR by country (2017 level and change versus 2016)
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Chart 3 Change in WCR and DSO by country in 2017

-10

Change in WCR (2017 vs 2016, in number of days)

-15

-20

Sweden
Chile X NOf'NOy‘Q
Poland X Japan
Austria
Germany
Hong Keng X —Greece @ Netherlands
Finland New Zealand ® ys  Spain &
Candda Frange
South Korea + Australia
Denmark + India Taiwan
United Kingdom aPortugal
T & 1
Switzerlond [ Turkey
Saudi Arabia
+ South Afrita
MO__?CCD 4 China
A Brazil
.ic-lv X
Singaporg Belgium .
Russia ” Bulgaria
Romania
-4 -3 -2 -1 0 1 2 3 4 5 6

Change in DSO (2017 vs 2016, innumber of days)

Sources: Bloomberg, Euler Hermes, Allianz Research



May 2018

N

(+1 day). It may also stem from adjust- More than one out of two sectors has non-payment from their clients as well as
ments in inventory value, notably in coped with a hike in WCR higher financing requirements for their
countries more sensitive to changes in operating cycle compared to the previ-

WCR increased in slightly more than one ous year. Those sectors have been more

commodity prices. As a result of this o
. out of two sectors worldwide in 2017. . . .
sound reduction in inventory value, com- sensitive to inflation related to raw mate-

Four sectors particularly stand out since

panies across Africa and the Middle East rial costs and to longer IT outsourcing

they were already registering high-level

contracts especially for Technology while
WCR compared to global average two

registered a noticeable drop in WCR (-6
days in 2017) to 70 days on a regional
average, despite the rise in DSO and the

shortening of DPO.

) benefiting from growing demand due in
years ago: Technology (+11 days in 2017

to 80 days), Metals (respectively +7 to
98), Construction (+4 to 88) and Electron-
It is also worth mentioning China and ics (+2 to 107). compasses Transportation (+4 days in

Turkey as shown in chart 3. Both posted
e in DSO in 2017 (43 d ht As shown in chart 5 (page 8), these four WCR), Telecom (+4), Energy (+3) and
arnsein n (+3 days eachto Utilities (+3) but their respective WCR

respectively 92 and 83 days) but this was remain at a low level compared to other
offset it by slightly higher DPO and

above all by lower DIO.

particular to the digitalization through-
out the manufacturing processes in Elec-
tronics. This cluster of sectors also en-

sectors belong to the group of sectors
registering a rise both in DSO and WCR

in 2017, meaning an increasing risk of ~ SSCtOrs:
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On the other end of the spectrum, five  to lower their WCR significantly last Pharmaceuticals which stands out as
sectors saw their WCR fall noticeably  year most often thanks to better inven-  the unique sector that registered a de-
last year: Services (-9 days), Aero- tories management. Companies inthe crease in both DSO and WCR in 2017.
nautics (-8), Pharmaceuticals (-8), Pa-  aeronautics sector have cleared stock-

per (-8) and Household goods (-7 piles of outdated aircraft programs.

days). Some of them remain burdened Paper and household goods producers
with high WCR, especially aeronautics  have committed to ramping up their
(129 days in 2017), but they succeeded inventory rotation. This also applies to Marc Livinec

Chart 4 WCR by sector (2017 level and change versus 2016)
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Chart 5 Change in WCR and DSO by sector in 2017
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Chart 6 Global WCR Heat Map 2017
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Reading notes: A greener color indicates a lower average country or sector WCR.
Conversely,

a more red color indicates a lengthening country or sector WCR.

Sources Bloomberg, Euler Hermes, Allianz Research
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

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

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

NO DUTY TO UPDATE

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