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behaviour throughout the world. T
explores a range of topics includin na

terms, payment delays, credit sales, and DSO (OEVE
Sales Outstanding), results of which provide a
good indication of outlook for businesses in China.
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Hong Lin,
Country Manager for China commented
on the report

éé

China’s domestic economy has already
shown concrete signs of recovery from
the downward impact of the pandemic.
However, as a large number of China’s
major trading partners are still coping
with the unprecedented impact of
pandemic-induced disruptions on their
domestic economies, some uncertainty
surrounding the economic growth
outlook in China remains.

In this landscape, and as shown

in our survey, trade credit is set to
play a greater role in domestic B2B
transactions in China. However, in the
current challenging economic times,
it is essential that businesses focus on
strengthening their customer credit
risk management and debt collection
processes. In this respect, a strategic
approach to credit management
becomes essential to safeguard

cash flow and ultimately business

rofitability.
profi y. 29
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Introduction

The survey questionnaire was completed by Chinese busi-
nesses during March 2020. By mid-March, for the first time,
China reported no locally-transmitted cases of COVID-19, leav-
ing behind a January-February nationwide shutdown aimed
at containing the spread of the pandemic. The impact that the
virus had on China’s domestic economy and on its growth
forecasts for this year are still to be fully assessed. However,
most Chinese respondents believe that the economy will im-
prove significantly over the next year.

Key takeaways from the report

Our survey shows an increase in the total value of B2B sales
on credit offered by businesses in China and indicates that
trade credit is set to play a greater role in domestic B2B trans-
actions. This clear trend towards the use of trade credit con-
trasts sharply with previously observed payment practices in
the country, which tended to favour cash payments. Interest-
ingly a significant majority of respondents to our survey, well
above average for Asia, reported that they request guarantees
of payment when selling on credit. What’s more, nearly every-
one interviewed reported using one or more credit manage-
ment tools to protect their accounts receivable.

This demonstrates a high level of financial sophistication
among Chinese businesses of different sizes and across sec-
tors that are actively seeking a competitive edge while pro-
moting short-term financing options and protecting cash
flow.

a Atradius - Key Findings

40%

of Chinese respondents set
payment terms in accordance
with the credit capacity of the
B2B customer

Atradius Payment Practices Barometer - June 2020
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Survey findings for China

Growth in the use of B2B trade credit in
Chinese domestic transactions

The Atradius Payment Practices Barometer survey results
show Chinese respondents transacted an average of 53% of
the total value of their B2B sales on credit (up from 44% last
year), and 47% on a cash basis (down from 56% one year ago).
Consistent with the averages for Asia (56% sales on credit and
44% on a cash basis), the growth in credit-based B2B transac-
tions recorded in China confirms an ongoing trend of increas-
ing use of trade credit in the country. This represents a notable
change in payments behaviour. Historically, the China survey
respondents have consistently demonstrated a preference for
payments in cash or cash equivalents and on terms other than
trade credit.

The move towards the use of trade credit in such large num-
bers represents a U-turn in previously observed payment
practices. Moreover, survey findings highlight that Chinese re-
spondents from both large enterprises and enterprises in the
wholesale trade sector are the most likely to sell on credit in
B2B trade. Here, 61% of the sales B2B credit have been trans-
acted domestically, with just 39% on foreign markets. This
suggests that trade credit plays a key role in the Chinese busi-
ness community as a source of supply chain financing. This
was observed in China and in the Asia region overall (domestic
60% and foreign 40%).

Payment duration in China

Payment delay

22d

Payment term

Payment duration
d China
61days
Ul
10 20 30 40 50 60 70 80

d = average days
Sample: companies interviewed (active in domestic and foreign markets)
Source: Atradius Payment Practices Barometer - June 2020

B2B customers are given longer
payment terms

58% of Chinese respondents set B2B payment terms within
30 days of the invoice date, 36% in the range from 31 to 90
days and 5% of respondents reported having granted payment
terms of over 90 days from invoicing. This translates into a
39-day average (significantly above the 26-day average re-
corded one year ago). This is in line with figures observed in
Singapore, and is below the 43-day regional average. Above
average payment terms are reported by Chinese respondents
from large enterprises (47 days) and enterprises in the whole-
sale trade sector (62 days). In contrast, respondents in the
Chinese services sector reported the swiftest payment terms
averaging 29 days from invoicing.

When asked about the underlying criteria for setting payment
terms, nearly half of Chinese respondents (47%) reported that
they set payment terms in accordance with their company
standards and internal business practices (average for the re-
gion: 51%). This suggests respondents focus on strengthening
in-house credit management policies, particularly mid-sized
businesses and the distribution sector. In line with industry
standards are payment terms set by 42% of respondents (av-
erage for the region: 36%), while payment terms set in accord-
ance with the credit capacity of the customer are reported by
40% of Chinese respondents (average for the region: 25%).

China well above regional average in requests
for payment guarantees

To mitigate customer credit risk, most Chinese respondents
(81%, well above the 67% average for Asia) said that that they
request guarantees of payment from the B2B customers to
whom they sell on credit. This is most common among re-
spondents from large enterprises and from the services sec-
tor. 75% of respondents either retain customer credit risk
management internally through self-insurance (average for
Asia: 62%), or they reduce reliance on a single buyer (average
for Asia: 56%). A sizeable percentage of respondents (70%) re-
ported to apply a balanced mix of credit management tech-
niques, among which the most frequently used are offering a
discount for early settlement of invoices, requesting a letter of
credit and the adjustment of payment terms granted to cus-
tomers.

Overall, almost all Chinese respondents (with the exception
of many respondents from micro enterprises) reported to
apply one or more credit management tools or techniques to
safeguard cash flow and business profitability. This points
to a stronger focus by Chinese respondents towards custom-
er credit risk mitigation than on average in Asia, where the
percentage of respondents reporting no use of credit manage-
ment tools or techniques is 4%.
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Late payments most frequently caused by
liquidity shortages

When asked about the reasons for payment delays from their
B2B customers, most Chinese respondents (61%, compared
to 49% for the region) reported that late payment is chiefly
due to liquidity shortages or inefficiencies of the customers’
internal payment processes. This was most often reported by
respondents from large enterprises and the manufacturing
sector. 58% of respondents (46% in Asia overall) stated that
B2B customers often use outstanding invoices as a form of fi-
nancing. To protect cash flow and business profitability from
late payments, many Chinese respondents (40%) said they
needed to increase time, resources and costs to chase overdue
invoices, delay payment of invoices to their own suppliers and
strengthen their internal credit control procedures. According
to the survey findings in China, 47% of the total value of B2B
invoices issued by respondents remained unpaid at the due
date. This compares to an average of 52% for the region over-
all. With 13% of the overdue invoices extending past 90 days
overdue and 3% of receivables written off as uncollectable,
Chinese respondents experience a rate of very late payments
and write-offs that is consistent with regional averages (15%
more than 90 days overdue and 3% write offs). In addition,
survey findings show that on average, Chinese respondents
have overdue invoices tied up for a longer period than last
year. The average overdue-payments-to-cash turnaround is

ATRADIUS PAYMENT PRACTICES BAROMETER - RESULTS JUNE 2020
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In today’s challenging economic

times, it is vital to safeguard the
creditworthiness of the business and
release financial resources to improve
the investment capacity of the business.
We were able to achieve both these
targets by having a strategic approach
to credit management. 29
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Uncollectable B2B receivables
in China
(% of total value of B2B receivables)

53 %

Credit sales

47 %

Past due
B2B invoices

Uncollectable

3%

Sample: companies interviewed (active in domestic and foreign markets)
Source: Atradius Payment Practices Barometer - June 2020

now 22 days past the due date, longer than the 18-day aver-
age a year ago. This is likely to be a result of diverse factors,
including the adjustment of payment terms (as mentioned
earlier) as well as the timing and processes used in the out-
standing invoices collection. Of note, ICT/electronics is the in-
dustry in which Chinese respondents had the most difficulty
in collecting outstanding debts.
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22 days'

is the average time it takes
Chinese respondents to turn
overdue B2B invoices into
cash

Atradius Payment Practices Barometer — June 2020

Majority of respondents in China plan to
strengthen internal credit control and debt
collection processes

Chinese respondents reported that to strengthen their inter-
nal credit control procedures going forward they will either
ask for guarantees of payment, or adjust payment terms more
often. This is in addition to avoiding trade credit risk concen-
tration by reducing reliance on a single buyer. Furthermore,
83% of respondents plan to strengthen their internal debt
collection procedures. There is no clear-cut opinion among
China’s respondents regarding the outlook for their B2B cus-
tomers’ payment practices for the next 12 months. An average
of 44% of respondents each anticipate either a deterioration
of customers’ payment practices (resulting in a significant
lengthening of DSO) or no change. A significantly lower per-
centage of respondents (12%) expect an improvement.

When asked to express their opinion about the access to fi-
nance and financing conditions for their industry in the near
term, 82% of Chinese respondents reported that dependence
on bank finance would increase due the increased indebted-
ness of their industry. On the positive side, however, 65% of
Chinese respondents stated that the willingness of banks to
provide credit to the business community will increase during
the same period. 79% of Chinese respondents (higher than the
60% regional average) believe that the business performance
of their industry, in terms of sales and profits, will improve
over the next 12 months.
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Overview of payment practices in China
By industry

Chemicals

Late payment affects nearly half of the B2B
invoices issued in the industry

Chinese respondents from the chemicals industry reported
that, on average, 47% of the total value of B2B invoices ex-
tended past due. 12% extend past 90 days overdue, and 3% are
written off as uncollectable (in line with the average for the
country). For 65% of respondents, B2B customers delay pay-
ments as a form of financing, while 63% of respondents most
often attribute late payments to inefficiencies of the custom-
er’'s internal payment process.

On average, respondents are able to turn overdue invoices
into cash within 16 days beyond the due date (faster the 22-
day country average). DSO in the Chinese chemicals indus-
try averages 28 days (well below the 39-day average for the
country) reflecting higher efficiency in collecting long-term
outstanding invoices of high value.

Discounts for early payment of invoices is the
most commonly-used credit management
technique

A majority of respondents from the Chinese chemicals indus-
try (78%) reported that they most often offer B2B customers
discounts for early payment of invoices to generate cash flow
earlier than the invoice due date. 76% of respondents request
guarantees of payment from the B2B customers to whom they
sell on credit, while 73% requested cash payments. To protect
their cash flow and business profitability, a sizeable propor-
tion of Chinese respondents from the chemicals sector (47%)
reported that they either had to increase time, resources and
costs to chase overdue invoices, or strengthen their internal
credit control procedures.

Customer credit risk expected to worsen over
the coming months

In the Chinese chemicals industry, significantly more re-
spondents (64%) expect the risks associated with customer
credit to increase than those expecting a reduction of risk (8%)
over the coming year. Most of the respondents from the indus-
try expect this to have a negative impact on their DSO, result-
ing in a reduction in cash flow and the investment capacity
of the business. To strengthen credit control over the coming
months, Chinese respondents from the chemicals industry

ATRADIUS PAYMENT PRACTICES BAROMETER - RESULTS JUNE 2020

plan to either more frequently ask for guarantees of payment
from their customers, or offer discounts for early settlement
of invoices (36% of respondents for each).

A notable percentage of respondents (86%) are of the opinion
that dependence on bank finance will increase over the com-
ing months due to the increased indebtedness of the chemi-
cals industry. However, most respondents from the industry
(77%) expect that banks will provide more credit to businesses
over the same period. Almost the same percentage of Chinese
respondents are of the opinion that the industry business
performance (sales and profits) will improve over the next 12
months.

Consumer durables

B2B invoices in the industry are paid late
most often due to customers’ liquidity
shortages

On average, 44% of the total value of the B2B invoices issued
by Chinese respondents from the consumer durables industry
is overdue (compared to the 47% country average). Long-term
outstanding receivables (those more than 90 days overdue)
average 8% of past due payments (below the 13% country av-
erage). On average, overdue invoices are cashed in within 22
days of the due date (in line with the country average).

The proportion of receivables written off as uncollectable av-
erages 2% of the total value of B2B invoices. This is almost in
line with the 3% average for the country. DSO in the industry
averages 49 days, reflecting the 45% of respondents report-
ing DSO up to 30 days, the 37% reporting DSO up to 60 days
and 18% of 90 days or more. As survey findings highlight, B2B
customers in the Chinese consumer durables industry pay in-
voices late most often due to liquidity shortages (as reported
by 78% of respondents) and to inefficiencies in their internal
payment processes (59% of respondents).

SURVEY RESULTS

z
=4
(%2}
w
a
.
w
>
4
=)
(%}


https://group.atradius.com/documents/ppb20_asia_statistical-appendix_en_fin.pdf

SIINS3Y AJAYNS

(%]
c
Py
<
m
=<
o
m
EA
a
=z

Payment guarantees are the most commonly-
used credit management tools

Most of the respondents in the Chinese consumer durables
industry (83%) reported that they often ask their B2B cus-
tomers for guarantees of payment when selling on credit.
76% of respondents either adjust the payment terms offered
to their customers, or practise customer credit risk manage-
ment (self-insurance). Taken together, these findings point
to a strong focus on internal credit control processes from
respondents in the Chinese consumer durables industry. To
mitigate the impact of payment default and avoid liquidity
constraints, a sizeable percentage of respondents (47%) from
the industry reported to increase resources, time and costs
to chase overdue payments, while 34% needed to delay pay-
ments to their own suppliers.

Dependence on bank finance expected to
grow in the near term

According to 73% of the respondents, indebtedness of the
consumer durables industry in China will increase over the
coming 12 months, causing businesses to become more de-
pendent on bank finance. However, most respondents (63%)
believe that banks will provide more credit to businesses over
the same period to alleviate pressure on cash flow.

47% of the Chinese respondents in the consumer durables
industry believe B2B customers’ payment practices will not
change over the next 12 months while 39% anticipate a de-
terioration, causing a significant lengthening of DSO. Only
13% expect to see an improvement. In response, over half of
the respondents from the industry (56%) plan to revise their
credit policy and adjust their payment terms more frequently
over the next 12 months. When asked about the outlook for
the consumer durables industry, 81% of Chinese respondents
said they expect business performance (sales and profits) to
improve over the next 12 months.

ICT / Electronics

B2B customers use outstanding invoices as a
form of financing

According to respondents in the Chinese ICT/electronics in-
dustry late payment from B2B customers is most often attrib-
utable to inefficiencies of the customer’s internal payment
processes or to the fact that customers use outstanding in-
voices as a form of financing (60% of respondents each). Very
often, B2B customers paid invoices late because of disputes
over the quality of goods and services provided.

Survey findings show that an average of 48% of the total value
of the invoices issued by respondents to their B2B customers
is overdue, almost in line with the 47% country average. Long-
term outstanding receivables (more than 90 days overdue)
average 16% of overdue payments (versus a 13% average for
the country). The proportion of receivables written off as un-
collectable averages 4% (compared to the 3% average for the
country). On average, past due invoices are cashed in within
30 days of the due date (longer than the 22 day-average for
the country). DSO in the industry averages 45 days (longer
than the 39-day average for the country).

Guarantee requests and self-insurance are
the most often used credit management
techniques

Most respondents from the Chinese ICT/electronics industry
(85%) reported that they manage customer credit risk by re-
questing letters of credit or guarantees of payment from their
B2B customers. An almost equal percentage reported that
they retain and manage the risk internally through self-in-
surance, most often applying credit management techniques
by adjusting payment terms or avoiding risk concentration
through the reduction of the reliance on a single buyer.

To ensure adequate levels of liquidity to manage their busi-
ness operations, many Chinese respondents in the ICT/elec-
tronics industry needed to delay payments to their own sup-
pliers, or pursue additional financing from external sources
(45% each). 35% needed to strengthen their internal credit
control procedures.

ICT/electronics industry anticipates an
improvement in business performance

When asked about the outlook for the ICT/electronics industry
in China, 85% of respondents said that business performance
(sales and profits) will improve over the next 12 months. Chi-
nese respondents anticipate that their B2B customers’ pay-
ment practices will neither change nor deteriorate over the
next 12 months (45% of respondents each). However, nearly
15% of respondents anticipate an improvement and with that
a decline of past due invoices written off as uncollectable. To
protect their businesses from the adverse impact of customer
credit risk, most respondents (60%) plan to increase the ac-
tivities aimed at avoiding risk concentration, while a sizeable
percentage of respondents (54%) will either increase their re-
quests for guarantees of payment from their B2B customers,
or the use of trade credit insurance. For 82% of respondents,
dependence on bank finance will increase over the next 12
months due to an expected increase in industry indebtedness
over the same period.
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Survey design for Asia

Survey objectives

Atradius conducts annual reviews of international corpo-
rate payment practices through a survey called the ‘Atradi-
us Payment Practices Barometer’. In this report focusing on
Asia, which is part of the 2020 edition of the Atradius Pay-
ment Practices Barometer, companies from seven economies
(China, Hong Kong, India, Indonesia, Singapore, Taiwan and
United Arab Emirates) have been surveyed. Due to a change
in research methodology for this survey, some year-on-year
comparisons are not feasible for some of the results.

Using a questionnaire, CSA Research conducted 1,413 inter-
views in total. All interviews were conducted exclusively for
Atradius.

Survey scope

® Basic population: companies from seven economies
(China, Hong Kong, India, Indonesia, Singapore, Taiwan
and UAE) were surveyed. The appropriate contacts for
accounts receivable management were interviewed.

m Sample design: the Strategic Sampling Plan enables to
perform an analysis of country data crossed by sector and
company size. It also allows to compare data referring to a
specific sector crossed by each of the economies surveyed.

m Selection process: companies were selected and contacted
by use of an international internet panel. A screening
for the appropriate contact and for quota control was
conducted at the beginning of the interview.

m Sample: N=1,413 people were interviewed in total
(approximately n=200 people per country). In each
country a quota was maintained according to three classes
of company size.

m Interview: Computer Assisted Web Interviews (CAWI) of
approximately 15 minutes duration. Interview period:
March 2020.

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 results 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 information in this report or

Sample overview - Total interviews = 1,413

Economy n %

China 209 14.8
Hong Kong 200 14.2
India 204 14.4
Indonesia 200 14.2
Singapore 200 14.2
Taiwan 200 14.2
UAE 212 12.3
Sector (total Asia) n %

Manufacturing 593 42.0
gggli%?tli% Iirade/ Retail trade / 598 42.3
Services 227 15.7
Business size (total Asia) n %

Small enterprises 140 9.9
Medium-sized enterprises 949 67.2
Large enterprises 324 22.9

It may occur that the results are a percent more or less than 100%. This is
the consequence of rounding off the results. Rather than adjusting the
outcome so that it totalled 100%, we have chosen to leave the individual
results as they were to allow for the most accurate representation possible.

for any consequential, special or similar damages, even if advised of the possibility of such damages.
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Statistical appendix

P Find detailed charts and figures in the Statistical
E Appendix for Asia. This is part of the June 2020 Payment
5 Practices Barometer of Atradius, available at
g www.atradius.com/publications
5
Download in PDF format (English only).
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Copyright Atradius N.V. 2020

If after reading this report you would like more information about protecting your receivables against payment
default by your customers you can visit the Atradius website or if you have more specific questions, please leave a
message and a product specialist will call you back. In the Publications section you'll find many more Atradius publi-
cations focusing on the global economy, including country reports, industry analyses, advice on credit management
and essays on current business issues.

Subscribe to notifications of our Publications and receive weekly emails to alert you when a new report is published.

For more insights into the B2B receivables collection practices in China and worldwide,
please go to www.atradiuscollections.com

For China www.atradius.cn/
Email: info.cn@atradius.com

On LinkedIn? Follow Atradius Asia

Connect with Atradius on Social Media
You
Tube
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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
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