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* Comparison of Atradius credit risk situation/business performance outlook for the industry

(Ranking from one ball (very poor) to five balls (very good)
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Squad performance for the tournament - check

Czech engineering industry
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Country
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Turkish engineering industry
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GDP growth

Engineering sector value
added growth (%)

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

Level of competition

Sources: IHS, Atradius

The ball keeps on rolling

The Czech machines/engineering industry continues to
benefit from the solid performance of the Czech econ-
omy, especially in the automotive industry, which is the
main customer for machines. Additionally, machinery
demand from the construction sector has picked up
again. The very export-oriented Czech machinery indus-
try also benefits from the recovery in the eurozone and
a stable koruna euro exchange rate. 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 re-
percussions of the Ukraine crisis. Machinery producers
related to the mining and power engineering industry
face more difficulties.

Higher demand and a decrease in commodity prices has
led to increased margins over the past twelve months.
Machinery companies’ equity is above the average of
all manufacturing sectors. Banks are positive about the
sector in general, providing sufficient liquidity.

Less scoring at away games

The Turkish machinery sector faces some troubles, with
sales under pressure since 2015. Political uncertainty
leading to capital expenditures and high interest rates
have a negative effect on the industry. In 2015 machin-
ery exports fell 11.7%, while imports decreased by 10%.
The decline in the export sector was largely due to de-
mand from Russia, Iraq and Azerbaijan.

The decrease in commodity prices like metals helped to
sustain business profit margins, but competition in the
Turkish machinery market is high due to some overca-
pacities leading to price wars. At the same time Chinese
competitors are improving their productivity, catching
up in terms of technology and overall quality while main-
taining lower costs.

Turkish machinery businesses with insufficient equity
and long sales terms tend to use bank loans more, how-
ever, due to more volatile political and economic condi-
tions and a high amount of non-performing loans banks

have become more restricted.



Players to watch

Czech Republic

®  The Czech manufacturing industry is de-

veloping well, and therefore the outlook for
manufacturing machines is positive.

The agriculture machines subsector ben-
efits from increasing demand and bet-
ter financial results of customers in the
agro-business segment.

Turkey

In 2016 it is expected that positive develop-
ments in the construction and automotive
sectors will support demand for machines.

Machinery businesses depending on ex-
ports to Russia face problems with cash
collection and have to compete on new
markets.

Machinery producers dependent on the
energy and mining sector continue to face
difficulties.
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Due to external demand-driven weakness
in the textile and garment industry, ma-
chinery sales related to this industry are
projected to lose volume.

In 2015, machinery exports to Russia con-
tracted 45% year-on-year. Turkish machin-
ery exporters dependent on this market
may have trouble compensating for lost
market share elsewhere. The same ac-
counts for machinery exporters to Iraq and
Azerbaijan due to the political and econom-
ic problems in these countries.
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Major strengths and weaknesses

Czech machinery/ Turkish machinery/
engineering industry engineering industry
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} \H Dependence on the economic cycle A difficult economic and political

- environment limits machinery
investments

Longer cash cycle

Highly competitive environment, with
smaller machinery companies forced to

Restricted bank lending

compete on prices and payment terms Not enough investment in research and

development

Concentration of risk in larger projects

High funding costs for machinery

Large investments in production .
investments

facilities required

Insufficient state incentives and
subsidies

Rising competition from Asia




Fair play ranking:
payment behaviour and insolvencies

Czech machines/
engineering industry

On average, payments in the Czech machinery/engi-
neering sector take between 30 days and 60 days,
depending on the segment. Sometimes prepay-
ments are needed if special tools are manufactured.

The level of protracted payments is high, often due
to disputes, long inventory of accounts receivables or
project delays.

Non-payment notifications are not expected to in-
crease sharply in the coming months.

The number of insolvencies in the industry is average
compared to other industries, and no major increase
is expected in the second half of 2016.

Turkish machines/
engineering industry

®  Payment duration in the machines/engineering sec-

tor is between 90 days and 120 days on average.
The level of protracted payments is high.

Machinery insolvencies have increased over the past
six months, and are expected to level off in the com-
ing six months. However, more insolvencies are ex-
pected if the currently difficult economic and political
situations should deteriorate further.



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.

Copyright Atradius N.V. 2016

If you've found this report useful, why not visit our website www.atradius.com,
where you'll find many more Atradius publications focusing on the global econ-
omy, including more country reports, industry analysis, advice on credit man-
agement and essays on current business issues.

On Twitter? Follow @Atradius
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