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Hong Kong: businesses turn
focus to credit management
as recessionlooms .
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The Atradius Payment Practices Barometer is an
annual review of business-to-business payment
behaviour. This year’s survey explores a range of
topics including payment terms, payment delays,
credit sales, and DSO (Days Sales Outstanding),
results of which provide a good indication of
outlook for Hong Kong businesses.
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Vincent Ku, Country Manager
for Atradius in Hong Kong and Taiwan
comments on the report

éé

Following hard on the heels of months
of social unrest and trade tariff
uncertainties, the downward impact

of the coronavirus pandemic on Hong
Kong’s economy has been severe,
affecting, in particular, its external
trade. Hong Kong is currently expected
to be heading for the worst recession on
record. Export and travel services have
been hit hard, and downward pressure
on domestic demand has contributed
to economic downturn, making the
recovery heavily dependent on a large
number of factors, including: the
evolution of the pandemic, the efficacy
of the measures aimed at containing
the virus, the magnitude of the
disruptions to the supply chains, and
government policies aimed at giving
some relief to the economy.
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Introduction

The survey was completed by Hong Kong businesses in March
2020 during a period of economic uncertainty framed by
months of social unrest, disruptions to global trade caused
in part by the US-China trade war and the coronavirus. The
World Health Organisation (WHO) characterised COVID-19
as a pandemic on March 11. However, recognising its relative
proximity to the location of the virus outbreak in Wuhan, Chi-
na, Hong Kong responded quickly, and put measures such as
social distancing and travel restrictions in place as early as
the end of January.

Key takeaways from the report

Despite an economy heading towards a severe downturn or
recession, this year’s survey revealed that an increased per-
centage of total B2B sales in Hong Kong were made on credit.
Although modest, the increased used of trade credit may point
towards a competitive economy responding to the squeeze of
the downturn.

Against this backdrop dominated by a high degree of uncer-
tainty over the economic recovery, Hong Kong businesses
strengthened their credit risk management processes in order
to better handle the risk of liquidity constraints. Amid con-
cerns over a further deterioration of payment practices in B2B
trade, as revealed in our survey, Hong Kong businesses have
increasingly adopted or expressed an interest in credit insur-
ance as the most comprehensive tool for securing accounts
receivable while promoting growth. Indeed, as many as half
of the businesses surveyed in several industries expressed
optimism and said they expected to see some improvement in
business performance over the next 12 months.

Amid such potentially turbulent economic conditions, busi-
nesses may need to act quickly and respond to developments
as they unfold. To mitigate risk, businesses would benefit
from a coherent credit management strategy with regular re-
views and payment guarantee protections.

SURVEY RESULTS
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Survey findings for Hong Kong

Modest increase in B2B credit sales,
particularly in the domestic market

Hong Kong has suffered from far fewer infections than many
other territories, although industry - especially tourism and
retail - have been hit hard. Responses to our survey reflect
an economy that was already in recession, caused by many
months of social unrests, increased US-China trade quotas,
and the impact (albeit not yet fully realised) of the pandemic.

Despite such difficult times for the economy, responses to the
survey point to a modest increase in the percentage of B2B
sales made on credit. Interestingly, the 3% increase in credit
sales (an average of 60% versus 57% last year), corresponds
exactly with a 3% decrease in cash sales (40% vs 43% in 2019),
suggesting that many B2B sales previously made in cash last
year have moved to credit transactions this year.

éé

Against this backdrop dominated

by a high degree of uncertainty

over the economic recovery, Hong
Kong businesses strengthened their
credit risk management processes

in order to better handle the risk of
liquidity constraints from customers.
Amid concerns over a forthcoming
deterioration of payment practices in
BZ2B trade, as highlighted in our survey,
Hong Kong businesses confirmed their
interest in credit insurance as the most
comprehensive tool for safe growth
while pursuing the improvement in
business performance they expect to
reach over the next 12 months.
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Vincent Ku, Country Manager
for Atradius in Hong Kong and Taiwan

This move towards an increase in credit sales could be caused
by cash flow issues in Hong Kong’s economy with B2B buyers
needing suppliers to fill a gap in short-term trade financing.
However, the modest increase in the use of trade credit may
be the result of Hong Kong respondents’ strong focus on in-
surance and credit control (see below in this report). This is not
surprising considering that this small, open economy is deep-
ly intertwined in global supply chains and trade practices. In
addition, this is consistent with the survey findings that show
that as much as two thirds of credit-based transactions can be
found in the domestic market.

Far longer payment terms suggest key role of
trade credit as source of short-term finance

Along with the increased use of trade credit in B2B sales, sur-
vey findings highlight that B2B customers of respondents in
Hong Kong enjoy significantly longer payment terms than
last year. These are on average two weeks longer, at 43 days
from the invoice date. This corroborates the above-mentioned
assumption that B2B buyers need suppliers to fill a gap in
short-term trade financing in times of severe cash flow issues.

When asked about the underlying criteria for setting payment
terms, 38% of Hong Kong respondents reported that they set
payment terms in accordance with their company standards
and internal business practices, while 31% do so in accordance
with industry standards. One quarter of the respondents set
individual payment terms, customised according to credit
risk and trade relationship with each B2B customer.

Almost all businesses strengthen B2B credit
risk management

96% of survey respondents in Hong Kong reported that they
strengthened their credit risk management processes in or-
der to better handle the risk of liquidity constraints caused by
payment default from their B2B customers.

These most often include self-insurance and trade credit in-
surance (61% of respondents in each case). This is particular-
ly the case for respondents from large businesses and in the
wholesale trade sector. Additional credit risk management
techniques cited by Hong Kong respondents include the re-
quest of guarantees of payment (reported by 60% of respond-
ents) and of letters of credit (52%).
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Upswing in B2B late payments and delays in
invoice-to-cash turnaround

According to survey findings, Hong Kong businesses experi-
enced a significant increase in late payments. An average of
48% of the total value of B2B invoices issued by Hong Kong
respondents were overdue (far above the 35% recorded last
year). This compares to the 52% average for Asia. Long-term
overdue invoices (still outstanding after 90 days past due,
with a high likelihood of turning into bad debts) amount to
7% of the total value of B2B invoices issued by respondents
(significantly above the nearly 3% average of last year). This is
well below the 15% average for the region.

Overdue invoices are cashed in within 27 days of the invoice
due date, significantly longer than the 16-day average of one
year ago, but consistent with the current average for Asia.
Hong Kong respondents reported having written off 1% of
overdue receivables as uncollectable (below the 2% average of
last year and the 3% current average for Asia). This indicates
an improved efficiency in debt collection, which is consistent
with the strong focus on credit management displayed by
Hong Kong respondents. Of note, survey responses show that
collecting outstanding debts was most difficult for the ICT/
electronics, chemicals and consumer durables industries.

ATRADIUS PAYMENT PRACTICES BAROMETER - RESULTS JUNE 2020

Payment duration in Hong Kong

Payment delay

2'/d

(16 d in 2019)

Payment term
Payment
d duration
Hong Kong
70 days

50 60 70

10 20 30 40 80

d = average days
Sample: companies interviewed (active in domestic and foreign markets)
Source: Atradius Payment Practices Barometer — June 2020
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When asked about the reasons for payment delays from their
B2B customers, 50% of Hong Kong respondents stated that
B2B customers delay payments mainly due to inefficiencies
of their internal payment process. A sizeable percentage of
respondents (48%) said that B2B customers use outstanding
invoices as a form of financing, while 41% that customers pay
invoices late due to disputes over the quality of goods or ser-
vices provided. In order to manage the risk of liquidity short-
ages caused by delayed B2B payments, 33% of the respondents
said that they needed to increase time, resources and costs to
chase overdue invoices, 31% postponed payment of invoices to
their own suppliers, while one quarter of the respondents said
they needed to request a bank overdraft extension.

B2B customers’ payment practices are
expected to deteriorate than to improve

35% of respondents in Hong Kong anticipate deterioration in
the payment practices of their B2B customers over the next
12 months, while a notably lower percentage (22%) anticipate
improvement. The remaining 43% anticipate no significant
change. However, to strengthen their credit management go-
ing forward, Hong Kong respondents say they will either ask
for guarantees of payment more often or start using credit in-
surance.

Pointing to current economic challenges, including the ongo-
ing economic uncertainties associated with the coronavirus
pandemic, survey respondents, particularly from mid-sized
companies and in the manufacturing sector, expressed con-
cern over their cash flow and working capital financing. For
53% of respondents, this will increase businesses’ indebted-
ness consequently dependence on bank finance. However,
half of the Hong Kong respondents believe that the banking
system will inject liquidity in the economy in order to offset
the impact of the economic crisis on the business community.

0 Atradius - Key Findings

(1)
of respondents in Hong Kong said.
that B2B customers use :

outstanding invoices as a form of
financing

Atradius Payment Practices Barometer - June 2020

Uncollectable B2B receivables
in Hong Kong

(% of total value of B2B receivables)

60 %

Credit sales

\

Uncollectable

48 %

Past due
B2B invoices

1%

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

Although a sizeable percentage of respondents in Hong Kong
(36%) see a growing threat to their profitability going forward
caused by disruptions in global trade, on a positive note, more
respondents (47%) anticipate an improvement in the business
performance of their industry (in terms of sales and profits)
over the next 12 months than those anticipating a worsening
(26%).
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Overview of payment practices in Hong Kong

By industry

Consumer durables

Late payment in the Hong Kong consumer
durables industry affects nearly half of the
B2B sales value

On average 48% of the total value of invoices issued to Hong
Kong B2B customers in the consumer durables industry is
overdue. This is in line with the territory’s average. 6% of the
value of invoices remains unpaid 90 days past the due date
(territory’s average: 7%), and 1% of the total value of B2B in-
voices is written off as uncollectable (again, this is in line with
the overall HK's average). Most of the survey’s respondents in
the Hong Kong consumer durables sector say B2B customers
delay payments as they use outstanding invoices as a form
of financing, while 55% pay late due to inefficiencies of their
internal payment process.

Based on survey findings, 41% of respondents in the industry
reported Days Sales Outstanding (DSO) up to 30 days, 53% up
to 90 days, and 6% of 90 days or more, resulting into a 57-day
average (HK's average: 61 days). Although this is slightly better
than the average in HK, this points to a relatively poor success
rate in collecting receivables of high value, which deprives the
business of funds that could be invested in its operations.

3 in 5 respondents in the industry manage
customer credit risk through self-insurance

Consistent with the averages for the country (61%), most Hong
Kong respondents in the consumer durables industry retain
and manage customer credit risk internally (self-insurance)
or use trade credit insurance. 58% of industry respondents
reported they ask for guarantees of payment from their B2B
customers. In order to remain financially sound and avoid
liquidity constraints caused by customer payment defaults,
many respondents from the industry (38%) said they needed
to delay payment of invoices to their own suppliers. 33% re-
ported they had to request a bank overdraft extension, while
30% had to increase time spent, resources and costs to chase
overdue invoices.

Risk of payment default expected to
deteriorate over the coming months

Significantly more respondents from the Hong Kong con-
sumer durables industry (43%) expect customer credit risk
to worsen than to improve (9%) over the coming 12 months.

ATRADIUS PAYMENT PRACTICES BAROMETER - RESULTS JUNE 2020

Most of the respondents expect this to lengthen their DSO and,
ultimately, to have a negative impact on cash flow and the in-
vestment capacity of their businesses. To mitigate the risk of
incurring liquidity shortages caused by payment default, re-
spondents plan to ask for payment guarantees, or to sell on
cash terms, substantially more often. 27% plan to offer dis-
counts for early payment of invoices, while 23% plan to start
using credit insurance over the coming months.

For 65% of respondents, dependence on bank finance will in-
crease over the coming months due to the increased indebted-
ness of the industry. However, half of the respondents in the
industry expect banks to provide more credit to businesses
over the same period. When asked their opinion on the out-
look for the consumer durables industry in Hong Kong, 58% of
respondents said that they are confident that it will improve,
while still a sizeable percentage (33%) anticipate a deteriora-
tion.

ICT / electronics

Majority in the Hong Kong ICT/electronics
industry experience payment delays due to
customers’ internal ineffiencies

For more than half of the respondents, B2B customers in Hong
Kong's ICT/electronics industry delay payments because their
internal payment system is inefficient. As the survey findings
reveal, an average of 44% of the total value of the invoices is-
sued by respondents to their B2B customers is overdue (HK's
average: 48%). Long overdue receivables (more than 90 days
overdue) average 6% of the total value of overdue payments
(HK's average: 7%), while less than 1% of overdue receivables
was written off as uncollectable.

Based on survey findings, 25% of respondents in the industry
reported Days Sales Outstanding (DSO) up to 30 days, 68% up
to 90 days, and 7% of 90 days or more, resulting into a 63-day
average (country average: 61 days). This DSO figure points to
a relatively poor success rate in collecting receivables of high
value, negatively affecting businesses’ working capital and
liquidity position.

SURVEY RESULTS
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Industry’s most often used credit
management techniques: self-insurance and
credit insurance

To mitigate the risk of payment default and improve cash
flow, respondents from the Hong Kong ICT/electronics in-
dustry most often retain and manage customer credit risk
internally (65%) or use trade credit insurance (61%). 53% of
respondents request guarantees of payment. Additionally,
to avoid liquidity constraints caused by customer payment
defaults and strengthen their credit control systems, 31% of
the ICT/electronics industry respondents (country average:
33%) said they needed to increase time, costs and resources to
chase overdue payments.

Upswing in write-offs of uncollectable
receivables expected

More respondents in the Hong Kong ICT/electronics indus-
try (33%) expect customer credit risk to worsen than expect
it to improve (20%) in the near term. 47% do not expect any
change. Of note, the deterioration in B2B customers’ payment
practices is expected to cause write-offs of uncollectable re-
ceivables to rise, further weighing on businesses’ cash flow.

However, customer credit management in the industry will
see an increased use of payment guarantees, as well as sales
on a cash basis, over the next 12 months. According to 57%
of the Hong Kong respondents, indebtedness of the industry
will increase over the same period and with that, businesses
will become more dependent on bank finance. This latter is
expected to further increase support for the industry (as stat-
ed by 50% of respondents). When asked about the outlook for
the ICT/electronics industry, 49% of Hong Kong respondents
believe that business performance (sales and profits) will im-
prove over the next 12 months.

Textiles

Hong Kong's textiles industry experiences far
more late payments than country average

Survey findings show that, on average, 60% of the total value
of the B2B invoices issued by Hong Kong respondents in the
textile industry remains outstanding at the due date (far more
than the country average of 48%). Long-overdue receivables
(more than 90 days overdue) average 11% of the total value
of overdue invoices (country average: 7%). 50% of the survey
respondents state their B2B customers delay payments most
often as a form of financing.

Based on survey findings, 31% of respondents in the industry
reported Days Sales Outstanding (DSO) up to 30 days, 56% up

to 90 days, and 13% of 90 days or more, resulting into a 61-day
average (in line with the country average). As stated earlier
in this report, DSO figure points to a relatively poor success
rate in collecting receivables of high value, negatively affect-
ing businesses’ working capital and liquidity position. This
finding tallies with the finding highlighting the proportion of
receivables written off as uncollectable averages 3%, namely
three times higher than the country average.

Rise in the costs, time and resources needed
to chase late payments

To minimise the impact of poor cash flow, 33% of respond-
ents increased their costs, time and resources to chase late
payments. 30% reported that they needed to strengthen their
internal credit control procedures, while an almost equal per-
centage reported that they needed to delay payments to their
own suppliers, or requested a bank overdraft extension.

Dependence of industry on bank finance
expected to grow in the near term

Four times as many respondents in the Hong Kong textile in-
dustry (39%) expect customer credit risk to deteriorate than
expect it to improve (9%) in the near term. 51% do not expect
any change. Most respondents do not plan to change their mix
of credit management techniques, which prioritises the use
of letters of credit (78% of respondents) and of guarantees of
payment (75%). However, 1 in 4 respondents foresee an in-
creasing use of trade credit insurance, and more frequent
use of securitisation. For 45% of respondents, cash flow con-
straints for many businesses in the Hong Kong textile indus-
try will cause dependence on bank finance to increase. 28% of
Hong Kong respondents believe that business performance of
the textile industry (sales and profits) will improve over the
next 12 months (55% expressed the opinion that it will remain
the same).

93 %

of Hong Kong respondents are
concerned about an increase in
dependence on bank finance due
to higher intendedness
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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 Hong Kong and worldwide,
please go to www.atradiuscollections.com

For Hong Kong www.atradius.com.hk
Email: info.hk@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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