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Summary

=  Corporate insolvencies are on the rise globally. Business failures in developed markets are forecast to
increase 2.8% in 2019 - the first annual increase in a decade - followed by another 1.2% increase in 2020.

=  North America is now forecast to see the highest insolvency growth (3.2% in 2019; 1.7% in 2020) as
economic momentum wanes and companies increasingly face the costs of rising trade tensions.

=  Western Europe faces a 2.7% increase in insolvencies this year as economic growth decelerates and the
manufacturing sector struggles amid lower global trade. Political uncertainty remains a key risk.

The global economy is losing momentum, feeding
into the first annual upturn in corporate
insolvencies across advanced markets since the
global financial crisis in 2008 and 2009. From 3.2%
in 2018, global economic growth is forecast to slow
to 2.6% in 2019, two percentage points lower than
expected three months ago. Trade policy
uncertainty is a main reason for lower business
sentiment and investment growth, increasing
financial risks. Accordingly, we now expect global
corporate insolvencies to rise 2.8% in 2019, 0.8
percentage points higher than expected last
quarter. The upward revision comes primarily
through worse-than-expected insolvency
developments in North America, which is now
expected to surpass Western Europe in the rate of
insolvency growth. Asia-Pacific is also expected to
see steady increases.

Looking forward to 2020, monetary policy
loosening across developed markets, especially the
United States, should provide some support for
economic growth and corporate activity. Global

GDP growth is forecast to accelerate slightly to
2.7%, but this is contingent on progress in resolving
trade differences. With no end of trade tensions in
sight, investment will remain subdued and
financing risks are rising. Therefore, insolvencies
are expected to increase slightly again, by 1.2%
globally.

1Insolvencies on the rise in 2019 and 2020
Global insolvency growth in advanced markets, regional contributions
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Europe grappling with policy uncertainty and
industrial recession

The number of Western European businesses
going bankrupt in 2019 is expected to increase
2.7%. This marks the first annual increase for the
region since 2013 and is the bleakest regional
outlook. In 2020, a small increase of 0.7% is
forecast. Slowing economic growth, the escalation
of the US-China trade war, and looming
uncertainty surrounding Brexit and Italian politics
are the key drivers of the upswing in business
failures across Western Europe. Those factors also
pose negative risk to financial stability and
corporate solvency in 2020.

The United Kingdom is facing the highest increase
in insolvencies in both 2019 and 2020 not only in
Western Europe, but also across all countries
analysed. The upward trend in business failures
observed in 2018 has continued in H1 of 2019, up
8.9% year-on-year. The second extension of Article
50 pushed back the UK’s departure from the EU to
October 31, delaying the recovery of sterling,
keeping inflation elevated, and prolonging the drag
on business investment from uncertainty. Those
factors will continue to challenge businesses as
Brexit day approaches and the risks of departing
without any deal increase, leading us to increase
our 2019 forecast to another 10% rise.

2020 will be another difficult year for UK
businesses with a more modest 5% increase
expected. This forecast is based on a meagre 1.4%
expansion of the economy under the scenario that
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an extension of Article 50 in October leads to a
smooth transition in H1 of 2020. It is just as likely
that an extension leads to a general election, which
would extend the period of uncertainty and put
upward pressure on the number of business
failures.

Outside of the eurozone, Switzerland is also
contributing significantly to the region’s upward
trend. The number of Swiss business insolvencies
has been steadily increasing since 2015, in the
aftermath of the eurozone debt crisis and following
the scrapping of the Swiss franc’s ceiling against
the euro. In 2019, another 4% increase is expected
in Swiss insolvencies, marking another year of
record-high business failures. Global trade
uncertainty has increased demand for the Swiss
franc, a safe haven currency. On top of eurozone
weakness, the franc has appreciated 5% against the
euro since April 2019 and is currently at a two-year
high. Currency strength particularly challenges the
hospitality sector which is facing the second
highest insolvency numbers behind construction.
Swiss exporters are also negatively affected as
exports comprise two-thirds of Swiss GDP. In
2020, we expect to see some stabilisation of
insolvencies at high levels, with a -1% change
forecast. Risks - especially external demand and
capacity constraints - remain to the downside.

Insolvencies in the eurozone as a whole are
forecast to rise 1.2% this year, the first increase
since 2013. Economic expansion in the region is
cooling down in 2019 with a subdued 0.2% GDP
growth recorded in Q2 of 2019. The current
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slowdown is broad-based with industrial
production notably contracting 1.6% in June. As the
manufacturing sector struggles due to weak
external demand, domestic demand is propped up
by strengthening labour markets but the outlook
here is waning. According to the 2019 Q2 ECB bank
lending survey, credit standards tightened for
loans to businesses, marking the end of an easing
period that began in 2014. The survey points to no
change in credit standards for businesses in Q3.
With respect to ECB policy, an easing of the
monetary stance is expected in September, by
means of a small cut in the policy rate (which is
already at zero) and perhaps a reactivation of the
asset purchasing programme. This should bode
well for lending conditions going forward and help
eurozone businesses but the insolvency outlook for
2020 remains subdued.

Growth in Germany is cooling from 1.5% in 2018 to
0.9% in 2019. Weak external demand and elevated
uncertainty continue to take their toll on German
industry. Prospects for the export-reliant industrial
sectors remain bleak in the short term. The
automotive sector in particular will likely continue
to grapple with the deterioration in the external
environment, as well as lingering uncertainty
about trade policy and consumer preferences. That
said, domestic demand has proven to be quite
resilient. German business insolvencies are
expected to increase by 1% this year followed by
stagnation in 2020.

GDP growth in the Netherlands should moderate to
1.5% in 2019. The Dutch manufacturing sector is
facing strong headwinds from weak global trade,
with high levels of uncertainty and struggling
German industry. However, domestic demand
remains robust. The labour market continues to be
tight and employment growth remained strong in
early 2019. Together with a gradual increase in
wages, this should support an increase in private
consumption. After several years of sharp
decreases in insolvencies, this year is likely to
mark a turning point. Business failures are
expected to rise by 3% in 2019 and 1% in 2020.
However, downside risks remain to the forecast as
the potential negative effect of a no-deal Brexit (the
UK is a major trading partner) is not taken into
account in this insolvency outlook.

In France, weaker external demand is expected to
weigh on economic activity as well. The outlook is
more optimistic regarding household spending as
consumer confidence keeps rising. Although
investment is set to cool down, it should remain
more dynamic than economic activity in general.
The number of insolvencies is forecast to increase
3% in 2019 due to the decelerating economic

activity. In 2020, insolvencies are expected to level
off.

Economic growth in Spain is expected to be robust
this year (2.3%), although slightly lower than the
2.6% growth posted in 2018. This good but
declining growth has resulted in a slow recovery
from the high level of insolvencies seen in the past.
After a 4% increase last year, Spanish business
failures are expected to decline 5% in 2019. Despite
weakening economic prospects with high external
risks and less dynamic investment, the level of
insolvencies remains five times higher than before
the crisis, offering ample room for decline.

Like Spain, the Portuguese economy has seen a
swift recovery in recent years, which has
positively affected the insolvency level. A 6%
decline in insolvencies is expected in 2019
followed by a 2% decline in 2020.

In Italy, insolvencies declined 7% in 2018, despite a
mild recession in the second half of the year. While
insolvencies decreased about 6% in Q1 of 2019, we
expect some lagged effects of last year’s recession
to begin pushing up the number of business
failures. Therefore we forecast a 4% increase in
Italian insolvencies this year as economic activity
stagnates in 2019 (+0.1% forecast). The insolvency
outlook is subject to high political uncertainty, as
tensions rise within the fragile governing coalition
and may further increase between the Italian
government and the European Commission. Any
escalation is likely to weigh on sentiment and
financing conditions of the private sector and could
lead to a more protracted downturn.

In part due to ongoing Brexit uncertainty, Ireland’s
insolvency outlook is weak, but following a very
strong decrease in H1 (down 28.7%), we no longer
expect an increase in 2019. While Ireland is a
highly open economy, the bulk of exports are
pharmaceuticals and ICT services, goods and
services that are not overly vulnerable to
fluctuations in external demand. However, the
economy is cooling off and demand in export
markets is set to remain weak while the domestic
economy faces increasing capacity constraints and
lower government spending. As a result,
insolvencies are forecast to tick up in 2020 by 2%.
Howeer, this forecast is subject to downside risk in
case of a no-deal Brexit either in October or early
next year due to Ireland’s close economic ties to the
UK.

North Americaleads upward trend

This year is expected to mark a reversal in the
downward trend of annual insolvencies in North
America observed since 2010. Similar to Europe,
insolvencies are on the rise due to lower economic
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growth and high (trade) policy uncertainty. In
2019, we project a 3.2% increase in business
failures in the region. In 2020, both the US and
Canadian economies are expected to slow down
further, leading to another 1.7% increase - the
weakest regional figure next year.

Corporate bankruptcies in the United States have
reversed their decade-long downward trend. Up 2%
in H1, US businesses have been facing higher
financing costs than a year before, a strong dollar,
and the unwinding of pro-cyclical fiscal policy.
Moreover, trade policy uncertainty and higher
tariffs on Chinese imports in particular are
beginning to bite. As such, we expect the upward
trend observed thus far in 2019 to continue,
pushing the total 3% higher than in 2018. Monetary
policy loosening should offer some support to US
businesses going forward and private sector
confidence remains high. However, the latest
escalation including a 15% tariff on USD 300 billion
of consumer goods from China slated for later this
year could hurt the fragile retail sector in
particular, especially next year. Ongoing trade
tensions and increasing financial vulnerabilities in
the corporate sector are expected to increase US
insolvencies another 2% in 2020.

Canada’s economy is slowing down more than
expected with H1 of 2019 marking the weakest
consecutive two quarters since its 2015 recession.
Insolvencies have swung upward in the first five
months of the year, up 9% year-on-year. These
figures motivated the largest revision this quarter,
from no change to a 5% increase now forecast for
the full year. The large increase is in line with
mounting economic challenges such as higher
interest rates, weak business investment, and
lower oil output. While GDP growth is forecast to
slow further in 2020, the labour market should
remain strong and interest rates are expected to
decrease, supporting domestic demand as
industrial production picks up again. Insolvencies
in 2020 are expected to decrease slightly by 2%.

Asia-Pacific outlook deteriorates

Developed Asia-Pacific countries are also facing
their first annual increase in insolvencies since
2009. Regional insolvencies are forecast to tick up
1.8% this year in part due to slowing domestic GDP
growth and trade growth. The business
environment is expected to remain challenging in
2020, with a more modest 0.9% increase in
insolvencies projected.

Japan is expected to see a modest 2% rise in
insolvencies. The manufacturing sector in
particular is struggling with a cyclical deterioration
in capital spending and the stronger yen (safe
haven status in trade war) affecting exports. In
2020, those challenges are expected to persist and
growth prospects are expected to be further
constrained by the anticipated consumption tax
rate hike in Q4 of 2019. Therefore, another year of
2% insolvency growth is forecast.

The region’s weaker outlook compared to last
quarter is driven by an upward revision to
Australia’s forecast. Economic weakness from H2
of 2018 carried into a weaker-than-expected Q1 of
2019. The downturn in the residential construction
sector has deepened and is expected to contine. In
response to weaker economic conditions, the
central bank moved to cut rates, but with business
failures already up 1.6% in H1, we expect a 2%
increase in 2019. Prospects for 2020 are slightly
brighter with a 3% decline forecast thanks to
increased monetary support, government
spending, and capital expenditure expectations.

Dana Bodnar, economist
dana.bodnar@atradius.com
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Table 1 Total insolvencies - annual percentage change
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019f 2020f

Australia -3 21 4 2 9 1 2 -19 16 -16 -8 3 2 0
Austria -6 0 9 -8 -8 3 -10 -1 5 1 -3 2 2 1
Belgium 1 10 11 2 7 4 1 9 9 -6 9 A 4 2
Canada 10 -2 -4 -1 13 =11 2 ) = 7 -6 o 5 2
Denmark 21 54 -10 3 22 4 -15 21 15 18 -4 7 0 0
Finland -1 16 25 -13 3 0 6 -5 -14 -6 -10 17 9 2
France 7 7 14 5 -1 3 3 0 0 -8 6 -1 3 0
Germany -15 0 12 2 6 6 -8 -7 -4 7 7 -4 1 0
Greece -3 -35 68 35 4 19 31 -16 -43 -43 11 813 -8 -4
Ireland 19 13 82 8 7 3 -19 -15 -10 2 -15 -13 0 2
Italy -41 22 25 20 8 3 13 1" -6 9 S 7 4 0
Japan 6 1 -1 -14 -4 5 -10 -10 -8 -6 0 2 2 2
Luxembourg 7 -13 17 32 8 8 1 -19 3 13 -8 28 5 -3
Netherlands -13 14 53 9 0 19 10 22 24 -19 22 9 3 1
New Zealand 5 -35 45 5 -12 -7 13 7 4 3 22 7 5 1
Norway 6 4 47 =i/ 0 13 18 6 3 = 4 12 0 0
Portugal {2 39 28 21 5 46 1 13 12 6 -16 -4 -6 D)
Spain 18 188 88 4 15 32 10 27 21 9 10 4 -5 0
Sweden -5 7 20 4 4 7 4 6 -1 5 6 13 3 2
Switzerland 0 7 24 20 6 3 5 -10 4 7 3 3 4 -1
United Kingdom -11 39 -37 -18 4 4 9 -8 -10 1 = 10 10 5
United States 42 52 4 7 -15 -16 {7 19 -8 D -4 -4 3 2

Sources: Atradius, Macrobond, national sources

Table 2 Total insolvencies - index, 2007 =100
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018  2019f 2020f

Australia 100 121 125 128 139 141 144 17 135 13 104 107 109 106
Austria 100 100 110 101 93 96 87 86 82 83 81 79 81 81
Belgium 100 110 123 125 133 138 153 140 127 119 130 129 134 136
Canada 100 98 58 51 58 51 51 50 49 46 43 43 45 44
Denmark 100 154 139 134 105 109 93 73 84 98 95 101 101 101
Finland 100 116 145 127 131 131 139 132 114 107 96 112 110 108
France 100 107 123 17 115 118 122 121 122 12 106 105 108 108
Germany 100 100 112 110 103 97 89 83 79 74 69 66 67 67
Greece 100 65 109 7 68 81 106 89 51 29 33 28 26 25
Ireland 100 213 387 420 451 464 376 321 289 284 241 209 209 213
Italy 100 122 152 182 197 203 229 254 239 219 195 181 188 188
Japan 100 111 110 95 90 86 7 69 64 60 60 58 60 61
Luxembourg 100 88 103 135 145 157 158 129 133 150 138 176 185 179
Netherlands 100 86 132 119 120 143 157 122 92 75 58 53 55 55
New Zealand 100 65 95 89 79 73 64 59 61 63 49 46 43 44
Norway 100 14 207 171 172 150 176 186 180 179 187 211 211 204
Portugal 100 139 179 216 205 300 303 262 294 217 233 224 21 207
Spain 100 288 540 520 598 791 866 635 501 458 502 521 495 495
Sweden 100 107 128 123 118 126 130 122 108 103 109 124 127 125
Switzerland 100 93 115 138 147 151 143 130 135 144 148 152 158 156
United Kingdom 100 139 88 72 75 I 65 60 53 54 54 59 65 68
United States 100 152 215 199 169 142 118 95 88 85 82 79 81 83

Sources: Atradius, Macrobond, national sources
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If you've found this economic update useful, why not visit our website www.atradius.com,
where you’ll find many more Atradius publications focusing on the global economy,
including country reports, industry analysis, advice on credit management and

essays on current business issues.

Connect with Atradius
on social media

You

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. 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 for any loss of opportunity, loss of profit, loss of
production, loss of business or indirect losses, special or similar damages of any kind, even if advised of the possibility of such
losses or damages.
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