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Abstract

Bad debt is a reflection of broader financial instability affecting
businesses across industries, and rising bad debt risks are ex-
pected to persist into 2025. Are your credit policies evolving fast
enough to keep up with the changing landscape?

Foryears, bad debt risk followed a familiar pattern: High in dis-
tressed industries, manageable in stable ones. However, today’s
financial landscape is changing, and traditional assumptions
about credit risk no longer hold.

Rising bad debt risks are expected to persist into 2025 as macroe-
conomic pressures continue. Elevated interest rates and still-
elevated inflation are straining heavily leveraged companies, es-
pecially smaller firms. Credit conditions remain challenging in a
“higher-for-longer” rate environment, meaning companies that
banked on cheap debt are now facing steeper costs and tighter
liquidity. This mix of sticky prices, high financing costs, and slower
growth sets the stage for continued credit deterioration in vulnera-
ble industries in 2025.

We analyzed 10,000+ public companies, which revealed a sharp
increase in bad debt allowances relative to revenue, with certain
industries seeing a surge in uncollectible accounts and longer
payment cycles.

Continued...

None of Credit Professionals Alliance, its partners, employees, affiliates, representatives or advisors make any representation or war-
ranty, expressed or implied, as to the accuracy or completeness of any of the information contained herein, including any opinion or
any other written or oral communication transmitted or made available. It is each recipients responsibility to make their own inde-
pendent judgment in regards to the information contained in this newsletter.
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A New Credit Risk Landscape Emerging

Sector-specific challenges are also coming into play. Consumer-facing businesses (retailers, restau-
rants, etc.) are feeling the pinch as shoppers become more cautious. Industries that were once con-
sidered financially resilient — including insurance, consumer finance, real estate, and technology hard-
ware — are now showing some of the largest increases in bad debt risk and extended Days Sales Out-

standing (DSO).
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As economic conditions remain uncertain, credit professionals must stay ahead of these trends. Let
us break down the numbers and uncover where credit teams should focus—before slow payments
turn into costly write-offs.

Industries with the Least Increase in Bad Debt Allowances

Some sectors have remained relatively stable, with only marginalincreases in bad debt allowances
year-over-year. These industries tend to have stronger cash flow dynamics, predictable payment cy-
cles, or resilient customer bases that allow them to maintain financial stability despite broader eco-
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Based on the data, the top five industries with the least increase in bad debt allowances are:

1. Passenger Airlines (+14% YoY): Despite rising fuel costs and operational challenges, airlines have
benefitted from strong consumer demand, stable cash flows, and upfront ticket sales, which
reduce reliance on trade credit.

2. Wireless Telecommunication Services (+23% YoY): With recurring revenue models and
strong customer retention, telecom providers maintain predictable receivables, even as some
customers face affordability challenges.

3. Multi-Utilities (+24% YoY): Utilities companies operate in a highly regulated environment,
where consistent billing cycles and government oversight help limit bad debt exposure.

4. REITs (+24% YoY): While some niche REITs (like retail and office) have struggled, diversified
REITs focusing on industrial and residential properties have maintained relatively stable
receivables.

5. Aerospace & Defense (+30% YoY): With long-term government contracts and stable demand,
companies in this sector have low credit risk, as payments are often secured through military and
federal budgets.

Why Are These Industries More Stable?

Industries with minimal increases in bad debt typically share key characteristics: consistent revenue
streams, strong demand, and structural safeguards such as government backing, regulatory oversight,
or contractual stability. Sectors like utilities and telecommunications provide essential services with
steady cash flow, while defense and airlines benefit from long-term funding commitments that shield
them from short-term economic swings.

While these industries demonstrate resilience, they are not immune to shifting financial conditions.
Credit teams should remain vigilant, keeping an eye on customer payment behavior, evolving regula-
tions, and potential supply chain disruptions that could gradually erode stability over time.

Industries Facing the Largest Bad Debt Risk Increases

Our dataset highlights five industries where bad debt risk is rising fastest, coupled with increasing me-
dian DSO trends.

Continued...
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Bad Debt Reserve :

Transportation Infrastructure 143.10% 61

Broad line Retail 132.50% 21

Water Utilities 108.60% 60

Residential REITs 99.50% 20
Energy & Equipment Services 98.20% 61.5

For credit teams, the surge translates to higher reserves for uncollectible accounts, directly impacting
profitability. As DSO, trends exceed 50 days, payment cycles slow, creating tighter working capital
conditions and increased liquidity pressures.

What is particularly concerning is that industries previously considered credit-stable — such as Insur-
ance, Finance, and Technology Hardware — are now showing distress signals, signaling a shift in risk
dynamics that requires close monitoring and proactive adjustments.

Industry Breakdown: Where Bad Debt Is Rising the Fastest
Let us dive in further to the five previously mentioned industries.

Transportation Infrastructure: A 143% Surge in Bad Debt Reserves
Median DSO: 61 Days

The Challenge: Transportation infrastructure companies, including ports, highways, and transit sys-
tems, are seeing a surge in unpaid accounts due to delayed government payments, financial strain in
the freight sector, and the capital-intensive nature of projects. Budget constraints slow funding, logis-
tics companies struggle with longer invoice cycles, and high upfront costs make it harder for custom-
ers to meet obligations, increasing overall credit risk.

Why It Matters: With a 143% increase in bad debt allowances, infrastructure businesses are holding

onto more uncollected revenue than ever before, increasing the risk of financial strain on construction
firms, contractors, and service providers dependent on transportation-related projects.

Continued...
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What to Watch For:

e Public sector payment delays—Government-funded projects often experience funding lags, creat-
ing ripple effects down the supply chain.

o Freight sector liquidity issues—A slowdown in freight payments could indicate broader supply
chain disruptions.

e Costoverruns on infrastructure projects—Higher expenses could force customers to delay pay-
ments or default on contracts.

Broad line Retail: A 133% Jump in Bad Debt Allowances as Consumer Spending Weakens
Median DSO: 21 Days

The Challenges: Retailers are facing weaker consumer demand, forcing them to extend payment
terms to suppliers while dealing with rising delinquencies on store credit and financing programs.
Higher default rates on credit cards and buy-now-pay-later plans, excess inventory delaying supplier
payments, and store closures leading to unpaid invoices are compounding financial strain across the
sector.

Why It Matters: A 133% increase in bad debt reserves suggests that retailers are bracing for further
financial stress, which could trickle down to wholesalers, logistics companies, and manufacturers
that depend on retail health.

What to Watch For:
Retail bankruptcy filings—more store closures mean a greater chance of suppliers not getting paid
Inventory-to-sales ratios—Excess inventory could signal liquidity problems for major retailers.
Consumer credit health—Rising credit card delinquencies may indicate deeper economic trouble.
Water Utilities: A 109% Surge in Bad Debt as Delinquent Accounts Climb
Median DSO: 60 Days
The Challenge: Water utility companies are facing a sharp rise in overdue accounts due to higher resi-
dential and commercial delinquencies, as inflation squeezes household budgets. Regulatory re-
strictions on service disconnections limit enforcement options, while municipal budget constraints

further delay payments to utility providers, straining cash flow.

Why It Matters: The 109% jump in bad debt reserves suggests that utility providers are absorbing more
non-payments than expected, putting pressure on cash flow and future infrastructure investment.

Continued...
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What to look for:

e Delinquency rates among residential and commercial users—A rise could signal broader payment
challenges.

e Policy changes on utility shutoffs—Regulatory shifts could determine whether utilities can collect
on past-due accounts.

e Municipal budget trends—Cities facing budget shortfalls may slow payments to utilities, increas-
ing financial risk.

Residential REITs: A 100% Increase Due to Tenant Payment Struggles

The Challenge: Residential real estate landlords are experiencing higher tenant non-payment rates,
fueled by rent increases outpacing wage growth, making it harder for renters to stay current.

Why It Matters: Landlords are tightening lease approvals, demanding higher credit scores, larger de-
posits, and stricter payment terms. This shift impacts suppliers to multifamily housing, including con-
struction, maintenance, and building materials firms, as landlords delay payments or cut back on cap-
ital improvements. Higher rent burdens discretionary spending which can amplify risks across related
industries.

What to Watch For:

e Interest rate trends—Higher borrowing costs limit landlords’ ability to refinance and absorb rising
bad debt.

e Multifamily housing development slowdowns—Delays or reductions in new apartment construc-
tion could signal cash flow issues, impacting suppliers in construction and building materials.

Energy Equipment & Services: A 98% Surge in Bad Debt Allowances as Oil & Gas Payments Slow

Median DSO: 77 Days
The Challenge: The oil and gas services sector is seeing a surge in slow and unpaid invoices, driven by
volatile commodity prices straining customer cash flow, extended payment terms on drilling projects,

and rising bankruptcies among smaller operators, leaving suppliers with mounting unpaid balances.

Why It Matters: With a 98% increase in bad debt allowances, energy services firms are absorbing
more unpaid balances, creating liquidity risks for suppliers and equipment manufacturers.

Continued...
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What to Watch For:

e Crude oil and natural gas price trends—Fluctuations could impact cash flow for energy compa-
nies.

e Bankruptcies among smaller energy firms—More insolvencies could increase supplier payment
risk.

o Delayed capital expenditure projects—If oil companies cut spending, service providers may strug-
gle to collect payments. Payment trends in high-debt regions, government relief programs, and
regulatory changes affecting collections.

What is Driving the Rise in Bad Debt?
The surge in bad debt allowances is not happening in isolation. It is being driven by several macro and
microeconomic forces:

1. Economic Uncertainty & Interest Rate Hikes. Higher borrowing costs are squeezing businesses,
making it harder for customers to pay on time. Companies that relied on low-interest debt to man-
age cash flow are now facing higher financing costs, leading to payment delays and rising delin-
quencies.

2. Inflationary Pressures on Businesses & Consumers. Rising input costs are eating into company
margins, forcing businesses to extend payment terms or delay settling invoices. In turn, credit de-
partments are shouldering higher risk exposure as customers struggle to pay off outstanding bal-
ances.

3. Sector-Specific Risks. Certain industries—like healthcare, retail, and real estate—are feeling the
squeeze more than others due to structural payment delays, shifting demand, and regulatory hur-
dles.

4. A Shiftin Payment Culture. More businesses are extending terms as a strategic play to conserve
cash. The result? Longer DSO (Days Sales Outstanding) and rising bad debt risk.

5. Bankruptcy Wave in Mid-Market Companies The combination of economic strain and rising op-
erational costs has led to a surge in insolvencies, with Chapter 11 filings in the U.S. up 40% in 2024
compared to the previous year.

Ripple Effects on the Supply Chain and B2B Vendors

The impact of rising bad debt is not confined to the companies directly experiencing defaults. It ripples
through supply chains, hitting vendors, suppliers, and service providers downstream. When a busi-
ness runs into financial trouble and delays or fails to pay its suppliers, those suppliers in turn suffer
cash flow strains and may end up with their own bad debt write-offs.

Each of those failures left behind a trail of unpaid bills to trade creditors. For example, when retailer
Party City slid toward bankruptcy, it fell behind on payments to vendors for months. Suppliers tight-
ened credit terms and ultimately “reached their limits,” pulling back support and pushing the retailer
into Chapter 11. The end result was millions in unpaid invoices that vendors had to potentially write off
as bad debt.



aCredit-NeWS e

For credit professionals, these ripple effects highlight the importance of credit risk assessment not
just for end customers, but across the supply chain ecosystem. Many firms are now more carefully
vetting the financial health of key customers and even customers’ customers. Suppliers are shortening
payment terms or insisting on deposits in industries known to be struggling. Some are diversifying their
client portfolios to avoid over-exposure to any single troubled buyer. By monitoring sector risk (e.g.
keeping tabs on news of major bankruptcies or late payment trends in an industry), vendors can take
proactive steps - such as adjusting credit limits or obtaining trade credit insurance - to protect them-
selves when warning signs appear. In short, rising bad debt in one segment of the economy can quickly
become everyone’s problem, so a wide-angle view of credit risk is essential.

Are We Entering a Widespread Credit Crunch?

The dramatic rise in bad debt reserves across multiple industries signals a broader tightening of credit
conditions, one that demands a proactive response from credit executives. The ability to navigate this
shifting landscape will depend on a company’s capacity to monitor bad debt trends in real-time rather
than relying on quarterly reporting cycles that may fail to catch rising risks early. As delinquencies in-
crease, strong pre-delinquency engagement strategies will be critical — early intervention has been
shown to reduce default rates significantly, yet too many organizations wait until payments are over-
due before taking action.

Equally important is recognizing that not every industry faces the same risks, and a one-size-fits-all
approach to credit adjustments could prove costly. Credit policies should be tailored based on sector-
specific challenges, whether that means tightening payment terms in industries with increasing bank-
ruptcies or offering more flexible structures in sectors experiencing temporary liquidity pressures.
With bad debt reserves climbing, the real question for credit leaders is not whether risks are increasing
—it’s whether their credit strategies are evolving quickly enough to keep pace.

Understanding Bad Debt Cycles
Bad debt cycles follow a recurring pattern where periods of excessive lending and borrowing lead to
rising defaults and financial contractions. These cycles typically progress through four key phases:

e Expansion: Economic growth fuels increased lending and borrowing.

e Peak: Credit reaches unsustainable levels, often accompanied by asset bubbles.

e Contraction: Defaults rise, triggering tighter credit conditions and economic slowdowns.
e Trough: The economy stabilizes at a lower level, setting the stage for recovery.

We have seen this pattern play out before, most notably during the 2008 Financial Crisis, when un-
checked lending practices led to widespread defaults and economic turmoil. For credit professionals,
understanding these cycles is essential to spotting warning signs early and preventing history from re-
peating itself.

Continued...
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¢ Risk Assessment: Identifying an overheating credit market allows for preemptive measures to
mitigate exposure before defaults surge.

e Policy Adjustment: Tightening lending criteria during expansion phases helps prevent excessive
risk accumulation.

e Strategic Planning: Maintaining liquidity and flexible credit policies ensures resilience when the
economy contracts.

By analyzing past cycles and current economic trends, credit executives can take a proactive ap-
proach to risk management, safeguarding their organizations from the long-term consequences of bad
debt cycles.

What Comes Next for Credit Risk Management?

The surge in bad debtis not an isolated issue - it is a reflection of broader financial instability affecting
businesses across industries. As interest rates remain elevated, inflationary pressures persist, and
companies struggle with liquidity, credit teams must take a more proactive approach to risk mitiga-
tion.

The increase in Chapter 11 filings is a stark reminder that mid-market companies are facing growing
financial pressure, and for many, extended payment terms or rising delinquencies are early warning
signs of deeper financial distress. While some industries are more vulnerable than others, no sector is
immune from the impact of tightening credit conditions and shifting payment behaviors.

For credit executives, the challenge is clear: adapt now or risk greater exposure. That means monitor-
ing bad debt trends in real time, reassessing payment terms for at-risk customers, and using predictive
analytics to identify early signs of financial instability. More than ever, companies need stronger credit
policies, better visibility into customer risk, and strategic adjustments to collections strategies to en-
sure that rising bad debt does not turn into unmanageable losses.

As economic uncertainty continues, the real question is: Are your credit policies evolving fast enough
to keep up with the changing landscape? Because in today’s environment, reacting too late is not an
option.

About the author:

Jordan Esbin, Founder & CEO, Credit Pulse, has a proven track record of helping Fortune 500
companies design and execute robust risk management programs. With expertise in credit, fi-
nancial reporting, reputational, and political risk, he now brings his experience to the credit
space through Credit Pulse, an Al-driven platform revolutionizing credit risk management.
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Credit Professionals Alliance has been working hard to provide our clients
with the most up-to-date webinars concerning today’s challenges in the
credit field. Watch your email for upcoming registration information on
all of the following webinars.

July 15th: IDENTITY CRISIS: Risks & Best Practices When
Doing Business with Newly Acquired Entities &
Conglomerates

July 16th: LETTERS OF CREDIT: 20 Things Every Credit Pro

Needs to Know

July 22nd: KNOW SOONER, ACT FASTER: Using Al to
Proactively Detect Changes in Customers’ Behavior

July 29th: ECONOMIC UPDATE: Business Activity & the
Consequences for Credit

Be sure to check out our website www.nacske.com/education.html for additional edu-
cational opportunities as these are constantly being updated.

Are you looking for Certification and Certificate opportunities? Credit Professionals
Alliance can lead you in the right direction, contact Rhonda Ross for additional infor-
mation at rross@nacske.com or (913) 383-9300.
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Educational Update:
Credit Research Foundation Webinars

July 2025

CREF offers a variety of educational programs: Proctored Courses, On-Demand Courses as well as
webinars.

August 18-20, 2025 August Forum & Expo—Austin, TX

October 27-29, 2025  October Forum—Ft. Lauderdale, FL

It is very simple to participate: Go to http://www.crfonline.org and click on the Education.

Now offering a Certificate Program!

For additional information go to http://www.crfonline.org/events/current.asp

The following webinars are being offered by NCS Credit
to register for these go to: https://www.ncscredit.com/
education-center/events/

July 8th: Building Payment Security with Preliminary
Notices

August 12th: Bond Claims and Public Construction

August 26th: States Requiring Lien Notice of Non-Payment

NCS

Securing Your Tomorrow




