Structured for turbulent times?

Advanced sales ledger engineering.
By the end of 2008 there will be a need for significantly different products and services than those in vogue over the last decade. At the same time, some threads will continue through the hiatus of the Credit Crunch and the fallout. How this is perceived by different players will drive the new offers.

We have moved from the “irrational exuberance” of the noughties into the current period of deep uncertainty. The confusion of 2008 will eventually move to the harsh reality that the world is a riskier place. The new reality is that logical and calculated risk/return assessment will become once again a pillar for doing business.

The Past six years

The focus for Corporates has been sales growth, profits maintained but through volume growth rather than margin improvement. Control on cash flow was a low priority. The value of trade credit was low, a habit rather than a need or a strategy. 
For Lenders the story has been the same, with the extra twist created by the seemingly unlimited capital available through derivatives. Credit insurers never had it so good. Pricing models were developed, to be mainly ignored with the pressure to cash in on the global economic boom. “Price and Cover” – nothing else. The intermediaries for both invoice finance and credit insurance had a straightforward task. Lots of competition, great prices. Differentiation? Added Value? Why bother?
In short the basics of trade credit and good cash control were ignored and the pain of business failure forgotten. Those who argued for prudence or good discipline products meriting a higher price were shouted down – the market didn’t want that. And non-recourse was intellectually compelling but no one was motivated to sell it or buy it.
The Present Watershed
While those working in the financial sector are in no doubt about the extremity of the credit crunch, the real economy has not seen significant effects yet. 

Good quality Corporates are still more characterised by uncertainty rather than any serious battening down of the hatches. There are still few major failures, little signs outside the City of major redundancies. But the signs of serious stress are there. Cashflow is once again in focus.

The headlines on the Lenders are the write downs and the rights issues. But the full implications are still mainly internalised. The most basic presumptions of capital availability are shattered, Strategic projects number 1 or 2 in 2006 are being dumped in 2008. It is not only in the mortgage market that products are being pulled. 
Credit Insurers are now pulling in their horns in the expectation of some serious business failures. Having competed on uneconomic rates for the last 3 – 4 years they have no option but to cut their cover. 
The intermediaries and those in sales are bewildered. How can things change so fast? The clear cut demands from clients have gone; the supremely confident product messages from their providers have disappeared. 
The New Reality 
The new reality is that logical and calculated risk/return assessment will become once again a pillar for doing business.
Corporates will need to sell value propositions and trade credit will be part of that. The more insightful supplier will realise the real pressure is cash, leading to an agenda on credit whilst taking some of the pressure off price. Only those with appropriate balance sheet strategies will be able to take advantage of this.

	
	Stoics
	Adapters

	Strong Balance Sheets
	Survivors


	Extended Credit
Invoice Discounting

Supplier Finance

	Weak Balance Sheets
	Gone or Swallowed


	Factoring

Non-recourse
Credit Insurance


Lenders and insurers will need new tools. One size will not fit all. Promises of 100% advances or protection look good on websites but nobody believes them. Price is not gone as an issue – but other factors are just more important.

The climate is ripe for the emergence of offers supporting extended credit and a true non-recourse offer. But delivery will have to respect the greater need for transparent risk management; the traditional models cannot deliver both value to the client and provide a robust risk governance model. 
The solution lies in “advanced sales ledger engineering” – a much more precise focus on the underlying debtors powered by the new breed of information products, combined with an alignment of goals between the providers of capital and insurance. The disciplines to deliver this require a blend of the traditional expertise in lending, underwriting and systems. The tools are there, but is there the will?
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