
There have been mixed signals 

concerning the condition of the 

British economy over the first 

few months of 2013 and, at the 

time of writing, we do not yet 

know whether an unprecedent-

ed triple-dip recession has been 

avoided. 

Whilst the overall rate of unem-

ployment has fallen somewhat 

and the stock market, regarded 

as a key forward indicator, has 

been buoyant since New Year 

(FTSE 100 up by around 10% 

at time of writing), most other 

indices remain, at best, neutral. 

Amongst other pointers, the fol-

lowing are worthy of note: the 

UK’s stubbornly (and relatively) 

high rate of inflation, which may 

well rise as Sterling depreciates 

following the loss of the UK’s 

AAA debt rating; the continued 

fall in real incomes, down over 

3% over the last two years and at 

least 7% since late 2008; the Feb-

ruary Markit/CIPS Manufacturing 

PMI which fell from 50.5 to 47.9; 

the same survey showing a 14th 

consecutive monthly decline in 

new export orders, primarily as a 

result of the Eurozone’s continu-

ing difficulties, highlighting the 

fact that the UK’s export sector is 

now actually a drag (-0.8% in 

2012) on GDP growth.  In addi-

tion, public sector borrowing con-

tinues to rise, the fiscal year to 

date producing underlying bor-

rowing of around £94bn 

(January), an increase of 1.6% 

year on year. 

It would be difficult to argue from 

these indicators that the UK is 

poised for a sustained economic 

recovery any time soon. This in 

itself is remarkable when one 

considers that the economy has 

still recovered only around half 

of the output lost between Q2 

2008 & Q2 2009. Put simply, the 

economy remains some 3% 

smaller now than it was nearly 

five years ago, an unprecedented 

period of stagnation. 

Concerns about recovery contin-

ue to bear on UK monetary poli-

cy, with the likelihood that the 

Bank of England will soon an-

nounce a further round of money 

printing (Quantitative Easing). It 

is also interesting to note the 

suggestion recently made by the 

Deputy Governor of the Bank 

that consideration, however ten-

tative, could be given to setting a 

negative Minimum Lending Rate 

(MLR) as an incentive for banks 

& other lending institutions to 

get money out into the real econ-

omy. 

The continued emphasis on mon-

etary policy suggests that fiscal 

policy is set to remain largely 

unchanged in the short term. 

Consumer demand, therefore, is 

not likely to lead the charge to-

wards recovery (despite im-

proved retail sales figures for 

Jan/Feb), especially given the 

afore-noted continued decline in 

real incomes and uncertainty 

over unemployment/

underemployment.  

Regarding the much trumpeted 

recent falls in official unemploy-

ment, the suspicion is that the 

jobs recently created have been 

largely oriented towards low 

wage, low productivity work in 

the service sector rather than to 

the added value activities associ-

ated with manufacturing.  This in 

turn does not suggest that the 

economy is being ‘rebalanced’ in  

any meaningful way towards 

manufacturing, which now repre-

sents less than 11% of total UK 

GDP. 

In the context of the myriad prob-

lems facing the British economy, 

it is difficult to see how the 

measures announced by the 

Chancellor are going to make any 

meaningful difference to the cur-

rent trajectory.  Whilst the an-

nouncement of an increase in 

infrastructure spending is un-

doubtedly a modest positive, it 

will not be the result of any new 

money being available and its 

impact is likely to be limited. 

Given the overall economic sce-

nario in the UK, the general rise 

in insolvencies (high profile retail 

failures aside) and still increasing 

evidence of overdue payments, 

both noted overleaf by Graydon, 

it is pleasing to report that the 

credit insurance market remains 

generally positive. 

Premium rates remain relatively 

stable, only trending moderately 

upwards, and claims levels, 

whilst increasing, remain under 

control - all of which demon-

strates that insurers’ insistence 

over the last few years on up to 

date buyer information has paid 

dividends in enabling them to 

control more effectively their risk 

portfolio for their and their    

insureds’ benefit.    
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These are challenging times for the steel in-
dustry. In 2013 Coface expects global steel 
production to fall from last year’s high of 
1.5billion tonnes and this will leave business-
es more vulnerable to insolvencies and late 
payment over the coming months. Coface rec-
ommends the importance of suppliers in this 
sector continuing to take sensible precautions 
before offering credit terms and keeping these 
under regular review.  
 

The difficulties facing the industry were high-
lighted when the world’s largest manufacturer, 
ArcelorMittal, reported a net loss of $3.7bn in 
2012, compared to a net profit of $2.3bn in 
2011, following its decision to write-down 

$4.3bn in its fourth quarter accounts1. In 
February 2013, Tata Steel reported a loss 
of £50m in the fourth quarter of 2012 in its 
European operations, compared to a loss 
of just under £5m in the previous quarter. 
The company also reported an after-tax 
loss of £89m globally2.  
 

Europe reportedly accounts for around a 
third of ArcelorMittal’s output and half of Tata 
Steel’s and both companies blamed falling 
demand in Europe for their losses. In its re-
cent report on the challenges facing the steel 
industry3, Coface pointed to a downturn in 
the automotive and construction industries in 
the Eurozone which is expected to remain in 
recession in 2013. However, it also reported 
that margins for European steel producers 
are being squeezed by cheaper Chinese 
steel flooding the market. China has become 
the dominant force in the sector in just over a 

“one who manages to time his ruin to coincide with that of all his peers so he 

does not get singled out for blame” 

John Maynard Keynes’ definition (paraphrased) of a good banker  



measures to apply pressure to lenders to 
help, particularly SME’s, through continu-
ing difficult times.  It would be fair to say 
that a lack of finance has played its part in 
the payment issues, with suppliers being 
effectively asked to provide additional, if 
not the bulk of working capital.  This 
shows no sign of abating. 
 

Another effect the recession has had is 
the low level of new company formations. 
I would suggest that this is compounded 
two-fold.  Again the lack of finance, but 
also a lack of appetite to set up in such 
depressed times.  Lenders appear unwill-
ing to fund a “Phoenix” especially if they 
suffered from the previous failure. 
 

Is any sector of business doing well?  Well, 
Honda aside, the majority of motor manu-
facturers are, especially where exports are 
are involved.  This is something we have 
seen in particular at Jaguar Land Rover. 
Construction, on the other hand, contin-
ues to suffer—insolvencies are at record 
levels.  There are no major projects in 
place (outside of London) as the Govern-
ment continues with its austerity 
measures. 
 

From surveying our own Steel customer 
base, it remains a thankless task being a 
credit manager.  Persuading sales that a 
good sale is one which pays on time is 
becoming harder than ever.  Nobody 
wants to pick up someone else’s problem 
account or potential bad debt.  Credit 
circles and forums play a key part in 
avoiding troublesome buyers and this has 
never been more prevalent than it is to-
day.  It can only help, so be a part of one. 
What have you got to lose? 

So, has anything changed in 12 months?  

The simple answer to that would be, not 
a lot, but 2013 does look, even at this 
early stage, a tough one without doubt.  
I was asked recently (and not for the first 
time) “is there any light at the end of the 
tunnel?   Yes, I said, but I was wrong - all 
it was, was someone with a torch bring-
ing me more work!  Many a true word 
spoken in jest.  There is no light, not yet 
anyway. 
 

Insolvencies are on the increase (see  
graph below) but a notable change in the 
last 12 months is the length of time sup-
pliers are taking to settle outstanding 
accounts.  It would appear from our own 
Steel clients, that payments are becom-
ing even more protracted.  Cash flow is 
ever  more of an issue for companies, 
with affordable finance difficult to come 
by.  Access is a big problem, more than 
ever, with the main line banks failing to 
assist despite various Government 

decade. In 2001, it produced 18% of the world’s steel but it 
now accounts for 45% as well as being the world’s largest 
steel consumer. By contrast, the EU now accounts for 11% 
of production, compared to 22% in 2001.  

But even in China, steel industry margins have been 
squeezed by higher iron ore costs, over-production and the 
deflationary policies of the Chinese Government designed to 
prevent an unsustainable construction boom. This, combined 
with the global economic downturn which affected exports, 
led the China Iron and Steel Association to announce a 96% 
fall in members’ profits for the first half of 2012, compared 
with the same period in 2011. However, the fragmented na-
ture of the steel market in China, where thousands of small 
and medium-sized steel producers co-exist with state-owned 
enterprises, has made it difficult for the Chinese Government 
to tackle the over-production problem. Addressing this chal-
lenge is part of the Government’s latest five-year plan.  

Coface believes that in the long-term the Chinese Govern-
ment will be able to deal with the problems affecting its steel 
industry and ensure that it continues to dominate this sector. 
It is therefore likely that other steel-producing countries will 
continue to find themselves under pressure from cheaper 
Chinese steel and the more aggressive market policy of the 
Chinese Government. European steel producers will need to 
make efficiencies in order to compete. 

The UK steel sector is not immune to this challenging global 
situation, with a mixed, and uncertain, picture of economic 

and manufacturing sector data at both macro and micro levels. 
During the second half of 2012, price falls, in-tandem with a flat 
market, are being reflected in current financial results and liquidi-
ty pressures. Coface Group is seeing more instances of late pay-
ments and debt rescheduling across the industry. Despite some 
price recovery entering 2013, demand remains, at best, subdued. 
Over recent times there has been notable capital investment in 
new machinery at processor level. This bodes well for the future. 
However, it is hoped that volumes needed to feed this expensive 
kit is taken at sensible and sustainable margins. Coface expects 
the UK steel industry in 2013 to remain flat.   

Coface has a strong record within the steel sector, working close-
ly with our clients to keep them advised of changes to the risk 
profile of their customers. For more information, contact us on 
01923 478111 in the UK and 01 230 4669 in the Republic of Ire-
land. 
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Our message to all remains the same and I 
make no apology for repeating myself with 
the following pointers: 
 

¶ Know your customer—continue to get 
from them, the most up to date ac-
counting information, be it management 
or draft accounts, diarise to get at the ear-
liest opportunity.  Back this up with fore-
cast figures as well.  

¶ Ask about their client base, evaluate their 
risk.  

¶ Work with your sales team, not against 
them.  

¶ Don’t be a customer’s bank, be strict on 
payment terms.  A good sale is one that is 
paid on time.  

¶ Be particularly aware if your customer is 
not credit Insured.  

¶ Assess companies lenders (via charges 
registered), expensive alternatives to the 
main line banks are on the increase.  

¶ Interrogate your credit information suppli-
er—you pay good money for this infor-
mation and you need to feel confident that 
they are doing all they can to help you 
avoid bad debts. 

 

It’s still a case of  “Credit, where credit is 
due”. 
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