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Post-Covid Credit Risk
The global credit insurer Atradius recently published a paper on insolvencies in 2020 and 2021. This showed
that insolvencies globally fell by 14% in 2020. This was a direct result of the various government supports given
to businesses in the form of grants, cheap loan, payment holidays and wage supports. This has probably kept
many unviable businesses afloat through the pandemic. That is why they are predicting that global insolvencies
will rise by 26% in 2021 when these supports end. For many companies, their liabilities have grown to levels
that cannot be sustained and once the comfort blanket of government supports are gone, these businesses will
go to the wall. While we have all seen a number of big name businesses get into trouble in the last year, the
fact is that smaller businesses are much more exposed to this risk of failure. There are several reasons for this
including the fact that big businesses have much easier access to borrowing than smaller businesses. Another
reason is that smaller companies are more likely to have a lot of risk concentrated in a small number of customers and suppliers. So an otherwise healthy and well run business can fail because a key customer falls foul of
the pandemic or a key supplier becomes insolvent. There are things that you can do to mitigate your risk. Keep
a close eye on how your customers are paying. A sudden change in payment patterns can be a sign that your
customer’s cash flow is coming under pressure. It will mean that you need to be “on the ball” when collection
amounts due since the customer situation can change fast. If you do sense a problem, you should do your best
to reduce your exposure to that customer. You could refuse or slow down orders. You should review your finances and set a strict customer credit limit. This should be set at a level where if the customer does go bust,
your business will not be dragged down with it. Finding new customers is another way to mitigate risk. But that
might not be a quick solution if your customer conversion cycle is very long. On the supplier side, you should
investigate alternative suppliers for key goods and raw materials. If your supplier does fail, your investigations
should help to minimise any disruption caused. In some cases, you may find a better supplier than your current
option even if the supplier does not fold. The most important thing is not to be complacent. It is easy to think
that these things happen to other people. If you think like that, you might be in for a nasty surprise.
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Getting stuck in the
weeds

Networking
Not just important, but vital
In general, networking offers two opportunities for business owners. One
is to find new contacts to project your product or service. The other is to
learn from your peers. It is always worth interacting with other business
owners, even when peers are in completely different businesses. In large
companies, there will be large internal networks of specialists who might
know about everything from marketing to finance. This is a luxury that
most small business owners do not have. So how else are you supposed
to learn about important issues that are not your core competence?
Sometimes it will be reassuring to hear others experiences where you can
congratulate yourself on not having made the same mistakes. At other
times you may hear about issues where you thought you knew about, only
to find out that you had no idea. If you don’t network to learn, you run the
real danger that you will continue with your mistakes. This will be to the
detriment of the business. But there are many networking groups and it is
important to be in the right networks. Our experience is that the quality of
each network is entirely dependent on the members of that network and
their willingness to share both their positive and negative experiences.
One or two meetings will often flush out the bad ones. And with the good
ones, you might even make some good friends.

Time management is important
to us all but it is especially important when running a small
business. Many entrepreneurs
will tell you fondly of the tasks
that were required of them in
the early days of their businesses. They had to do everything from customer invoicing
to manning the shop to marketing. In hindsight, all this seems
like a lot of fun to those who
become successful. But it can
also be the cause of many
business failures. Juggling all
these different tasks requires
an ability to prioritise your time
quite strictly. Time spent on
things that prove to be unimportant is time wasted that cannot be reclaimed. There is the
danger of being the “busy fool”
who is up to their eyes in work
all the time, but not making
progress with their business. In
America, they call this being
stuck in the weeds, where you
deal with inane details all day
and miss the big picture. The
two most important things in
any business are getting your
next customer and keeping
your current customers. While
other things are important,
miss out on these two and your
business will fail. Everything
else can be delegated to someone else, if you can afford it, or
can be done in your spare
time. That will allow you to be
laser focused on making your
business succeed.
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