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Credit Outlook:
Key Risks
•
•
•
•

Tariff Impact
Liquidity
Inflation
Tax Reform

Metals Sector
Current Environment
Overall business conditions in the metals sector remain positive. Pricing has remained elevated in
general for most metals and demand has been strong. Despite these solid conditions, credit risk
remains in pockets. Overall, the recent tariffs imposed on imports are not likely to have a big impact
on corporate credit quality in the near term. If the eventual impact results in improved volumes,
higher prices, and ultimately better cash generation for market participants, we do feel that would
be credit positive. The impact we do see is disruption for consumers further downstream. Some
supply shortages are occurring, and input cost inflation isn’t positive for all. Moreover, several
companies have cited a lack of export opportunity, which is creating new challenges.
Another prominent risk we are seeing from
our vantage point is tighter liquidity from
higher metal prices and increased volumes.
These factors are placing pressure on many
borrowers and specifically marginal risk
borrowers who are finding it difficult to
increase their bank lines.
Also, worth noting, we anticipate refinancing
risk to accelerate in the medium term. The
metals sector has $15-$20 Billion in
maturities coming due before 2021.
Depending on the credit cycle and lending
environment, some borrowers could have
difficulty refinancing at favorable terms.

Figure 1 The IHS Markit US Manufacturing PMI edged down
to 55.3 in July of 2018 from a preliminary of 55.5 and 55.4 in
June. The reading pointed to the slowest expansion in factory
activity in five months amid weaker rises in output and
employment and higher inflationary pressures while export
sales fell for the second month in a row.

Lastly, we’d like to mention the positive impacts that recent U.S. Tax Reform will have on
metals companies. For those companies able to benefit, increased cash flow, increased
investment, and deleveraging would be positive. Should firms decide to use the windfall
to pay large dividends or other shareholder friendly actions could potentially be negative
for some.
In sum, we continue to see credit risk in certain areas but overall conditions in the metals
industry are positive. However, a positive environment is no reason to loosen the credit
reins. We often see companies get caught by the biggest surprises when times are good –
when they have become complacent. Prudent credit risk management through the cycle
makes the most sense.

Figure 2

Payment Trends
With the rise of U.S. protectionism along with other
geopolitical risks, businesses are doing more to mitigate
the added risks.
In recent years, we have recognized a slight incline in
the number of B2B companies who sell on credit terms.
Of this amount, more companies are likely to sell on
credit to domestic customers. This may have been a
result of the large percentage of late payments reported
from domestic customers, about 50 percent of
proportioned invoices left unpaid at the due date. Also,
the U.S. saw the highest percentage of frequent late
payments (96.2%) compared to other countries in the
Americas region.
There has been a consistency in the average number of payment terms granted (27 days). While insufficient availability of
funds is considered the leading payment delay factor overall, U.S. payment delays are driven by liquidity issues with foreign
delays. With an increase in protectionism, sales on credit, unpaid invoices, and payment delays, U.S. businesses have reported
using familiar credit risk management tools that have been deemed most effective. This includes increasing checks on buyers’
creditworthiness and monitoring of buyers’ credit risk (30.8%).

Bankruptcy
Over the past five years we have noticed an up-down pattern in metals industry-related bankruptcies. Between 2016-2017 we
noticed a split in the number of bankruptcies, dropping from 64 to 32 total. Based on previous trends we can infer there is
great possibility that another spike could occur in the coming years. While we have seen 21 total bankruptcies so far in 2018 (a
38% decrease year to date over 2017), this could serve as an opportunity for companies in the industry to correct historically
poor sales and operations strategies (such as pricing and risk management strategies). Overall, the impact from insolvencies
has lessened; however, there is always unexpected credit risk, especially with the debt levels on balance sheets today.

What this means for Corporate Credit
For 2018, we continue to stress managing credit limits.
With volumes and pricing up, credit exposure will grow
and not all customers will be worthy of higher credit
limits. It’s never safe to assume that a rising tide is lifting
all boats. While some customers may be improving
financially, others may be quietly struggling with
liquidity or other challenges.
We recommend staying focused on credit as
opportunity presents itself. PG can assist you with
reviewing customer risk, recommending appropriate
credit limits, and monitoring your key accounts. PG can
also assist with insuring your credit risk through its sister
company Global Commercial Credit.

To find out how
ProfitGuard can help your
business, please contact
us at (866) 990-1099 or
visit eprofitguard.com.

ProfitGuard is the leading provider of
business credit information to the metals
industry of North America. PG assists its clients
in managing trade credit risk with valuable credit
analysis, credit risk ratings, recommended credit
limits, and risk monitoring of their customer
portfolios. With PG’s information service,
businesses can make more informed credit
decisions, minimize bad debt losses, and more
effectively manage credit risk to remain
competitive in today’s rapidly changing
marketplace.
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