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Dear Fricnds:

As another year fades into
memory and the new millenium
approaches, 1 sometimes reflect
on the immense changes tha
hive taken place in the ways we
conduct business., The global
marketplace continues 1o expand,
offering oppormunitics never
before possible. This issue’s
feature article is the first of a two-
part series, which focuses on
credit issues regarding doing
business imternationally,

On our ealendar of upcoming
evenis are the National Associagion
of Television Programming Exec-
utives Convention in Las Vegas,
Nevada, January 22nd through
25th; the Broadcast Cable Credit
Association Seminar in Atlanta,
Greorgia, February 14th through
16ch; and the Georgia Association
of Broadceasters Radio TV Institute
in Athens, Georgin, Febroary 20th
through 22nd.  Ane speaking of
events, thanks o all of you who
helped us make the season bright
at the annual Szabo holiday party.
Gireat fun once again!

Best wishes for a very Happy
MNew Year!

-

Pete Szabo, President
Szabo Associates, Inc.

Doing

Business Internationally-

Know the Risks to Reap the Rewards!

Today's rapidly expanding
global marketplace offers ample
opporunittes for profit; however,
without careful evaluation of the
risks involved in conducting busi-
ness internationally, a perceived
“golden opportunity” can quickly
tumn into a costly mistake.

The two questions credit man-
agers seek o answer when decid-
Ing whether or not to extend
credit to a potential foreign cus-

tomer are the same as for a poten-

tial domestic customer: (1) 1s the
customer ghle to pay? and (2) Is
the customer willing o pay?

When doing business in the
domestic marketplace, the credit
manager must look only as far as
the potential customer to answer
these questions. When doing busi-
ness internationally, however, the
definition of risk must be expand-
ed bevond customer (commer-
cial) risk to also include country
risk. In fact, country risk should
be analyzed prior o evaluating
elements of risk associated with
the indivicdual customer. I the
country risk is deemed too great
o assume, then it is pointless
pursue data on the customer. If
the country risk is deemed accept-
able, however, then the nature
and extent of the country rsk can
help drive the method of cus-
tomer risk analysis as well as the
terms of credit extension.

COUNTRY RISK

When you accept or approve
credit 1o a foreign customer, you
also accept the risk of the cus-
wmer's coantry.  To a credit man-
ager, country risk analysis means

determining the “country credit-
worthiness” in terms of the
ability and willingness of a for-
eign government o make avail-
able to local companies foreign
exchange necessary 1o service
their forcign currency denomi-
nated obligatons or debis o
forcign suppliers. The process
can best be accomplished by
three options: gathering infor-
mation in-house and analyzing it
internally, paying for the serv-
ices of an oumside consulting
company, or @ combination of
the rwo. Analytical approaches
include ohtaining statistical
data, developing historical
trends and growth paterns, and
listing strengths and weakness-
e5. Some typical sources of
information are governmenial
agencies, banks, the Finance
Credit and International
Business (FCIB), economic and
political reporting services,
newspapers and magazines, and
internal company reports.

The amount of information
required to perform country
risk analysis depends on such
factors as the number of active
foreign customers sold within
one or two yvears, the total num-
her of active loreign customers
in each country, the total
accounts receivable exposure
per country outstanding at any
ome time, the tonal amount of
credit sales per year per couniry,
your company's credit terms
and collection policy, and your
compeiny's strategies over the
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next three to five years,
Generally, country risk analysis
becomes a more formidable
task as your trade account and
country receivable exposure
grows, Credit managers should
carcfully weigh the cosms/bene-
fits and the risks/rewards of the
three options for analysis.

Many credit managers and
companics make the misake of
trying to eliminate country risk
rather than 1o manage it. By
eliminating the risk, they often
demand the most stringent

credint terms gvailable o meern-

tional trade. The aim of coun-
try risk analysis is (o anticipate
change in country creditworthi-
ness rather than merely react o
it, and each company will have
its own specific sirategies,
ohjectives, and motives for
choosing whether or not 1o
extersd credit and what the
credit terms will be.

Assessment of country risk
tikes into consideration the
probability of delayed payment
or credit loss, which can result
from any one or a combination
of four broad country risk con-
ditions: (1) the resource base,
{(2) government policy, (3) ex-
ternal accounts, and (4) politi-
ol risks, It is important wo
remember that they are inter-
related and often overlap with
each other.

Resource Base, The term
refers to natural, human, and
financial resources, Nafural
resotrces cannot in themsehies
make a positive contribution o
a country’s ability 1o earn or
save foreign exchange with
every country.  While many
countries do, many do not.
Human resources refers to the
extent to which a country's
population can contribute o
productive economic activity. i
takes into consideration such

factors as health, litercy, produc-
tivity plans in the public and pri-
vate sector, avadlability of techni-
cal and managerial skills, and the
presence of an enfrepreneurial
class. Financial resources refers
toy a4 country’s ability o save,
which translates into a higher
proportion of investment it can
meet with its own resources. A
country’'s resource base must be
regarded in terms of historical
trends rather than simply present
circumsiances, and s implica-
tions depend on the guality and
effectiveness of povernment, pub-
lic, and private sectors over a
period of time.

Government Policy. Govern-
ment policies can and do strongly
influence the economic and busi-
ness climate of any country. A
government's political philosophy
affects economic policy as well as
the degree of regulation or assis-
tnce it exerts on internal com-
merce and external trgle. Aspects
o consider inchude the quality of
the eoonomie and financial man-
agerment process, long-term devel
opment strategy, and short-erm
policy measures,  Regarding the
latter, particular attention should
be given to fiscal, monctary, wage-
price, and forelgn exchange rate
policies.

In recent years, goveriment
restrictions have been imposed in
many couniries for economic red-
sons. One particular restriction, a
fixed exchange rate for the curren-
Cy, cin cause serious problems for
foreign creditors.  Fixed conver-
sion rates, used 1o protect weak
currencies from decline in the
world market, eventually lead m
massive devaluation and currency
weakened to the exent that the
country cannot pay for is impors.

External Accounts, External
financial conditions retate w (1)
balance of payments, (2) external
deb, (3) international reserves,
and (4) potential access o external
finance. A negative balance of pay-
ments means that the value of
fmports exceeds the value of
exports and must be financed
either through foreign reserves or
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borrowings. If a country's exter-
nal debr level becomes unman-
ageable, the foreign creditor’s
risk of incurring blocked funds
increases dramatically,. Heavily
indebted countries can become
poor eredit risks overnight i
their balance-ofFpayment posi-
ton suddenly becomes negative
due o declining workd prices of
a major export. Couniries pener-
ate foreign reserves from export
earnings and forelgn borrowing,
Reserves should be sufficient o
permit payment of normal trade-
related liabilities without undoe
delay and also o provide some
cushion in case of unanticipated
adverse developments. [n this
regard, it is also important 1o
evaluate a country's potential
access 1o external finance—the
country's drawing ability from
the IME, borrowing capacity from
the World Bank, reglonal devel-
opment banks, bilateral official
sonirces and international com-
mereial banks.

Political Risks. Analysis of
the political outlook of a coun-
try is at least, if not more,
importint than analysis of eco-
nomic and financial matters.
When analyzing political risks,
look for reasonable assurance
thar if politdcal change comes
{and it always does come, at
some time), it will be orderly
and there will be reasonable
continuity in basic economic
and financial policies. Assess
the possibility of a moratorium
on (or even i rejection of)
external debt. Changes in lead-
ership can also change the way
in which the international
investment Community views
the eountry's economic future.
Wide fuctuations in currency
markets can oocur,.  Also, when
government policics threaten o
destroy investments and prop-
erty of commercial investors in
a country, capitl Might is
inevitable, which usually resulis
in the country's government
restricting the flow of currency
and a disruption in internaticon-
al trade.




FOREIGN EXCHANGE RISKS Exchange rates can Auctuate wild- | foreign exchange, even though
The result of country risks is ly, sometimes severial times in one | they are in good nancial condi-
Soveign exchange risks—ihe day, severely complicating a com- tion. A vast majority of interna-
ability and willingness of the pany's short-term financial and tonal trade is carried on in 115
foreign government to make lomg-tenm strategic decisions, dollars because many nations
enough foreign exchange avail- Foreign exchange risk includes use the VLS. dollar as their base
able 1o its citizens, forcign resi- both a country's sovereign and reserve currency. Many compa-
dents, private and publicly transfer risks, in addition nies invoice their export credit
owned companies, and govern- exchange controls, sales in not only U5, dollars but
ment owned agencies o pay Sovercign risk refers o the also other hard currencies
their foreign currency denomi- inability of a government to raise imajor trading currencies) and
nared labilities or debis, sufficient amounts of foreign some soll currencies as well,
Ower the past 50 years, there exchange o service its foreign Since the foreign purchaser
has been a huge increase in currency debt obligations. Credit | must convert its local currency
cross-border flows of goods, managers should not assume that | into U.S. dollars or another
services, and investments. While risk is diminished simply because hilling currency to pay the hill,
fucling global economic growth, | a credit sale is 1o a foreign gov- the transaction incurs a transfer
this increase has also made ernment cntity,. When a country risk. In other words, the
companics highly vulnerable experiences adverse country risk invoiced currency may not be
fluctuations in forelgn exchange | conditions, the government entity | available when the purchaser
risks. That vulnerability has is likely 1o be subject 0 many of tries to pay the bill. When feasi-
been exacerbated by the disso- the same adverse conditions as ble, you can solve the problem
lution of the Bremon Woods private seclor companies. by arranging for collection in
Agreement in 1971 and the Govermment entities often have advance or by ransferring the
resultant floating of currency, aceess o decreasing foreign risk to a third party,
which has caused foreign exchange reserves; however, that Exchange controls reler o
exchange markets to be plagued ACCESS VAries AMOong government povernment-imposcd controls,
by growing instability. Like any and country owned or operated the underlying purpose of
other commuodity, currencies fol- | industries. which is 1o stabilize the coun-
low Laws of supply and demand, Transfer or convertibility risk | try's currency. Credit people
which are subject o political refers o the inability of compa- must be aware of exchange con-
and economic conditions. nies in the private sector 1o raise trols that affect extension of
credit, payment terms, and col-
lections within normal credit
palicies.  For example, exchange

controls may prevent a foreign
buyer from remitting LS. dol-
lars to the seller.

In Summary. Credit man-
agers should never underesii-
mate the importance of country
risk analysis because political
and economic instahilities of
countries have had and will con-
tinuee 1oy have @ remendous
impact on the trade of goods
and services berween nations,
Country conditions that could
alfect the foreign customer's
ability and willingness to pay
muturing deht obligations in a
timely fashion should form the
basis for choosing whether or
not 1o proceed into customer
— risk analysis, In our next issuc,

] = we'll discuss customer risk as
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Why We Work the Way We Do

Oine of the advantages of being
the first and largest collection
firm specializing in media is that
we have the opporunity to leam
our specialty so well.

Owir training program covers
not only collection subjects—
diplomacy, negotiation, credit
law—t also the unique world
of media,

Our representatives work every
day with people in the media
business. And beciuse we're
onanized in specialized divisions,
our people work most in the spe-
cialty they know best, whether it's
newspaper, magazine, television,
radio, cable, out-of-home medi,
or any of the related industries,
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We learn the Iatest terminology,
techniques—even the latest exouses
for slow pay.

As a resalt, our representatives
become adept not just at collection
but at media negotiation as well.

All too often, slow pay can be a
result of disagreements over con-
tracts or the handling of discrepan-
cies. We come into the picture as a
fresh volce with fresh solutions.

Another way we keep learning
about media is through participa-
thon in media organizations, You'll
find our people appearing as speak-
18 OF SCMinar participants at meet-
ings of trade assoctations in each of
the major media. We're regularly
asked o author industry publica-

O8zabo Associates, Inc, 1995, All
rights reserved. Matertals may
not be reproduced or fransmit-

teed] without written permission.

Media Know-How

tions on media credit and collec-
tinns.

When we're not writing reports,
we're gathering them. We have
the most comprehensive media
credit and collections lbrary we
know of 1t not only helps keep
all of our people nformed, but
it"s available to our clients as well.

All of this helps us keep pace
with the rapidly evolving media
business, 50 no mater what
develops in the future—interac-
tive: media, user-defined media,
whaitever—we'll be there (o estab-
lish credit guidelines and make
the collections. #
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