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PRESS RELEASE

July 10th 2007

COFACE COUNTRY RISK

UK PLACED ON NEGATIVE WATCHLIST

The expected slowdown in household spending, which could impact adversely on the financial situation of the retail sector, has led Coface to place the A1 rating for the UK on negative watchlist.

Consumer spending is, in fact, expected to lose some of its verve due to the impact of the rising interest rates on households whose debt, largely contracted at variable rates (85% for mortgages), amounts to 163% of disposable income. The number of personal bankruptcies is already on the rise (up 24% in the 1st quarter of 2007, after increasing by 60% in 2006). On a property market which has seen mean house prices triple in 10 years to more than six years of average income, the number of mortgages granted is levelling out and a deceleration in prices cannot be ruled out. The freeze on public sector employment, falling immigration and higher taxation will put further restraints on growth. In such a context, economic activity generally should slow down next year and growth not exceed 2.3%. 

“It is retailing, and in particular sales of home improvement items, that is most vulnerable in this cooler economic climate. The companies in this sector could cause the number of payment incidents to increase, likely in turn to weaken the financial soundness of suppliers” adds Sylvia Greisman, Coface’s chief economist. 

Overall improvement in emerging economies.

The consistent overall improvement in business risk levels in emerging countries has led Coface to put Argentina and Poland on positive watchlist. 

Thanks to healthy domestic demand and exports, Poland (A3() has already outperformed expectations, a trend that ought to continue unabated this year (+6.5% in 2007 as against +6.1% in 2006), with only moderate inflation. Businesses are expected to enjoy a satisfactory level of solvency, especially in high-growth sectors (currently, automobiles, construction and related sectors: non-metallic minerals and rubber). In this buoyant economic context, Polish businesses have been able to establish a good credit and payment record with Coface. 

Growth in Argentina (C() is expected to remain high in 2007 and pick up even further steam in 2008. Rising salaries and employment, consumer credit development and expansive economic policies will continue to drive domestic demand. As the general economic climate improves, businesses are expected to enjoy higher levels of solvency and establish satisfactory credit and payment records, especially in the automobile, construction, transport, communications, tourism and financial service sectors. However, the problem of non-restructured outstanding debt and defaults on payments due to the Paris Club, continue to hinder the country’s access to international money markets. 

Country rating methodology

The Country @rating assigned by Coface reflects the average level of short-term non-payment risk associated with companies in a particular country. It reflects the extent to which a country's economic, financial, and political outlook influences financial commitments of local companies. 
Ratings are based on twofold expertise developed by Coface :
- macroeconomic expertise in assessing country risk based on a battery of macroeconomic financial and political indicators
- microeconomic expertise that draws on Coface databases covering 44 million companies worldwide and 50 years experience with payment in trade flows it guarantees.
7 families of risk are combined in order to determine an overall rating for each of the 154 countries monitored. Coface ranks country ratings on seven risk levels, A1, A2, A3, A4, B, C and D, in the order of increasing risk. The seven risk families are:
- Growth vulnerability
- Foreign currency liquidity crisis 
- External over indebtedness
- Sovereign financial vulnerability
- Banking sector's fragilities
- Geopolitical and Governance vulnerabilities
- Company payment behaviour.

Specific information on each country is available at www.cofacerating .com

About Coface

Coface, rated AA+ by Fitch Ratings, AA by S&P and Aa3 by Moody's, is a subsidiary of Natixis whose share capital (Tier 1) was 11.2 billion euros end 2006 after application of CRD/Basel II norms. Coface's mission is to facilitate global business-to-business trade by offering its 105.000 customers four product lines to fully or partly outsource trade relationship management and to finance and protect their receivables: credit insurance, company information and ratings, receivables management and factoring. Coface also offers, in France, management of government export guarantees. Thanks to the worldwide local service delivered by 6,000 staff in 60 countries, over 45% of the world's 500 largest corporate groups are already customers of Coface.
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