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In Q3, I remarked on the fog that continued to hang heavy over SMEs, as our SME 
Confidence Index continued to slip from a relatively high starting base of 64.7 points  
at the start of the year. The final months of the year saw this theme continue, as SMEs 
felt the pressure from prolonged economic uncertainty leading to a lower Index score  
of 58.3. 

The UK is highly sensitive to political events at the 
moment, meaning that its fundamental economic position 
is acting as a secondary driver of change. On paper, the 
UK is a strong economy with a wealth of talent, intellectual 
property rights, strong institutions and a fair rulebook. 

While the UK has recovered since the financial crisis, 
growth has remained sluggish and the country has 
therefore relied on getting more people into work, rather 
than boosting the productivity of its businesses and 
industry. I mention these attributes because they are 
important to remember in the context of Brexit. 

Our research saw investment by SMEs in the final months 
of 2018 to be significantly weaker than at the start of 
the year dropping by £34,951 over the year – this fact 
is supported by the national picture which has shown 
that business investment has barely grown since the EU 
referendum.1 The picture is worse for smaller SMEs, as 
53 per cent of those with a turnover of less than £250k 
did not invest at all in Q4, compared with 34 per cent 
nationally. 

The reasons for weak investment are varied, but SMEs tell 
us that economic uncertainty arising from the UK’s exit 
from the EU (27%) and UK economic performance (26%), 
rising costs (20%) and declining sales (20%) are the most 
important factors. 

It is worth pausing here to consider whether sales are 
being impacted by the first two factors. Data from Q4 
paints a bleak picture. Indeed, the number of SMEs 
that experienced an increase in sales was barely over a 
third (35%) and the picture is nearly the same for sales 
expectations in Q1 2019 at 36 per cent. 

Ultimately, a fall in sales is likely to mean a drop in 
profitability. This will lead to potentially less money to 
invest in recruitment, skills, machinery and operations 
– the key drivers of their growth. However, there is a 
need to invest to tackle prominent challenges and spur 
businesses forward. SMEs told us the biggest challenges 
facing them right now are rising costs (18%), a lack of 
skilled staff (13%), increased competition from other firms 
(13%) and late payment from customers (13%).

I can only hope that the Brexit issue becomes less of a 
burden in 2019 and that SMEs feel more confident to 
invest again and regain lost ground. With the defeat of 
Theresa May’s deal in Parliament - the largest defeat for 
a sitting government in history – this seems unlikely to 
happen soon. However, it is now critical that we see the 
Brexit problem resolved so that the UK can move on and 
focus on building businesses that will thrive in the future, 
both domestically and internationally.
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1   According to the latest ONS statistics from December 2018, business investment was estimated to have fallen by 1.1% to £46.9 billion between Quarter 2 2018 and Quarter 3 2018; this is the third consecutive quarter-on-quarter 

fall in business investment and the first time this has happened since the economic downturn of 2008 to 2009.
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SME CONFIDENCE INDEX 
The SME Confidence Index is compiled by equally weighting SME sales performance over the past three 
months with anticipated sales performance over the three-month period ahead. 

The Index for Q4 2018 showed a decrease in confidence for the third consecutive quarter, falling by 2.5 points 
to 58.3, down from 60.8 in Q3 2018. 

Confidence has fallen since the beginning of 2018 and the Index is now at similar levels to the same period last 
year (58.8 in Q4 2017). Overall, the decline in confidence is reflective of the performance of the UK economy, as 
growth continued to slow in the three months to November 2018 at 0.3 per cent.2 This marks a six-month low 
for the UK economy. 
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WHY BUSINESS RESILIENCE IS KEY 
TO MANAGING RISK

2  GDP growth figures, ONS, January 2018 

Risk has become a more important factor in business 
operations as business functions become ever more 
connected and sensitive to external events. As discussed 
elsewhere in this report, the data suggests that investment 
has fallen dramatically since the start of 2018. Undoubtedly 
part of the blame lies with the increasing uncertainty 
regarding the UK’s exit from the EU.

This tells only one part of the story. Recent events in the 
global economy suggest that the bigger picture could also 
be impacting SMEs too. The World Bank recently suggested 
that trade wars, increasing national debt and weaker growth 
are all key risks for the global economy in 2019.  

Taking these risks into account, there has never been a 
more important time to take stock and think about the 
potential challenges and opportunities ahead. 

Whilst risks do need to be managed carefully there is also 
an opportunity for smart and agile SMEs to get ahead of 
competition. To do this they need to be in tune with their 
wider world and be prepared to absorb the shocks of 
economic pressures. 

Conducting due diligence on business partners is key 
here, and SMEs should make use of credit ratings, credit 
insurance data and other public information sources that 
might provide a better picture of risk and opportunity to 
become more resilient. 

GROWTH ALONE IS NOT ENOUGH 

No business has ever survived through growth alone. SMEs 
that succeed aren’t just good at unlocking growth, they’re 
also able to adapt to survive the challenges caused by a 
difficult environment.  

Forward thinking business owners may already be 
anticipating supply chain shortages and adapting by taking 
measures to stockpile key resources. This could lead to 
price volatility and SMEs that are left behind could lose 
market share or see their costs increase. 

Whilst stockpiling may be prudent for some, it does carry 
risks for working capital. For example, SMEs that opt to 
purchase and warehouse stock may find that their bank or 
funder no longer wants to take on the risk of funding the 
business.  

Unsold stock is a risk to profitability and can act as a drag 
on growth if a business cannot then find enough buyers –
especially concerning for perishable goods. 

SMEs that decide to stockpile should consider the funding 
risks to their business too and seek advice on their funding 
options.   

SEEKING OUT SUPPORT AND  
PLANNING AHEAD 

Whilst some of the political rhetoric on trade suggests 
that supply chains may become simpler, the opposite 
is happening as chains lengthen and the number of 
participants increases. 

All of this means SMEs will probably not have enough 
visibility of the many tiers within their own supply chain, 
but this does not mean they should not start to unpick the 
layers. 

To help them, SMEs should speak to their funding partners 
to build a better picture of their own risk profile and that 
of their business partners. This is especially important 
for SMEs in vulnerable sectors like construction as they 
may need specialist support if a main contractor’s future 
becomes uncertain. 

Contingency planning needs to be the number one 
priority of SMEs in 2019. Without a plan in place SMEs will 
not be able to build their resilience or capitalise on the 
opportunities of a more competitive environment.  

3   For more information see World Bank’s January 2019 Global Economic Prospects report

RAY LOWREY

UK Risk Director



SME PAYMENT TIMES REDUCE FOR  
THE THIRD CONSECUTIVE QUARTER 

 
Data for Q4 reveals the first sustained consecutive decline in average payment times since 2014, with SMEs waiting 
an average of 34 days for payment. This is the lowest level since Q2 2014 and could indicate an improvement in 
customer-supplier relationships.

Action on late payments has been gathering momentum recently as measures taken by the Small Business 
Commissioner include introducing a plan to name and shame the worst late payment offenders with a traffic light 
warning system.

There have also been moves within Parliament to introduce legislation to make it mandatory for payments on 
government and public authority contracts to be made through a special project bank account. This would aim to 
make sure that SMEs are protected from losing money owed to them should major contractors become insolvent,  
as was the case when Carillion collapsed.

INVESTMENT UNDER PRESSURE 

AVERAGE PAYMENT TIMES (DAYS)
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Staff training and development Digital technology Machinery or equipment

Replace equipment or technology 

that has deteriorated 

Reduce costs and drive efficiency Keep ahead of competitors 

Almost two-thirds of SMEs (64%) expect to invest in their businesses between January and April 2019.  
This is similar to the proportion of SMEs that expected to invest (65%) in Q4 2018. 

THE TOP THREE AREAS OF INVESTMENT FOR SMES IN Q1 ARE:

THE PRIMARY DRIVERS FOR INVESTMENT IN Q1 ARE:

These investment choices reflect a continuation of trends seen in Q3 2018 when SMEs opted to invest in similar levels in equipment or 

technology (30%) and costs and efficiency (21%). 

However, in Q3 2018 the third most popular investment driver was expansion within the UK (19%), but this has shifted as SMEs focus  

on keeping up with their competition.  
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AVERAGE INVESTMENT SPEND

180,000

40,000

20,000

0

60,000

80,000

100,000

120,000

140,000

160,000

Q1 
2018

Q2 
2016

Q3 
2016

Q4 
2016

Q1 
2017

Q2 
2017

Q3 
2017

Q4 
2017

Q2 
2018

Q3 
2018

Q4 
2018

36%

27% 22% 19%

26% 22%



In 2015, a review by the Financial Conduct Authority (FCA) showed that, in a significant number of insurance claims, the 
sums insured by SMEs were inadequate to cover losses incurred. 

Four years later, SMEs indicate that underinsurance persists. According to the Coverly Insurance Tracker, half (50%) of UK 
small businesses don’t regularly review their insurance requirements. As a result, many could be caught out if they do need 
to make a claim.

To help put business owners in control of their cover, Coverly, a flexible, pay-as-you-go insurance start-up backed by 
Bibby Financial Services, launched in January 2019. 

Hidden fees can also prevent SMEs from keeping their insurance cover up-to-date. This quarter’s research shows that  
more than half (51%) of SMEs have paid insurance fees over the last 12 months, with nearly a third (30%) having paid more 
than £100.

As a result, nearly one in five (18%) said that insurance fees put strain on their cashflow, while over a third (36%) said they 
are too expensive. 

MANAGING CURRENCY  
RISK IN 2019   

 
The volatility of currency markets is a constant 
headache for SME exporters and importers at the 
best of times, but the Brexit related challenges of 
the last two years have been particularly tricky to 
navigate as the value of Sterling has swung on a 
daily basis. 

Cynics may say that is what currencies ought to do 
in times of political and economic stress. But that 
doesn’t mean it is any more helpful to SMEs.

Planning their next big order is an expensive and 
delicate matter. In fact, this quarter almost a third 
(32%) of SMEs say that costs have increased due to 
the fall in the value of the Sterling. 

The bad news is that SMEs should expect this 
situation to continue into the medium and longer 
term. Sterling will continue to be volatile and SMEs 
should not hang around waiting for things to get 
better. 

Business owners must accept that Sterling volatility, 
on Sterling is the new norm. Even though investors 
might see Parliament exerting greater control over 
the Brexit process as a good sign for Sterling, it is 
still vulnerable to several potential Brexit scenarios– 
from a no deal to an unexpected election. 

Those concerned about the currency markets 
should pay careful attention to monetary policy as 
interest rate normalisation in the US, Europe and 
UK could diverge if a messy Brexit forces the Bank 
of England to lower rates and/or engage in further 
quantitative easing. 

However, the UK is also experiencing near full 
employment and the Bank of England may decide to 
raise rates (in the event of a smooth Brexit deal) to 
head off inflation. In this scenario Sterling would be 
expected to increase in value. 

One way to mitigate this type of risk is to lock in 
forward contracts. This involves fixing rates now for 
future trades. This means SMEs will have the peace 
of mind in knowing the rate they will exchange, and 
this makes financial planning much easier in times of 
uncertainty.

MICHAEL MCGOWAN 
Managing Director
Foreign Exchange 

JODI CARTWRIGHT 
Managing Director, Coverly

      Michael McGowan

PROTECTING YOUR ASSETS 

“This complacency amongst SMEs could be explained by the complexity of 
insurance products, including the lengthy and costly process SMEs need to go 
through to keep their insurance up-to-date.

“The current model is archaic and doesn’t fit the needs of modern businesses.  
To update their insurance policy mid-term, most businesses need to call their 
broker, pay a fee, and wait for their policy to be updated. SMEs want to be able to 
manage their insurance needs digitally and on-the-go, 24 hours-a-day, and it’s this 
exact level of control that Coverly provides.

“Insurance should be easy for small businesses. SME owners spend most of their 
time running their business and keeping the cash coming in. 

“With Coverly, SMEs can change their cover anytime they want, without being 
penalised with fees or charges for doing so. We are here to support businesses 
through the good times and the bad times.”
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CARILLION: ONE YEAR ON 
Carillion was a watershed moment in the construction industry. It brought to light several bad 
practices that are prevalent within the sector, reinforcing the need to address the troublesome 
relationship that exists between big and small business. 

Construction giants often impose unfair payment practices on subcontractors, who are 
ultimately faced with a Hobson’s Choice: either accept the terms of contracts or lose the 
business. For the subcontractors that unwittingly chose the former with Carillion, it sadly  
came back to haunt them.

One year on from Carillion’s insolvency, SMEs have learnt from the Carillion crisis. However, 
there is little evidence that main contractors and Government have done the same.

Our data showed no improvement in payment terms for subcontractors when comparing Q1 
and Q4 in 2018, with SMEs waiting an average of 36 days to receive payment. For the first  
time this year, late payment also overtook rising costs to become the biggest single challenge 
to construction firms.

Late payment in the industry clearly remains rife. Bad debt soared among subcontractors 
this quarter with construction firms writing off an average of £35,501 in the last 12 months. 
Compared to Q1, this figure has almost doubled (£18,563).

There is also a great deal of mistrust that now exists between construction firms and the 
Government. The profit warnings kept coming, yet the Government continued to back 
Carillion. Suppliers felt certain it was a safe bet and now feel let down. 

The real problem is that there remains no real consequence for paying late, despite the 
evidence of its damage. Government intervention now seems the only viable solution.  
The Government should consider three main actions: abolishing cash retentions in contracts, 
introducing compulsory adherence to the Prompt Payment Code and making Project Bank 
Accounts (PBAs) mandatory. Only this combination of measures will provoke a much-needed 
change in culture among main contractors.

LATE PAYMENT OVERTOOK RISING 
COSTS TO BECOME THE BIGGEST SINGLE 
CHALLENGE TO CONSTRUCTION FIRMS

HELEN WHEELER 
Managing Director, 
Construction Finance
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WHAT IS THE SME CONFIDENCE TRACKER?
The SME Confidence Tracker surveys over 1,000 of the UK’s small and 
medium sized businesses on a quarterly basis. The Tracker charts the 
confidence of owners and senior decision-makers of businesses in 
manufacturing, construction, wholesale, transport and services sectors. 
Field work for Q4 2018 took place throughout November and December 
2018 and respondent businesses had average annual turnover of £1.8m.  

ABOUT BIBBY FINANCIAL SERVICES
Bibby Financial Services is a leading independent financial services partner 
to more than 7,000 UK SMEs.

Our total funding capability exceeds £1bn and through our network of 19 
regional offices we handle annual client turnover of £6bn. 

Formed in 1982, we are a member of UK Finance, supporting the growth of 
businesses in over 300 industry sectors.

In 2011, 2012, 2014, 2015, 2016, 2017 and 2018 the company was awarded a 
place in The Sunday Times 100 Best Companies to Work For, ranking 48th 
in the most recent poll.

To find out more about Bibby Financial Services, visit:  
www.bibbyfinancialservices.com

ABOUT COVERLY
Coverly is a flexible, pay-as-you go insurance start-up, that puts  
business owners in control of their cover.

Coverly is a trading name of Bibby Financial Services (INS) Limited.

For more information, visit:  
www.getcoverly.com

CONTACT
SEAN CASEY 
Head of External Corporate Communications 
Bibby Financial Services

sean.casey@bibbyfinancialservices.com
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