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By Chen Jichao, underwriter, and Zhou Huihan, underwriter, Sinosure

EXPERT ANALYSIS

Sinosure helps cross-border
E-commerce sellers in
expanding global market
With the support of business technology and big data, the
development of cross-border e-commerce has a promising future.

Background
In the background of continuous downturn
in the world economy, the lack of external
demand has in turn caused a lack of impetus
for China’s growth in imports and exports.
Considering also the rising costs of land,
labor and energy, the growth of China’s total
import and export trade has been slowing
down from 2011 to 2014. From 2015 to 2016,
imports and exports have actually declined,
causing concern for traditional trade.
Under these circumstances, cross-border
e-commerce breaks through the lengthy
intermediate links and multiple price layers
of traditional trade, greatly reducing the cost
of export goods and improving circulation
efficiency. At the same time, it faces
consumers directly, and brings about better
timeliness of products and better consumer
experience. With the support of business
technology and big data, the development
of cross-border e-commerce has a promising
future.
In addition, cross-border e-commerce is
supported by the Chinese government. At
the end of 2016, 12 cities including Shanghai,
Chongqing and Hangzhou became pilot
cities for cross-border e-commerce. With
favorable policies, infrastructure support
and efficiency advantages, cross-border
e-commerce trade has developed rapidly,
gaining a significant increase in the
proportion of import and export trade it
represents, with an average annual growth
rate of 32.0%. Furthermore, the crossborder e-commerce export penetration rate
increased from 14.37% in 2012 to 39.73%
in 2016. This rapid rise of cross-border
e-commerce has become a new growth point
for China’s foreign trade (see Figures 1 and 2
on the next page).

Exploration and
Practice
New model: overseas
warehouse business
model
In response to the
country’s support
for new forms of
foreign trade and
in order to help
Zhou Huihan
companies to develop
globally, Sinosure is
cooperating with a
globally renowned
cross-border
e-commerce platform
(hereinafter referred
to as “e-commerce
platform”). After
in-depth research
and multi-party talks,
Chen Jichao
and based on the
needs and business
features of all parties, Sinosure has designed
an innovative new model of “Overseas
Warehouse Business”, with the participation
of foreign trade BPO (Business Process
Outsourcing) enterprises, and formulated a
targeted underwriting plan with a series of
risk management and control measures.
The new model has achieved good results.
The details are as follows:
The e-commerce platform is a B2C
(direct-to-end consumer) platform with
more than 100,000 sellers in China and
an annual export scale of approximately
US$10 billion. In order to gain a competitive
advantage and enhance the consumer
experience, more and more sellers are
setting up overseas warehouses to shorten
logistics time and facilitate the return of
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USD trillion

Figure 1: China’s import and export trade and
China's import and export trade and
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Figure 2: Proportion of traditional export and
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goods. However, in this mode, the seller also
faces two major difficulties: First, sellers
need to prepare goods in advance to stock
overseas warehouses. This requires a certain
amount of funds. Second, the export of
goods involves a series of procedures, such
as customs declaration, logistics, and foreign
exchange settlement, which could distract
sellers and prevent them from focusing on
sales. For the e-commerce platform, because
they do not have enough value-added
services and rely solely on homogeneous
competition, it is difficult for them to attract
new sellers, and they even face the risk of
losing customers (see Figures 3 and 4).
In order to solve the problem of capital
occupation and help sellers to focus on
sales, Sinosure has developed new models

of overseas warehouses through in-depth
research and innovation. Under the new
model, the seller’s own procurement,
arrangements for logistics, customs
clearance and other procedures will be
carried out by professional foreign trade BPO
enterprises. According to the instructions
of the e-sellers, the BPO enterprises
respectively sign purchase contracts with
domestic factories to realize advance
purchase, and sell the goods to the overseas
warehouse companies of e-commerce
sellers, thus solving the difficulty of capital
occupation. In order to control the risks,
the BPO enterprises will rely on Sinosure to
insure the receivables of overseas warehouse
companies.
Sinosure’s concerns
For Sinosure, under this model, there are two
major risks: credit risk and moral risk.
With regard to credit risk, overseas
warehouse companies may not be able
or willing to make payments to the BPO
enterprises. Most overseas warehouse
companies have been set up recently, and
they are relatively weak financially. It is
therefore generally difficult to grant them
credit according to the traditional method.
In order to facilitate such a model,
Sinosure has set up the following risk control
measures: 1. The domestic e-commerce
sellers provide guarantees for their overseas
warehouse affiliates. 2. The e-commerce
seller and all its overseas warehouse
companies are regarded as a group. The limit
for the group is determined by the seller’s
sales performance and purchase scale. Then,
the credit limit is distributed among this
group’s overseas warehouse companies.
The seller’s sales data comes directly from
the e-commerce platform and is regularly
monitored. 3. Only top sellers are eligible
for the new overseas warehouse model. Top
sellers are deemed to be lower in risk as they
normally have stable operation, professional
R&D teams, and established brands.
With regard to moral risk, the risk control
measure is to set up to assess standards
of foreign trade BPO enterprises. Sinosure
generally select BPO enterprises with rich
trade experience and strict risk control
management. Besides, Sinosure will define
in the policy that if domestic factories and
e-commerce sellers are associated, the
commercial risks will not be covered. In a
further innovation, Sinosure also signs a
three-party agreement with the e-commerce
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E-commerce platform’s values
On the one hand, the e-commerce platform
carries out business management and
risk control for sellers, such as: Providing
introductions to financial institutions and
logistics companies, guiding sellers to
adopt standard modes of cross-border
e-commerce, and briefing them on local laws
and regulations related to import and export,
etc. By providing relevant value-added
services to sellers, the e-commerce platform
helps their sellers conduct business smoothly
so as to attract more sellers to the platform.
On the other hand, the e-commerce
platform provides “credit enhancement”
services such as data support and risk
control measures from Sinosure. For
example, before registration, the seller’s
identity is thoroughly reviewed. The
seller is then constrained by their rating,
negative comment ratio, and abnormal
sales monitoring. Once problems occur, the
e-commerce platform can take measures to
reduce the seller’s default motive, such as
freezing accounts and even closing online
stores.

Win-win Results
This model has been awarded the first
prize of China’s National Financial Funding
Scheme, due to its innovative approach and
with win-win results,
For e-commerce sellers, the difficulties
of financing bottlenecks and energy
distraction have been settled, and they
have consequently achieved rapid growth.
According to the e-commerce platform, the
growth rate of e-commerce sellers using
this model is much higher than the average
growth rate of all e-commerce platform
sellers. For example, a domestic home seller,
by using this model, increased their sales
scale from US$ 5 million in 2015 to US$
80 million in 2017. The seller’s impressive
performance attracted a US$25 million
venture capital investment from a leading

Figure 3: Traditional model
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platform and foreign trade BPO enterprises
to define the rights and obligations of all
parties.

Figure 4: New model

institution in 2017.
For the e-commerce platform, now
that the crucial financing problems of
e-commerce sellers have been solved, the
platform can attract more sellers. Moreover,
as the sellers grow rapidly on the platform so
the income of platform itself is also increased
significantly.
For BPO enterprises: On the one hand,
they can obtain a stable source of business
and avoid direct competition with traditional
outsourcing companies. On the other hand,
due to the provision of financing support,
they can obtain excess returns.
For Sinosure, we have innovated our
business model, supported the growth
of domestic exporters, and assisted in
expanding their business scale. From July
2016 to the end of 2017, more than 40 sellers
were supported in total and the financing
figures exceeded US$30 million. No loss has
been reported so far for this model. n

For Sinosure, we have innovated our business model,
supported the growth of domestic exporters, and
assisted in expanding their business scale.
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The LMA moves into the export
finance market: the LMA Export
Credit Agency Buyer Credit
Facility Agreement
By Kam Mahil, Director (Legal) – LMA and
Ashley McDermott, Senior Associate – Clifford Chance LLP

With its new ECA Buyer Credit Facility Agreement, the LMA aims to
increase efficiency, bring down costs, and introduce new borrowers to
the market.
On 25 April 2018, the LMA published a new
recommended form of facility agreement
for use in export finance buyer credit
transactions (the ‘LMA ECA Buyer Credit
Facility’). The export finance market is
a new area for the LMA and marks an
important progression for the LMA suite
of recommended form of documentation.
The view in the market is that the LMA ECA
Buyer Credit Facility should bring down
execution timelines and cost, drive efficiency
and help introduce new borrowers to the
benefits of using export finance.

Kam Mahil

Export credit agencies and buyer
credit transactions

4

Export credit agencies (ECAs) play a vital
role in supporting international trade.
Countries provide officially supported
export credits through ECAs in support of
their exporters. ECAs can be government
institutions or private companies operating
on behalf of governments. The support they
provide can include direct lending, credit
insurance and/or financial guarantees as part
of a financing.
Under a buyer credit transaction, an
exporter will typically enter into a contract
for goods and/or services with an overseas
buyer. This purchase of exports may be
financed by a facility agreement under which
the lenders agree to provide finance to the
buyer (which is also often the borrower
under the facility agreement). The lenders
will either pay the exporter directly on behalf
of the buyer via a utilisation of the facility,
or will reimburse the buyer for payments
previously made to the exporter. Where a
buyer credit transaction is supported by an

ECA, the ECA in the
exporting country
would typically
provide a guarantee
and/or insurance to
the lenders under
a separate cover
document to mitigate
all or part of the risk
of non-payment by
the buyer under the
facility.
This typical buyer
credit structure
is outlined in the
diagram on the next
page.

Genesis of the
LMA ECA Buyer
Credit Facility
The documentation
project was started
in February 2017 in response to demand
from the market to provide a form of ECA
supported buyer credit agreement. For
some time, it has been convention in the
market to use boilerplate language from
LMA documents when drafting ECA covered
facility agreements. However, there are also
divergences in approach to provisions in loan
documentation between market participants
on which it was thought to be helpful to get
a common starting point in order to promote
efficiency and liquidity in the market.
From an early stage it was recognised
that the nature of ECA supported finance
transactions was such that it would be very
difficult to produce a document which was
Ashley McDermott
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Participants in the project
In putting together the LMA ECA Buyer
Credit Facility, the LMA set up a working
party. This consisted of experienced
representatives from the banks (including
in-house lawyers) and major City law firms
active in the ECA market, along with certain
export credit agencies. The LMA ECA Buyer
Credit Facility is focused on the European
market, and the LMA involved the major
European ECAs as part of the project. The
ECAs involved included SACE, Euler Hermes,
UK Export Finance, Finnvera, EKF, SEK,
Credendo and CESCE. The Berne Union, the

global association for the export credit and
investment insurance industry, participated in
the project as an observer.
It is important to remember that there
are differing approaches to review of
documentation between ECAs. The LMA
ECA Buyer Credit Facility is not intended
to interfere with the positions taken by the
ECAs or alter allocation of documentation
risk. In addition, involvement of any ECA
with the LMA ECA Buyer Credit Facility does
not mean that an ECA has accepted the
documentation or that it complies with their
policies/documentation. However, the LMA
ECA Buyer Credit Facility is a helpful step
forward in producing a good starting point
for negotiation and promoting efficiency in
the export finance buyer credit market.

EXPERT ANALYSIS

in any way ‘standard’. In particular, it was
accepted that any document which was
produced would need to be adapted so as
to be tailored to the particular transaction
structure, the particular ECA and the
jurisdictional and export related specifics of
each transaction. However, it was still felt that
it would be a step forward in promoting the
efficiency of the market if a document was
produced which was a good starting point
for discussions. Indeed, one of the perceived
issues with accessing ECA support is that
documentation requirements can be seen as
onerous, particularly with different market
participants taking different approaches and
there being no standardised documentation
in the market.
The LMA documentation project was also
seen as being particularly desirable given the
increased size of some ECA backed deals,
which require syndication across the market.
The focus of the documentation project was
on the buyer credit market, which was felt to
be the best starting point for an initial LMA
export finance template.

Basis and key assumptions of the
LMA ECA Buyer Credit Facility
The LMA ECA Buyer Credit Facility takes as
its starting point the LMA Unsecured Single
Currency Term Facility Agreement for use
in Developing Markets Transactions and
seeks to provide for a typical export credit
agency supported buyer credit structure. As
with all LMA documentation, the agreement
has been produced on the basis of various
assumptions made in order to avoid
overcomplicating the document.
These assumptions include that the ECA is
not a party to the facility agreement (although
could have certain rights under it) and would
be providing cover to the lenders by way of
guarantee or insurance policy (with no direct
lending or fronting structure being assumed).
The agreement also assumes that the
financing is tied export credit financing under
the Organisation for Economic Cooperation

Outline of typical buyer credit structure
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and Development (OECD) Arrangement on
Export Credits (also known as the OECD
Consensus) and that the financing is not
subject to any sector specific arrangements.
By way of background, the OECD Consensus
is intended to provide a framework for the
orderly use of officially supported export
credits. In practice, this means providing for
a level playing field, whereby competition
is based on the price and quality of the
exported goods and not the financial terms
provided. The OECD Consensus does this
by placing limitations on the terms and
conditions of officially supported export
credits (e.g. minimum interest rates, risk fees
and maximum repayment terms) and the
provision of tied aid. The LMA ECA Buyer
Credit Facility therefore includes footnotes
directing users to the relevant requirements
of the OECD Consensus, for example, in
respect of the scheduled repayment profile,
final maturity date and total commitments.
Whist the focus of the LMA project was
on the European market and the European
ECAs, the LMA ECA Buyer Credit Facility will
be of application across all countries covered
by the OECD Consensus. The participants
to the Arrangement are: Australia, Canada,
the European Union, Japan, Korea (Republic
of), New Zealand, Norway, Switzerland and
the United States. In addition, by its very
nature, the LMA ECA Buyer Credit Facility
is intended to be used on an international
basis, as the ECAs will be providing support
for lending to other countries (often into
developing markets).
The LMA ECA Buyer Credit Facility is
accompanied by a User Guide, which sets
out further assumptions on which the
agreement is based.

Key terms of the LMA ECA Buyer
Credit Facility
Whilst buyer credit transactions have often
used LMA documentation as a base, the LMA
ECA Buyer Credit Facility contains additional
clauses not found in other LMA documents
which were deemed by the working party to
be customary for ECA buyer credit facility
agreements. Certain of these additional
clauses are discussed below.
One such key clause contained in the
LMA ECA Buyer Credit Facility is an ‘Isabella
clause’, which is a standard feature of buyer
credit transactions. The intention of an
Isabella clause is to ensure, amongst other
things, that the obligations, rights and
responsibilities under the export contract
are separate from those under the facility
agreement.
The LMA ECA Buyer Credit Facility also
contains an ECA ‘override’ clause, which is
intended to ensure that the provisions of the
finance documents do not conflict with the
ECA cover document and that the finance
parties are not obliged to do anything that
conflicts with the ECA cover document or
the requirements of the ECA. There is also a
clause to protect the finance parties if they
act in accordance with the instructions of the
ECA.
Another key feature of the LMA ECA
Buyer Credit Facility is that utilisations can
be structured either as disbursements,
being paid directly to the exporter, or
reimbursement to the buyer, in which case
evidence of receipt of payment will be
required from the exporter. These drawing
mechanics are typical to an ECA buyer credit
transaction. The LMA ECA Buyer Credit
Facility also provides that financing of any

“The new LMA form includes most of the typical export
finance provisions and encompasses options that would
allow it to be adjusted to deal with specific circumstances.
More specifically, the LMA ECA Buyer Credit Facility
envisages the possibility for refinancing previously paid
export contracts, capitalisation of interest maturing
during the construction period, as well as the financing
of local costs. It will certainly be a useful tool to simplify
the negotiation of standard clauses and to assist the ECA
market in general.”
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Massimo Schirò, Legal Affairs Director at SACE, commenting on the LMA ECA
Buyer Credit Facility
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for export credit transactions. Export credit
transactions backed by ECAs are rarely
governed by local law.

What next?
As with all LMA documentation projects,
the LMA ECA Buyer Credit Facility will be
kept under review, and in particular will be
reviewed once it has been used on a number
of transactions and practice has settled in
the market. It is indeed already being used
on transactions.
It was also agreed with the working
party that, whilst there would be no specific
environmental or social action clauses included
in the agreement at the moment (as these are
deal/export credit agency/lender specific),
the working party would consider looking at
any language being produced by the OECD
working group on this area in due course.
In the meantime, the LMA would like
to thank the working party members for
their support for, and engagement in, this
project. The project is an excellent example
of pan-European cooperation between the
public and private sector to support the
development of international trade and the
LMA looks forward to a continuing dialogue
on future export finance documentation. n
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ECA premium is permitted and is capable of
being financed via the proceeds of the initial
loan rather than on a pro rata basis under
each loan.
The LMA ECA Buyer Credit Facility
also provides that if the ECA support is
suspended, terminated or ceases to be
in full force and effect up to the agreed
level and scope of cover then a mandatory
prepayment event will occur. The definition
of an ECA mandatory prepayment event is
one that needs to be considered on a caseby-case basis.
In terms of the agency role, ECAs often
require that the ECA cover document be
entered into between the ECA and a specific
person (but not each of the lenders). This is
likely to be an agent on behalf of the lenders.
As a result, this agency role may involve
additional obligations regarding compliance
with the terms of the ECA cover document.
As a breach of such obligations can
potentially impact on the ECA cover for each
lender, the agent role is central to the ECA
cover. There is no single preferred approach
to agent provisions in relation to ECA cover.
The role may be designated as either a
‘facility agent’ or an ‘ECA agent’, which may
sometimes be documented as a separate
role. Therefore, the LMA ECA Buyer Credit
Facility provides the option for a separate
ECA agent role where required.
Finally, the LMA ECA Buyer Credit Facility
is governed by English law. This is typical

This article was first published in the H2 2018
edition of the Loan Market Association’s
biannual newsletter.

“The LMA ECA Buyer Credit Facility template documentation
is impressive for the way that it reflects collaboration
between lenders, ECAs and lawyers, facilitated by the
LMA and delivered in a user-friendly format. While the
documentation is rightly focused at this stage on more
vanilla ECA finance scenarios and is not designed to be a
prescriptive document, it is a great template and should
assist in the development of ECA finance as an asset class.
It will bring a degree of commonality that will be welcomed
by new entrants to the market whether they are lenders or
borrowers. The fact that the LMA will review the document
on an ongoing basis to ensure that it continues to reflect
market standards is important, as is its potential for
relevance beyond European markets.”
Jonathan Joseph-Horne, Managing Director, Structured Export Finance at
SMBC, commenting on the LMA ECA Buyer Credit Facility
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The economic impact of smart
ledgers on world trade …
and for the export credit and
investment insurance industry?
By James Pitcher, associate at Z.yen Group, and programme director,
Distributed Futures

Cryptocurrencies, for better or worse, are making almost daily
headlines. Similarly, blockchain, the technology that underpins
cryptocurrencies is grabbing the attention of governments, financiers,
regulators, entrepreneurs and importantly, industry.

Long Finance’s Distributed Futures research
programme, in its report ‘The Economic
Impact Of Smart Ledgers On World
Trade’, mapped out the trade frictions that
blockchain technology might be able to
offset, especially in the realm of non-tariff
and bureaucratic barriers to trade.
So, what are ‘Smart Ledgers’? They
are based on a combination of mutual
distributed ledgers (aka blockchain, multiorganisational databases with a super audit
trail) with embedded programming and
sensing, thus permitting semi-intelligent,
autonomous transactions. Smart Ledgers
are touted as a technology for fair play in
a globalised world. There are numerous
projects building trade systems using this
technology with announcements from
governments, shipping firms, large IT firms,
and the like.
Trade is bogged down with ‘frictions’ of
all kinds. Before you get to corrupt customs
officials or arcane trade restrictions, just think
bureaucracy and paperwork. For example,
regulations around anti-money laundering,
know-your-customer, and ultimate beneficial
ownership increase legal and regulatory
costs, uncertainties, and hassles. Previous
studies have reported that anti-money
laundering can be the most significant
impediment to trade. Smart Ledger identity
systems may have a large role to play here.
So how do you quantify the potential impact
of Smart Ledger technology on international
trade?

The econometric
approach used in the
report mapped trade
frictions that Smart
Ledger technology
might be able to
offset, especially in the
realm of non-tariff and
bureaucratic barriers
to trade and drew the
James Pitcher
following conclusions:
l Smart Ledger technology could boost
world trade in goods by at least $35 billion
dollars per annum but perhaps up to as
much as $140 billion.
l The cost of importing a single container
could, therefore, be reduced by around
$46, by simplifying procedures.
l These potential benefits are driven
by a 2.5% cost clawback assumption,
supported by case studies on previous
technological advancements in trade. One
such case study is containerisation, where
the cost savings have been calculated to
be in the range of 20%.
l If reduced uncertainty is, also, taken into
account, using option pricing theory, the
potential gains become even larger, with a
potential monthly net cost saving of $172
million (or, approximately, $2 billion per
annum).
l This would boost world GDP by $10 to $20
billion and could, potentially, add between
450,000 and 900,000 to the worldwide
demand for labour, boosting wages and

9
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living standards worldwide. The World
Bank estimates that 10.7% of the world’s
population still lives in extreme poverty,
with an income below $1.90 a day (2011
prices).
In one sense, these conservative results may
appear lower than expected. Full digitisation
of trade paperwork could raise exports
significantly. A widely referenced ratio from
the World Economic Forum estimates the
costs of processing trade documents at
as much as a fifth of those of moving just
goods around. Interestingly, this most recent
study raises a good question about whether
the dominance of the US$ in trade might
itself be a trade friction. Also, according to
the World Economic Forum, reducing trade
barriers halfway to global best practice could
expand trade by 15% and increase global
gross domestic product (GDP) by nearly 5%.
Yet, Cebr estimates benefits of between $35
billion and $140 billion per annum for global
use of Smart Ledgers alone.
In another sense, the optimistic $140
billion is more than might be expected. In
context, Smart Ledgers are only one part of
‘full digitisation’. Future work on ‘services’
in addition to ‘goods’ (focused on in the
report), combined with identity, payments,
and transactions, will only increase the scale
of benefits.
The report also included the results
of a global survey by The International
Association for Contract & Commercial
Management (IACCM) of 247 contract and
commercial managers, focusing on the
respondents’ awareness and use of Smart
Ledgers, the importance they attach to
various aspects, and the areas of ‘pain’ that
could be relieved by the adoption of Smart
Ledger technology.
Awareness: While over 30% of
respondents were unaware of this
technology, and 25% were sceptical, it

10

was encouraging to see that the highest
percentage, over 36%, are planning trials or
collaborations. This was balanced somewhat
by the fact that only 3.33% are presently
using.
Importance: Overall, respondents ranked
‘Artificial intelligence using deep learning’
as the most important and ‘Micropayment
systems’ as the least important.
Pain: Overall, and by some way, ‘defining/
negotiating the contract and supplier
agreements’ was seen as the most painful
aspect, while ‘Credit information and
validation’ and ‘making and validating
payments’ were seen as the least painful.
As Professor Mainelli summarised “Trade
reaps economic benefits from specialisation
and comparative advantage, creates
prosperity, distributes success and wealth,
and collectively enriches all of our societies
and communities. Hopefully, knowing the
scale of relative benefits can help speed
adoption of some boring technology – ‘multiorganisational databases with a super audit
trail’ – for the benefit of all of us.” n

About the author
James Pitcher: Associate at Z/yen Group and
Programme Director, Distributed Futures.
A senior securities operations manager,
consultant and advisor, with over 35 years of
investment banking experience. In the last 13
years specifically, James has worked closely
with operations management at many toptier (and other) organisations, helping them
review and improve operating procedures and
client management processes. These detailed
insights have given him a unique perspective
and overview of operational best practice with a
keen focus on costs, operating models, location
strategy, operational risk and efficiency.
James joined Z/Yen in March 2003, within
the financial services practice. His background
prior to this was 20 years in Investment
Banking, notably at Morgan Stanley, where he
was an Executive Director.

“Trade reaps economic benefits from specialisation
and comparative advantage, creates prosperity,
distributes success and wealth, and collectively
enriches all of our societies and communities.
Hopefully, knowing the scale of relative benefits can
help speed adoption of some boring technology –
‘multi-organisational databases with a super audit trail’
– for the benefit of all of us.”
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By Martha Notaras, Partner, XL Innovate

How does a venture fund decide on whether or not to invest in an
insurtech startup? Marta Notaras, Partner at XL Innovate, explains.
The trends driving the insurtech boom are
neither new nor unique to insurance. Like
many other industries, it is digitization,
customer experience and better data that
are driving innovation. Technologies such as
artificial intelligence, analytics, blockchain,
and Internet of Things (IoT) are new, exciting
tools in the startup toolkit that can be used
to solve longstanding problems in creative
ways -- including within insurance. But they
are just that – tools. How those tools are put
to work and the solutions they are able to
deliver is what creates value.
At XL Innovate, a venture fund focused
on insurtech, we use four criteria to judge
the potential success, scale, and longevity of
insurtech startups and decide whether or not
to invest:
1) Team: Does the leadership team bring
convincing expertise and entrepreneurial
drive, as well as the ability to attract
outstanding talent?
2) Problem: Does the company solve a
real, current problem?
3) Product: Is the startup building a
differentiated product that will delight
customers?
4) Scale: Can the company scale to
support a large customer base and generate
significant revenues?
Using these criteria, we’ve identified and
invested in a number of companies that
have the right combination of team, product
and the ability to scale. Over time, we have
noticed the companies making substantial
progress can be organized into three main
buckets which, together, illustrate the overall
direction of insurtech:
New customer experiences: One of the
most well-respected insurtech companies
today is Lemonade, which uses AI and
behavioral economics to go toe-to-toe
with major insurers, and offer homeowners
and renter’s insurance with a far superior
user experience. Meanwhile, Embroker is

delivering better
customer experience
and product selection
to small business
owners.
Improved customer
experiences for
incumbents: However,
not all companies
creating new insurance
Martha Notaras
experiences are
working against established insurers. Others,
like Slice, are licensing new platforms to
incumbents, so they can integrate the latest
innovation and enter new segments more
rapidly. Insurers continue to be focused on
risk, but are eager to change to meet the
rising expectations of customers, who have
come to expect fast, seamless service, like
Amazon and Netflix.
Better Data: Still other companies are
focused on using technology to provide
new forms of data or greater accuracy of
existing data. Cape Analytics, for example,
uses computer vision to extract property
information from aerial imagery and provide
it to insurers, enabling faster and better
underwriting. Notion uses IoT sensors to
provide insurers with risk data about insured
homes, such as potential water leaks as
well as insight into the attentiveness of the
homeowner. Lastly, GeoQuant, combines
machine learning with human insight to
create political risk scores and predictions,
helping insurers, corporations and traders to
make informed business decisions.
When insurtech startups entered the
market in force several years ago, their battle
cry was “insurance stinks and we will disrupt
it!” Today, incumbent insurers are embracing
insurtech startups, as evidenced by dozens of
corporate venture capital funds and hundreds
of commercial relationships. These financial
and commercial partnerships illustrate the
mutually beneficial impact of insurtech. n

EXPERT ANALYSIS

Assessing startup
potential in insurtech
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Would gradual
de-dollarization
boost trade?
By Harald Hirschhofer, Senior Advisor, and Niels Vermeijden, Vice President, TCX

With trade at the forefront of global political discourse, is it time to
reexamine the dominance of the US dollar and move towards more
local currency financing?
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The fairness, sustainability and benefits of
global trade have moved centerstage in
global political discourse. Protectionism is
on the rise and the multinational approach
to solving disputes has been brought into
question. One important aspect of global
trade is that it is mostly denominated and
financed in US dollars and a few other
hard currencies. The vast majority of the
US$ 2.3 trillion transaction volume insured
by the Berne Union members in 2017
was denominated in hard currency. This
dominance of hard currencies, and of the
US currency in particular, has been accepted
almost as a natural condition.
However, there is enough evidence of
negative side effects. A recent IMF Working
Paper1 showed that whenever the US
currency appreciates against the rest of the
world by one percent, a 0.6 to 0.8 percent
decline in global trade is predicted within
the next year. In terms of trade, there is a
clear relationship between the importers’
and exporters’ currency against the dollar
exchange rate but not their bilateral
exchange rate. For example, A Rwandan
exporter to India may suffer because his
or her clients will consume less because
the price of the import measured in the
currency they earn income has become more
expensive. Both the Rwandan exporter and
the Indian importer/consumer are exposed
to US policies and the ongoing tightening
cycle of the US Federal Reserve. To make
matters worse, the Fed still has a long way
to go (in particular against the background
of expansionary US fiscal policy), which will
further push up the value of the dollar.

Moreover,
speculating that
importers will be able
to come up with hard
currency is a risky bet.
During the Azerbaijani
currency crisis, the
manat plummeted
100% within 12 months
following the steep
Harald Hirschhofer
decrease in oil prices
and exports. With
liabilities denominated
in US dollars there
were numerous
defaults. Turkey and
Argentina are more
recent examples, with
all consequences on
loan portfolios not
yet fully known. For
sure, currency risk
Niels Vermeijden
makes total costs of
funding more expensive in terms of credit
margins. Based on the experience from other
sectors, local currency financing (combined
with more comprehensive hedging
strategies) improves the repayment capacity
of debtors/importers during periods of
currency volatility and should reduce total
trade financing costs.
The question arises whether global trade
would benefit from increasing the share of
trade denominated and financed in local
currencies? Aside from reducing collateral
damage of tightening US monetary policy,
it would also improve the sustainability
and costs of trade financing. Such policy
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increasing volumes. This opportunity should
be recognized and used for the better of
global trade and international development.
Putting all the currency risk on the shoulders
of producers and consumers in developing
countries does not seem the most effective
solution. n
Note
1

Source: Global Trade and the Dollar, Emine Boz et
al. ,IMF Working Paper WP/17/239 2017.
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considerations are already more advanced
in the area of development finance, where
policies to actively promote local currency
financing are already discussed at G20, and
at other very senior policy making levels, in
the context of achieving SDGs in a financially
and socially sustainable way.
For the Berne Union and its members, a
first practical step might be to rigorously
analyze their own data to quantify how much
currency risk had contributed to claims and
defaults. Armed with this evidence, a bigger
effort to advocate local currency financing
could be contemplated.
Most necessary conditions to start local
currency financing programs are already
in place. Opportunities to finance and
denominate trade in local currencies in
adequate amounts are increasing, even in
the most exotic frontier countries. Local
and international currency risk markets are
growing in depth and tenors. Today, currency
risks in almost all emerging and frontier
market currencies can be hedged. TCX is
offering hedging tools for periods of 15 years
or even longer in more than 70 frontier and
emerging markets (Box TCX). We are very
pleased to work together with the Bern
Union, its members, and commercial banks
to develop new local currency solutions.
The shift towards financing international
trade in local currencies is a business
opportunity for the Berne Union members
and gives their own clients a competitive
advantage. A first case is to better
understand and explore a business case
to insure transactions in local currency. In
principle, BU members can reduce their
own currency risk from providing insurance
to local currency financing by asking for
the premium to be paid in local currency,
hedging themselves and locking in claims
at the exchange rate of the date of invoice
or the day of the contract. Furthermore, we
need to improve risk awareness and how
best to manage currency risks. This is a
challenge especially for the communications
department that publish newsletters, blogs,
etc.
Improving the sustainability and fairness
of global trade is a noble goal. Reform
efforts should also include underlying
financing conditions. Today’s market can
provide local currency financing in rapidly

About TCX
The Currency Exchange Fund (hereafter
TCX) was founded in 2007 by a group
of development finance institutions,
microfinance investment vehicles and donors
to offer solutions to manage local currency
risk in developing and frontier markets. It
also benefits from strong support from both
the Dutch and German government.
TCX plays an important catalytic role
in the development of capital markets by
taking currency risks private markets and
commercial banks would not take. Today,
TCX offers currency risk protection for 15
years or longer in almost 80 frontier and
emerging market currencies. Ticket sizes
vary from less than US$1mln to as much as
US$150mln. Since inception, TCX hedged
almost USD 6 bln of local currency loans in
almost 60 different currencies.
TCX offers hedges in frontier currencies
for any counterparty which is deemed to
add development impact to a local economy.
For a typical transaction TCX would receive
local currency and pay hard currency for
the duration of the derivative contract on a
non-deliverable basis. Via this mechanism
TCX enables its clients and shareholders to
match their revenues with their liabilities and
mitigate most of the forthcoming exchange
rate risk.
TCX manages its own currency risk by (a)
diversifying over a very large portfolio with
strict single currency and regional limits;
and (b) having a rigorous risk quantification
and pricing framework which allows us to
learn and gradually improve the quality of
our pricing. To stimulate capital markets and
manage its own portfolio TCX was even able
to support more than 17 bond issuances of
its shareholders in local currency including
Myanmar, Armenia, Georgia and Ukraine.
The views of the authors expressed in this article
do not necessarily reflect those of TCX Investment
Management Company, TCX and its shareholders.
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