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Introduction
Dear Readers,
Themes for this month span the full scale of international ﬁnance; from small business to big infrastructure – from
local currency to global economic policy.
The newsletter itself is a bumper edition, foreshadowing our 2017 Yearbook with a selection of 12 articles from Berne
Union members and industry experts. The topics themselves paint a telling picture of the relative pressures and
priorities in eﬀect on the industry today.
SMEs continue to attract the interest and energies of many. In one of two articles on the subject (the other presented
by COSEC), Katja Keitaanniemi looks beyond a simple focus on products and processes, outlining Finnvera’s
approach to educating and informing smaller exporters – an expression of the growing trend towards an integrated,
cooperative and full-service provision for SME clients.
At the other end of the scale, infrastructure projects occupy both the largest investments, and also the some of the
largest ﬁnancing gaps.
Kiyoshi Nishimura, CEO of ADB-sponsored CGIF, tells us that emerging Asia alone will require $26 trillion investment
in infrastructure over the next 15 years – and other emerging economies face a similar challenge. These kinds of
infrastructure projects present a complex challenge where the goal of frictionless ﬁnance requires both innovation
– within the products, deal structures and partnership options – and pragmatism – in recognition of the realities of
social impacts, project cash-ﬂow, debt sustainability.
Local currency ﬁnancing provides a good example of these considerations. UKEF’s Paul Radford explains how
matching the ﬁnancing currency to that of project revenue helps reduce uncertainty for borrowers and expands
business opportunities for their exporting clients. In a concrete example of such policy in action, Bill Brown gives an
account of EDC’s ground-breaking Rupee ﬁnancing of Indian infrastructure developer IL&FS – the so-called ‘Masala
Loan’ – which will open up a lucrative new foreign connection for Canadian suppliers.
ICISA’s Rob Nijhout presents an alternative perspective on infrastructure ﬁnancing; assessing the development of
global markets for surety bonds and Paola Valerio of SACE closes on a related theme; assessing the development
of sovereign debt restructuring, development sustainability and the role of the Paris Club and IIF in coordinating the
spheres of both public and private creditors.
Moving to global trends, in an insightful piece on MENA, Karim Nasrallah (LCI) assesses the wave of political
transformation, economic turmoil and conﬂict which have been testing the business climate in the region. One
element of this, the historical nadir of oil prices, is the starting point for Dr Rouben Indjikian’s analysis of expectations
for this commodity, assessing the development of supply and demand under the inﬂuence of OPEC pricing, the
rising US shale gas industry and growing pace of technological innovation. In his article, Christophe Spoerry, cofounder of Euler Hermes Digitial Agency also observes an acceleration in the inﬂuence of technology on trade across
the board, and while these disruptive forces are transforming the industry, he sees opportunities to enhance business,
rather than a challenge of adaptation.
Indeed, we are in an environment with many moving parts, and high uncertainty – a state which is not likely to
change any time soon, given current vulnerabilities, according to Coface’s Rouben Nizard, in his article on the ‘New
Normal of Political Risk’. But it’s not always straightforward to say that more risk translates to more demand for risk
insurance. In an interesting piece of research, based in part upon the results of their Global CEO Survey, Professor
Andreas Klasen and Dr Simone Krummaker examine the factors inﬂuencing demand for credit insurance. They remind
us that risk and ﬁnance move together in a complex interdependent system, where a range of more subtle factors
are also at play. This can be seen in the growing demand for ﬁrm-speciﬁc ‘real services’ and highlights a marked
diﬀerence between SMEs and larger companies.
Having come full-circle in this month’s trade ﬁnance-microcosm, I would like to close by thanking all of our excellent
contributors to this edition of the BUlletin. I hope you ﬁnd the content interesting and continue to explore our world!

Kind regards,
Paul Heaney
Berne Union Communications
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CGIF’s construction period
guarantee: kick-starting
greenfield project bonds
Construction risk has long been an impediment for the use of project
bonds to finance greenfield infrastructure projects. The Credit
Guarantee and Investment Facility (CGIF) recently introduced an
innovative solution to mobilise long-term savings in local currencies in
developing Asia to finance greenfield infrastructure projects through
project bonds, discusses CGIF’s CEO, Kiyoshi Nishimura.

The challenges of financing
infrastructure with local
currency savings
Developing Asia, like other emerging
economies, faces a daunting challenge to
meet its huge infrastructure investment
needs. Developing Asia will need to invest
$26 trillion from 2016 to 2030, or $1.7 trillion
per year, in order to maintain the region’s
growth momentum, eradicate poverty, and
respond to climate change, according to the
Asian Development Bank (ADB)’s latest
forecast. To meet this challenge, private
sector participation is now more crucial than
ever. The ADB estimates private sector

Figure 1: Infrastructure investment gaps
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financing in 24 Asian
developing countries
will have to increase
from $63 billion a year
today to $250 billion
a year during 20162020 to fill this gap.
Furthermore, a
bulk of private sector
financing will need to
Kiyoshi Nishimura
come in local
currencies to avoid the currency mismatch,
because many of the infrastructure projects
rely on local currency revenues to pay back
their debt. Even when foreign currency
indexation mechanisms are available for
revenue streams, the sustainability of such
mechanisms is questionable in the event of a
currency crisis, as some Asian countries
learned the hard way during the Asian
financial crisis in the late 90s. The real
solution should be to fund infrastructure
investment in local currencies.
CGIF is a new multilateral institution
established by 13 Asian countries comprising
of all ten member countries of the
Association of Southeast Asian Nations
(ASEAN), and their ‘Plus 3’ partner countries
which are China, Japan and Korea, together
with the ADB to help overcome these
challenges. The CGIF provides guarantees to
local currency bonds issued by corporates
and projects mainly in the ASEAN countries
to help facilitate their access to bond
markets.
While the CGIF can support corporates or
projects in a wide range of sectors/industries,
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Figure 2: CPG’s Rating Uplift
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greenﬁeld stage. On the back of steady
economic growth, and the rise of income
levels with growing middle income
population, many ASEAN countries are now
witnessing rapid accumulation of local
currency long-term savings in their pension
and insurance funds. These long-term savings
invariably need long-term investment
opportunities, and the stable cash ﬂows of
infrastructure projects would be ideal for
them.
The CGIF has been working with the
ASEAN governments, regulators, rating
agencies and bond investors for several years
to boost the ﬂows of domestic currency
funding into infrastructure projects in the
ASEAN countries, in particular green-ﬁeld
projects. Mobilising long-term savings in
pension and insurance funds in these
countries may be the most eﬃcient model of
ﬁnancing infrastructure by long-term local
currency funds, only a few countries in the
region have successfully pursued this
capability. A critical impediment against
mobilising long-term savings is the low risk
appetite of pension and insurance fund
managers and, in particular, their aversion to
construction risks.

BOND RATING

Developing Asia will need
to invest $26 trillion from
2016 to 2030, or $1.7
trillion per year, in order to
maintain the region’s
growth momentum,
eradicate poverty, and
respond to climate
change, according to the
Asian Development Bank.

bond investors’ concerns about construction
risks. It ensures the completion of
construction works and the commencement
of the operations phase in a project, which
will be ﬁnanced by project bonds issued in
the local currency bond market in the region.
Under this facility, the CGIF irrevocably
and unconditionally guarantees non-payment
of scheduled payments for the project’s
bonds occurring prior to the commencement
of commercial operations. If a project’s
completion is delayed, the CGIF shall ensure
that the project bonds are adequately
serviced on a timely basis. In the unlikely
event that it cannot be completed, the CGIF
shall accelerate the guaranteed bonds and
pay in full the principal and accrued interest
amounts to bondholders.
Generally, the CPG facility will cover the
construction period as well as a reasonable
buﬀer period to allow for possible delays in
the project’s construction. Therefore, the
tenor of the CPG facility is expected to be for
a three to ﬁve year period or so at the outset,
but if the construction is further delayed, the
CPG cover will continue until the project
meets the completion milestone. Depending
on the nature of the project (e.g. the initial
ramp-up period is necessary before being
fully operational) and investors’ requirements,
the CPG facility could also be extended to
cover the initial operation period until the
project actually demonstrates its ability to
generate stable cash ﬂows. Such ﬂexibility
embedded in the CPG facility is important to
address bond investors’ concerns about
possible construction delays.
When the ratings agencies assess
greenﬁeld infrastructure bonds, their ratings
can be seriously constrained by construction

EXPERT ANALYSIS

its guarantee support is particularly useful for
infrastructure projects. This is because one of
the solutions to overcome the challenges
above is to facilitate the channeling of
domestic long-term savings in emerging
economies to ﬁnance infrastructure projects
directly via project bonds, particularly at the
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risks. This is despite the fact that the projects
may have stable and robust cash ﬂows during
the operational period, and even though the
construction period is far shorter than the
operational period.
There are many elements of risks during
the construction period which are highly
complex to assess. The investors, therefore,
need pricing of the bonds that ultimately
reﬂects these risks. This generally makes
bond ﬁnancing for such deals economically
unviable when the long-term bonds are
priced considerably higher based on risks
which are likely to be overcome in a relatively
short period of time. By removing risks
during the construction period entirely from
the transactions, the CGP facility eradicates
any rating penalties arising from such risks,
allowing bond investors to focus only on the
operational risks of the projects, and enabling
lower ﬁxed interest rates to be applied from
the onset.

Changing project financing
landscape in ASEAN

4

The CPG facility is anticipated to boost the
use of local currency project bonds for new
projects in the region by eliminating
construction risks for bondholders investing
in greenﬁeld projects.
While local bank lenders in the ASEAN
countries are liquid and usually very keen to
ﬁnance infrastructure projects, even on a
project ﬁnancing basis often at attractive
pricing, bond ﬁnance can bring certainty to
project sponsors with ﬁxed interest rates,
which is a common feature of bond ﬁnance.
Moreover, while local banks can lend for up to
12 years or so, bond investors can provide
longer tenors of up to 20 years or even
longer in some countries.
Stretching a ﬁnance tenor will improve the
project’s economics and create room to
reduce the tariﬀ levels. Finally, project
sponsors will be able to diversify their
funding sources. This is especially vital to
overcome single group exposure limits
imposed on bank lending In the Philippines.
For example, there are only a small number of
leading domestic conglomerates engaged in
a wide range of infrastructure projects, and
single group exposure limits hinder the
development of greenﬁeld infrastructure
projects. The CPG facility will unlock a great
variety of beneﬁts of bond ﬁnance to greenﬁeld infrastructure projects.
In the developed economies, major
institutional bond investors such as global

. . . a bulk of private sector
financing will need to
come in local currencies to
avoid the currency
mismatch, because many
of the infrastructure
projects rely on local
currency revenues to pay
back their debt.

insurance companies and leading pension
funds, have their own internal expertise and
manpower to supplement the project ﬁnance
banks in funding greenﬁeld infrastructure
projects. But in the emerging economies of
the ASEAN, there is little internal capacity
among domestic bond investors, such as
pension and insurance fund managers. It will
be very costly and time-consuming to
develop expertise in-house.
The CGIF has developed a comprehensive
assessment framework that allows these risks
to be measured and managed. Components
of this framework will allow for expert
judgement of the various risk factors relating
to the construction works as critical inputs in
the assessment. Risks are also managed by
the CPG’s boilerplate requirements for the
various contractual agreements and risk
mitigants that are consistent with
international project ﬁnance practices.
While domestic bond investors in the
ASEAN countries may ﬁrst rely on the CPG
facility, the CGIF plans to share its
assessment tools with these bond investors.
Replicating the CGIF’s assessment
framework, they will become familiarised with
the assessment of construction risks and will
develop their own capacities in the future to
understand, evaluate and mitigate
construction risks to acceptable levels. This
will allow them to invest in greenﬁeld bonds
independently even without the CPG’s
support. If this happens, it will fundamentally
change the landscape of project ﬁnancing in
the ASEAN countries. This may take some
time but CGIF is committed to bring this
change to the region. ■
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Paul Radford, chief economist at UK Export Finance, talks about why –
and how – the UK’s export credit agency is allowing overseas buyers to
buy British and pay local.

A major part of the role of an export credit
agency (ECA) is to ensure that its country’s
exporters are able to meet the demands of
an overseas buyer in a competitive global
market place. As the world’s ﬁrst ECA, with
its centenary coming up in 2019, UK Export
Finance (UKEF) has always seen this as its
guiding mandate.
One of our strategic priorities is therefore
innovation and ﬂexibility. This is evident in a
number of our recent major transactions.
These include the hybrid project ﬁnance/
reserve-based lending structure for a GE Oil
& Gas contract with Ghana’s Oﬀshore Cape
Three Points project, and the ﬁrst ever ECA
loan to the Kurdistan Regional Government of
Iraq in support of a Biwater contract.

Widened support
The UK Government’s 2016 Autumn
Statement was another major milestone. The
Chancellor of the Exchequer not only
doubled our risk appetite limit to £5 billion
and increased our capacity for individual
markets by up to 100%, he also announced
UKEF’s signiﬁcantly widened local currency
ﬁnancing oﬀering.
So why is this important? One of the main
ways ECAs support exporters is by
guaranteeing loans to an overseas
buyer/borrower to ﬁnance the purchase of
capital goods and/or services. Traditionally,
these loans tend to be in the main trading
currencies, such as US dollars, sterling

EXPERT ANALYSIS

Local currency ﬁnance:
local support in a
global marketplace
and euros.
However, many
major projects, for
example water, power
infrastructure, and
local transport, do not
generate foreign
currency revenues,
meaning that the
overseas buyer or
Paul Radford
borrower may prefer
a loan in its home currency.
Local currency ﬁnancing (LCF) helps to ﬁll
this gap. Under a local currency scheme, the
ECA guarantees the loan in the overseas
buyer or borrower’s home currency. This
helps the buyer or borrower reduce foreign
currency risk and eliminate a source of
uncertainty over the cost of servicing the
loan. Furthermore, the OECD permits
premium discounts of up to 20% from its set
minimum premium rate (MPR) for
transactions in local currencies, under certain
conditions.
That is why UKEF has expanded its local
currency oﬀering, quadrupling the number of
pre-approved currencies supported from ten
to 40. Local currency ﬁnancing is now
available as standard for buyer credit loans
where the value of the contract is at least £5
million. And we are constantly looking to
update our list of eligible currencies; indeed,
we can consider any currency on a case-bycase basis if it satisﬁes our risk standards.

Many major projects, for example water, power
infrastructure, and local transport, do not generate
foreign currency revenues, meaning that the overseas
buyer or borrower may prefer a loan in its home
currency. Local currency financing helps to fill this gap.
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Local currency financing in practice
The attractiveness of this oﬀering is evident
when you look at some of the transactions
we’ve supported.
Take, for example, UK coach manufacturer
Alexander Dennis’s delivery of 90 buses to
Mexico City’s transport authority Metrobus.
These lightweight, fuel-eﬃcient buses will
drive along the Paseo de la Reforma, the
iconic ‘Champs-Élysées’ of Mexico City,
easing overcrowding in a city of 20 million
people.
Earlier this year, UKEF was able to
guarantee a loan in Mexican pesos (MXN) to
support the MXN 1 billion contract. This is the
ﬁrst transaction UKEF has supported in
Mexican pesos, and helped ensure that the
buyer looked to the UK to procure the buses.
In 2015, UKEF became the ﬁrst nonChinese ECA to guarantee a loan in oﬀshore
renminbi when it supported an aircraft
delivery to China Southern Airlines. The
oﬀshore renminbi is one of the most used
currencies in trade ﬁnance. This capability
supports the UK Government’s wider
ambitions to strengthen trade ties with China
and consolidate London’s position as the
largest oﬀshore renminbi centre outside Asia.
So UKEF’s local currency ﬁnancing
oﬀering is clearly good news for UK
exporters.

Managing the risk
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However, from a risk perspective, it poses
some interesting questions. Just like a
standard ECA-backed guarantee, there is the
risk of default – something we analyse, take a
decision on and manage as a matter of
course.
Risks around the currency play a role, such
as currency convertibility and currency
volatility. We have to consider whether there
is a suitable bank that can fund and lend in
local currencies for the required term and
whether there is suﬃcient stability and
liquidity in the banking sector in the overseas
buyer/borrower’s country. There are also the
usual considerations around any political risk
in the country.
To manage these risks we can take a
number of factors into account. For example,
we can use the country’s local currency
creditworthiness to assess the risk of default.
Appropriate due diligence, including
consideration of the credit ratings of the
banks helps us to identify the stability of the
banking and ﬁnancial sectors as well as
identifying organisations that have the

capacity or capability to lend for the terms
and amounts required. The World Bank’s Rule
of Law Index can provide a good indication
around governance indicators and
information on currency convertibility is
readily available.
Finally, to mitigate the risk of currency
volatility, we can include a crystallisation
clause as a condition of support. This clause
is used to convert outstanding claims into the
ECA’s host currency at a pre-determined
ﬁxed exchange rate. However, it can be

Earlier this year, UKEF was
able to guarantee a loan in
Mexican pesos (MXN) to
support the MXN 1 billion
contract. This is the first
transaction UKEF has
supported in Mexican
pesos, and helped
ensure that the buyer
looked to the UK to
procure the buses.
diﬃcult to verify beforehand whether or not a
corporate or bank in the overseas country will
accept such a clause. Furthermore, it might
not be possible for the overseas borrower to
incur foreign currency denominated debt,
meaning that we would not be able to
include a clause. Regardless of how volatile
the currency is, it may be prudent to add a
crystallisation clause if legally possible.
Despite these additional technical
considerations, we believe our local currency
support can help UK exporters make their
overseas oﬀering even more attractive, and
we look forward to supporting transactions in
everything from the Brazilian Real to the
Zambian Kwacha.

Conclusion
The UK Government has been clear in its
ambition for the UK to be a champion for free
trade, addressing barriers and advocating for
as frictionless a global trading environment as
possible. By oﬀering ﬁnancing in any of 40
currencies at the buyer’s choice, UKEF is
playing its role in helping the UK’s exporters
access a truly global marketplace. ■
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For the first time in its history, Export Development Canada provided
a loan to an Indian infrastructure leader, in India’s own currency.
Bill Brown, regional vice president, Asia, Export Development Canada
(EDC) talks through the achievements and challenges of the loan, and
if there is more to come.

India’s economy is booming and is
forecasted to do so for the foreseeable
future. The growth of the middle class - and
the massive urban transformation that comes
with it - creates unprecedented opportunities
for international business in the infrastructure
sector. The country needs about $1.5 trillion
of investments in the infrastructure sector in
the next ten years, according to the The
Economic Times Indian Infra Summit. The
opportunity is undeniable, but how can an
export credit agency help its companies tap
into that business? The only way is by ﬁnding
innovative ways of being relevant to the
market and giving those businesses what
they need.
EDC, the Canadian crown corporation
mandated to provide ﬁnancing, insurance,
bonding, trade knowledge and matchmaking
connections to Canadian companies seeking
to export and invest abroad — wanted to
help its customers gain access to this
growing market. In November, EDC took the
unusual step of providing the rupee (INR) the
equivalent of $50 million in ﬁnancing to
Mumbai’s Infrastructure Leasing & Financial
Services (IL&FS), one of India’s largest
infrastructure developers. The deal is known
by both parties as the Masala loan, so named
for an Indian spice mixture.

EXPERT ANALYSIS

Innovative ways to
invest in India

The loan is
considered an
external commercial
borrowing (ECB)
loan. These are loans
made by non-resident
lenders. They are
common in India as a
way to facilitate much
needed access to
Bill Brown
foreign money by
Indian corporations and public-sector
entities, which are the lifeblood of India’s
explosive economy. ECBs are broad and can
include commercial bank loans, buyers’
credit, suppliers’ credit, securitised
instruments such as ﬂoating rate notes and
ﬁxed-rate bonds, credit from oﬃcial export
credit agencies and commercial borrowings
from ﬁnancial institutions. Some sources say
ECBs have been responsible for between
20% and 35% of India’s total investment
ﬂows into the country.
This deal stemmed from a regulatory
change in ECBs by the Reserve Bank of India
for transactions in the infrastructure
segment. The bank imposed a minimum
tenure of ten years on transactions, a tenure
considered by EDC and most commercial
banks to be too long as its own average

India’s economy is booming and is forecasted to do so
for the foreseeable future. The growth of the middle
class - and the massive urban transformation that
comes with it - creates unprecedented opportunities for
international business in the infrastructure sector.
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standard transaction length is generally ﬁve
to seven years.
The other challenge was that EDC did not
have an Indian rupee bank account, which
limited the ability to raise rupees through its
bonds. As a foreign lender, EDC had to
create a unique structure with an embedded
derivative to allow it to do a currency swap,
converting its US dollar accounts for rupees
and thereby reducing currency risk. EDC
succeeded in doing this by partnering with
the Bank of Nova Scotia. It was a solution
that overcame both obstacles EDC faced in
its eﬀorts to help Canadian companies
access lucrative infrastructure contracts in
India.

Entering uncharted territory
Once it came together, it was a deal of ﬁrsts:
it was the ﬁrst time EDC had dealt with
IL&FS; it was EDC’s ﬁrst rupee deal, and the
ﬁrst ECB deal under the revised guidelines in
India.
As smaller Canadian suppliers compete in
this globalised industry, they have
increasingly asked EDC to help them make
new connections with foreign buyers. The
goal with the IL&FS deal was to respond to
the needs of Indian companies and make it
easier for Canadian suppliers to win new
infrastructure business. Canadian companies
are well known for their capabilities in
infrastructure projects of all kinds and sizes
and IL&FS can give them a foothold in the
lucrative Indian market. Now that this deal is
done, the broader goal is to eﬀectively
develop the solution so EDC can oﬀer it to a
wider customer base.
IL&FS, with its large global supply chain
and base in growth-rich India, was at the top
of the wish list of those companies. This was
partly because it has a strong interest in
working with Canadian companies. IL&FS’s
distinct mandate involves catalyzing the
development of infrastructure in the country.
It has focused on the commercialisation and
development of infrastructure projects and
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the creation of value-added ﬁnancial
services.
Since 2013 – long before the new ﬁnancing
from EDC – IL&FS has procured
approximately $2 million in goods and
services from Canadian companies. With
EDC’s ﬁnancing help, it is hoped that this

Once it came together, it
was a deal of ﬁrsts: It was
the ﬁrst time EDC had
dealt with IL&FS; it was
EDC’s ﬁrst rupee deal,
and the ﬁrst ECB deal
under the revised
guidelines in India.
number will skyrocket to more than $4
million per year.
Nathan Nelson, EDC’s former chief
representative in India, noted at the time of
the deal that IL&FS had met with more than
50 Canadian companies over the previous
two years and was planning to meet with
another 25 in November when the group was
to travel to Canada for a trade mission. He
said IL&FS was part of an important value
chain in the Indian market with a clear
interest in doing more business with
Canadian companies, particularly those that
have expertise in surface transport, power
and urban infrastructure and mapping.
Ramesh Bawa, IL&FS’s CEO and managing
director, said EDC’s loan has showed
conﬁdence for his company. He noted that
EDC’s support through the Masala loan was
crucial as it enabled IL&FS to eliminate
currency risk entirely and deploy funding
directly into the various requirements for its
infrastructure projects without having to
convert foreign funds to Indian rupees. He

EDC’s support through the Masala loan was crucial as it
enabled IL&FS to eliminate currency risk entirely and
deploy funding directly into the various requirements
for its infrastructure projects without having to convert
foreign funds to Indian rupees.
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A winning contract
Canada’s IBI Group was one such company
to succeed in getting a contract: “IBI saw
India as a tremendous growth market,” said
Deepak Darda, director, India and South Asia
lead, IBI Group, Canada. “It provided us huge
opportunities where we could actually bring
our Canadian expertise into the market,
whether it was the national highway
programme in India, or the tremendous
growth that the Indian cities were
experiencing.”
Darda said they learned about the IL&FS
opportunity when they approached EDC for
connections with large-scale infrastructure
players.“ As a result, we have been awarded a
contract where we are providing our
advisory services to evaluate a toll highway
asset for IL&FS,” he said.
Anita Ferreira, head of International
Business Group at IL&FS Financial Services
Group India, said her company is delighted to
be working with Canadians. “The thing that
set the Canadian companies apart is that
level of professionalism and their area of
expertise and that they were willing to tailor

the solution to our requirements,” she said.
“You need solutions that work for the project
you are doing. There was a lot of outsidethe-box thinking that they were willing
to do.”

Another foreign currency deal
Based on the success of its experience in
India, EDC opened a local peso account that
oﬀers new opportunities in Mexico. Until this
year, when an EDC customer was doing
business in Mexico needing to complete a
transaction in Mexican pesos, it had to go to
England. EDC responded to that quandary
by opening its ﬁrst peso account in Mexico.
This marked the ﬁrst foreign currency
account to be located within its local
territory, outside the major international
ﬁnancial centres.
The account was opened in partnership
with Scotiabank Inverlat Mexico and
represents an important milestone for EDC
Mexico to establish new relationships and
diversify its borrowing base.
Having an account based in the exporting
market facilitates existing business and
opens the door to opportunities that may
previously have been missed. By providing
the same borrowing currency as local banks
with a same-day settlement period, EDC can
better serve current and future customers
who need that ﬂexibility. To remain relevant
in an increasingly competitive market, it
needs to be able to match local bank
ﬁnancing and respond to Mexican customer
and prospect needs.
If the peso account is successful, EDC may
look at exploring other local currency
accounts in markets, such as Singapore,
Chile, and India. The bottom line is that to
remain relevant in today’s global economy,
ﬁnancial institutions and export credit
agencies must be creative with their
oﬀerings in order to meet the needs of its
customers and foreign markets. ■
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said having a reputable institution such as
EDC, partner with IL&FS, on not only its ﬁrst
Masala ECB, but also its ﬁrst funding from a
Canadian institution, speaks to the
importance of the work that his company
does in India.
EDC targets companies such as IL&FS,
whose procurement needs match up
naturally with Canadian expertise. Once EDC
has a detailed understanding of a company’s
supply chain and business goals, its agents
provide introductions to qualiﬁed Canadian
companies with well-matched expertise.
IL&FS is speciﬁcally interested in Canadian
companies that can help it innovate and
reduce costs in upcoming road, port, power,
sanitation, waste management and water
projects.

Based on the success of its experience in India,
EDC opened a local peso account that oﬀers new
opportunities in Mexico. . . . If the peso account is
successful, EDC may look at exploring other local
currency accounts in markets, such as Singapore,
Chile, and India.
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Karim Nasrallah, general manager of LCI assesses the evolution of
political risks and trade disruption in the MENA region.

In a geographical zone where oil and exports
dominate inter-regional trade ﬁgures, the
global ﬂuctuation in oil prices and decreasing
demand have dampened the economic
outlook of many countries in the MENA
region. However, the ripples of change are
not solely tied to oil, or oil rich nations per se.
The MENA region has experienced a wave of
transformations in the past few years and the
repercussions are still surfacing. From
political turmoil in numerous countries,
ongoing wars which have resulted in a
growing regional, and to a lesser extent,
international, refugee crisis, along with the
boycotting of one country (Qatar), the
business climate is being tried and tested. All
industries have been impacted and risk
management strategies are evolving on a day
to day basis, adapting to a new wave of
changes.
On an international scale, markets can no
longer function in solitude, rather, a global
market place has surfaced and occurrences in
remote areas now impact businesses across
continents. This interconnected marketplace
has both advantages and disadvantages.
Today, risks that companies are exposed to
are diverse and are shared by all entities and
must be proactively dealt with to preserve
business interests.

EXPERT ANALYSIS

How political risks have
disrupted trade across
the MENA region

In terms of trade,
trends have both
arisen and
disappeared within
the same week in
some cases. The ﬂow
of trade has also
diverged, with
disruption happening
at numerous phases
Karim Nasrallah
in the cycle.
Accordingly, credit insurers are paying close
attention to both safeguard their clients’
businesses and mitigate risk.
At present, the global outlook on trade
remains uncertain. Brexit’s repercussions are
coming into the spotlight, with companies
moving their headquarters out of Britain. Gulf
Cooperation Council (GCC) nations are
shifting from being oil-dependent economies
to diversiﬁed ones, and indications made by
the current US administration that the
country is shifting towards protectionism are
making headlines. Political transformations in
numerous countries along with the
questionable state of security – all these
factors impact trade in diﬀerent ways.
For companies operating and trading in
such a dynamic and challenging marketplace,
tailoring solutions as well as diversifying the

On an international scale, markets can no longer
function in solitude, rather, a global market place has
surfaced and occurrences in remote areas now impact
businesses across continents. This interconnected
marketplace has both advantages and disadvantages.
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spread of risk to create a well-balanced
portfolio are required.
When it comes to the MENA region, the
most notable changes over the past few
years that have disrupted trade, are the
boycotting of Qatar and the dampening of
the economy in Saudi Arabia. Egypt too has
witnessed a currency devaluation that has
dampened trade and the economy. Each of
these shifts has brought about political risks
that have impacted the way companies are
trading.
In the case of Qatar, in mid-2017, tension
began to rise between Saudi Arabia, the
United Arab Emirates, Bahrain and Egypt –
against the small oil rich nation, with an
economy that relies heavily on global
demand for petroleum and liqueﬁed natural
gas (LNG). Qatar is the world’s top exporter
of LNG, with key markets including Asia and
Europe. Qatar also depends heavily on food
imports, due to unfavourable agricultural
conditions locally. Nearly 40% of Qatar’s food
imports were from Saudi Arabia before the
boycott, with a total of 80% of Qatar’s food
requirements coming from other Arab
nations.
However, tensions intensiﬁed due to
political pressures. Within 48 hours, the entire
dynamic of the GCC region had changed.
Qataris were given mere hours and days to
leave the United Arab Emirates, and Saudi
Arabia ceased all shipments to the country.
Qatar Airways was banned from ﬂying over
certain airspaces. Qatar responded by
exploring other routes to obtain resources.
This incident has impacted Qatar in
numerous ways, with local companies
experiencing slow collection rates to obtain
their trade receivables from the
aforementioned countries that formed a
coalition against the nation. Banks in the
UAE, Saudi Arabia, Bahrain and Egypt now
enforce tighter due diligence before any
transfer is made, when dealing with Qatari
companies. This measure went as far as
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banks checking and verifying if the
transaction was made before the date of the
embargo. In one case, companies in the UAE
were transferring funds via other countries, in
smaller installments, to avoid the banks
blocking the transfer.
Along with the importing of foodstuﬀs to
Qatar, other shipments were also prohibited
from entering the small nation. Companies
that have clients in Qatar responded by

The repercussions of the
political risks that have
made headlines of late, are
expected to surface over
the coming months.
Businesses across the
region have adopted
a ‘wait and see’
approach and are taking
conservative measures,
provisioning for any future
disruptions.
shipping via other nations that were not
impacted by the embargo. Businesses
operating in Qatar have been heavily
impacted by this move, in particular, those
exporting goods to GCC nations, and cash
ﬂow issues have been at the forefront of their
challenges.
Shifting to the West, Saudi Arabia perhaps
witnessed the greatest transformation, from
an oil-rich economic player, to one with a
dampened economy and negative economic
outlook. The country’s credit rating was cut
by Standard & Poor, with the agency
indicating that the decline in oil prices will
increase the budget deﬁcit in a country that

When it comes to the MENA region, the most notable
changes over the past few years that have disrupted
trade, are the boycotting of Qatar and the dampening
of the economy in Saudi Arabia. Egypt too has
witnessed a currency devaluation that has dampened
trade and the economy.
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Standard & Poor’s is projected to continue to
grow at a moderate rate of just under 4% on
average, until 2020. One of the major
challenges that Egypt faced was the
unavailability of foreign currency, which led to
the Egyptian Central Bank devaluing the
Egyptian pound, resulting in the slowdown of
imports of diﬀerent types of goods and
impacting trade. However, the market still
shows great potential in the industrial and
agricultural sectors, both major contributors
to the GDP. Other key industries in Egypt
include textiles, food processing, chemicals
and pharmaceuticals.
The Levant region witnessed disruptions in
trade as well, due to wars, turmoil and
political instability in Syria and Lebanon in
speciﬁc. Due to the closing of land borders
between Lebanon and Syria, Lebanese
businesses were forced to ship goods via sea.
However, the falling oil prices actually kept
shipping costs at bay, which did not dampen
exports greatly. However, the outlook for the
economy remains unstable, with little growth
forecasted in the coming months. Trade in
Syria came to a near standstill due to the
ongoing war spanning across the country.

EXPERT ANALYSIS

relies heavily on energy exports, which make
up around 80% of its revenues. The Kingdom
brought in top consultants from the world
over, to work on a 2030 version, the goals of
which are focused on diversifying its
economy.
Prior to the decline in oil prices, the Saudi
Arabian government became both directly
and indirectly involved in two wars, the
growing turmoil in Syria, in addition to
igniting a war in neighbouring Yemen. Both
cases heavily impacted the country’s
economy due to mounting costs related to
sustaining / fueling these wars.
These changes have impacted the number
of overdue and claim notiﬁcations in 2016, as
well as early 2017, spiking ﬁgures. In addition,
this repercussion reﬂects the cost cutting
strategy that the Saudi Arabian government
implemented to salvage the economic
downturn.
In the United Arab Emirates, and
particularly in Dubai, an emirate that made
unfavourable headlines in the 2008 economic
crash that brought its economy to a near
standstill, many changes have been recorded
in recent months. Whilst some positive
movement has been reported in speciﬁc
sectors of the economy, not all the news is
good.
On the one hand, the number of defaulting
and runaway cases, which became the norm
when the ﬁnancial crisis swept through the
country, decreased in the ﬁrst half of 2017.
However, the Emirate is still exposed to have
more runaway cases that will result in
signiﬁcant losses in the coming months.
Moving to the most populous country in
the Arab world, with a population of over 90
million, Egypt witnessed trade disruptions as
a result of growing political risks in recent
years. Having the third highest GDP in the
MENA region, just over $336 billion (2016),
the country has been facing many ongoing
economic challenges.
Egypt’s real GDP, as estimated by

The way forward
The outlook of trade in the MENA region, as
well as globally, will continue to be uncertain
for the foreseeable future. The repercussions
of the political risks that have made headlines
of late, are expected to surface over the
coming months. Businesses across the region
have adopted a ‘wait and see’ approach and
are taking conservative measures,
provisioning for any future disruptions.
Growth in the trade sector is unlikely to be
recorded in the coming months and will
remain relatively stable well into the near
future.
Companies need to work on safeguarding
their assets and insuring their trade
receivables to ensure they stay aﬂoat in times
of turmoil. ■

These changes have impacted the number of
overdue and claim notifications in 2016, as well as early
2017, spiking figures. In addition, this repercussion
reflects the cost cutting strategy that the Saudi
Arabian government implemented to salvage the
economic downturn.
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The new normal of
higher political risk
Ruben Nizard, economist for sub-Saharan Africa, from Coface’s
Economic Research Department, discusses the rise in political risk, and
how political risk assessment must be sharper in the coming years.

Coface published a study called ‘The rise and
rise of political risks’1 in March, presenting a
new quantitative model of political risk. But
recent developments, both in emerging
economies and developed markets, pushed
Coface to review its methodology of political
risk assessment because of the potential
disruptions to business activity that they
entail.
In the past 18 months there have been
elections or referendums in the United
Kingdom, the United States, Italy, Spain, the
Netherlands and France, which have grabbed
the attention of investors, exporters and
country risk analysts. This has fuelled a lot of
talk about political risk. These political events
are liable to shift radically the economic
orientation of the countries involved. But they
were often restricted to emerging economies
with less robust institutions.
Nevertheless, as a return to growth has
failed to oﬀer equal opportunities to all
economic participants, the past decade
reminded us that social exasperation could
grow indistinctively both in developed
economies and in emerging markets.

Graph 1
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Detecting social
frustration,
identifying
political
vulnerabilities
Social frustration can
lead to a popular
upheaval in emerging
markets. It is on this
intuition that one key
Ruben Nizard
module of the Coface
political risk model is built, based on the full
scale example given by the Arab Spring
demonstrations, both in its violent and nonviolent demonstrations.
The model also builds on the assumption
that cracks in the foundations of the political
system, which may lie in the nature of the
regime, in the design of the institutions, in the
degree of political freedom or in the
cohesiveness of the population, expose all the
more a country to risks.
Venezuela, plagued by corruption,
inequalities, cronyism and corruption, was
12th in our 2016 ranking of the riskiest
countries (see graph 1) in terms of social and
political fragilities – behind the likes of Syria,
Central African Republic, Afghanistan and
Libya.
The constitutional crisis and the
constituent assembly elections happened to
spark mass protests. The Coface political and
social fragilities index indicates that
signiﬁcant emerging countries could also be
potential tinderboxes in the near future,
including Brazil, Russia and South Africa.
Notable events are a general election in
Brazil, a presidential race in Russia and Jacob
Zuma’s succession as the head of South
Africa still loom over us.
Much of the literature on political risks
stresses that it is unpredictable and poorly
designed policies which represent the main
threat to business operation. The political and
social fragilities pillar in the Coface model aims
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Why measuring a surge in populist
rhetoric became necessary
Designed to appeal to citizens in dire straits,
ﬂawed policies serve a populist rhetoric.
Populism, equally from the far-right and the
far-left, often promotes nationalistic policies
targeting and, therefore discriminating
against, foreign businesses. Donald Trump’s
protectionist stance during his US election
campaign sent chills through the business
worlds.
Now in power, he will have to translate
rhetoric into actions to please his own
electorate. Despite all the checks and
balances of the American institutions, the
President has the legal means to pursue his
economic agenda. This often seem to be
dictated by Trump’s gut feeling rather than
policy eﬀectiveness. Far from reassuring, the
few legal achievements registered in the ﬁrst
months of his presidency only fuel uncertainty
of the business operating environment.
Uncertainty has a price, as demonstrated
by the post-referendum United Kingdom.
Even though more diﬀuse than most had
anticipated, the impact of the vote in June is
now undeniably being felt on private
investment and consumer conﬁdence,
pushing the Bank of England to downgrade
its short-term GDP growth forecast (see
graph 2).
One of the most dynamic countries in
Europe in the aftermath of the Eurozone
crisis, the United Kingdom, is now set to fall in
line with its neighbours by 2018. Coface’s
populism index supplements the collection of
risks already covered by the political and
social fragilities. Relying on a database
derived from the textual analysis of political
parties’ manifestos in 50 countries (Manifesto
Project2), our populism index intends to

apprehend emerging tensions relating to a
populist rhetoric. Such rhetoric can be seen
at play in the UK, the US, the Netherlands and
France.

At the height of a political violence
cycle
A measure of risk relating to political violence
is also included in Coface’s political
assessment. A conﬂict3 index and terrorism
index has been developed, based on the
observation of past events. Strikingly, they
both highlight a concurrent surge in conﬂict
occurrences and terrorist attacks.
The number of conﬂicts multiplied by 1.5
between 2007 and 2015 (see graph 3). Not
only does the number of conﬂicts increase
but their intensity, as measured by the losses
they incur, is also on the rise. In 2014 and
2015, the 100,000-death threshold was
exceeded for the third time in the past 25
years. The current period – with conﬂicts in
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to detect weak signals leading to this type of
economic mismanagement. It was, indeed,
observed in emerging countries. For example
oﬃcially motivated by the idea of eliminating
traces of colonialism, Zimbabwe’s ‘Fast-Track
Land Reform’ in the early 2000s, which
translated into the violent expropriation of
white landowners without compensation, was
part of a larger scheme meant to maintain
Robert Mugabe and ZANU-PF in power. The
Zimbabwean case embodies the idea that
nationalisation, burdensome regulations,
expropriations, trade protectionism and so on
often respond to the only objective of holding
on to power. Raising the spectre of these
policies might as well serve to cease power.

Graph 2

Graph 3

15

Berne Union Newsletter, September 2017

does raise business concerns. Full-scale
conﬂicts can potentially annihilate the entire
economic fabric of a country, meaning they
are relevant in a political assessment. Indeed,
a surge in political violence can prove
undeniably harmful to business activity.
Some are directly vulnerable to political
violence: an unequal allocation of the country’s
oil resources in Nigeria, aggravated by ethnic
fractionalisation4, which is at the core of the
conﬂict in the Niger Delta, targets speciﬁcally
oil production facilities. Groups such as Niger
Delta Avengers (NDA) even declare that they
want to reduce Nigeria’s oil production to zero.
By targeting tourists in Soussa, Tunisia, Paris,
or Barcelona, terrorists attacked one of the
driving forces of the local economy.

Graph 4

Diagram: Coface Political Risk Index

Political risk behind us, political risk
before us
The past 18 months were rich in high-proﬁle
political risks. This may implicitly send the
message that the bulk of the problems are
now behind us. But Coface political index
indicates that political risks might persist:
vulnerabilities remain and upcoming events in
the next 18 months might trigger political
crisis of great concern for business operation.
High-stakes elections in Italy, Mexico and
Brazil will draw close attention. Recep Tayyip
Erdogan in Turkey and Russia’s Vladimir
Putin, who will once again be candidate to his
own succession next year, embark their
countries on an unpredictable authoritarian
slope. Conﬂicts and terrorism will continue to
disrupt business activity, not only in the
Middle East and Africa but also in Asia,
Europe and in the Americas. These
observations leave us with no doubt that
political risk will linger on and remain a
concern for businesses. ■
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Syria, Libya or Yemen – compares with 1991 at
the height of the Gulf War or 1999-2000, with
the Ethiopia-Eritrea conﬂict responsible for
approximately 40,000 deaths per year. Data
for 2016, not yet fully available, suggest this
100,000-death threshold will be exceeded for
the third year in a row. Simultaneously,
terrorism linked essentially to Islamist
terrorism, is spreading as a form of political
violence. The global terrorism index compiled
by Coface multiplied by 2.8 between 2008
and 2016 (see graph 4), conﬁrming a rise in
terrorist activities perceived in Syria, Nigeria,
Afghanistan, or Iraq, as well as France, Spain,
Germany, Belgium, the UK and the US.
Political violence, while not always
considered the main barrier to business
operation in the literature on political risks,

Notes
1 http://www.coface.com/NewsPublications/Publications/The-rise-and-rise-of-politic
al-risks
2 Volkens, Andrea / Lehmann, Pola / Matthieß, Theres /
Merz, Nicolas / Regel, Sven / Weßels, Bernhard
(2017): The Manifesto Data Collection. Manifesto
Project (MRG/CMP/MARPOR). Version 2017a. Berlin:
Wissenschaftszentrum Berlin für Sozialforschung
(WZB).
https://doi.org/10.25522/manifesto.mpds.2017a
3 Conﬂict index is calculated using database
established by the Department of Peace and Conﬂict
Research at Uppsala University (Sweden) under the
name of Uppsala Conﬂict Data Program (UCDP):
http://ucdp.uu.se/
4 Ethnic fractionalization is a measure of ethnic
diversity, resulting from the work of Roberto Alesina
(2003).
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Katja Keitaanniemi, executive vice president responsible for SMEs at
Finland’s Finnvera, explains what special measures the group takes to
look after smaller businesses.

Ensuring that proﬁtable projects do not fail
due to lack of ﬁnancing, is an important part
of Finnvera’s mandate as a state-backed risk
ﬁnancier. Small and medium-sized
enterprises (SMEs) have become an
important part of our export credit agency
(ECA) mandates. We all like to (repeatedly)
state this in our strategies and in our
communications, both internally and
externally. Certainly, many ECAs have
streamlined their products and processes to
better serve their SME clients.
Finnvera too has ‘upgraded’ its products
targeting SMEs or small transactions in
general. The group recently launched ‘Export
Receivables Guarantee’ aimed at the
exporter and ‘Receivables Purchase
Guarantee’ aimed at banks ﬁnancing export
invoices. Finnvera has also introduced a ‘Bill
of Exchange Guarantee’ for markets where
bills of exchange work well as a simple way
of documenting an export credit. In the trade
credit business, these new modiﬁed credit
insurances and buyer credit guarantees serve
the short-term credit insurance with
relatively small amounts. However, there has
been some discussion about longer credit
terms and about the possibility to oﬀer
direct cross-border export credits for small
transactions – a business area where banks
seem to have lost interest due to everincreasing transaction costs resulting from
tightening regulation.

EXPERT ANALYSIS

Taking SME support
to the next level

Many ECAs have in
recent years
successfully
introduced products
such as Working
Capital Guarantee.
From our perspective
this seems curious as
Finnvera has been
combining domestic
Katja Keitaanniemi
SME ﬁnancing and an
export credit agency from the beginning and
has always had Working Capital Guarantee in
its product portfolio. Providing credit
enhancement for the working capital needs
of SMEs, has been bread and butter in our
business model since the 1960s.
When working with SMEs, one must use
simpliﬁed policies and procedures. Most
ECAs have by now introduced SME-friendly
approaches to process applications quickly
and eﬃciently and to oﬀer products with a
minimal amount of ‘ﬁne print’.
But what else can be done for SMEs apart
from improving products and processes? In
its risk policy, Finnvera has introduced
increased ﬂexibility, a more aggressive
approach to taking risk in SME exporters’
small transactions compared to larger
exporters’ transactions. This may be shown,
for example, in accepting a lower level of
information required on the buyer. We have
experienced a tendency where SMEs often

When working with SMEs, one must use simpliﬁed policies
and procedures. Most ECAs have by now introduced
SME-friendly approaches to process applications quickly
and eﬃciently and to oﬀer products with a minimal
amount of ‘ﬁne print’.
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sell or export to other SMEs – and the buyer
credit information tends to be insuﬃcient or
very scarce. In such cases, Finnvera can be
more ﬂexible. The experience so far is
encouraging. If loss ratios turned out to be
higher, one could argue that the impact of
these transactions for SMEs is very high and
the SME-related buyer credit portfolio is only
a small fraction of Finnvera’s overall portfolio.
Focusing merely on products is clearly not
enough - and may even be a bit oldfashioned. SMEs may not know which
products they need or want. And client
managers in commercial banks working with
growth oriented SMEs and mid-caps may
have gaps in their knowledge of ﬁnancing
instruments used in foreign trade. To bridge
these gaps Finnvera has been organising
training programmes both for growth
oriented companies and their bankers. It is
now considering the next step: oﬀering trade
ﬁnance-related consulting services for SMEs.
As a domestic SME ﬁnancier, Finnvera
oﬀers a product palette that covers loans
and guarantees from investments and
working capital to ﬁnancing changes of
company ownership, environmental
guarantees, start-up -guarantees,
internationalisation guarantees, etc. Until
recently the products on oﬀer also included
early stage Venture Capital ‘Seed Financing’
for innovative growth-oriented SMEs. The
special focus is to oﬀer a palette that covers
ﬁnancing needs from the start to
internationalisation. And for the customer, it
does not really matter which product is
being used: they just need ﬁnancing or risk
cover.
Finnvera focuses speciﬁcally on SMEs
aiming at growth and internationalisation.
Our target clients are growing and
globalising enterprises - or ‘global’
companies. The special unit that covers this
market segment oﬀers both domestic
ﬁnancing needs and export credit products.
It is absolutely essential that our client
relationship and credit managers can oﬀer
solutions on a larger scale of ﬁnancing needs
so that domestic SME ﬁnancing and export
credit guarantees as operational functions do
not work in silos.
This of course requires some expertise
from the personnel as they need to master a
wider range of products. These particular
client managers focusing on growth-oriented
and export-oriented customers are very
experienced and have worked on both the
domestic and the export ﬁnance side of

business. The same specialisation is needed
on the credit manager side as Finnvera has
separated its credit function from its client
function. Finnvera has some 1,000 clients in
this customer segment taken care of by
around 20 highly skilled customer
relationship managers, and the yearly
oﬀering reaches to several hundreds of
millions of euros.
Combining domestic ﬁnancing solutions
with export credit agency oﬀerings is not all:
Finnvera is part of ‘Team Finland’, which
gathers various oﬃcial actors together to

In its risk policy, Finnvera
has introduced increased
ﬂexibility, a more
aggressive approach
to taking risk in SME
exporters’ small
transactions compared
to larger exporters’
transactions.

ﬁnd synergies when serving customers. Team
Finland members include other important
state-backed agencies or entities promoting
innovation and growth such as TEKES
(organisation for ﬁnancing research,
development and innovation), Finpro
(Finland’s export promotion agency helping
SMEs to export), and TESI (equity / venture
capital provider). These groups share the
same premises in the same oﬃce building. In
total, 600 experts from four separate
organisations now share a modern open
plan, multi-space oﬃce focusing on their
joint customer base of growth and exportoriented companies.
We are quite sure that the next megatrend
in public SME ﬁnancing will be in external
focusing and cooperation, not any more in
internal concentration: how to combine
forces with your colleague organisations to
serve SMEs better. This requires a new
attitude, but Finnvera is determined to
remain in the frontline in ﬁnding new and
better ways to support SMEs. In the end, it is
results that matter: we need more ‘global’
companies! ■
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By COSEC

COSEC’s board of directors lead an important
rhetoric for the relationship between credit
insurers and SMEs, focusing on the
opportunities won and lost in Portugal, and
the introduction of a new tool.
The ﬁnancial crisis of 2008 was
detrimental to the Portuguese economy and
led the Portuguese companies to better
assess the relationship with their customers
and the risks that may arise from launching
new business abroad. The approach of
Portuguese companies to a risk mitigation
tool, reﬂects the advantages of credit
insurance, namely protection against ﬁnancial
losses (customer debts) and the safe
management of their ﬁnancial needs.
In an increasingly competitive market, it is of
paramount importance to create favourable
conditions for the development of SME
business, with solutions tailored according to
their needs. Portugal is a country that has
several opportunities, support and incentives
that stand out for the quality and accuracy of
analysis, so that it is ensured that the
investment made will bring real returns both to
the exporting companies, or to the ones that
intend to develop their internationalisation, as
well as to the supporting entities (state,
banking, insurance companies).
During this period, COSEC has made
intensive eﬀorts to better support SMEs and
to spark their interest by launching the new
export credit insurance solutions into the
market. Credit insurance is a fundamental
tool to avoid possible defaults, both in cases
where trade is carried out domestically, and
in transactions involving the export of its
products or services to market and nonmarketable risk countries.
Not surprisingly, a study on SMEs
conducted at European level by our
shareholder Euler Hermes, concluded that
most companies using credit insurance
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The importance of
credit insurance for
national SMEs
export on average to twice as many countries
as those without such insurance. These
companies are increasingly aware of the need
to protect commercial credit risk and also
political risk, when exporting to nonmarketable risk countries, where the
commercial and political risks are signiﬁcantly
higher than those encountered in marketable
risk countries.
Considering the challenges that the
Portuguese SMEs are facing in the credit risk
management, and taking into account the
speciﬁcity of the SMEs market, COSEC oﬀers,
together with the banking sector, simpliﬁed
and standard solutions that support
companies in the management and control of
credits in the internal and external markets.
Although nowadays most banks oﬀer
short and mid-term ﬁnancing, tailored to the
needs of each SME, the truth is that access to
ﬁnance remains one of the major challenges
for these companies. The role of banks is very
important, since through the diversity of their
distribution network, they not only promote,
but also facilitate companies’ access to these
types of solutions. In our experience, the
complementarity of banking with credit
insurance is very relevant for SMEs. COSEC’s
credit insurance has allowed many SMEs the
access to bank ﬁnancing. Through the
endorsement of the export credit policies,
banks are more willing to support export
transactions for SMEs. This type of solution is
not only highly valued by the companies, but
also contributes to the enlargement of the
market: for instance, COSEC has grown, in
the past years, 25% in the number of
new clients. ■
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Surety market developments
- from local market players to
ongoing globalisation
Rob Nijhout, executive director - International Credit Insurance &
Surety Association (ICISA) – on how surety members are seeing
nowadays an increasing number of international companies operating
cross border

Bonds and guarantees are normally required
under the terms of a construction or
engineering contract, or in accordance with
mandatory legal requirements, to secure the
obligations of the principal debtor against the
beneﬁciary. They guarantee the performance
of a variety of obligations, from construction
or service contracts, to licensing and to
commercial undertakings. Almost any sale,
service or compliance agreement can be
secured by a surety bond. Most OECD
countries have their own legislation under
which bonds can be required. The bonding
industry was, therefore, traditionally country
speciﬁc and not cross border.

Bonding market – current & outlook
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The most recent ICISA survey among surety
members reported a strong overall decrease
in claims over 2016, with an increase in
written premium and in insured exposure. But
results vary per company and depend partly
on the state of recovery of leading sectors,
such as construction and transport, which
can diﬀer per country. With a premium
increase of 13.7%, an insured exposure
increase by 5.4% and a decrease in claims by
-15.4% over 2016, the market has in most
countries improved.
“One major trend in the current surety
market is for sure the ongoing globalisation,”
Nijhout reports. “It means that large and
smaller underwriters are crossing borders and
expanding into other countries. They do this
through acquisitions or by establishing new
operators, this leads to more players and
consequently to increasing competition in
most regions.” He notes, however, that “often
enough this rise in players is not
accompanied by an equal growth in the
overall market premium”.

A second trend which is a
consequence of the
ﬁrst, is a more
sensible competition
level in the diﬀerent
markets. “These
competition levels are
not only seen in lower
prices, but also in
looser
policy
Rob Nijhout
wordings,” he says.
This is a problem “as more and more
obligations apart from the pure performance
risk are passed on to sureties”.
ICISA surety members commented that
the industry now faced a challenging task
because of these developments, Nijhout
notes. “This leads to a big challenge for the
surety industry to ﬁnd growth in this
environment.” Nijhout observes that this is
done very successfully in some areas by
entering new segments or developing new
products. “Cooperation with banks is
increasing; however, banks remain the main
competitor of sureties.”
But there are also regional or country
speciﬁc challenges to overcome before
surety can become a household ﬁnancial
product. “There are still a lot of large regions,
for example East Asia, Middle East, Africa and
Eastern Europe, where the surety product is
underdeveloped. This means a lot of potential
for this line of business and a great task for
an organisation such as ICISA in promoting
the beneﬁts of the product. At the same time
governments need to be lobbied to create
the right environment and level playing ﬁeld
for sureties to develop”, Nijhout explains. “A
lack of surety legislation is, in most of the
underdeveloped surety countries, the key
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Surety data
“Global surety premium is estimated to be
around EUR 9 billion”, Nijhout says. “Members
of ICISA account for around EUR 5 billion in
premium income with a loss ratio of 16.3% in
2016. Insured exposure grows year on year
and, in 2016, this was reported at EUR 460
billion.”
Among the largest surety markets are the
US, Korea and Italy, while the Chinese market
is growing rapidly. “Surety members of ICISA
are active on all continents. Asia and Africa
are particular growth markets, although
supporting legislation and regulation is still
lacking in many countries. Similarly, a lack of
adequate insolvency legislation in some
countries in the Middle East and North Africa
region holds back the growth of surety in
certain countries.” Nijhout predicts a positive
outlook for surety bonds. “With an improved
economic outlook and a focus on
infrastructure in leading economies, the
demand for surety bonds is expected to
increase. Ample capacity and risk appetite
add to this,” he says.

Surety and banks
Surety bonds and bank guarantees are often
seen as similar products, with competition
between the two product lines as a result.
Nijhout notes that “this is a generalisation and
does not apply to every country. Bank
guarantees and surety bonds also diﬀer in
wording and conditions of cover. Surety
bonds are typically conditional while bank
guarantees are normally on demand”.
Diﬀerences between surety bonds are
country speciﬁc. “In the US, for instance, surety
bonds are required by law for government
funded projects. In Europe the market is often
divided between banks and sureties. A
determining factor in this distinction is the
amount covered by a surety bond, where in
the US 100% bonds are common, while in
Europe this percentage is much lower,
depending on the country involved.”
Legislation and regulation also play a part,
as does the bank’s appetite for bank
guarantees, Nijhout explains. “In some
countries banks have pulled back from this

market, while in other countries they continue
to compete with sureties.”

What kind of surety bonds does a
surety insurance company issue
The secured contractual obligation can have
many forms, for example, constructing a
building or being compliant to legislative
regulations. Nijhout likes to give two
examples of surety bond contracts: “The ﬁrst
one is the failure of a contractor (principal) to
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reason the product cannot mature. Overall,
the surety market continues to oﬀer large
capacities and excellent security and is very
well positioned to take up competition with
banks. The more we are able to share this
message with lawmakers and beneﬁciaries,
the more surety will penetrate the markets.”

The most recent ICISA
survey among surety
members reported a strong
overall decrease in claims
over 2016, with an increase
in written premium and in
insured exposure.

complete a contract in accordance with its
terms and speciﬁcations. But also the failure
of an enterprise to pay taxes or customs
duties to a government or department
(beneﬁciary) can be a situation covered by a
surety bond.” Nijhout says the most common
types of surety bonds can be categorised in
seven types. “There are customs, tax and/or
similar bonds, bonds concerning concessions
and licenses, judicial bonds, bonds
concerning purchases of goods and/or
services, bonds concerning leases, bonds
concerning construction and/or supply
contracts and, last but not least, ﬁnancial
bonds. But this list is not complete, there are
many types of other bonds as well.”
Nijhout concludes by reiterating how the
bonding industry is now developing is a very
positive way. “In most OECD countries the
product is now seen as a valuable alternative
for insuring large infrastructural projects and a
solid alternative for bank guarantees. The
development of multi-country players will
probably speed up the developments in
countries where the surety industry is not yet
a household product and surety bond
legislation needs to be improved. But I dare to
predict that the ongoing process in the
industry will continue over the next ﬁve to ten
years. The industry will continue growing from
local market players to more global players.” ■

21

Berne Union Newsletter, September 2017

The new landscape
of sovereign debt
restructuring
By Paola Valerio, head of international relations at SACE (Cassa
depositi e prestiti Group).
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For more than sixty years, the Paris Club has
been engaged in the coordination of
sovereign creditors’ recovery activities
granting considerable debt treatments
towards more than 90 countries, for an
aggregate amount of debt equal to $583
billion. Export credit agencies (ECAs) have
always played a signiﬁcant role in such
restructurings, since a substantial portion of
claims held by the 22 Paris Club creditor
states refers to credits owned by their
respective ECAs.
Along with the standard rescheduling
agreements, additional major actions have
been implemented to allow relief in the longterm period and to restore debt sustainability
of highly indebted countries. One of the most
relevant examples is represented by the socalled HIPC Initiative1, jointly launched by the
World Bank and the International Monetary
Fund back in 1996.
Under this initiative, the international
ﬁnancial community, governments and ECAs
have worked together on the same side to
ensure that the most indebted poor
countries, especially in the African continent,
could maintain sustainable debt levels. As a
result, various countries beneﬁtted from
signiﬁcant restructuring agreements and
cancellation treatments. To date, debt
reduction packages under the Initiative have
been approved for 36 countries, 30 of which
are in Africa, providing $76 billion in debtservice relief2. During the period 2005-2016,
SACE took part in almost 20 of these
multilateral agreements for the
implementation of the HIPC Initiative within
the Paris Club framework, providing
bilaterally 100% debt cancellation. The
Initiative is currently coming to an end:
nowadays, only few additional countries
remain eligible for HIPC assistance.
More generally, strict sustainability

requirements
imposed on local
governments by
multilateral
institutions have led in
the past decade to a
lesser recourse to
sovereign guarantees
for export credit
transactions. This
Paola Valerio
tendency has – in turn
– translated into a revised role of the Paris
Club. Debt cancellation, in fact, currently
represents a minor portion of Paris Club
activities however in parallel new challenges
and topics are raised.
Sovereign debt restructuring is facing
signiﬁcant evolutions which imply
considerable challenges and require new solid
instruments to promote development and
debt sustainability.

The outreach success and best
practices
The sovereign debt restructuring landscape
these days is facing a signiﬁcant evolution in
terms of participation. New sovereign
creditors have joined the international arena,
such as South Korea and Brazil3. Furthermore,
subject to the agreement of permanent
members as well as debtor countries, the Club
may also invite ‘ad hoc members’ which can
follow the discussion during the monthly ‘Tour
D’Horizon’ and participate in speciﬁc
negotiating sessions. The scenario would not
be complete without mentioning the
increasing role of private creditors, which sets
new challenges for coordination.
Recent discussions, as the ones that
annually take place during the meetings of
the Institute of International Finance (IIF) and
the Paris Club, which are used to gather
oﬃcial and private creditors, demonstrate
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to the commodity crisis as well as the
development of large infrastructure projects
(e.g. dams, railways, power plants), have
contributed to the resurgence of sovereign
debt and sovereign guarantees on public or
semi-public buyers. At this stage the involved
countries are not requiring recourse to the
Paris Club, however this might be the case in
the distant future.

Path for new challenges ahead
Further discussions on other contingent
instruments are ongoing within the Paris Club
forum with the aim of preventing the
occurrence of debt distress. The prevailing
objective is to avoid vicious circles of
indebtedness, whereby economic treatment
is postponed to when no other options are
available or the debt sustainability is already
jeopardised. On the other end, the utilisation
of the aforementioned contingent
instruments might mitigate the cyclical nature
of indebtedness, reinforcing the economic
recovery of external debt levels5.
In this spirit, the Paris Club and its
members, with the support of the major
ﬁnancial institutions, are engaged in a strict
monitoring of countries’ conduct and
economic performance. ECAs play a very
important role since they can rely on updated
information on payment track record.
Nowadays several emerging countries are
facing a critical situation due to external
contingences such as, among others, the
drop in commodities prices. This holds
particularly true for those African countries
that structurally depend on the export of
commodities. The debt ratio of these
countries is now approaching the pre-HIPC
levels and this worrying trend of debt reaccumulation might suggest the need for a
new debt relief initiative.
All these issues bear considerable
challenges. A robust coordination among
creditors along with their strong engagement
is more important than ever and the
implementation of sustainable mechanisms to
support emerging countries is, without any
doubt, a win-win strategy for all players. ■
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that synergy among actors is more crucial
than ever. The boundary between oﬃcials
and private creditors is becoming less and
less deﬁned. The widespread issuance of
sovereign bonds by emerging countries and
their subsequent purchase by both private
and sovereign entities are putting the
spotlight on the need to reinforce
coordination among these two spheres.
Another emerging issue is the enlarged
basket of solutions proposed within the Paris
Club. Creditors are becoming aware of the
necessity to build up and implement
sustainable development instruments which
should be as resilient as possible. To this
purpose, new ﬁnancing instruments have
been developed recently to promote
sustainability and avoid future sovereign debt
crises, allowing beneﬁciary countries to react
and rebuild their macroeconomic indicators
in the medium and long term. Moreover, new
sustainable ﬁnancing schemes have been
promoted during these years within the Club
with the purpose of encouraging high–return
investment projects in debtor countries. By
way of example, in February 2015 the Paris
Club agreed on an innovative proposal by the
authority of Seychelles for ﬁnancing marine
conservation through a debt repayment
operation named ‘blue buyback’.
Notwithstanding previous experience on prepayments within the Paris Club, this initiative
has been internationally recognised as one of
the most successful and best-sustained
economic reform programmes conducted
with the support of the IMF.4 The Seychellois
pre-payment was partially ﬁnanced by an
NGO while proﬁts would be used in the near
future for the development of environmental
protective projects.
In a similar spirit in November 2015 a debt
restructuring agreement was oﬀered to the
Caribbean island of Grenada. For the ﬁrst
time in the history of Paris Club treatments
the agreement included the ‘hurricane
clause’, a provision which allows vulnerable
states to obtain a rapid additional debt relief
in case of environmental shocks, which might
severely aﬀect their economies.
Finally it is worth mentioning that in the
past few years, as a counter-trend, sovereign
risk has re-emerged in ECA-backed
transactions. Taking into account SACE’s
experience, back in the 1990’s sovereign risk
represented a substantial portion of the
portfolio which sharply declined over the
following 10 years. However, increased risk
levels in certain emerging markets, also due

Notes
1 Heavily Indebtness Poor Countries.
2 Debt Relief Under the Heavily Indebted Poor
Countries (HIPC) Initiative, IMF Factsheet, April 17,
2017.
3 Korea join Paris Club in July 2016 while The
Federative Republic of Brazil on November 2016
respectively as 21st and 22nd member of the Club.
4 Paris Club annual report 2015.
5 IMF paper “Too little, Too Late”, 2013.
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As the world’s most internationally traded commodity, it is no
wonder a dramatic drop in price has sparked concern. Dr Rouben
Indjikian, Webster University, Geneva, takes us through what to pay
attention to, as well as taking a reflective view of what we can learn
from past decisions.

After dramatically halving oil prices to around
$50 per barrel during the last three years,
crude oil continues to be the biggest
internationally traded commodity. Crude and
oil products produced from it still represent
the most important part of global energy,
despite the decline seen in its share from the
1970s to become one third of the current
world energy consumption. It is paramount
that we continue to observe and understand
the dynamics of crude oil and the products
within the market.
The evolution of oil markets and price
regimes were among the most exiting parts
of the economic history of last century,
reﬂecting changes in the roles of its main
actors and arrangements. The golden age of
post-war capitalism was characterised by
stable key prices of oil and the dollar (linked
to gold). However, in the 1970s, that stability
ceased to exist. Low oil prices had been
defended for so long by cartels of the
international oil companies; the ‘Seven
Sisters’. An increase in pricing has also been
pushed by developing oil-exporting
countries-members of OPEC in 1970s. The
abandonment of supply management
policies by OPEC (principally Saudi Arabia),
brought about two dramatic declines of
prices starting in 1986 and 2014, followed by
prolonged periods of low prices. At the same
time, the price increase during the last
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Oil price developments
and prospects

decade were mainly
explained by growing
demand from China,
coining the term
‘super cycle’, i.e. the
ever increasing prices
of commodities.
Since the 1980s
price regimes started
Rouben Indjikian
to be increasingly
determined by futures
markets, based on the so-called main
benchmarks, Brent and West Texas
Intermediate (WTI). The price of more than
100 sorts of crude oil were based on quality
diﬀerentials around main benchmarks. The
change in oil price regimes, which has been
dominated by suppliers to prices
determined by futures markets, were also
dictated by the need to give market response
to price instability and ﬂuctuations. However,
the digitally advanced futures markets
permitted to stabilise, through hedging
expected prices on an individually transacted
level, but could not manage to tame overall
instability and volatility of market prices. Also,
accumulation of strategic and commercial
stocks in main importing countries, while
making domestic supply of oil products more
secure, were not ﬂexible or large enough to
seriously contribute to the stabilisation of
prices.

When prices increase, producers will also need to
consider new investment decisions, while projects in
turn will need a few years for realisation. Whether new
streams of oil will enter the market with high prices or
at least in contango is a big question.
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Supply and demand instability
Fundamentally, the slow response of supply
and demand in the short term, was
continuing to be the main reason of price
instability and volatility. However, major
spikes and falls in prices during the last ﬁve
decades also reﬂected the policy changes in
the OPEC price and supply management
initiatives. The build-up of stocks partly
softened these eﬀects as stock drawdowns
and replenishments were moving against the
increase and decline in prices. The excess of
tax imposed on oil products such as gasoil
and diesel in importing countries, and export
tax on crude oil in exporting countries, also
inﬂuenced supply and demand. Tax
mechanisms, international trading practices,
domestic economic policies are among the
factors altering crude prices.
The low price elasticity of demand for oil
products and supply of crude oil is also an
important factor. It explains why prices after
increase or fall do not adjust quickly to the
market level. For example, consumers do not
react to increased petrol prices by the similar
decrease in consumption, if at all. Yet crude
oil producers continue to sell supply in spite
of a fall in prices. Massive cuts in investment,
especially new projects, took place with a
time lag due to price declines after 2014.
When prices increase, producers will also
need to consider new investment decisions,
while projects in turn will need a few years for
realisation. Whether new streams of oil will
enter the market with high prices or at least in
contango is a big question. Short-term
elasticity of supply is very low and can increase
only if there are under-used productive
capacities. The developments in crude oil
markets reﬂect the geography of production
and the main players, as well as the state of
economic cycles and geopolitical events.

The impact of shale oil and gas
The question today is what main forces are
determining current prices – which have been
relatively stable since last year. Shale oil and
gas, along with the emergence of the US as
one of three biggest oil producers, with a
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relative decrease of its crude oil imports, will
make OPEC supply management policies less
eﬀective. It depends on OPEC and nonOPEC oil exporting countries cooperating
and how future markets develop. For
instance, the expected demand for oil
products and the supply of crude oil, given
the energy policies, climate change
restrictions, technological innovations and
cuts in investments in current and
perspective oil ﬁelds.
Hosts of organisations and experts are
following price developments on a daily basis.
Prices are still gravitating around $50 in the
main commodity exchanges which determine
the current spot and future prices. Market
participants are actually hesitating between a
quite ﬂat contango (expectation of increasing
prices in future) and backwardation (the
contrary expectation). In spite of the conﬂicts
and political risk in the Middle East and
Venezuela, market participants consider
supplies and stock enough that they do not
need to react to events, which historically
were considered as important game changers.
Specialised press follows and tries to explain
the small ﬂuctuations in price and changes in
diﬀerentials between Brent and WTI spot and
futures pricing. Thus, there was around a 3%
increase in the price of Brent crude on August
19, 2017, subsequently characterised as a
‘jump’ in price by the media.
Let us look at the long and short-term
determinants of the current relative stability
of oil prices at around $50 per barrel. The
spread between future prices of September
2017 and say April 2018, will become much
lower compared to the August 2016 price
expectations for September 2016 to April
2017. The dramatically lowered spread
suggest that markets do not expect much
change in the supply and demand balance.
The supply and demand balance in the
mid-term has the potential to diﬀer and could
create conditions for price increases due to
the growth of the world economy, especially
emerging economies such as India, Indonesia
and others. It is also relevant to note that
China continues to import crude oil, with a

The short-term prospects and market expectations
suggest very small changes in pricing, albeit volatility
around existing price levels may persist. The mid-term
prospects could suggest a potential for considerable
price increases.
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pace of technological innovation and, more
importantly, its diﬀusion. Apart from electric
cars, innovations such as the Internet of things
(IoT) may permit to better management of
energy consumption and waste avoidance.
Better construction materials used in
residential areas and industrial complexes can
also contribute to energy conservation. Good
news may in addition come from technologies
capturing Co2 and other emissions, while
producing crude oil and oil products and
consuming the latter. Technology solutions
could seriously limit the level of Co2 emissions,
protecting the environment.
To conclude, the short term prospects and
market expectations suggest very small
changes in pricing, albeit volatility around
existing price levels may persist. The midterm prospects could suggest a potential for
considerable price increases. At the same
time, it is diﬃcult to predict prices in the
long-term due to the pace of technological
changes and dynamics of the world economy.
Looking at the last decade, the global crash
of 2008 reﬂects how the governance of
global monetary policy and ﬁnancial
arrangements still cannot predict and tame
future boom and bust cycles. ■
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view to increase its stocks in an environment
of relatively low prices. In spite of the country’s
eﬀorts to develop electric cars, an increasing
middle class in those countries will use more
hybrid models with lower petrol/diesel
consumption rates, still increasing demand for
those products in absolute terms.
The progression of infrastructure to
produce electric cars needs investment, while
hybrid cars will continue using existing petrol
stations. In this sense, expectations of
investors for electric cars could be proved
excessive, at least in a mid-term. Also in spite
of climate change commitments of most
countries, the inertia in structural change
towards gas and renewables, as well as the
pace of energy consumption will probably
not permit governments to meet the Paris
climate accord commitments – as a result of
policy measures. So an increase in demand
without enough increase in supply, due to the
explained time lags, may bring about
considerable increase in crude oil pricing. This
is the most probable scenario, considering
that technological breakthrough and drastic
policy measures will not aﬀect the sector in
the next two to three years.
For the long term, the big unknown is the
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Our mission is to ensure that all creditors receive full payment for products or services sold out of their
country without expensive, stressful, and lengthy litigation.
Contact us now to benefit from our personalised, full-package, No Collection – No Fee services, provided by our
qualified multilingual global negotiators, collection attorneys, and affiliate local partner law firms in 73 countries.
M.A.H. INTERNATIONAL CORPORATION
Breitenweg 6, 6370 Stans, Switzerland
Dr. Carolina Macho, Attorney at Law
Deputy Director and Head of Trade Dispute Resolution & Commercial Debt Collections
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Tel: ++41 41 620 90 24
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Risk aversion,
ﬁnancing and real
services
Risk will always be there, and it is how that risk is covered which will
keep the conversation moving. Professor Andreas Klasen, Oﬀenburg
University, and Dr Simone Krummaker, University of Westminster,
discuss the how risk and ﬁnancing will move forward with one another,
as well as challenges along the way, looking at results from the Global
CEO Survey and other sources.
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The global economy would not exist but for a
complex series of institutions and rules, which
governments, international organisations, and
private bodies have created over the previous
decades of globalisation. Since the 1950s,
many multilateral organisations have adopted
a rule-based approach that have given states
increasing conﬁdence to liberalise their
economies and reduce tariﬀs, quotas, and
other barriers to trade. As a result, the
expansion of international business activities
through a multilateral trading system
provided a major pillar for growth enjoyed by
many countries in the last century.
However, ﬁrms are exposed to several
dimensions of risk when they export their
products and services or set up foreign
manufacturing operations: Political risk,
commercial risk, currency exposure as well as
cross-cultural risk. In addition, international
trade is embedded in a well-developed and
functioning ﬁnancial environment. Financing
is crucial for trading partners in order to
bridge the time lag between export order
and payment for goods and services
produced. Scholars strongly support the
argument that companies need adequate
provision for their export transactions.
Factors such as export transaction volume
and credit period can considerably increase
costs of ﬁnancing.
As a consequence, ﬁrms require cover
from private credit insurers and government
export credit agencies (ECAs) for political
and commercial risks linked to export
transactions. ECAs are also important to

mitigate negative
trade eﬀects of
ﬁnancial constraints
due to market failures.

Main objectives
and research gap
The Global CEO
Survey was launched
in 2015 by researchers
Andreas Klasen
from Oﬀenburg
University, the
University of
Westminster and the
London School of
Economics and
Political Science (LSE)
to better understand
what factors inﬂuence
exporters’ demand for
credit insurance.
Although some
Simone Krummaker
scholars discussed
aspects of corporate insurance demand with
regard to exporters, there is limited research
concerning the demand for export credit
insurance associated with ﬁrm-speciﬁc
factors.
The study follows an explorative qualitative
approach and an explanative quantitative
approach, both informing each other. Data
was collected via surveys with qualitative and
quantitative questions, open-ended
interviews, as well as publicly available
documents including annual reports. Multiple
rounds of qualitative data collection via
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Risk aversion
The risk management function of credit
insurance is a signiﬁcant factor for exporters’
insurance demand. This applies for both
private credit insurers and government
agencies. As discussed by Mayers and Smith
(1982) the structure of ownership aﬀects the
ﬁrm’s risk aversion and consequently their
demand of insurance. Focusing on publicly
listed corporations, theory assumes that their
shareholders and investors are holding a welldiversiﬁed portfolio, thus are neutral with
regard to ﬁrm-speciﬁc risks. In contrast the
insurance purchasing behaviour of single
owners of sole proprietorships can be
explained with their individual risk aversion.
Because rather small companies have only a
limited number of shareholders, ﬁrm size has
been connected to risk aversion. Size leads to
a relatively smaller diversiﬁcation regarding
the equity structure and can also lead to a
risk-averse attitude of an exporter.
In our research, nearly all interviewees
mentioned that small and medium-sized
companies have a higher need than large
corporations to cover risks associated with
international trade via insurance agreements.
According to the empirical data, the size of
the exporter drives demand for cover
through three main motives: The transaction
cost of risk management, knowledge about
foreign buyers and markets, and business
diversiﬁcation. Interviewees also mentioned

that larger ﬁrms have more weight in
negotiating the terms of credit insurance
facilities.
Transaction cost of risk management is
most relevant because the eﬀort of building
up a fully-ﬂedged risk management function
as well as the related knowledge is not
increasing proportional to ﬁrm size. Larger

Larger exporters not only
have more professional
risk management
functions but also more
knowledge about markets
for risk and insurance
products available.
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interviews ran simultaneously with the
collection of data via questionnaires. This
research was conducted with CEOs, COOs
and managing directors from 35 export credit
and political risk insurers in both public and
private forms. In addition, more than 100
interviewees from governments, exporters,
project sponsors, buyers, as well as
commercial banks and development banks
participated. The selection was driven by the
aim to include a variety of participants from
diﬀerent regions in order to cover
organisations from diﬀerent cultural and
national backgrounds. Full research results
will be published by the end of this year.

exporters not only have more professional
risk management functions but also more
knowledge about markets for risk and
insurance products available. Once a growing
ﬁrm has installed such a risk function,
beneﬁts are that more resources are available
to manage risks eﬃciently. In addition, most
interviewees mentioned that risk aversion is a
key driver due to a rise of geopolitical risk,
and SMEs’ lack of knowledge about buyers
and markets. The evidence indicates that
there is a strong relationship between small
ﬁrms’ demand for coverage against those
risks and the perceived or actual risks. Private
credit insurance as well as ECA cover can
alleviate some of these issues.

Financing function
Financing of the speciﬁc trade transaction is
a key determinant for companies to purchase
government export credit insurance. Liquidity
for transactions is a relevant factor of risk and
ﬁnancial management including, for instance,
hedging. Purchasing insurance can be
necessary to safeguard liquidity for
transactions, and insurance enables
companies to realise ﬁnancial advantages
such as more consistent cash ﬂows. This

In our research, nearly all interviewees mentioned that
small and medium-sized companies have a higher need
than large corporations to cover risks associated with
international trade via insurance agreements.
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especially applies in the export credit
insurance context. It is of vital importance for
the company to structure ﬁnancially sound
export transactions in order to safeguard
cash ﬂows. In addition, ﬁrm-level evidence
indicates that exporters cut back exports
more than other companies if ﬁnancial
institutions are not able to provide adequate
credit facilities.
Insurance increases the opportunities for
exporters to receive ﬁnancing from
commercial banks and mobilises additional
funds otherwise not being available. Thus, the
bank which ﬁnances the transaction plays a
decisive role in the demand for coverage
against these risks. The role of the ﬁnancial
intermediaries is also emphasised in the topic
of ﬁnancing for SMEs. Several statements in
the interviews describe that external
ﬁnancing for SMEs is more diﬃcult than for
larger companies, which often have long and
active relationships with several banks. In
addition, there is often no suﬃcient oﬀering
from commercial banks for ‘small ticket’
transactions below €5 million due to limited
risk appetite and competition. Tight ﬁnancing
conditions also become apparent both for
very large transactions, as well as projects
with longer maturities and in risky markets.
Although interviewees mention that
ﬁnancing is one of the most important
functions of credit insurance, there are also
other ﬁndings leading to potentially opposing
trends: less traditional international players
are now active in export ﬁnance in general.
Many commercial banks’ activities are volatile,
and trade and export ﬁnance bank strategies
change quite often. Global ﬁnancial
institutions have shown less appetite, and a
large number of correspondent banking
relationships have disappeared. This is
related, in particular, to the changing
regulatory environment including Basel III
(some say Basel IV) implications and
AML/KYC requirements. As a consequence,
direct lending (i.e., funding directly provided
by government export credit agencies)
becomes much more important now. Several
ECAs enhanced their ﬁnancing programmes,
introduced speciﬁc direct loan programmes
for transactions up to €5 million for mediumterm projects, or work on a more competitive
direct lending oﬀering for SMEs.

Insurance services
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Several studies mention insurance services as
an additional argument for corporate
insurance demand. Private credit insurers are

Some European ECAs
have been pioneers in
oﬀering advisory services
to exporters. They provide
managerial and advisory
support for the deﬁnition
and implementation of
market-speciﬁc
international growth
strategies.

able to provide eﬃcient services for the
administration and processing of claims as
well as the prevention of losses due to, for
instance, economies of scale. Government
export credit agencies also have a speciﬁc
knowledge and are well versed in risk
analysis. This includes the assessment of
country risks and foreign buyers’ ﬁnancial
ratios. Providing real services for their
customers, insurers have a comparative
advantage concerning the development as
well as the application of risk management,
and have mechanisms to control adverse
outcomes.
Some European ECAs have been pioneers
in oﬀering advisory services to exporters.
They provide managerial and advisory
support for the deﬁnition and implementation
of market-speciﬁc international growth
strategies. Insurers also support exporters in
identifying business opportunities in
countries with sales potential, proposing
ﬁnancial and insurance solutions. In
collaboration with universities and industry
associations, some ECAs developed training
initiatives and seminars dedicated to
exporters. These workshops and training
sessions allow participants to acquire
strategic and operational skills needed for
successful internationalisation.

Other factors
In addition to risk aversion, ﬁnancing and real
services, demand for credit insurance is
associated with agency conﬂicts. These
agency conﬂicts between shareholders and
outside creditors are caused by a nonlinearity of rights or claims for payment. This
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A driver for demand
of government export
credit insurance is the
integration of ECA
oﬀerings into a concise
national strategic
framework to leverage
impact.
diﬀerent interests of shareholders and
managers. Shareholders of large exporters
intend to have a risk neutral behaviour due to
the diversiﬁcation of their portfolio whereas
managers are risk-averse and tend to operate
self-interested at the cost of shareholders.
Furthermore, there is a diﬀerent time horizon
between the managers’ working life and the
indeﬁnite life of a corporation. Theory
suggests that managers will therefore try to
maximise expected revenues in a speciﬁc
ﬁnancial period and will neglect the
companies’ long-term perspective to increase
the ﬁrm value. Buying export credit insurance
is a result of the managers’ risk aversion and
their behaviour to reduce or transfer risk.
Interviews reveal that many exporters are
concerned about the impact of the risks of
international trade on the ﬁrm’s balance
sheet. The key reason here is to avoid
earnings volatility, as this is in general
considered to be a feature of risky ﬁrms. This
motive is closely connected with the factors
of signalling to stakeholders. Insurance is
assumed to be a means of signalling risk of
the company to markets and stakeholders, as
companies with insurance contracts will have
a lower earnings volatility due to insurable
unsystematic risk.

Government credit insurance in the
‘Strategic Econsystem’
A driver for demand of government export
credit insurance is the integration of ECA
oﬀerings into a concise national strategic

framework to leverage impact. Governments
provide opportunities for technological
transformation and sustainable economic
development through the establishment of
coherent policy goals and innovation
systems. An innovation policy mix includes,
for example, the provision of an appropriate
infrastructure, networks of publicly-ﬁnanced
research institutes and universities, as well as
government ﬁnancing instruments such as
conditionally repayable loans. Eﬀectively
managing the interaction of government
entities involved in innovation, trade
promotion and export credit support is key to
crafting sustainable and responsive
economies.
This supportive economic environment,
the coherent interplay in a ‘Strategic
Econsystem’, is capable of adapting to the
demand of exporters. Interviewees mention
that it is crucial that innovation funds, trade
promotion agencies, export credit agencies
and investment promotion organisations
work closely together. Innovative and
integrated government ﬁnancing instruments
meet exporters’ demand and have the
potential to substantially support the
competitiveness of companies in the global
economy.

EXPERT ANALYSIS

is because risk positions with regard to
expenses and income are shifted between
shareholders and outside creditors. Export
credit insurance is able to solve the
underinvestment and the asset substitution
problems.
Agency conﬂicts can also arise from

Conclusion
Results show concepts emerging from the
data which enrich the current theoretical
landscape on ﬁrms’ demand for export credit
insurance. There is empirical evidence that
risk management, ﬁnancing and real services
are key drivers for export credit insurance
demand. In addition, motives include
signalling eﬀects. It is important to mention
that the context of risk management and
ﬁnancing for SMEs diﬀers signiﬁcantly from
those in larger or even multinational
companies, in particular with regard to
restriction on access to ﬁnance and
limitations on the sophistication of risk
management and knowledge. The role of
ﬁnancing institutions is crucial, and regulatory
issues have to be addressed in an appropriate
manner. However, regulatory eﬀects have a
negative impact on export credit insurance
demand as well leading to deﬂexion of
demand towards direct lending from
government agencies. A further important
ﬁnding of this research is that governments
following the approach of a coherent
‘strategic econystem’ seem to have a
competitive advantage meeting exporters’
demand for credit insurance. ■
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Radical innovation in
trade ﬁnance
By Christophe Spoerry, co-founder of the Euler Hermes Digital Agency.

Digital technologies and innovations are
reshaping the world of trade ﬁnance. While
less prominent than in business to consumer
(B2C) ﬁnancial services, our industry and its
customers’ expectations are changing
dramatically – at a rapid pace never
experienced before.
Credit insurer Euler Hermes established its
own internal, yet independent, digital agency
(EHDA) two years ago to further its digital
leadership in tomorrow's global B2B data and
ﬁnancial services. In considering three key
questions about the ‘most likely’ radical
changes expected in the next ﬁve years,
EHDA has created a snapshot of their
potential impact and how their combined
eﬀects could further accelerate change:

1. Big data & artificial intelligence (AI)
Our clients increasingly have access to
signiﬁcant volumes of meaningful data,
analytics and artiﬁcial intelligence. What will
the role of a trade insurer be if clients can
self-insure and make informed credit risk
decisions themselves?

2. Platformisation of B2B commerce
In a world where a signiﬁcant proportion of
goods and services are traded on digital
platforms, including electronic contracts, einvoices, smart payments, and full access to
the behavioral patterns of all buyers and
sellers across the platform, where does credit
risk insurance come into the picture? What
about other trade-related risks?

3. Product substitution
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Trade ﬁnance is on the verge of the
exponential change many other sectors –
mobile phones, media and transport – have
already faced. After years of limited
innovation in trade ﬁnance instruments, slow
adoption of invoicing networks and sluggish
supply chain progress, a new door is opening
to a future full of creative ﬁnancial solution
substitute products. When game-changing

technologies and
catalysts such as big
data, blockchain,
cheap funding and
the cloud
revolutionise our
industry, who will still
buy credit insurance
and under what
conditions?
Christophe Spoerry

Time to throw in the towel?
Quite the opposite – it’s a time of immense
opportunity! As a global market and thought
leader, Euler Hermes is actively pursuing
deep digital transformations to digitise its
core oﬀering, enhance its business model and
exploit the many new opportunities that lie
ahead.
To capture the opportunities, when Euler
Hermes created the EHDA in July 2015, it was
initially an innovation lab co-founded by Louis
Carbonnier and Christophe Spoerry, reporting
to the group CEO. EHDA works closely with a
wide range of leading experts inside and
outside the business, particularly focusing on
exceptionally innovative start-ups in data
science, blockchain and supply chain ﬁnance.
EHDA’s central aim is to reinvent trade ﬁnance
and position Euler Hermes as the digital
leader in B2B trade and ﬁnancial services.

EHDA was founded with three core
missions:
1. Monitor and evaluate trends, especially
new technologies and potential disruptions
2. Establish a competence center with
expertise in digital transformation
3. Create an incubator for digital
innovation and experimentation
Over the past two years, EHDA has begun
identifying promising new opportunities –
including new technologies, services,
processes and partnerships – that will help
shape the future of credit insurance and the
trade ﬁnance sector.
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How does Euler Hermes attract
innovators?
It took EHDA just 12 months to build the
foundations for a sustainable innovation
platform by creating two-way porosity
between the world of credit insurance and
the ecosystems of innovation. While the trade
ﬁnance industry could be seen to traditionally
operate in something of a vacuum, Euler
Hermes views its industry as a great
ecosystem, full of opportunities. EHDA’s ﬁrst
priority, therefore, was to create porosity to
let positive innovators inﬁltrate the ecosystem
and, step-by-step, enrich and develop it.

Creating two-way porosity
During its ﬁrst year EHDA explained the
fundamental concepts of credit management
and insurance to hundreds of innovators.
Listening to customers, we designed value
propositions with them and for them,
unleashed the teams’ creativity, opened APIs
into Euler Hermes assets and made company
data accessible in innovative ways. We also

EXPERT ANALYSIS

As an industry, we can better serve clients
and sustain proﬁtability by changing the way
we distribute and develop products, predict,
price and underwrite risk. Ultimately, the
question is whether this can lead to solutions
serving a wider portion of B2B trade than the
current 5% of businesses leveraging credit
insurance?
Believing in reinventing existing services
while also investing in disruptive services
including ‘plug and play’ data and service
platforms, EHDA is forging partnerships with
innovators. The goal: position Euler Hermes
as the preferred facilitating partner, from
investment to market access, for B2B ﬁntech
start-ups and data platforms.
To better support the global acceleration
of Euler Hermes’ digital transformation, EHDA
has grown rapidly with experienced teams
now in France, Hong Kong, the UK and the
US. Their activities include:
● The Innovation Lab: Incubates disruptive
ideas for trade ﬁnance, with a global
network of innovators and start-up partners
● The New Business Factory: Vertically
scales successful experiments validated in
the Innovation Lab, and transforms them
into sustainable new tech-powered lines of
business in partnership with Euler Hermes’
business units
● Spinoﬀs: Vertically scales selected
successful experiments validated in the
Innovation Lab, to enable them grow with
the support of leading external
entrepreneurs
● The Data Lab: Leverages artiﬁcial
intelligence and advanced data science;
identiﬁes new data sources to improve
Euler Hermes’ grading, underwriting and
marketing activity
● Digital Culture: Fosters digital
transformation and awareness across the
company.

Getting innovators
interested in that
ecosystem was not
enough in itself — EHDA
also had to interest the
broader Euler Hermes
employee base in the
world of innovators.
created many partnerships in Silicon Valley
and other innovation hubs in countries
including France, Germany, Hong Kong,
Sweden, the UK and the US. Providing the
foundations of a scalable platform for
innovation accelerated positive porosity
within the trade credit ecosystem.
Getting innovators interested in that
ecosystem was not enough in itself — EHDA
also had to interest the broader Euler Hermes
employee base in the world of innovators.
The founding Digital Agency team three
people acted as translators and interpreters;
adding scalability was key to maximising the
number of ideas tested and to interacting
meaningfully with the external world. A raft of
proof of concepts (PoCs) and prototypes,
largely in the US and Western Europe, rapidly
materialised. But behind the scenes was a
greater story … a deep-rooted relationship
being created between the world of
innovators which is key to Euler Hermes'
platform for innovation.

From EHDA to Euler Hermes
One on hand, the EHDA platform for
innovation provides several services which
are relatively standard in corporate innovation
labs and start-up studios. These include
deciphering market trends and technology
shifts, connecting with innovator networks,
ideating and validating ideas through PoCs
and prototypes, and being digital culture
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ambassadors across the Euler Hermes overall.
What is less common, especially in
regulated industries, is the level of autonomy
that Euler Hermes management gave EHDA
from the outset. This freedom has been key in
driving innovation throughout the company.
It has enabled everyone to speak a common
language, uniting the worlds of innovators
and trade credit while working at an
innovator’s pace.
Building on this platform, scalability was
created through a de-centralised, yet
cohesive, network of internal and external

... despite a widespread need for risk
protection, less than 5% of receivables
are currently insured; better, more
accessible trade credit services will
unlock the potential of a huge market.
The same is true for receivables financing
and other trade finance services.
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innovators. EHDA acts as a connector
matching tech solutions to client needs,
bringing its trusted internal and external
network together to solve problems and
maximise resources. A typical EHDA initiative
will mobilise an external partner start-up, a
data lab, a couple of developers and an
internal business owner over a few short
weeks. Accelerating this cycle of ideating,
assembling, testing and disbanding creates
scalability for Euler Hermes. In exploration
phases such as this, velocity is important:
large corporates can often be tempted to
revert to the deceptive security of more
traditional and structured approaches.
Increasingly, EHDA is becoming a ‘new
business factory’. Ultimately, the objective is
to create and test products that support
Euler Hermes customers. Although at the
beginning of this journey, the ability to bring
products to market and scale them up as a
mini-business unit brings signiﬁcant potential
for the business. As a result, hundreds of
external innovators are now simultaneously
engaged on a wide range of initiatives,
connected with hundreds of colleagues
within Euler Hermes and the wider trade
ﬁnance industry. This is the central ingredient
of the EHDA platform – a rich dynamic cycle
of open innovation – creating and building

positive porosity in trade credit.

Powering the future of trade
The Euler Hermes platform for innovation
transforms connections and ideas into
tangible business that beneﬁts the wider
trade ﬁnance industry in several ways. The
porosity between trade ﬁnance and
innovation ecosystems fosters deeper
exchanges and a more forward-looking
understanding of client needs. This in turn
leads to the creation of fundamentally better
trade services. Better trade services are
clearly beneﬁcial for the overall economy as
well as the trade ﬁnance industry, despite
some change being potentially disruptive to
current oﬀerings. For instance, despite a
widespread need for risk protection, less than
5% of receivables are currently insured;
better, more accessible trade credit services
will unlock the potential of a huge market.
The same is true for receivables ﬁnancing and
other trade ﬁnance services.
EHDA is also a signiﬁcant new business
lead generator. The innovation – and
technology-ﬁrst approach deepens client and
partner relationships, increasing both trust
and mutually beneﬁcial deals. In addition,
bringing together the best trade ﬁnance
experts and leading external innovators
creates a unique perspective on future
developments. With EHDA’s New Business
Factory, Euler Hermes is actively building
technologies and services that will power the
future of trade.

What next?
At Euler Hermes, the creation of EHDA and
the acceleration of the group’s digital
transformation has been a rapid and intense
journey. A large number of opportunities
have already been unlocked. The platform for
innovation is a signiﬁcant achievement which
will continue to open many more
opportunities for the business and the wider
industry. However, the journey has just begun
and the path is paved with new challenges.
Sustaining a high level of innovation over the
long term is not easy, particularly on a global
scale. In adjusting the design of EHDA’s
platform to achieve equal innovation at global
and local levels, we must also continue to
attract top innovators to our ecosystem and
bring in tangible new business. Trade ﬁnance
is undoubtedly a fascinating ecosystem, with
a virtually unlimited potential. We have only
just begun to scratch the surface of what
may ultimately be possible. ■

International Union of Credit & Investment Insurers
1st Floor · 27-29 Cursitor Street · London · EC4A 1LT · United Kingdom
Tel: +44 (0)20 7841 1110 · Fax: +44 (0)20 7430 0375
www.berneunion.org

