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Introduction
Dear Readers,
Welcome to the July edition of the BUlletin – the Berne Union’s bi-monthly newsletter and source
of news, views and statistics from the international credit and investment insurance industry.
Several Berne Union members are celebrating important milestones this year; one of these, Swiss
ECA, SERV, have taken the occasion to review how their organisation has developed over the past
ten years, highlighting the important innovations and challenges they have faced. In a time-frame
when ECA business has evolved considerably, SERV’s story provides a telling analogue for the
industry as a whole.
Other commentators this month will focus on Africa – including risks in the power sector and
Mozambique debt crisis – and new approaches to aiding SMEs and local contractors. These are
far-reaching topics: Africa’s share of BU members’ non-short term business has more than doubled
in the past 5 years; worth almost USD 50 billion in 2016. Likewise, SME exporters are regularly
flagged as an underserved sector in terms of support for and access to trade finance, with ECAs
and private insurance companies alike looking at new ways to reach this market and to make the
business viable.
In a new feature this month, adding some extra colour to the themes of the commentary, we
present a brief 60 Second Member Survey on approaches to SMEs and a small Data Snapshot on
Berne Union members business in Africa.
We hope these statistics – presented below – provide a useful context for the articles which follow,
and that you enjoy all the content in this months’ BUlletin!

Kind regards,
Paul Heaney
Berne Union Communications

2

Berne Union Newsletter, July 2017

AB-'*'4*#5C-678-435&1*55-;
!"#$#"%#&'#('")*$#&+)&,*'

!""#$%&'()*+,-./()-"#$"$#0$1-$2-,$3#-435&1*55-#*+()*5-)$-678-9+&*1)5:;
$!"#
('"#
(&"#
(%"#
($"#
(!"#
'"#
&"#
%"#
$"#
!"#

-./012/#

#!#

#(!#

#$!#

#)!#

#%!#

#*!#

#&!#

#+!#

#'!#

#,!#

**3%#

4567/.#

$*3)#

819#

,!#

EXPERT ANALYSIS
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BU data snapshot: Africa
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Ten years of SERV:
Achievements and
challenges
This year, Swiss Export Risk Insurance (SERV) is celebrating 10 years in
business. The milestone is the perfect opportunity to review its most
important innovations and challenges

The export industry is in a state of constant
change and public export credit agencies
(ECAs) are always having to react to new
market requirements. Switzerland, as an
export nation, also faces a steady stream of
challenges. Reacting appropriately to these
changes is the primary task SERV must
accomplish to fulﬁl its mission.
SERV must grapple with changes that are
taking place at diﬀerent levels, in diﬀerent
areas of action and are determined, ﬁrst and
foremost, by the activities of SERV’s
customers. Its focus is therefore primarily on
the exporter’s perspective when trying to
recognise trends and challenges as early as
possible. This is achieved by continually
observing the markets, regularly evaluating
customer needs, and systematically following
economic and political risks.

Proven support

6

Export Risk Guarantee (ERG), which was
founded as a measure against unemployment
in 1934, has proven itself to be a means of
aiding economic growth. The changing needs
of customers, however, demanded a
reorganisation. That is why SERV superseded
the ERG as of 1 January 2007.
The change meant more than just a
diﬀerent name. It was a turning point. The
organisational structure of SERV was
oriented towards eﬃcient company
management. Customer orientation remained
SERV’s highest priority – aiding the Swiss
export economy in an even more targeted
manner. The possibility to insure private
buyer risk (PBR) was introduced. The ﬁgures
today demonstrate that this change was
necessary: SERV achieved positive results the

year it was founded and, today, the PBR
business accounts for three quarters of the
total commitment of SERV.
SERV’s importance was demonstrated
after the ﬁnancial and economic crisis of
2008/2009, when many Swiss exporters
experienced a slump in demand and their
liquidity situation worsened. The abolition of
the franc’s ﬂoor against the euro by the Swiss
National Bank on 15 January 2015 placed the
Swiss export industry under increased
pressure. SERV, through the temporary
introduction of products to improve
exporters’ liquidity management, helped ease
the pressure, especially for Swiss SMEs. Josef
Troxler, CEO of the Swiss SME Ampegon AG,
states: “SERV is vital to us. Thanks to its
support, we are able to take commercial risks
that may break our neck.”
The new products – working capital
insurance, counter guarantee and reﬁnancing
guarantee – proved successful. Their period
of validity was extended by four years in 2011
and transferred into the permanent product
range in 2016. Their success is evidenced by
their increasing demand, which accounts for
33% of new business.

New trends
New trends have become apparent in
recent times. SERV wants to accommodate
these developments through diﬀerent
lines of action to fulﬁl its mission for the
beneﬁt of the export economy.
Globalisation is continuing. In addition to
traditional exporters that produce on a grand
scale in Switzerland, there are more and more
enterprises in SERV’s customer base
concentrating on their management, research
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structures. These require lots of time to
process and a vast amount of know-how. In
addition, there is a growing demand for
digitalised business processing.
SERV must be able to guarantee the best
possible cover and be able to deal with

Globalisation is
continuing. In addition to
traditional exporters that
produce on a grand scale
in Switzerland, there are
more and more
enterprises in SERV’s
customer base
concentrating on their
management, research
and development,
financing and marketing
functions.

EXPERT ANALYSIS

and development, ﬁnancing and marketing
functions. That is why SERV also made its
requirements concerning Swiss exporters’
content eligibility more ﬂexible, as the
previous demands were no longer productive.
SERV still adheres to the Swiss content
principle, but it will cover export transactions
even if the Swiss content of the deal is less
than 50% of the insured amount. The
condition is that exporters can show that
their activities in Switzerland are worthy of
support in keeping with SERV’s business
policy objectives. Above all, service exports
demand an adequate interpretation of the
content, which must be decoupled from ideas
of classic machinery- or installation-based
transactions.
Once-solid states have lost a considerable
amount of creditworthiness because of their
high level of debt, ongoing economic
problems, or political tensions. Government
risks are sometimes greater than private
buyer risks in these countries. Swiss exporters
are also forced to enter new and diﬃcult
markets because of the stagnant demand
from these countries.
On the one hand, large regions such as
Eurasia, MENA, and South America – which
had been established as target markets of the
Swiss export economy or considered to be
promising – were rejected due to political
tensions, military conﬂicts and collapsing
commodity prices, and they generate only a
minimal volume of demand. On the other
hand, Swiss exporters are facing increasing
international ﬁnancing competition and are
confronted with competitors that are strongly
supported by their export credit agencies.
SMEs are reaching their limits where
ﬁnancing their export activities is concerned,
and banks cannot always overcome this.
SERV has also seen a rise in projects with
more complex sourcing and ﬁnancing

special regulatory and technological risks, as
well as elaborate ﬁnancing and cover
structures. These eﬀorts must not be made at
the expense of the high standards that SERV
maintains in the area of sustainability and will
further develop in accordance with national
and international regulations. “It is now up to
SERV to develop new solutions and to tackle
these new challenges, so that SERV will
continue to be a customer-oriented, reliable
instrument for Swiss exporters in the future”,
Peter Gisler, Director of SERV, explains. ■

“Customer orientation remained SERV’s highest priority
– aiding the Swiss export economy in an even more
targeted manner. The possibility to insure private buyer
risk (PBR) was introduced. The figures today
demonstrate that this change was necessary: SERV
achieved positive results the year it was founded and,
today, the PBR business accounts for three quarters of
the total commit-ment of SERV.”
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Africa’s continued growth hinges on improvements to the energy
infrastructure and innovations in power sector ﬁnancing are vital to
reducing Africa’s $40 billion energy sector funding gap. By John
Lentaigne, Chief Underwriting Oﬃcer, ATI.

African economic growth continues to outpace
most other regions in the world. International
Monetary Fund (IMF) projections estimate that
seven of the ten fastest growing economies in
the world in 2017 will be in Africa. This growth is
expected to continue into the next decade, with
increased foreign direct investment and
improved regulatory and ﬁscal management.
Future growth, however, is predicated on
improvements in infrastructure. Improvements
to public services such as power, transportation
and water can increase trade, provide
employment and promote access to better
services such as healthcare - all of which
compound to increase the attractiveness of the
region to investors.

Within infrastructure, the energy deﬁcit
remains perhaps the most critical challenge in
Sub-Saharan Africa. Daily per capita
electricity use in the region is estimated to be
124 kilowatt-hours, or the equivalent of using
a 100-watt bulb for three hours. This
represents one-tenth of per capita usage in
other developing regions around the world.
Limited access, rolling blackouts and
increasing costs also act as a disincentive to
investment by corporates which face an
average of nearly 60 days of power outages
each year. Added to this is an estimated $40
billion funding gap in terms of available
capital vs demand. African countries realise
the urgent need to invest in the energy
sector, but they cannot ﬁnance the
investments required solely through the
public sector. They are also hampered by an
inability to make energy sector projects
appealing to private investors.
Most infrastructure investments in the
region are currently ﬁnanced by governments
(the public sector), the private sector and

EXPERT ANALYSIS

A new approach to
mitigating oﬀtaker
risk in African power

other countries - such
as China. External
oﬃcial development
assistance (ODA)
represents a fraction
of the total ﬁnancing
– well under 10%.
Multilateral and
bilateral organisations,
as well as
John Lentaigne
development ﬁnance
institutions (DFIs) such as the World Bank’s
Multilateral Investment Guarantee Agency
(MIGA), the African Trade Insurance Agency
(ATI), the African Development Bank and
other similar institutions, are also important
partners in bridging the ﬁnancing gap by
reducing risk so as to encourage private
sector investors.
DFIs typically bring to power projects
signiﬁcant experience, a commitment to
encourage sustainable development,
improved transparency, risk mitigation and
improved returns on investments (or
certainty of return). They provide options
such as direct loans, credit enhancements
and ﬁrst-loss funds. Export credit agencies
(ECAs) also provide similar products such as
guarantees and insurance. Figure one lists the
ﬁnancing tools oﬀered by DFIs for
infrastructure investments in developing
economies.

Challenges to using project ﬁnancing
in Africa’s energy sector
Traditional funding sources such as project
ﬁnance from commercial banks are
increasingly a challenge in the region due to
Basel III requirements and the sub-investment
grade ratings of most African countries. In

9
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Figure 1

Figure 2

Figure 3

Information and stats are drawn from a May 2016 Report by the Milken Institute on
“Innovative Financing Models for Energy Infrastructure in Africa”
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addition, the turn-around time to execute a
deal in Africa can take between 30 and 72
months compared to the average of 12
months in Asia and Latin America.
There are several important factors
restricting the use of project ﬁnancing more
broadly for energy projects in Africa. Long
tenures, the complexity of coordinating
between multiple public and private sector
partners, credit and sovereign risks, and a
lack of sound regulatory frameworks in many
countries are all inhibitors.
Power projects themselves are typically
ﬁnanced through a mix of equity investors
and debt providers according to risk appetite.
Projects ﬁnanced in this manner normally
include an equity investment from a private
equity ﬁrm or investors, with an insurance
wrap from a DFI and a pledged debt from a
bank. Figure two outlines project ﬁnancing
options that are usually available for
infrastructure projects, some of which are
simply not available in African capital
markets.
Successful project ﬁnancing relies on the
prediction of future cash ﬂows. The greater
this is, the easier a project is to ﬁnance. Cash
ﬂow in the energy sector depends on the
amount of power generated by the
independent power producer (IPP), and then
sold to a state-owned utility – known as the
oﬀ-taker. To determine projected cash ﬂows,
developers and sponsors create a power
purchase agreement (PPA). Essentially, this
provides the terms and conditions that
guides the sale of the energy into the national
grid or other power source.
Frequently, the biggest single obstacle to
ﬁnancing in this dynamic is the perceived
(and often actual) poor ﬁnancial state of the
main sovereign oﬀ-takers. They are often
caught between political realities (such as the
need to keep down the cost of power for the
general population) and the actual cost of
the power being produced. The oﬀ-takers’
biggest arrears tend to be to other stateowned enterprises (SOEs), while they may
also be obliged to sell at a tariﬀ that is below
their actual cost of production.
This situation leads to a deteriorating
dynamic where higher quality, more
reputable IPPs are reluctant to bid for
tenders, leaving governments with higher
cost power from less reliable IPPs. Without
adequate risk mitigation instruments on the
national oﬀ-taker, the cost of power will
increase even further given the increased
debt and equity hurdles that investors will
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Existing innovations from investors
The Milken Institute, an economic think tank,
hosted investors in a forum designed to oﬀer
new ﬁnancing options for Africa’s energy
sector. Broadly, it was felt that Africa could
address the funding gap while appealing to a
wider variety of investors by tackling
credit/sovereign risk, improving deal
implementation and time to completion, and
mitigating ﬁnancial risk through an increased
variety of product oﬀerings.
Some of the solutions outlined included
alternatives to current risk mitigation tools
such as sovereign guarantees, which were
perceived by investors as untrustworthy. A
put/call option to the sovereign was listed as
a viable alternative. These eﬀectively function
as a guaranteed sale of the power plant to
the government at a speciﬁed price if the oﬀtaker doesn’t pay as scheduled. They are
structured as such to have no eﬀect on the
sovereign balance sheet. The “Sponsor”
rating model was another option cited. It
basically substitutes a better-rated “sponsor”
for the sovereign to issue debt that would
then be repaid through a loan to the
government. The World Bank utilises this
model by issuing bond oﬀerings to fund
infrastructure projects while the government
repays the bank to cover the bond.
Other options outside the area of
sovereign risk include developing more
eﬀective and uniform rating systems. They
could assess projects across the entire
energy spectrum and across countries and
regions in Africa. Investors could then quickly
assess projects and expedite their due
diligence and decision making process.
Participants also suggested the development
of structured portfolio options that would
allow investors to participate in diﬀerent
tranches of an investment portfolio, such as
junior, mezzanine and senior debt as well as

equity and ﬁrst-loss junior positions. This
model, implemented by the African
Development Bank, ensures greater risk
sharing, which helps attract more investors.
Fixed-income products such as
infrastructure project bonds (with debt that is
typically covered by government-issued or
corporate oﬀerings with an insurance wrap
provided by multilaterals) and covered bonds
(securities that are backed by a pool of loans,
which stay on the credit issuer’s balance
sheet) are also being used more frequently in
Africa. They oﬀer a double recourse to the
issuer and the pool of loans – the
diversiﬁcation of the pool can help mitigate
the impact of project default.

EXPERT ANALYSIS

demand in order to participate. The result is
often reﬂected in a higher rate of defaults on
such high cost or marginal PPAs over time,
leading to international arbitrations and law
suits. This is generally a vicious cycle that will
further deter future investors.
Figure three outlines the historical
mismatch in Africa between the total cost of
energy production and tariﬀ revenues.
With these well documented challenges,
much needed innovations are being
developed and, in some cases, successfully
implemented as a means of addressing the
energy sector ﬁnancing gap.

A new innovation by KfW and ATI
There are insurance products available to
mitigate oﬀ-taker risks, principally arbitration
award default insurance. This responds after
the IPP has taken the defaulting sovereign to
international arbitration and obtained a
judgment that is subsequently not honoured.
The downside to this option is that it is timely
and expensive. Smaller IPPs may well also be

“There are insurance products available
to mitigate oﬀ-taker risks, principally
arbitration award default insurance. This
responds after the IPP has taken the
defaulting sovereign to international
arbitration and obtained a judgment
that is subsequently not honoured. The
downside to this option is that it is
timely and expensive.”
insolvent by the time a judgment is reached.
But obtaining a cleaner ‘protracted default’
insurance (that responds, for instance, after
six months of default by the oﬀ-taker) is
frequently a challenge given the poor
ﬁnancial health of many sovereign oﬀ-takers.
Because of the perceived high risk of oﬀtaker default, we (the African Trade Insurance
Agency - ATI) in partnership with Germany’s
KfW, in June 2017 launched a new instrument,
the Regional Liquidity Support Facility
(RLSF). It is designed to tackle the oﬀ-taker
liquidity risk for renewable energy IPPs.
Usually, such IPPs – especially when project
ﬁnanced - rely on the predictable and regular
cash ﬂow of the PPA for debt service and
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Berne Union Newsletter, July 2017

repayment. Oﬀ-taker payment delays
therefore constitute a real threat to the IPP
and project lenders.
To mitigate, lenders to project-ﬁnanced
IPPs insist on letters of credit (L/Cs) being
put in place in order to provide a buﬀer for a
certain period of time – usually three to six
months of the IPP’s revenues – for which
respective collateral needs to be put in place.
However, utilities struggle to - or are not
willing to - provide such (cash) collateral. If
the liquidity cannot be found, for example by
the sovereign or by the IPP itself, this can
create an un-bankable project. The project
economics can also be severely impacted.
For that reason, the main objective of the
RLSF is to provide a bridging mechanism in
order to help lenders in markets that have a
limited track record with IPPs, and little to no
transparency on the payment record of the
utility. The business practice as described
above is currently rather ineﬃcient and
prevents many IPPs from reaching ﬁnancial
close.
The RLSF oﬀers the required collateral for
project lenders, rather than the utilities or
host governments being required to do so
(for example by drawing on existing ﬁnancing
structured instruments in the market as much
as possible). It does not aim to be a
substitute for the role of L/C bank(s), but
rather to replace the existing cash collateral
requirements made under such L/Cs.
The proposed liquidity support facility is
considered a crucial piece of the overall
enabling environment attracting private
investments. Oﬀering liquidity support
mitigates challenges which cannot be
addressed by the IPPs directly, but are
imposed on them by lenders. The RLSF is
complementarity to other risk mitigation
instruments, therefore it will further assist

12

“Because of the perceived
high risk of oﬀ-taker
default, we (the African
Trade Insurance Agency –
ATI) in partnership with
Germany’s KfW, in June
2017 launched a new
instrument, the Regional
Liquidity Support Facility
(RLSF). It is designed to
tackle the oﬀ-taker
liquidity risk for renewable
energy IPPs.”
IPPs in attracting suitable ﬁnancing and
ultimately create bankable projects.
We see this direction - utilising public and
private partnerships to provide regional
solutions - as a blueprint for innovation in the
energy sector space within Africa. ATI
expects to unveil another energy sector
solution within the next year which also
features another partnership with a wellrespected international ﬁnancier.
For Africa to move beyond the current
deﬁcit it seems clear that it must focus on
options that boost the appeal to investors. At
the same time, governments must continue to
implement ﬁnancial sector reforms. As a start,
investors can be encouraged by some of the
innovations already taking place in this sector.
I also predict that, over time, as more and
more equity investors and commercial banks
establish solid track records in this sector, this
in turn will pave the way for others to follow
and costs to continue to fall. ■

“Frequently, the biggest single obstacle to ﬁnancing in
this dynamic is the perceived (and often actual) poor
ﬁnancial state of the main sovereign oﬀ-takers. They are
often caught between political realities (such as the
need to keep down the cost of power for the general
population) and the actual cost of the power being
produced. The oﬀ-takers’ biggest arrears tend to be to
other state-owned enterprises (SOEs), while they may
also be obliged to sell at a tariﬀ that is below their
actual cost of production.”
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Despite the recent signing of a major ECA-backed project financing –
Coral FLNG – the Mozambican government needs to ensure that the
path for large investment in mining and LNG projects is cleared.
Cooperating with donors in solving the debt crisis remains paramount.
By Benoit Fugah, head of the political, economic analysis and research
unit at ECIC South Africa.

Most heavily indebted countries in SubSaharan Africa (SSA) had taken advantage of
the foreign debt relief initiative under World
Bank and International Monetary Fund (IMF)
programmes by about 2010. Sovereign
leaders could reallocate ﬁnances into
development programmes and the expansion
and modernisation of public infrastructure.
This path was also supported by high
prices in commodity markets, from which
high export earnings and ﬁscal revenues were
generated. The prospects for positive market
outlook allowed governments to return to
capital markets (speciﬁcally the Eurobond) to
accelerate their expansionary programmes on
the back of expected higher revenues.
But, with sluggish demand in advanced
economies and the subsequent fast landing
of the Chinese economy, high commodity
prices could not be sustained. Most fell by
more than 40% in 2015 alone, meaning SSA
countries faced lower export and ﬁscal
revenues. The unpredictability of when the
upturn would come again led to (i) the
reviewing of budgets; (ii) the reassessment of
government programmes and development
priorities; (iii) severe pressure on the
exchange rates and currency reserves; (iv)
restructuring of debt obligations; and (v)
delays/cancellation of investment projects.
Mozambique is not an exception to this
cycle. The country beneﬁted immensely from
the World Bank/IMF debt relief initiative after
reaching the Completion Point in 2001. From
there it returned to the capital markets as a
means to raise funds for national
programmes.
Unfortunately, Mozambique was shortly
afterwards plunged once again into a fresher
indebtedness cycle. Some of the debts were
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The Mozambique debt
crisis – how it is unfolding
and potential resolutions

not accounted for in
public debt records. A
forensic audit query,
aimed at allowing for
accountability and
transparency on
acquiring new debts
going forward, has
since begun.
How the current
Benoit Fugah
administration
handles the matter could either drive away or
raise the cost of the awaited foreign
investments. The revelation of hidden debts
of such magnitude has caused uncertainties
to the extent that investors and all fund
donors have adopted a wait-and-see
approach as they try to comprehend the level
of risks and ramiﬁcations.

Eurobonds – a new gateway
Some African countries’ eligibility to raise
money by issuing Eurobonds was enhanced
by higher commodity prices, sound economic
policies, and improved governance. It became
a trend to sell Eurobonds in Africa as an
alternative to getting money at historically
low interest rates to ﬁnance infrastructure
unsecured, i.e. without conditions attached to
the funding.
The increase in sovereign bond issues for
SSA surged after the global ﬁnancial crisis of
2007/8, with strong levels of issuances from
2013 to 2015. The drivers included the slump
in the global economy which ignited a strong
appetite among investors for higher yielding
debt outside the traditional markets in the
advanced economies. Most bond issuances
were largely oversubscribed, a testimony of
investors’ appetite for risk in the frontier
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markets.
This new round of indebtedness now
poses acute challenges in the face of
economic headwinds due to stagnant
commodity prices, poor ﬁscal revenue
collection, lack of transparency, and shortage
in hard currency reserves. What was thought
to be a new funding option has turned into a
ﬁnancial burden. Interest payable on issued
bonds continues to increase as investors
demand higher returns for perceived risks.
This has resulted in a number of African
countries appealing to the IMF for help in
restructuring their public debts.

From old to new debt concerns
Mozambique was heavily indebted up until
the early 2000s, as reﬂected in the chart
below. Repeated reschedulings and write-oﬀs
by various bilateral creditors preceded
complex negotiations. The talks eventually
resulted in the World Bank and IMF declaring
in April 1998 that Mozambique was eligible
for debt relief under the Heavily Indebted
Poor Countries (HIPC) initiative. The country
reached a Decision Point in April 2000, and
the Completion Point of the HIPC initiative in
September 2001 – a feat which allowed it to
receive $3.2 billion debt relief in nominal
terms.
As a result, foreign debt fell from about
$6.6 billion in 1998 to $3.4 billion in 2001.
Total debt stock at this stage was brought to
a sustainable level. However, debt has grown
because of the need for more investment in
infrastructure and economic development
programmes.
Constraints in broadening the
government’s income base to ﬁnance the
ambitious programmes left only one option

Mozambique debt to GDP
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Source: Based on IMF and World Bank data

of raising non-concessional borrowing in an
environment of lower donor aid ﬂows. The
government expanded in these new sources
of funding, ignoring the reading of global
economic challenges.
The public debt peaked in 2013 and 2014
based on an assumption that Mozambique
would quickly become a global gas exporter.
But the slump in commodity prices seems to
have delayed the ﬁnalisation of the gas
projects.
Mozambique issued a state guaranteed
Eurobond of $850 million in 2013. However,
the government acknowledged that the
previous administration had incurred further
$1.4 billion Eurobond debt around the same
time. This resulted in the total debt to GDP
(domestic and external) being about 84.8% in
2015.
A parliamentary commission in December
2016 found that the government guarantee to
repay the undisclosed loans was illegal,
particularly because the loans were not
approved by its parliament. The IMF then
issued strong views on remedial steps that
needed to be taken to improve the issue of
undisclosed debt. The IMF, as part of that
eﬀort, and in agreement with the government
of Mozambique, initiated an audit on the
three companies that received the bulk of the
previously undisclosed debt. The contract for
this independent audit was signed in
November 2016 in consultation with the IMF.
It was expected that Kroll’s audit report
would be completed by 28 April 2017. The
outcome of the audit is still pending, and will
be the basis for discussions over a potentially
new IMF-supported programme.
The audit query is to investigate the $2
billion debt made in favour of the three
companies, Proindicus, EMATUM and
Mozambique Asset Management (MAM).
•
$850 million loan to the EMATUM
company for a tuna ﬁshing ﬂeet
•
Proindicus ($622 million) to provide
maritime security, particularly for oﬀshore
gas operations
•
MAM ($535 million) to set up
maritime repair and maintenance in 2013.
Noteworthy, Credit Suisse AG’s London
unit, arranged the Proindicus loan. Palomar
Capital Advisors Ltd, based in Zurich, and
Russia’s VTB Capital Plc, arranged the MAM
debt. London-based Cliﬀord Chance LLP and
Maputo-based Couto, Graca e Associados,
Lda, were the legal advisers to the arrangers
for both loans.
These new loans make up about 20% of a
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Status and management of
Mozambican debt
Mozambique’s government failed to make
coupon payments on a sovereign Eurobond
in May 2016, and January and March 2017
because of a deteriorating economic and
ﬁscal situation.
Ratings agencies reacted by downgrading
the country’s long-term foreign currency
rating to “restricted default”. Mozambique’s
debt has therefore become unsustainable.
The country is now experiencing debt
distress with rescheduling of instalments or
repayments due to lack of funds. The recent
decision by the WB and IMF and G-14 donor
aid partners to suspend all balance of
payments and budget assistance crippled the
interbank market. US dollar supply ran dry,
causing persistent depreciation of local
currency.
The high degree of uncertainty over the
future of negotiations between the
government and bondholders means the
country will continue to struggle with low
economic growth. Access to credit markets
will remain closed, while any deal with the
IMF will likely have to wait until some kind of
arrangement has been made with
bondholders.
This scenario is costly to GDP growth, which
is expected to reach just 3.4% this year – the
worst performance in more than a decade. A
lack of credit will constrain the government's
ﬁscal position, forcing cuts that could well
exacerbate already elevated levels of political
risk. However, this outlook is unlikely to deter
progress in the development of the country's
substantial gas ﬁelds by ENI and Anadarko, the
economy's one bright spot. The government's
minimal role in the project has meant that
progress has not been aﬀected by the
signiﬁcant levels of political risk.
The authorities have revamped eﬀorts to
enhance public management, removing from
the pipeline of priority investment all the
projects that have not been subject to a
feasibility study and evaluation. All projects
exceeding $50 million are subject to a
mandatory technical assessment and
approval by the Investment Evaluation
Committee prior to inclusion on the budget.
In an attempt to control foreign currency,
the Central Bank has reverted to a form of
moral persuasion where it issues instructions
on currency trading.

The way forward
The Mozambican government needs to
ensure that the path for large investment in
mining and LNG projects is cleared.
Accordingly, cooperating with the donors in
solving the debt crisis remains a paramount
parameter. In this process, Kroll’s ﬁndings will
dictate the direction of the decision-making
by IMF, G-14 and bondholders. Meanwhile, the
country is currently in default and there are
no visible signs of alternatives.
Pursuing former ministers with the
intention of prosecuting them is likely to
cause discord in the ranks of the Frelimo
ruling party, which could spill over into
political instability in the run-up to the 2018
and 2019 elections.
Even if the government had to go down
legal avenues, it might lose the case and see
some of the assets being attached in foreign
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foreign debt burden which is currently
estimated at approximately $10 billion.

“What was thought to be a new funding
option has turned into a financial
burden. Interest payable on issued
bonds continues to increase as
investors demand higher returns for
perceived risks. This has resulted in a
number of African countries appealing
to the IMF for help in restructuring their
public debts.”
jurisdictions. Nonetheless, responsibility of
debt default would be shared between the
banks, the advisers and the Mozambican
government. It is also possible to pursue a
diﬀerent route to maintain good relations with
capital market players through negotiations.
The government can admit the responsibility
of the debt and negotiate the restructuring
via one ﬁnancial facility (regrouping all debts),
with new terms and longer tenor. This option
is likely to be the most preferable if the
government wants to see the continuation of
IMF support and FDIs inﬂows. ■
Notes
www.imf.org/en/countries/resrep/moz
http://data.worldbank.org/topic/externaldebt?locations=MZ
Rhula Intelligence solutions, weekly media review No.
167: 10-17 February, www.rhula.net
www.reuters.com/article/us-mozambique-politicsidUSKBN1330KV
http://www.reuters.com/article/us-mozambique-debtidUSKBN15C0QD
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A new model for
driving Italian SMEs
worldwide
Tasked with sustaining Italian export competitiveness worldwide,
SACE’s new Italian Hub for Export and Internationalization is focused
on backing SMEs in new and innovative ways. By Alessandra Ricci,
chief underwriting oﬃcer, SACE.

Italian policies to support exports and
internationalization are evolving and
changing pace. A new phase in SACE history
started last year, with a stronger mission
assigned to the export credit agency by CDP,
the National Promotion Entity which owns
the company.
CDP conferred to SACE 76% of the shares
of SIMEST, a company supporting Italian
companies investing abroad. This created the
new Italian Hub for Export and
Internationalization, an organisation with a
public mission and private ﬁnancial
management, devoted to sustaining Italian
competitiveness in the world.

Targeting SMEs
Small and medium-sized enterprises (SMEs)
are the primary targets of the new hub, which
goes beyond the role of an export credit
company. There are some 136,000 companies
that qualify as SMEs in Italy. Of these, 112,000
are small and 24,000 midsize, employing 3.8
million people and generating 12% of national
GDP. They represent almost all the
entrepreneurial fabric of the country but their
propensity to export is below their potential,
especially compared to their equivalent peers
in Europe.
Exporters with between 10 and 49
employees account for 47% of the corporate
world in Germany, 48% in Spain, and 29% in
Italy, where only 14,500 out of 75,000 small
and midcap companies export over 25% of
their sales. This translates into 60,000 SMEs
with around €20million-€50 million in sales
that could better penetrate the foreign

markets, in a more
structured and
diversiﬁed way.
Three
characteristics of
Italian SMEs are
among the main
obstacles to moving
forward: lack of scale,
limited extension of
Alessandra Ricci
reference markets,
and relatively low research and innovation.
The Italian Export and Internationalization
Hub has two major objectives: to accompany
more Italian companies into foreign markets
and, more importantly, to promote a more
“informed” risk culture and a better-targeted
drive for competitiveness in companies that
already operate abroad. This should lead to
an increase of quality in dimensional growth,
market expansion, and innovation.
SACE estimates that better support to
small and midcap companies may generate
additional €140 billion in Italian exports by
2018 - one-third more than current values.
This is an important opportunity for the
country, considering the strategic
contribution of exports to Italian growth
regarding other components of GDP.
Exports withstood the ﬁnancial crisis in
Italy and, unlike domestic demand, have
continued to positively contribute to national
GDP (+4.5% in average during 2010-2015).
This trend is expected to be conﬁrmed in
2017 and exports are likely to outperform
GDP, as the former are expected to grow by
3%, with the latter by 0.9%.
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A new model for SME support
What are the major features of this new
model aimed at involving and supporting
more SMEs?
The "hub model” takes into account the
importance of SMEs to the Italian economy
and the strategic role played by exports. It
combines the capacity of intervention of the
public sector with the ﬂexibility of a private
enterprise. There are several signiﬁcant
implications for Italian SMEs: a range of
services beyond the traditional export credit
support; a proactive approach vis à vis the
client, and a focus on education, with
dedicated advisory services and analysis of
markets and exports.
SACE's 2016-2020 business plan includes
the re-engineering of many products, from
export and credit insurance to protection of
foreign investments, from ﬁnancial
guarantees to factoring services, and from
bonds to equity investments and low-interest
loans.
Flexible integrated solutions have been
developed for several core industries of
“Made in Italy” worldwide, such as the agrifood and wine sectors. SACE provides
instruments that aim to sustain the entire
product life cycle, from production to sale. It
oﬀers protection of inventories and supports
ﬁnancial requirements for the production
processes typical of these sectors.
SACE is currently digitialising the products
used by SMEs and upgrading the remote
contact channels, both on and oﬄine, to
boost accessibility. It has also increased its
domestic and overseas network, which today
has 14 oﬃces in Italy and ten abroad.
Lastly, the theme of education is an

important new frontier for the hub.
Italian companies are still under-insured
compared to those in other countries, as they
often view insurance as a cost rather than an
important indicator of competitiveness. The
ratio of GDP to volumes insured by

Promoting a more
evolved “risk culture”
means promoting
education, but also
ensuring that those who
develop it are rewarded.
companies in Italy is about one-third of other
European countries.
The hub emphasises advisory services
aimed at providing companies with
managerial support and consulting on growth
strategies abroad. It indicates business
opportunities in high-potential countries and
proposes business-matching meetings, as
well as ﬁnancial and insurance solutions
tailored to their needs.
Promoting a more evolved “risk culture”
means promoting education, but also
ensuring that those who develop it are
rewarded. For this reason, the hub will
increasingly work with banks and ﬁnancial
institutions so that companies which insure
their receivables against the risk of default
(thus protecting their revenue) receive a
higher credit standing when seeking
ﬁnancing. ■

The “hub model” takes into account the importance of
SMEs to the Italian economy and the strategic role
played by exports. It combines the capacity of
intervention of the public sector with the flexibility of a
private enterprise. There are several significant
implications for Italian SMEs: a range of services beyond
the traditional export credit support; a proactive
approach vis à vis the client, and a focus on education,
with dedicated advisory services and analysis of
markets and exports.
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BECI has historically provided construction guarantees to the top end
of the market. Now, to address the growing needs of local contractors,
BECI has introduced the Local Contractors Programme. By Bonani
Dube, marketing manager, BECI.

The Local Contractors Programme is
designed for local citizen-owned contractors
that are emerging and still in need of
guidance into the next stages of business
growth. BECI realised that smaller contractors
face a number of challenges, all of which
need to be addressed: Weak or non-existent
construction technical education background
among the smaller contractors; lack of
understanding of contracts and the
application of clauses; and how to boost
project and business management skills.
Smaller contractors can also face the
hurdles of weak construction management,
waste management, and quality management
skills; as well as a lack of ﬁnancial acumen
compared with larger contractors.
Insuﬃcient capital, a weak balance sheet
and a lack of suﬃcient assets to provide as
collateral can also hold local contractors
back. And understanding of pricing
structures and quality standards was also
found to be limited, with poor credit
arrangements with suppliers another
common problem.

The solution to challenges
BECI has developed suﬃcient skills in the
underwriting and technical expertise of
bonds over time and has adapted those skills
to creating a unique underwriting criteria for
smaller contractors, thus developing a
product that best suits them. It provides a
contractor’s guarantee, encompassing both
the support and monitoring of the small
contractors. BECI underwrites each
contractor individually and provides the
employer with a guarantee. The ﬁnancial
burden on small contractors is reduced by a
lower level of collateral being required, and
risk is mitigated by co-signing with the
contractor.
When working with local contractors BECI
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Introducing the BECI Local
Contractors Programme

negotiates good
credit terms from its
policy holders for
materials needed, and
can help the
emerging contractor
gain skills through
monitoring and
mentoring. We will
also assist the
Bonani Dube
contractor with a full
detailed construction programme.

The cost structure
The Guarantee costs structure comprises the
following:
● Premium
● Monitoring fees
● Administration fees.
The fees vary between 2.5% and 4.5% of
the guarantee depending on the risk proﬁle
and resources required to support the
contractor.

Project management services to BECI
BECI worked with a project management ﬁrm
to help identify any areas where smaller
contractors could improve. The ﬁrm would in
turn provide the following services to both
BECI and the local contractors: Project
management services, risk management
facilities, cost control, construction
programming contract administration, and
quality control.
There are a number of other advantages to
getting a project management ﬁrm involved.
It will monitor the project and give BECI
updates, as well as be responsible for dealing
with compliance issues. Furthermore, the ﬁrm
attends to site meetings and signs oﬀ all the
payment certiﬁcates. We ﬁnd the consulting
ﬁrm to be a real boost to the smooth running
of the product. ■
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