on international trade, finance and investment from the
export credit and political risk insurance industry

August 2017

OeKB: Introducing Austria's
flexible national content policy
OeKB's managing director of export
guarantees, Ferdinand Schipfer, discusses
national content considerations in regard to
ECAs. In this issue, we'll look at the motives,
developments and impact of Austria's policy.

Contents
2 Introduction: BU data snapshot
4 Cover story
7 Argentina: Opportunities for businesses and
corporations next door
Historically Brazil's main trading partner, Argentina has had
to change path - dealing with China's dominance in LatAm
and political disruption. ABGF's executive manager, Pedro
Carrico, discusses plans to continue to export within the
competitive region.

9

A Cinderella story
From civil war to Africa's darling in under five years, Cote
d'Ivoire poses challenges and opportunities for investors.
CEO of the African Trade Insurance Company, George
Otieno, is keen to highlight the progression and attraction of
the West African country.

13 Iran: Sanction-related uncertainty is still hanging
in the air
Iran is still a long way from having an economy ready to
compete on the global stage. Atradius' senior
communications and marketing manager, John Blackwell,
takes us through what is needed for a complete relaunch.

17 Growth opportunities high for political risk and credit
insurance providers
Daniel Riordan, president of global political risk, credit and
bond insurance at XL Catlin, examines encouraging signs for
the trade credit insurance marketplace and looks at regional
opportunities and risks.

This newsletter is sponsored by:

Published by TXF Ltd on behalf of the Berne Union. ©TXF Ltd 2017 & the Berne Union. All rights reserved. The contents of this
publication are protected by copyright. No part of this publication may be reproduced, stored, or transmitted in any form or by any
medium without the permission of the publisher and/or the Berne Union. The content herein, including advertisements, does not
represent the view or opinions of TXF Ltd or the Berne Union and must neither be regarded as constituting advice on any matter
whatsoever, nor be interpreted as such.

Editor-in-chief: Jonathan Bell
Editor: Lucy Palfreeman
Sub-editor: Carl Morris
Production editor: John Smith

Berne Union Newsletter, August 2017

Introduction
Dear Readers,
New horizons abound in the August edition of the BUlletin as we examine new markets, new
opportunities and new approaches to business.
This month’s contributors examine three economies seemingly at turning points – Argentina, Iran
and the Côte d’Ivoire – considering in each case the forces actively influencing the trade
environment and the approach of the financial institutions fuelling this.
The recent economic fortunes of all three countries have been heavily dictated by the actions of
policy makers and politicians, for better or worse.
ATI’s George Otieno credits Côte d’Ivoire’s ‘rags to riches’ emergence as the fastest growing
economy in Africa to the ascension of premier Alassane Ouattara and his policies of transparency
and private sector-led growth.
Pedro Carriço of ABGF, meanwhile gives thought to opportunities arising from the normalisation
of Argentina’s financial relations with the rest of the world, sensing significant shifts in demand as
we emerge from a risk-averse financing landscape marked by stalled projects and trade
agreements.
With rather more caution, Atradius’ John Blackwell looks at the reintegration of Iran into the
international financial system following the lifting of sanctions early last year. He argues that
investment is needed to modernise and diversify the economy but sees a significant challenge in
the uncertainty surrounding remaining sanctions and warns of potential tapering of recent oildriven growth without a significant rise in actualised flows of FDI.
On the supply side, our remaining commentators – Ferdinand Schipfer of Austrian ECA, OeKB
and Daniel Riordan of private credit and political risk insurance firm, XL Catlin – discuss how their
organisations are adapting to the changing realities of global trade. Ferdinand presents OeKB’s
new national content policy, designed to better support the international trade activities of
Austrian firms in the context of globalisation and multi-sourced supply chains, while Daniel
examines product development in the private market to keep up with the changing demands of
clients.
This month’s Data Snapshot focuses on the three regions highlighted by our contributors, and
hopefully provides an additional dimension to the insightful commentary.
I hope you enjoy this month’s BUlletin!

Kind regards,
Paul Heaney
Berne Union Communications
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3

Berne Union Newsletter, August 2017

OeKB: Introducing
Austria’s more ﬂexible
national content policy
In this article Ferdinand Schipfer, OeKB’s managing director of export
guarantees, ponders national content considerations from an ECA’s
point of view. Here, he outlines the motives, developments and
impacts of Austria’s policy now in place.

As globalisation progresses and international
production sharing is deepening the share of
foreign inputs in exports increases all over the
world.
At the same time and in spite of its
relatively small economy, Austria is a very
active participant in the international
exchange of goods and services.
It therefore was not too surprising that – in
view of OeKB’s foreign content rules applied
until recently – an ever increasing number of
Austrian ﬁrms started to face diﬃculties with
pursuing and participating in potential export
projects.
As a consequence we changed our policy
in mid-2016. Under the new rules a lower
minimum national content may be required:
to beneﬁt from OeKB’s unrestricted cover, a
project’s Austrian value added only needs to
exceed 25% of the total export contract
value, instead of 50% previously.
Our customers more than welcome this
decision: several projects have already been
realised and covered that would not have
been possible under the old rules.
This change in policy is in line with
international trends and developments
starting from a ‘made in’-concept, moving to
‘made by’ and ending up in ‘made for’.
Changes are making clear that political
guarding authorities and ECAs today put less
emphasis on their trade account balances or
on the national value added in single export
transactions but focus more on long-term
welfare gains and improving locational quality
of their respective economies.

Is there a one-size-fits-all solution?
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We are well aware of the fact that the
Austrian approach is not applicable to all

economies. Starting
positions and
frameworks in
countries are
diﬀerent, thus it is not
possible to develop
universally applicable
standards and rules.
We hope, however, to
provide colleagues
Ferdinand Schipfer
and decision makers
in our industry with interesting ideas or even
to inspire them when designing or modifying
their own programmes.
Before turning to the rules we apply in
Austria today, I want to pick out some
aspects worth considering by most ECAs,
although their importance may vary
considerably between individual countries.

History
A potential ‘active’ colonial past and tradetradition can impact a country’s current
position in world trade considerably. Taking
the ratio of active foreign direct investment
relative to GDP as a proxy for the extent of
globalisation, it is apparent that maritime and
trading nations such as the UK, France or the
Netherlands show large values, whereas
countries such as Austria or Germany are
faring more modest.
Thus, a nation’s economic structure today
is heavily determined by the starting point
and the extent of a country’s industrialisation
and internationalisation processes.
Traditional trading nations are favoured by
several factors: in particular a bigger number
of large companies are located in these
countries. They are facing less diﬃculties
going abroad than SMEs do. Furthermore
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The size of a country
It goes without saying that small economies –
like Austria – are less vertically integrated
than bigger nations. In case of a necessary
outsourcing of production phases, companies
in these economies cannot easily ﬁnd
domestic low-cost suppliers. As a
consequence they need to procure
internationally, which results in a general
recommendation towards a more liberal
national content approach.

Geography
Landlocked countries tend to face higher
transportation costs than maritime
economies as economic research into this
topic has shown. Furthermore countries that
are surrounded by a number of neighbours
with a similar industrial structure and a
comparable specialisation cannot aﬀord to
insist on a high degree of national content in
their exports than geographically somewhat
isolated countries such as the US or Australia.

Globalisation
International production structures are
constantly changing. A trend towards a
global distribution of competence centres
including regional specialisation on diﬀerent
product lines can be observed. Classical
manufacturing activities are relocated to lowlabour-cost economies and the share of
services in exports of advanced economies is
increasing.
Additionally, governments in a growing

number of emerging countries require an
increasing involvement of local ﬁrms as a
precondition when awarding contracts for
large scale infrastructure projects to foreign
suppliers. These policies (e.g. Iran, Brazil) are
regarded as a means to foster the domestic
economic development and local
employment. Admittedly, involvement of local
ﬁrms has also become easier due to the
increase in foreign direct investment activities
in many areas, including the resulting transfer
of know-how.
There are of course many more factors
determining a speciﬁc country’s ‘optimal’
policy towards national content in exports,
but let us now come to …
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relationships to their former colonies including
their inﬂuence on language, communication,
technical standards and a better access to
natural resources were and still are
advantageous. Therefore, in these countries a
more liberal approach towards national
content in exports seems appropriate as they
also beneﬁt indirectly, e.g. by being present in
local markets.

… the situation in Austria
Austria is a small open economy in the centre
of Europe, surrounded by competitors of a
similar degree of industrial specialisation.
OeKB, as the oﬃcial Austrian ECA, is
providing a non-standard institutional ECAdesign with a broad range of products and
services. OeKB is a bank, owned by
commercial banking institutions and has been
mandated by the Austrian Federal
Government to manage the export
promotion scheme on the government’s
account. The bank therefore is a kind of
‘front-oﬃce’ for Austria’s oﬃcial export
promotion activities to support national
exports and FDIs.
Until mid-2016 OeKB applied rather
conservative national content rules compared
to other European ECAs:
● while comparatively liberal regulations
were applied to short-term contracts on
exports to low-risk countries, and;
● while sub-supplies from a subsidiary to
their Austrian parent company were
considered as 50% Austrian content, and;
● while there was a special rule for ‘small’
projects with a volume not larger than EUR
10 million, which was quite popular among

International production structures are constantly
changing. A trend towards a global distribution of
competence centres including regional specialisation on
diﬀerent product lines can be observed. Classical
manufacturing activities are relocated to low-labourcost economies and the share of services in exports of
advanced economies is increasing.
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ﬁrms (after a comprehensive overall
assessment of a company‘s activities
national content was not evaluated on a
single-project- basis, but on the basis of
the annual turnover),
we most typically expected the Austrian
content in mlt projects to be at least 50 %.

New policy rules

6

In a joint eﬀort with the Austrian Federal
Ministry of Finance, we have further
liberalised our respective rules close to one
year ago. We can now fully support certain
medium and long-term export credits as long
as the national Austrian content is at least
25% of the export contract value. Stronger
emphasis than on the national content in the
individual transaction is now put on
economic aspects such as locational
implications or other features that increase
the future prospects of an export company.
In spite of this change in policy, we
continue to be interested in a high national
value share in every single export deal.
However, we had to accept the trends
mentioned above.
Moreover, many other European export
credit schemes such as those in Italy, the
Netherlands, Belgium, Scandinavian countries
or in Switzerland have embarked some time
ago to be more liberal regarding national
content requirements, resulting in a potential
loss of competitiveness for Austrian ﬁrms.
For us, when discussing this issue the most
relevant question is: which companies in
Austria will most likely be relevant for the
Austrian economy and therefore for the
welfare of Austrian society in 10 years from
now? If there is some evidence on the ﬁrm
level and – ideally – also on the level of the
project that a company positively contributes
to the development of Austria as an
attractive location for industry, then even
projects with a higher share of foreign inputs
can be fully supported.
Firm-speciﬁc criteria include domestic
employment eﬀects, current and planned
investment projects in Austria, R&D intensity,
social and ecological conduct, the regional
importance of a company or corporate taxes
paid in Austria.
Project-speciﬁc criteria include the
potential of future contracts triggered by this
particular project or a project’s possible
reference character in a country/region. A
good reason also could be the nonavailability of certain components in Austria
which are crucial for a project’s viability.

When selecting the measures proving a
company’s importance for the Austrian
economy, it was particularly essential for us
to ﬁnd simple and clear criteria that can be
compiled and provided by companies
without any diﬃculties and in-depth analyses.
Finally, it should be mentioned that in case
of bigger multisourcing deals with only a few
third-country partners supplying large
portions, or in case of country-speciﬁc
portfolio restrictions, we will continue – as in
the past – to outsource high foreign content
parts by asking other ECAs or the private
insurance market for re-insurance.

Summarising…
Export ﬁnance is often regarded as a dry and
dispassionate topic. In reality, however, we are
working in a complex and demanding
industry jointly with challenging partners
from diﬀerent cultural backgrounds. We have
to be familiar with global political contexts as
well as with the micro-economic project
aspects and we should have a grasp how
people from other professional backgrounds,
how technical engineers and how lawyers
think and communicate.
This mixture of skills enables us to assess
country risk and risks associated with
customers in our daily work, to evaluate
social and environmental aspects, to
understand the strategy of our competitors
and also to pursue a sensible approach
towards the question of national value added
content in exports.
Despite its technical ﬂavour, the topic of
‘value added’ is an interesting and immensely
important political issue. Being aware of
diﬀerent aspects is essential to decide on a
policy that best ﬁts the needs of a given
country’s economy.
Collaborating closely with the Austrian
Ministry of Finance, OeKB tries to make up
for the disadvantages in international trade
that arise from the small size of the economy,
the high share of SMEs, a low degree of
political power and only a small number of
domestic ﬁrms with investments abroad. We
are striving to serve our business community
by taking decisions fast, by adapting the
policy framework to mega-trends – such as in
the question of national content –, by
ﬂexibility, innovation as well as by a dedicated
customer orientation.
Having been awarded recently by TXF the
Exporter’s Choice award ‘Best Performing
ECA 2016’, we are conﬁdent that we are on
the right track for the future. ■
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Since the rise of China, Argentina has been demoted to Brazil's second
largest commodities trading partner, but this has not stopped Argentina
finding new opportunities for business. ABGF's executive manager,
Pedro Carrico, discusses the new avenues pursued by Argentina, as well
as how political transitions have impacted on the ECA.
Argentina is historically one of Brazil’s most
important trading partners. Along with
Uruguay and Paraguay, the two countries
share the economic and agricultural
heartland that surrounds the extensive
Paraná-Paraguay river basin. There is intense
trade in the border areas and a high level of
economic integration, especially between the
southern region of Brazil – where much of
Brazilian manufacturing is located, and
Argentine industrial centres. Supply chains
for some key sectors, such as the automotive
industry, are spread across either side of the
border of the two neighbours.
The rise of China as a market for Brazilian
commodities demoted Argentina from the
rank of second most important destination
and 10% export share 20 years ago to a more
modest, yet still highly relevant, position today.
Despite this diversiﬁcation of trade partners
and a recent precipitous decline in bilateral
trade between the Mercosur partners brought
on by economic slowdown in the region and
tit-for-tat trade restrictions, Argentina was still
the third largest export destination for Brazil in
2016, representing 7% of total exports (one
ﬁfth of Argentine imports). As for Argentine
exports, the large northern adjoining market
has remained in ﬁrst place (six percent of total
goods imported by Brazil) but its share of
total shipments has fallen from 28% to 18% in
the same period.
The Brazilian export credit insurance
system saw a similar evolution of its portfolio
exposure to Argentina risk. After a rapid
increase sustained by the recovery that
heated up demand in post-Currency Board
Argentina after 2002, the Brazilian ECA had
reached between 25% and 30% of its total
commitments in the country by 2012. From
that point on, the share of exposure to

Argentina began
declining yearly until
2016 as the
commitments to
other countries
continued to grow,
but new transactions
involving Argentina
were few and far
between.
Pedro Carriço
Both demand from
exporters for cover and ECA appetite for
Argentina risk gradually declined. On the one
hand, the Brazilian system still had fresh
memories of the commercial claims paid a
little over a decade earlier as a result of the
currency devaluation crisis. Not only was that
event the ﬁrst default experienced by a still
young ECA scheme, but the recovery
process, which had yet to be concluded for a
number of claims, was a daily reminder of
potential negative results. Furthermore, a
feeling of déjà-vu hovered in the minds of the
people who had lived through the Argentine
crisis. From 2012 on, once again the peso was
artiﬁcially maintained over-valued, hard
currency was rationed by the authorities and
a thriving black market for US dollars gave a
real time reading of the pressures mounting
in the system. The outcome seemed to be an
inevitable repeat of what had come before.
Although not formally oﬀ cover, economic
and ﬁnancial conditions on the ground in
Argentina prompted the ECA to request
sovereign guarantees whenever appropriate
along with explicit government support for
projects, as well as to turn down private risk
as long as hard currency availability remained
on a downtrend. Nevertheless, the Argentine
government’s ability to extend sovereign
guarantees, even for public works projects,

EXPERT ANALYSIS

Argentina: opportunities
for business and
cooperation next door
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weakened as the government encountered
ﬁscal diﬃculties and Congress focused on the
coming elections. As a result, fewer and fewer
projects moved forward.
If the system was reluctant to assume
more risk, demand from exporters was
similarly subdued. Applications for medium
and long term cover in Argentina in the
previous decade had been concentrated
mainly in public works led by large
engineering and construction ﬁrms that
mobilised suppliers back home to provide a
substantial share of equipment and
machinery used in the projects. As the
second Christina de Kirchner administration
drew to a close, decision making came to a
halt due to generalised uncertainty over
policy direction in the next government. A list
of approved projects with promise of cover
never broke ground during this period and
remained stuck in the pipeline after the
Mauricio Macri administration was
inaugurated. In addition, the ﬁnancing for
these transactions was called into question
when the recession in Brazil brought about
spending cuts and dried up credit in the
system. Financing diﬃculties were
compounded by the involvement of some of
the engineering ﬁrms in corruption
investigations that all but shut them out of
the credit markets. On top of all this, broad
bilateral trade negotiations encompassing
supply chains, non-tariﬀ trade barriers,
Mercosur relations, and trade/export
ﬁnancing were frozen during the political
transitions in Argentina and Brazil. Had these
talks advanced, there was hope that a
framework agreement on the project pipeline
would have been part of the package.
Gradual political and economic
stabilisation allowed for the disagreements
between the two countries to begin slowly
being resolved with the new governments in
place. A concurrence of economic
management approaches to include more
market-friendly policies helped to prod
negotiations forward. In the meantime, the
backdrop was evolving favourably: the
resolution of the long-lasting battle with
hold-out creditors and renewed market
conﬁdence in the direction of economic
policy taken by President Macri’s team
reopened international credit access to
Argentina. External liquidity fears subsided
and investors were able to focus once again
on the country’s enormous potential in
various sectors, from energy and logistics to
manufacturing and services.

On the domestic front, after the longest
recession in a century, Brazilian credit
markets have shown signs of normalising
again, with the Central Bank reducing policy
rates and loan quality deterioration ceasing.
Financing availability for medium/long term
exports has returned, although at a lower
level than previously seen and with a plethora
of compliance requirements. As a result of
improved conditions in both countries, new
opportunities for export contracts started to
emerge in earnest in 2017. There has been a
signiﬁcant shift in demand for cover:
engineering and construction ﬁrms have yet
to submit new applications while capital
goods manufacturers have returned from
their long absence. According to market
news, it seems that although competition
from other exporters has increased,
Argentina simply has not been concluding
public works transactions lately. In other
words, Brazilian engineering ﬁrms are not
necessarily missing out on export
opportunities to Argentina because of
internal and domestic issues. Proof of this
may lie in the fact that the Macri government
apparently has yet to revise the list of priority
infrastructure projects in Argentina.
Having said this, there is no doubt that
competition has intensiﬁed with the
normalisation of Argentina’s ﬁnancial
relations with the rest of the world.
Fortunately, it is often the case that even
when transactions are closed by ﬁrms from
third countries, part of the production of
goods sold to Argentina has a good chance
of occurring in Brazil, given the
manufacturing presence maintained in the
country by a large number of multinational
ﬁrms. Furthermore, increased competition
also has an eﬀect on the ability of exporters
and lenders/insurers to extract additional
guarantees from their buyers. The new
government, naturally reticent to oﬀer
sovereign guarantees due to its laissez-faire
approach, has been able to resist calls for
such commitments. As a result, more creative
solutions need to be developed, proposed
and negotiated within the context of
transactions, bringing together parties that
may be unfamiliar to each other in more
complex structures involving a larger number
of players and steps. As necessity is the
mother of invention, the future seems to be
bright for cooperation and risk sharing
opportunities between the Brazilian ECA and
other export credit insurance industry
players. ■
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From civil war to Africa’s darling in under five years, Côte d’Ivoire
poses challenges and opportunities for investors. By George Otieno,
CEO, African Trade Insurance Company.

Unprecedented growth
When reading about the tremendous
progress of Côte d’Ivoire today, it’s hard to
believe that this thriving country was
embroiled in two civil wars from 2002 to 2011.
The country is listed as the fastest growing
economy in Africa and, according to the IMF’s
2016 Economic Outlook, is the world’s second
fastest growing economy with average
growth rates of 8% in the last three years.
Thanks to a spate of business-friendly
policies, Côte d’Ivoire has also gained 40
positions in the World Economic Forum’s
Global Competitiveness Index since the 201213 report. The rise is based on improvements
in access to electricity, enforcing contracts,
and trading across borders.
With such impressive growth and a private
sector-focused government, it’s not
surprising that the country has managed to
attract an impressive list of investors,
including a recently built US$167 million
Heineken brewery, and a raft of UK-based
investors including Crown Agents, Diageo,
GlaxoSmithKline, Globeleq Holdings, PwC,
Standard Chartered Bank, Tullow Oil and
Unilever, as well as ﬁnancial multilaterals such
as African Development Bank, Africa Re,
African Export-Import Bank and Zep-Re.
The country’s rags to riches transformation
is one of the greatest African success stories
of this decade, which began in 2010 when
Alassane Ouattara – an economist and former
deputy director of the IMF – won the
presidential election. He was not able to
assume oﬃce until 2011 after a brief challenge
by the previous leader but, since that day,
President Ouattara is widely thought to have
shown commitment backed by policies to
move the country toward more transparency
and private sector-led growth.

Key risks remain
Despite this impressive progress, there are
elements that investors and companies need
to know before entering the market. Like
many countries moving from what the IMF
terms a ‘frontier market’ to ‘emerging market’

status – which is the
ultimate goal of the
government as
outlined in its 20162020 National
Development Plan
(NDP) – Côte d’Ivoire
is undergoing what
we can call growing
pains. The country is
George Otieno
arguably doing many
things right, which we will also touch upon,
but key risks remain and, in our estimation,
require some vigilance:
● The current focus on succession politics
which underscores the importance of the
upcoming 2020 election;
● Bribery and corruption;
● Deterioration of banking sector indicators;
● Mutiny;
● Terrorism.
Our analysis draws extensively from EXX
Africa, a specialist intelligence company
deﬁned by its unvarnished and accurate
reports that, like ATI, are based on a reliable
network of on-the-ground sources.
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A Cinderella story

Succession politics
Perhaps nothing highlights the current
political situation more than recent media
images depicting masked men with guns.
Strikes led by armed mutinous soldiers shut
down several of the country’s cities in
January 2017 and then again just ﬁve months
later. The soldiers, many former rebels,
demanded back pay for their work that
included battles in the 2011 civil war that
eﬀectively ended the impasse between the
current president and former president
Gbagbo. The government acquiesced to the
ﬁrst demand but, by May 2017, it dispatched
loyal army units to end the mutiny. This
decision may have been fuelled by the
growing bill of US$170 million, which the
government was ill prepared to honour with
falling cocoa prices, proceeds from which
account for a large portion of its budget.
This episode has two aspects worth
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noting. First, there is a political element
driven by speculation that these mutinies are
led by Guillaume Soro, the president of the
National Assembly, who led the rebels during
the civil war and who has expressed a desire
to be the next president. This runs counter to
President Ouattara’s selection of former
prime minister and long-time ally Daniel
Kablan Duncan as the vice president in early
2017. It is a newly created position under the
revised constitution meant to signal the
president’s choice for his successor as he is
mandated to step-down in 2020.
The second aspect to the theatre of
succession politics is that the government’s
preoccupation with politics may give way to
its taking the eye oﬀ ongoing implementation
of critical reforms. These include
recommendations from the World Bank such
as reducing the start-up time for a business
to 24 hours; lowering processing and
transaction times at the Abidjan Port for both
exports and imports; setting up credit
information bureaus; establishing a
commercial court of appeals and creating egovernment platforms to simplify a number
of operations such as ﬁling and payment of
taxes and tariﬀs.

Bribery and corruption
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Corruption is, of course, not speciﬁc to Côte
d’Ivoire, where it is characterised as
entrenched. For instance, corruption still has
an impact on judicial decisions, contract
awards, customs and tax issues, with bribery
reported at every level of the civil service. At
a lower level, foreign companies may
encounter petty corruption in business
transactions – tax oﬃcials, for example, may
be overenthusiastic in enforcing laws in the
hopes of receiving bribes.
The former militia leaders, who helped
President Ouattara end the post-election
conﬂict in 2011, are reported to be one of the
most visible sources of corruption. A 2013 UN
panel of experts cited a military economic
network of former leaders, who held powerful
military positions in government,
participating in smuggling, illegal trade and
parallel tax.
Corruption by its very nature is diﬃcult to
root out. The government has been trying to
make headway in this area with modest
measures that include a new anti-corruption
force established by the gendarmerie. It has
led to a considerable reduction in demands
for bribes at police checkpoints on major
thoroughfares. The Finance Ministry’s

inspector-general’s oﬃce and the country’s
ﬁnancial intelligence unit have also been
strengthened – but capacity remains an issue.
Clearly more needs to be done on this front
but the ambitious pace of the government’s
policy agenda coupled with the endemic
nature of corruption means that this is likely
to be a slow process.

Banking sector risks
The reported 26 banks in Cote d’Ivoire manage
about 80% of the country’s ﬁnancial sector
assets, with the rest covered by insurance
companies. Ten foreign-owned banks
dominate the sector, accounting for 51% of
assets, followed by seven subsidiaries of
regional banking groups, ﬁve locally-owned
banks and four public banks, which account for
about 10% of the sector’s assets – though this
is decreasing as the government continues to
privatise and restructure public banks.
With a population of 22 million, Côte
d’Ivoire is attractive to foreign banks because
it is one of the largest economies of the West
African economic bloc – ECOWAS. It is West
Africa’s strongest economy, representing
about 40% of the West African Economic
and Monetary Union (WEAMU) GDP. Banks
reason that establishing a base in the country
provides entry to French-speaking West
African countries in the WEAMU block that
includes Benin, Burkina Faso, Guinea-Bissau,
Mali, Niger, Senegal and Togo.
Overall, the sector has seen an increase in
bank loans and improved access to banking
services. But the country still lags behind
neighbours Togo and Senegal because one in
eight Ivorians are reluctant to deposit savings
in formal ﬁnancial institutions.
The greatest risk to the banking sector is
high exposure to indebtedness to the
country’s ﬁve largest borrowers, representing
about one-third of their assets and threetimes their capital – which poses an increase
in credit risks. These borrowers are reported
to be public and private entities in the agrobusiness and commerce sectors.
In 2015, the stock of bank non-performing
loans (NPLs) increased by more than private
sector credit – an estimated rise of 75% net of
provisions, indicating an increase in bank credit
to small-and-medium sized enterprises (SMEs),
which have high default rates and arrears from
ﬁnancially weak public companies.
The IMF has encouraged the restructuring
of public banks and faster implementation
of ﬁnancial sector reform to resolve some
of the challenges stemming from
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The ever-present scourge of
terrorism
Overall, there is an increased threat of attacks
by radical Islamists in West Africa. Côte
d’Ivoire shares a border to the north with Mali,
a known hub of jihadists in the region, which
increases the likelihood of attacks within the
country. In March 2016 the country
experienced its ﬁrst signiﬁcant attack at a
popular tourist site in Grand Bassam, 40km
east of Abidjan, by six gunmen aﬃliated with
Al-Qaeda in the Islamic Maghreb. France’s
intelligence services indicate that these types
of attacks, targeting tourists in countries such
as Côte d’Ivoire and Senegal, outside the
previously targeted Sahelian countries, are
likely to continue.
In response to a growing extremist
presence along its border with southern Mali,
Cote d’Ivoire has stepped up security in
northern areas and predominantly Muslim
neighbourhoods in the commercial capital of
Abidjan. The government is also working
closely with religious leaders and Muslim
organisations, requesting that they notify
police of newcomers and suspicious activity.
They’ve also sent reinforcements to their
northern border.

Côte d’Ivoire leads the charge in
these risk areas
In addition to economic indicators, Côte
d’Ivoire is also leading Africa in two risk areas
which emphasise the country’s commitment
to improving the business environment –
contract frustration and expropriation.
There is a low risk of contract frustration
largely because the peaceful transition to the
Ouattara government decreased fears of
retaliation against French companies by the
previous president, who saw France as the
main culprit behind his eventual ouster.
Beyond this, Côte d’Ivoire is one of the best
countries in sub-Saharan Africa for enforcing
contracts – supported by the creation of a
specialised commercial court in 2012. The
average time to resolve disputes is estimated
to be even lower than the OECD average,
though the cost is about the same as the
continental norm.
New investment, telecoms and mining
codes, and the establishment of a business
facilitation centre are all meant to reduce
disputes caused by issues including
allegations of collusion between government
oﬃcials and companies.

Another risk area showing stellar results is
expropriation. While there is a public
expropriation law in place, there have not been
any cases of government expropriation of
private property. In fact, private expropriation
as a way to settle contractual or investment
disputes has historically been a larger problem
– but under Ouattara’s presidency these have
seen a noticeable drop oﬀ.

A country on the move with a
progressive strategy for future
growth
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government arrears and falling oil prices.

President Ouattara, much like the current
president of the African Development Bank
Akinwumi Adesina, sees food production as a
major factor in plotting the country’s future
growth strategy. The rationale goes that a
country that can feed itself will be able to
feed the world.
To this end, the government is focusing on
creating a market in the 300 million West
African region, where about 100 million are

As our newest member, we at ATI see
great opportunities in Côte d’Ivoire,
particularly in the infrastructure
(construction, energy and roads) and
services (banking) sectors.
estimated to be middle-income. The
government is investing in processing indemand commodities such as cocoa, palm
oil, rubber and rice to reduce costly imports.
The strategy is already paying oﬀ, with the
government negotiating with Swiss
companies interested in making juice to sell in
the region. Cemoi, the French chocolate
maker, recently opened a factory to make
products for eventual export to other West
African countries.
As our newest member, we at ATI see
great opportunities in Côte d’Ivoire,
particularly in the infrastructure
(construction, energy and roads) and services
(banking) sectors. While there is tremendous
momentum, the true test will be the country’s
ability to transition peacefully through
another election cycle. The ability of
countries within the ECOWAS region to pull
together to avoid widespread political
instability – as in the recent cases of The
Gambia and Burkina Faso – gives reason to
believe in the power of the community to
reign in bad behavior in 2020 and beyond. ■
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John Blackwell, senior communication and marketing manager at
Atradius, explains why Iran still has a long way to go before its
economy is fully back in the international arena.

A protracted relaunch into the
international arena
When nuclear sanctions on Iran were lifted in
January 2016, it was expected to put the
country’s economy back into the international
arena by opening it up to trade, investment
ﬂows and economic growth. About 18
months down the line, this has become only
partly true.
At an annual rate of 4.6% in 2016 , Iran’s
economic growth has deﬁnitely
outperformed its regional peers – and is
expected to do so again in 2017. But this
rebound is mainly driven by a recovery in oil
production and exports to pre-sanction levels
because the oil embargo was lifted as part of
the nuclear deal.
Moreover, when other oil producers agreed
to cut production to support prices in last
November’s OPEC deal, Iran negotiated
exemption and was allowed to regain market
share. The return of petrodollars has also
sparked non-oil sector activity, according to
data of the Iran Statistical Center. This is
particularly true in the manufacturing &
mining and in the services sectors, such as
transportation and storage services.
However, the growth acceleration will soon
taper oﬀ without further impetus as foreign
direct investment (FDI) inﬂow, which is
essential to Iran's growth strategy, has not yet
taken ﬂight (see chart).
The Iranian government aims for an even
higher annual growth rate of 8% in its ﬁveyear economic development plan
(2016-2021). This optimistic target is based
on expectations of receiving around US$15
billion of FDI annually. But only a fraction of it
has materialised since the nuclear deal.
There are some investment inﬂows in the

EXPERT ANALYSIS

Iran: Sanction-related
uncertainty is still
hanging in the air

pipeline though. An
estimated US$12
billion in deals has
been announced in
2016. Most investment
deals so far
concentrate on the oil
and gas sector. Iran
signed a milestone
deal of US$4.8 billion
John Blackwell
in July 2017 with a
consortium led by Total for the development
of the South Pars gas ﬁeld. This is reasonable
as Iran's proven gas and oil reserves rank ﬁrst
and fourth in the world.
Investment is also needed to modernise
and diversify Iran’s oil-dependent economy
and boost the development of the private
sector.

Iran growth and FDI prospects

Source: EIU
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Reintegration in the global financial
system is the main challenge
One of the major obstacles facing potential
international investors in Iran is that global
banks (including non-US banks) are still
reluctant to facilitate investment and trade
deals in order to avoid any risk of incurring US
ﬁnes for breaching remaining non-nuclear
sanctions. For instance, because of existing
US dollar clearing restrictions, money
transfers or the opening of a letter of credit
(LC) with Iranian banks in US dollars can only
be arranged outside the US banking system.
Iran attempts to tackle this hurdle by trading
more often in euros. A number of mostly small
and medium-sized non-US banks have reestablished correspondent relationships with
Iran, but major global banks that are better
equipped to ﬁnance the bigger projects have
remained on the sidelines.
Banks’ uncertainty over sanctions should
be seen in light of the still-high political risk in
Iran and in the Middle East in general. Iran's
tense relationship with the US must also be
taken into account. US President Donald
Trump has imposed new, albeit limited,
sanctions in response to Iranian ballistic
missile tests. Relations cooled further amid
the US travel ban imposed on several Arabic
countries, including Iran. A modiﬁed version
of the ban came into eﬀect in July.
But a fully-ﬂedged re-introduction of
sanctions by the US would not be eﬀective
without the cooperation of Europe, China and
Russia. Moreover, the risk that a 'hardliner'
would come into power in Iran and escalate
the situation has subsided after the reelection of the reform-oriented President
Hassan Rouhani in May.
But political tensions remain. Iran's
regional rivalry with Saudi Arabia – a US ally –
has intensiﬁed since the recent diplomatic rift
and economic boycott of Qatar, as Saudi
Arabia and Iran are at opposite sides of the
conﬂict. Rouhani's position has come under
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renewed pressure domestically after terrorist
attacks in Tehran in June, and polarisation
between reformers and hardliners increased.
The hardliners retain a lot of power in Iranian
society, for example through the Islamic
Revolutionary Guards Corps, which are
involved with many companies in key
strategic sectors in Iran.
The situation is not helped by the fact that
Iran's banking sector is generally in bad
shape, which makes re-integration into the
global ﬁnancial system even more
challenging. The sector is dominated by
state-owned banks, whose activities are
strongly guided.
The Iranian government continues to exert
substantial inﬂuence in the background on
some partially-privatised banks. These
directed lending practices, combined with
poor risk management, means the ratio of
non-performing loans is high, at around 11%.
This is also reﬂected in government payment
arrears, while capital buﬀers are extremely
low (Capital Adequacy ratio of 5.8% in March
2015) and on a downward trend. The IMF says
recapitalisation of a number of state-owned
banks is therefore urgently needed.
Banks also have trouble obtaining funding
because they are dependent on domestic
savings, and have to compete with unlicensed
ﬁnancial institutions. This has led to high
interest rates, depressing banks' proﬁtability.
Iran is still on a 'black list' for money
laundering and terrorism ﬁnancing, which
puts oﬀ correspondent banks from dealing
with the country as it requires additional due
diligence.
Iran has at least started to address the
various problems in the banking sector. It is
working with the Financial Action Task Force
to address the deﬁciencies in its frameworks
for anti-money laundering and combating the
ﬁnancing of terrorism. The government also
attempts to patch banks’ balance sheets by
clearing its arrears to the banking sector via

The Iranian government continues to exert substantial
inﬂuence in the background on some partiallyprivatized banks. These directed lending practices,
combined with poor risk management, means the ratio
of non-performing loans is high, at around 11%. This is
also reﬂected in government payment arrears, while
capital buﬀers are extremely low (Capital Adequacy
ratio of 5.8% in March 2015) and on a downward trend.
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Macroeconomic indicators remain
favourable
Iran's macroeconomic fundamentals are
good. Public ﬁnances are healthy with a
modest ﬁscal deﬁcit and a very low public
debt level, estimated respectively by EIU at
2.7% and 14.3% of GDP in 2016. The Rouhani
administration’s prudent ﬁscal policy means
the budget has also become less dependent
on oil revenues, for instance due to sales tax
increases. Iran plans to replenish its Oil
Stabilisation Fund with revenues that occur
when the oil price exceeds the budgeted
amount of US$55 per barrel in order to build
a buﬀer to absorb future budgetary shocks.
The current account is expected to remain in
surplus, and external debt is almost nonexistent (around 2% of GDP). This of course
partly reﬂects Iran's disconnect from the
international capital market. Iran also
demonstrated excellent payment morale,
when it repaid arrears to credit agencies that
were built up during the sanction period.
Iran’s international reserve position is
strong, at around 21 months of import cover
in 2016. Central bank access to the reserve
improved when frozen assets were released
following the removal of nuclear sanctions.
Monetary policy is also prudent with
relatively stable inﬂation (single digit in 2016)
and exchange rates. The alignment of the
oﬃcial exchange rate with the parallel free
market rate, which has been postponed, is
now planned for the beginning of 2018. This
would remove economic distortions and put
the central bank more in control. It would also
make Iran more cost competitive and may
encourage FDI inﬂows because it would likely
require a devaluation of the oﬃcial rate to
align it with the market rate. The oﬃcial
exchange rate is currently moderately
overvalued by 5–7%, according to the IMF.
Last but not least, Iran’s population is
large, young and relatively well-educated.
This forms a solid base for economic
diversiﬁcation and boosting the private
sector economy. But structural reforms are
required in order to fully utilise these
strengths, for example in the labour market to
address job mismatches and increase female

participation; and the business environment
to cut red tape and address other
institutional and market ineﬃciencies. There
is plenty of scope for improvement. The
unemployment rate is high, especially among
the young (29.1%), while the participation rate
is low especially for woman (14.2%). Iran
currently ranks poorly on the World Bank
Doing Business scale at No. 120.

Iran’s outlook has improved, but
downside risks are there to stay
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domestic bond issuance. A new
comprehensive banking law, which is vital to
upgrade Iran's ﬁnancial supervision and
implement reforms, still needs to be ﬁnalised.
A large scale recapitalisation seems
inevitable, but there is no progress to be
reported here so far.

To conclude, Iran’s economic outlook has
improved since sanctions were lifted and
growth potential is promising. However, high
political risk and the weak banking sector are
potential pitfalls for doing business with Iran.
These are not likely to be solved in the nearterm. The success of the
Rouhani-administration in reforming the
economy partly depends on how much it
needs to compromise with the hardline
opposition at home in light of the increasingly
assertive stance of the US and its regional
allies. It also depends on whether major
international banks begin servicing

The success of the Rouhaniadministration in reforming the
economy partly depends on how much
it needs to compromise with the
hardline opposition at home in light of
the increasingly assertive stance of the
US and its regional allies.
transactions with Iran. Export ﬁnancing and
investment deals are logically more exposed
to those risks.
We acknowledge the potential of this
sizeable market once it completely opens up
to foreign trade but there remain a number of
risks in doing business in Iran. Some
inconsistencies remain in the desire of the
government and other authorities in doing
business with Western trade and investment
partners. The election of Donald Trump as US
President also dampens interest of US
companies in working with Iran, also freezing
funds and resources of listed persons/entities.
It is also still not clear that money can be
transferred out of the country directly and
legally through banking channels.
Consequently we remain very restrictive and
oﬀ cover on Iran. ■
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Daniel Riordan, president of global political risk, credit & bond
insurance at XL Catlin, examines encouraging signs for the trade credit
insurance marketplace, and looks at regional opportunities and risks.

Berne Union members know well that
opportunities to provide insurance mirror the
prevailing trends in global trade. Not
surprisingly, demand for credit insurance has
diminished slightly in markets where
economic activity has slowed down. There
are some cracks, such as the still-unknown
impact of Brexit on the European Union, but
the global economy overall is faring well.
Bilateral trade is growing faster than
multilateral trade, but the fact that trading
activity remains robust is quite encouraging
for the credit insurance marketplace.
China and Brazil, for example, previously
led demand for credit insurance, but lately
their economies have slowed. That reduction
is oﬀset, however, by increased demand for
projects in countries such as Colombia, Peru
and Argentina, and continuing strong
demand in South-East Asia. Several areas of
Africa, including Kenya, Uganda and nations
in West Africa, also are seeing rapid
development.
Infrastructure projects, whether they
involve replacing aging assets or constructing
new ones, are needed worldwide and
represent a signiﬁcant driver of credit
insurance demand. That is a major reason for
near-term growth opportunities on almost
every continent, even in mature markets such
as the United States and Canada.

Opportunities and risks everywhere
A cursory glance at the regions of the world
shows that risks, as well as opportunities to
provide insurance, are everywhere. Instability
and uncertainty are present in:
Africa. Various countries in sub-Saharan
Africa are experiencing a level of growth and
investments not seen in a long time. But
South Africa, at one time a model of
economic growth and stability in the sub-
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Growth opportunities
high for political risk and
credit insurance providers

Saharan region, is
struggling.
Asia. Political
tensions remain high.
China is expected to
make leadership
changes at its 19th
Communist Party
congress later this
year. Domestic
Daniel Riordan
economic pressures
and territorial disputes with its neighbours
are mounting. Japan’s economic future is
unclear as relations between two of its largest
trading partners, the United States and
Russia, evolve. North Korea’s military
ambitions also continue to create tension in
the region.
Europe. The European Union’s future is
clouded, with Britain’s withdrawal ongoing.
French voters this year averted a similar
withdrawal by electing a presidential
candidate who supports the EU. Major
economic reforms are needed in areas of
Europe to stimulate growth.
Latin America. Brazil is still struggling with
an economic recession, though other Latin
American nations have made impressive
strides with reforms to improve stability and
growth.
Middle East. Civil conﬂicts, a migration of
refugees and depressed oil prices are taking a
heavy toll on the region’s economies.
Despite the widespread distribution of
political risk and economic diﬃculties,
opportunities continue to exist for insurers
ready to look more deeply at situations that
give others pause. Political risk and trade credit
insurance are valuable tools, especially now.

Product development needed
With opportunities to provide credit
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insurance and project ﬁnance protection all
over the world, the insurance marketplace
must continue to focus on delivering value. It
is more important than ever to listen to
buyers’ needs and provide products that
meet those demands.
For example, banks – longtime buyers of
credit insurance – are under increasing
regulatory pressure. Their capital charges on
cross-border loans, for example, are the
highest they have ever been. Financial
institutions that are involved in ﬁnancing
large and complex projects need and are
seeking capital relief. Credit insurance and
project ﬁnance protection play important
roles in providing such relief. Larger capacity
and longer tenors from counterparties with
robust balance sheets are especially helpful
to banks today, even more than in the past.
Infrastructure development is often
conducted in stages over a number of years.
Such projects generally require more
protection over prolonged periods. It is
helpful for credit insurers, where possible, to
extend protection up to as long as 20 years.
This provides capital relief and reduces risk
for sovereigns and ﬁnancial institutions. It
also helps communities to realise the
projects’ beneﬁts, whether it is a new rail line,
a port expansion, a toll road, an oil or gas
facility, or another form of infrastructure.

Claims environment
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The claims environment in credit insurance
has been relatively light in recent years.
Short-term export credit insurance, where
tenors generally are 12 months or less, is
where the highest frequency of claims
occurs. Berne Union members have over the
past three years seen moderate increases in
short-term claims paid: US$2.0 billion in 2014,
US$2.58 billion in 2015, and US$2.78 billion in
2016. Short-term credit insurance premiums
over that period have fallen slightly. If the loss
ratio continues to rise without a
corresponding increase in premium, that
eventually will hurt insurers’ results and
create changes in the marketplace. The credit
insurance market is healthy for the
foreseeable future though.
On medium – and long-term export credit
insurance and lending, claims continue to be
fairly light, on par in dollar terms with shortterm claims. What has changed – and is likely
to increase further – is the amount of
commercial risk claims. In 2015, for example,
Berne Union members paid US$1.34 billion in
commercial risk medium/long-term claims.

This nearly doubled in 2016, to US$2.65
billion. At the same time, claims paid in
political risk and lending fell sharply.
The nature of medium/long-term credit
insurance means that claims take some time
to develop. Writers of long-term credit
insurance usually expect to see claims
occurring around the ﬁve-year milestone.
Although medium/long-term claims are lower
in frequency than short-term claims, they can
be large. Insurers’ ability to select risks,
monitor and analyse conditions and to
engage with the appropriate parties – such as
government ministers – can mitigate much of
the loss exposure associated with
medium/long-term credit insurance.

How Berne Union can help
The Berne Union has provided a valuable
forum for both analysing and promoting
global trade since its founding in 1934. It will
remain important for Union members to
collaborate and pool our vast resources – not
just economically but also to share our
expertise and help each other – to better
understand the dynamics in political and
credit risks.
Working together, we can create more
relevant products that serve the changing
needs of our customers. We can oﬀer real
solutions that reduce uncertainty arising from
trade and provide capital relief.
There is enormous opportunity for Union
members to engage in public/private
partnerships that marry government support
with expert analytical resources. Combining
our strengths in this fashion can help
members to identify and mitigate risks before
they become claims. Disruptions can amount
to much more than temporary
inconveniences; they can in some cases
jeopardise entire projects.
Political and economic volatility are,
ironically, constant forces in the current of
global trade. Navigating uncertainty and
mitigating risk are vital to sustaining growth
in trade. The Berne Union has played a critical
role in that for 83 years and will continue to
do so. ■
Daniel Riordan is president of global political
risk, credit & bond insurance at XL Catlin.
Before joining XL Catlin, he held various
senior executive roles in political risk,
specialty and global corporate property and
casualty insurance at a leading global insurer.
He has had a long association with the Berne
Union, serving as president from 2013 to 2015.
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