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Plus ça change…
the relations and
institutions of trade
By Paul Heaney, Associate Director, Berne Union

With an apparent touch of cognitive
dissonance, the subject matter of this
edition of the BUlletin juxtaposes themes
of change and disorder with the celebration
of a number of institutional anniversaries,
symbolic of endurance.
In a companion-piece to his article
published last year – Trade at War – JeanFrancois Lambert presents his take on the
changing dynamics of a new world economy,
which he sees gradually emerging from the
current state of Trade in Flux. He describes
a growing momentum in the erosion of
multilateralism and warns of the serious threat
to the global economy caused by undermining
its ‘engine of growth’ (trade) through
protectionism and self-defeating tariffs.
In a separate article, Dr. Rebecca Harding
explores the idea of trade as a strategic asset
in geopolitical manoeuvres. She describes an
inherent tension emerging between ‘strategic
competition’ and the interdependence of
globalisation and identifies a blurring of the
lines between hard and soft power.
With sustained pressure on trade, one
year on from his first article, JF sees things
‘starker and more polarised’ then before. His
previously sanguine attitude that ‘economic
logic should prevail’ has been replaced by a
pessimistic recognition that what appeared
to be mere ‘economic bickering’ may now
have transformed into a fundamental
‘weaponization of trade’ – a concept further
expanded upon by Dr. Harding in her piece.
Both authors agree that the consequences
of sustained and escalated trade conflict
are significant and that the geopolitical
environment may become increasingly
difficult to navigate.
Contrasting the relative chaos of

geopolitics with the
slower pace of history,
articles from Louis
Taylor and Kimberly
Wiehl reflect on the
centenary of the
establishment of UKEF
– the world’s first
ECA – and the 85th
anniversary of the
Paul Heaney
Berne Union.
There is change – and conflict – here too:
Louis reminds us that UKEF – and soon other
ECAs – first emerged from the ‘shattered
international trade system’ in the aftermath
of the first world war. He goes on to chart
the milestones of adaptation and change
that have kept ECAs in sync with trends in
modern trade: Islamic finance, local-currency
loans, SME-support and nurturing of privatesector partnerships.
‘Partnership’ is also the theme for
Oussama Abdul Rahman Kaissi’s reflection
on 25 years of ICIEC, where he identifies a
global imperative for financing the UN SDGs
and the ‘increasing crucial role of ECAs’ as
contributors to this.
In many ways the history of our industry
is the history of trade. The economic and
geopolitical forces shaping the global order
are rarely still and the institutions which
endure must adapt and evolve through these.
The more disruption to the current order
we see, the more important it becomes to
support those institutions which provide
a counterbalance and mitigate the risks
emerging.
Of course, all change is a matter of
perspective and when your business is risk,
perhaps change is just business? n
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Trade in flux
By Jean-Francois Lambert, Founder and Managing Partner at
Lambert Commodities

The globalised world economy we saw
building up over the past 50 years is
in a state of flux. New dynamics have
emerged, are gathering momentum and
the picture gradually shaping up does
not look particularly pretty. The World
Trade Organisation hitherto undisputed
aegis is being weakened; a large web of
global supply chains is under duress; long
lasting alliances and trade partnerships
are being reassessed. The trade scene
has become starker and polarised. It is
increasingly framed by sanctions, tariffs,
and protectionism. Optimists might
believe in a transitionary state, and that by
democratically electing new leaders, the
picture could and will improve. That is far
from certain however, as the rationale for the
shift may finds its roots deep in societies and
be a direct, albeit unexpected, consequence
of the great financial crisis of 2008. A new
order is probably in the making, unleashing
new, complex dynamics and it is wise to
heed.
Until a few years ago, there was a vast
consensus about how the world should
be led. Fukuyama wrote about the ‘end of
history’, whereby post war ideologies were
bygone, and liberalism and free markets
would eventually spread across the world.
Economic dynamics were shaping policies
and an unwritten consensus was that
globalisation – with trade as its engine
– would bring progress and prosperity.
With few boundaries, global supply chains
helped spreading wealth and development
in many parts of the world as products are
designed, built, assembled and sold over

2

and across tens of
different countries.
Globalisation was the
norm. But is it still?
In the long
aftermath of the great
crisis of 2008, the
effects of which we
are likely to feel for
many years to come,
Jean-Francois Lambert
the old economic
order has been increasingly challenged. If
globalisation on a macro level has been an
undeniable success, it is not so perceived
everywhere on a micro level: Over 50 years,
vast populations reached a middle-class
status in developing economies. Yet, in the
developed world, social progress has not
been seen as particularly vigorous in the
same period. A view that globalisation left
many on the side, grew progressively in
developed democracies and has gathered
momentum as it became a centrepiece of the
political discourse in several countries, from
eastern to western Europe and to America.
In these countries, the belief that
globalisation has to be ring-fenced
is growing. Concerns about unfair
competition from distant countries where
the environment is discarded and social
laws still basic; de-industrialisation and its
consequences on employment; uncontrolled
immigration; and unacceptable trade deficits
are shaping many politicians’ manifestos.
In short, the global economic agenda is
superseded by new priorities, whereby
politics should be conducted with country’s
self-interest at heart, surfing on a wave

With few boundaries, global supply chains helped
spreading wealth and development in many parts of
the world as products are designed, built, assembled
and sold over and across tens of different countries.
Globalisation was the norm. But is it still?
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sense and reason could still prevail and new
agreements may eventually be found. After
all, it would be in everybody’s interest to
recreate a stabilised marketplace for business
to thrive. An encouraging thought, but one
which discard the fact that the trade dispute
involves the two largest economy in the
world, representing over 37pct. of the word
GDP7: the US and its immediate challenger,
China. Without a prompt settlement,
disruption could be pervasive.
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of discontentment and worries. Hence
sanctions, tariffs, Brexit, a more complicated
diplomatic scene. Hence, also an increasingly
worrisome economic outlook.
On the face of it, as evidenced by facts
and figures, the world economy has been
extremely robust. Global GDP has been
growing on average at almost 3.5 percent
per annum since 19801. In 2019, the IMF
forecast 3.2 percent growth2, which might
look somehow tepid. Yet, and even at that
pace, the world economy measured by its
GDP would double in 24 years!
Or will it, really? Growth over the past 30
years or so has been driven by trade. For
most of a period extending from the late
1980’s to the mid-2000’s, real global trade
flows expanded twice as fast as real GDP
growth3. Between 2008 and 2018, world
trade and GDP have grown in tandem4.
However, trade as monitored by the WTO
through the Goods Trade Barometer, has
been losing momentum for many months
now. According to the WTO, the world
merchandise trade, is showing 1.2 percent
year-on-year growth on the first quarter of
20195, much below world GDP growth. The
next two quarters are expected to show a
similar trend. As further evidence, economies
which are trade-dependent are suffering.
Singapore’s economy experiences its slowest
growth in decades6 in the first half of the
year with an annual growth rate, so far
this year, barely above zero. Why is trade
faltering? And could the world economy
remain as robust if trade, the engine of
growth, was to lose significant momentum
durably?
To be sure, we have, in the past, witnessed
periods where trade has receded. The last
significant occurrence was 2009, amid the
great financial crisis. Yet trade growth quickly
resumed. So why could it be different this
time? Precisely because the global trading
system is under assault. Trade agreements
are being challenged (TPP, Nafta); the
US has threatened to leave the WTO and
is hampering its ability to rule on trade
disputes; economic nationalism has become
the centrepiece of the political agenda in
the world’s largest economy. In reaction, US
trading partners are considering or taking
countermeasures (through tariffs, currency
depreciation or else), the consequence of
which likely leads to escalation rather than a
truce.
However tense the relations between
trading partners may have become, common

Despite the fact that
both economies are
intertwined – China is
the US’ third largest
destination for exports,
and its top supplier – the
rivalry between the two
juggernauts was bound
to deepen.
Despite the fact that both economies are
intertwined – China is the US’ third largest
destination for exports, and its top supplier –
the rivalry between the two juggernauts was
bound to deepen. Graham Allison described
in the Thucydides Trap the inevitable
confrontation between a rising power and
already dominant one. In these columns one
year ago, we ruled out that a fully fledge
trade war could occur. The rationale was
the sheer interwoven relationship between
the two countries and that economic logic
would prevail. Well, it has not, and this shows
that the economic decoupling between
the United States and China, that we are
witnessing is probably a pure geopolitical
play finding its roots deeper than in the
current administration’s agenda. Trade has
been weaponized as a mean, not as an end
by one America, increasingly worried about
the growing influence of China, beyond
sheer trade imbalances. If so, there is no
coming back, at least for several years,
and the magnitude of potential disruption
would be long-lasting, possibly triggering
further tensions between the two countries.
The geopolitical environment will thus
be increasingly difficult to navigate for
corporates, banks and risk takers. To quote
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Henry Paulson a former US Secretary of
the Treasury, “that is why I see more clearly
than ever the prospect of an Economic Iron
Curtain—one that throws up new walls on
each side and un-makes the global economy,
as we have known it8”.
This tells us volumes about how the world
has changed and how political influence has
grown over economic rationale since 2008.
Bill Clinton, to epitomise what the drivers
for his victory over GHW Bush were in the
90’s talked about “the economy, stupid”.
Amid the rise of protectionism and ultrapolarisation, the main drivers have become
geopolitical ones. How can trade not be
durably disrupted in that context? and if it is,
could the world economy continue to grow
at the current pace? Those are very stark
concerns and answers are not easily found in
recent history.
Business is nimble and always adapts.
What make the challenge quite formidable
this time, lies both in the magnitude of
the disruption and with the uncertainty of
the outcome. Before stating the obvious,
i.e. they cannot be winners in the long run
as everybody will be affected eventually,
whether directly or indirectly, let’s explore a
few likely consequences of a more polarized
trade scene.
First, and most obviously, the supply
chain realignments. How long will it take to
large supply chain managers to reconsider
their sourcing strategy? Empirical evidence
shows this has started already, notably for
large US companies. But not only them.
Consider British groups sourcing in a hardBrexit context? Could China remain a priority
market for US companies? Would China
maintain its reliance on America supply of
raw materials?
At a macro level, the decoupling between
China and the US might foster tighter
relationship between China and Europe.
This has been on top of the Chinese leaders’
agenda for many years. In hindsight, the Belt
and Road Initiative, under way for a few years
was quite timely. How Europe will respond

though is uncertain as the worries about the
rise of the Chinese giant are shared, amongst
advanced economies, beyond Washington.
Yet and since the European trade corridor
has become more critical for China,
European companies could have a potentially
interesting bargaining stand.
The Middle East in its unique position
between Europe and Asia could also take
advantage of Asia’s thirst for energy and
become a large investor in the region. We
might also expect China to reinforce its
African strategy both to develop cheap
manufacturing and to optimise its strategic
raw material sourcing.
Existing tensions between Europe and
Russia have already triggered the drift of the
largest Eurasian country towards the East,
a trend that would probably accelerate as
China relies more on Russian oil and gas. Last
but not least, a closer partnership is likely to
be found between South American countries
and China to compensate for US food and
agri commodities supply, but also for key
mining products thus complementing the key
supplies coming from Australia.
It remains to be seen whether the
curtailing by the US of the relationship
with China could generate a recoupling
with Europe. So far Washington seems
oblivious of its European partners but
that might change if the US economy
starts to slowdown as trade flows less
freely elsewhere. In the meantime, some
suppliers to the US and notably Mexico,
South Korea, Taiwan and Japan may also
witness an additional flow of activity. Large
US supply chain managers have most of
their supply chains reaching China in a way
or another. They are bound to revisit their
sourcing strategy. Technology companies will
probably shift part of their production out of
China into South East Asian countries.
Access to the Chinese market may prove
increasingly challenging for American
companies, however significant their
investment in China may have been. Banks,
hotel chains or consumer product companies

Existing tensions between Europe and Russia have
already triggered the drift of the largest Eurasian
country towards the East, a trend that would probably
accelerate as China relies more on Russian oil and gas.
4
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3D printing made available for an increasing
number of products. If energy prices are
contained – the new energy mix as the big
transition has started should keep price in
check, then we might witness the emergence
of a new form of industrialisation closer to
the consumer centres.
Trade as we know it would therefore
be significantly affected as the world gets
less global. If supply chains get shorter,
this means that the flow of semi-finished
products which today constitute a large part
of the container freight, following hitherto
the global supply chains, might eventually
shrink.
Of course, “predictions are difficult,
especially when they involve the future9”
and as such, all of the above may prove
totally wrong. However, as geopolitics
trump economics, one thing remains likely.
Alliances and partnerships will be more than
ever dictated through the prism of relative
strategic importance and tangible benefits
to be obtained as a quid pro quo. In that
respect, the weaponization of trade is likely
to remain the norm rather than the exception
and the availability of commodities, be them
food and agri, energy, precious metals or
rare earth will remain on top of the world
leaders’ agenda. The journey towards a
new economic order has started and the
road is already be bumpy for supply chain
managers, their clients, and financiers. n

EXPERT ANALYSIS

might find a more hostile environment, for
instance. Similarly, the ability of US major
trading houses to keep feeding the Chinese
consumers might be hampered. That
might benefit non-US trading companies,
enjoying easier access to China. Some form
of partnership between Chinese companies
and non-US large trading houses from
Switzerland and Singapore notably could
even formalise. Incidentally, commodity
trading houses may find themselves in a
long foregone sweet spot yet again as the
dislocation for supply and demand may offer
an interesting playground to companies
whose DNA is precisely built around the
ability to react swiftly to market changes and
provide key commodities sourcing alternative
in whatever circumstances.
If we now take a broader view, let’s ponder
how trade could develop in a polarized world
in the long run. It is likely that large and
widespread supply chains find increasingly
difficult to navigate in a volatile world where
tariffs are more widely raised, one where
trade regulations are increasingly set on a
bi-lateral basis rather than through a global
rule book. A likely consequence therefore
could be, where possible, the curtailing of the
chains with a closer-to-home strategy.
Amid the polarisation policies of various
countries, it is likely that priority will be
given to sourcing and selling amongst
close partners. This may not be triggered
by laws or regulation, but merely through
the additional constraints imposed by more
difficult country-to-country international
relations. This could foster shorter supply
chains, when feasible increasingly at a
regional scale. Post-Brexit UK may remain
an oddity in that respect where the aim is to
rebalance the trade flows with the European
neighbours with renewed partnership with
afar former British empire countries.
Re-onshoring may also be accelerated
when possible. Thanks to the help of
technology, this prospect has become more
plausible. Robotics, allowing 24/7 production,

Notes
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3
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Source IMF, real GDP growth from 1980 to 2018
Source IMF, World Economic Outlook July 2019
The Falling Elasticity of Global Trade to Economic
Activity, Marc Auboin and Floriana Borino, CESIFO,
Sept 2018
Source World Tarde Statistical Review, 2019, World
Trade Organisation
Source WTO Goods Trade Barometer August 2019
Sources FT July 2019
Source Pocket World in Figures 2019 – The
Economist
Paulson Institute, Feb 2019
Attributed to Mark Twain

Amid the polarisation policies of various countries, it is
likely that priority will be given to sourcing and selling
amongst close partners. This may not be triggered by
laws or regulation, but merely through the additional
constraints imposed by more difficult country-tocountry international relations.
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Weaponised trade in
a world of strategic
games
By Dr. Rebecca Harding, CEO Coriolis Technologies

The major economic powers are engaged in
a coincidence. In this
a strategic competition to maintain and build
fuzzy framework, dualtheir influence in a world that has become
use goods – or rather,
interdependent through the processes of
goods that are used
globalization. However, power in this era of
for military or civilian
interdependence is not as straightforward
purposes – are treated
as it used to be, and this is reflected in the
with suspicion, since
strategies that we are seeing. The lines
their end use could
between hard and soft power are starting to
be benign but equally
blur: one country’s semiconductor export is
could be malignant.
Dr. Rebecca Harding
another
country’s
cybersecurity
import.
The
issue
is how
they
What is clear is that trade is being used strategically by countries to build
their
power
bases.
For example, when North Korea’s imports
are used, not what
of dual-use goods related to nuclear goods
are, in and for themselves.
This is happening through trade weaponization they
in two
ways: rhetorically and literally. The
trebled between 2007 and 2008, it is
What is clear is that trade is being used
perfectly possible that these were associated
strategically by countries to build their power
literal use of strategic trade is made explicit by the increase in arms and dual-use goods
with improvements in X-ray technology for
bases. This is happening through trade
public purposes. The fact that its nuclear
weaponization in two ways: rhetorically and
trading. Figure 1 shows just how important growth
in arms trade has become since the
programme started a year later may just be
literally. The literal use of strategic trade is

United States shifted its foreign policy stance.
Figure 1: Arms trade growth measured in terms of t test significance (above
two standard deviations): June 2011–February 2018
4

Imports
2.99

3

2

t -test

1

0

-1

-2

-3
Jan-10

6

Jan-11

Jan-12

Jan-13

Jan-14

Jan-15

Jan-16

Jan-17

Jan-18

Jan-19

Source: Coriolis Technologies, 2019

Figure 1:

Arms trade growth measured in terms of t test significance (above two

standard deviations): June 2011–February 2018.

Berne Union Newsletter, September 2019

What is clear is that trade
is being used strategically
by countries to build
their power bases. This
is happening through
trade weaponization in
two ways: rhetorically
and literally.
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made explicit by the increase in arms and
dual-use goods trading. Figure 1 shows just
how important growth in arms trade has
become since the United States shifted its
foreign policy stance.
This chart shows an annual rolling average
of trade growth in arms that is more than
two standard deviations above the historical
mean between June 2011 and February 2018.
The sharp escalation in arms trading from
mid-2017 to February 2018 is a function
of not only hardening US rhetoric but also
growing arms trading in other parts of
the world, including the European states
bordering Russia and the Baltic states. For
example, there were significant increases
in arms imports over the same time period
in Finland, Norway, Sweden, Turkey and
Australia as well as the United States.
Meanwhile, China, the United States and,
interestingly, Canada significantly increased
their arms exports. This shows a marked
tightening of strategy over the period
studied that can be seen as a direct response
to two things:
l The build-up of Russian military forces
along its border with the Baltic states.
Norway, Finland and Sweden all had
explicit policies during that period to
increase their border security. Canada,
under the auspices of the North Atlantic
Treaty Organization (NATO), increased its
arms exports to Ukraine.

l T
 he build-up of a Chinese military
presence in the South China Sea.
Australia’s national strategy, published
in 2018, highlighted the importance of
defence against the rising threat of
China in the region. There was also
significant growth in surveillance and
security-related ICT.
The rhetorical weaponization of trade is
present for all to see in the daily news.
However, figure 2 shows the way in which
‘trade’, associated with military language
in the news and on social media, changed
immediately following the global shift in
foreign policy stance. During 2017, the
language associated with tariffs was mild,
presenting the United States in particular as
a ‘victim’ through words like ‘protect’, ‘hurt’,

Figure 2: The use of weaponized language associated with trade in social
media and newsfeeds, January 2017–June 2018

2017
Source:

2018
Coriolis Technologies, 2019

Methodology: The method employed here was to look at social media and newsfeeds using web-scraping and
contextuality analytics between January 2017 and June 2018. The differential size of the boxes reflects the amount of
contextual language used in each time period. Note that 2017 represents a full year of data whereas 2018 does not.
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‘terror’, ‘illegal’ and ‘massive’. By the middle
of 2018, we can see that more such language
was being used in connection with trade, but
the focus had become harder, with words like
‘tariffs’, ‘hurt’, ‘protect’, ‘unfair’ and ‘massive’
becoming more dominant. The most
dominant word of all, however, is ‘war’.
Apart from the fact that the world has
become a more nervous place over the past
two years, all of this tells us two things. First,
there was an escalation in arms trading
over the period studied. This was directly
connected to the tensions in 2017 and 2018
between Russia and its Baltic neighbours.
However, Australia’s trade in arms and dualuse goods increased significantly too. China
used more belligerent military language and
tactics in the region during the early stages
of the Trump administration, arguably to
test US strategy there – a classic ‘know your
enemy’ approach – and Australia’s strategy
reflected this.
Second, it tells us that, from a rhetorical
perspective, US strategy focused on trade
after the publication of its National Security
Strategy (NSS), and the language used in
association with trade became tighter. This
can be explained purely in terms of game
theory: the US approach is an individualistic
one, centred around the assumption of its
capacity to win. Its behaviour is rational, for it
sees a conflict to gain power, whether trade,
technological, economic, financial or military,
as inherently winnable. It can therefore
threaten and coerce without needing to take
direct military action. The use of sanctions
against North Korea, complicit with the UN
and China, is evidence of what it was doing
at the time. Its lack of military intervention
in both North Korea and, in June 2019, Iran,
despite provocation, suggests that there is
indeed no appetite for military conflict: other
weapons are being used, even if the goal to
win is the same.
In short, we used to know the rules of the
game, but these have become more complex
in the multipolar and multidimensional
modern world. What we do know is that
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China used more
belligerent military
language and tactics in
the region during the
early stages of the Trump
administration, arguably
to test US strategy there
– a classic ‘know your
enemy’ approach – and
Australia’s strategy
reflected this.

we are witnessing a power play, and that
winning seems non-negotiable at this point.
Power is about coercion. Trade is the game,
the weapon and the strategy. It is a proxy
for a larger conflict, but its reach is big
and the consequences of escalation and
miscalculation where it is concerned are
profound. n

Rebecca Harding is an Independent Trade
Economist and CEO of Coriolis Technologies.
She is the author of the acclaimed
‘Weaponization of Trade: the Great Unbalancing
of Politics and Economics’.
This article is based her co-authored book,
with Jack Harding, ‘Gaming Trade: Win-Win
Strategies in the Digital Era’ and published
on the 18th September by London Publishing
Partnership. A launch event and related
conference, “Future of Strategic Studies” will
take place on the 18th and 19th October.
https://www.eventbrite.co.uk/e/the-futureof-strategic-studies-tickets-64593409627

Note
1

See Strong and Secure: A Strategy for Australia’s
National Security: https://bit.ly/301qhls.

In short, we used to know the rules of the game, but
these have become more complex in the multipolar and
multidimensional modern world. What we do know is
that we are witnessing a power play, and that winning
seems non-negotiable at this point.
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By Louis Taylor, CEO, UKEF

The world today has a wealth of export
credit agencies (ECA). The Berne Union
alone has 85 members from every continent,
all working to support cross-border trade –
but it was not always this way.
It was not until 1919 that the first ECA was
established – the organisation that is now
known as UK Export Finance (UKEF).
UKEF’s story begins in the aftermath of
the First World War. This cataclysmic conflict
not only cost millions of lives, but it also
shattered the international trade system
upon which the UK relied and saw millions of
tonnes of shipping sunk to the bottom of the
ocean.
Recognising that exporting would be
key to the UK’s economic recovery, the
UK government of the day established
the world’s first ECA, the Export Credits
Department.
It only had 13 members of staff when it
started, but they helped the founders of the
whole system of export credit that we know
today.

At the heart of government
When we were founded, we were part of
the Department of Overseas Trade – a
predecessor of present Department for
International Trade.
We were made an independent
government department in 1930 and remain

EXPERT ANALYSIS

100 Years of UK
Export Finance

so today, making us
one of the few ECAs
in the world to be so
deeply integrated into
their government’s
offer to exporters.
Indeed, our offer
of finance sits at
the heart of the
government’s Export
Louis Taylor
Strategy which seeks
to increase UK exports to 35% of GDP and
put the UK at the forefront of global trade.
Those 13 original members of staff have
now been succeeded by a team of over 300
based all over the world, working hard to
support and promote UK exports. We also
work closely with other parts of government,
including the departments for International
Trade and International Development, as
well as CDC Group – the UK’s development
finance institution.

100 years of firsts
We are very proud of being the world’s
first export credit agency and we have
been innovating since day one. In 1934, we
founded the Berne Union alongside three
private credit insurers, and remain key and
committed members of the organisation to
this day. Indeed, Kimberly Wiehl, the former
Secretary-General of the Berne Union, now

We are very proud of being the world’s first export
credit agency and we have been innovating since day
one. In 1934, we founded the Berne Union alongside
three private credit insurers, and remain key and
committed members of the organisation to this day.
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sits on our board as a non-executive director.
Our other ‘firsts’ include: providing first
sukuk (sharia-compliant bond) backed
by a western ECA; being the first ECA to
participate in a hybrid finance structure
comprising both project finance and reservebased lending; and providing the first
non-Chinese ECA guarantee for a loan in
Chinese Renminbi – now one of more than
60 international currencies in which UKEF
can offer financing.

We are supporting
economic growth across
the world, helping UK
exporters make a real and
tangible difference to
millions of people across
the world.

Complementing the private sector
Our core mission has changed little over
the last hundred years – to ensure that no
viable UK export fails for lack of finance or
insurance, and to complement the work of
banks and brokerages. We fill in the gaps,
supporting UK exporters to sell all over the
world.
The best example of the way that we
work with banks is through our partnership
to deliver support to SMEs. Through this,
partner banks are able to issue UKEF-backed
support directly to their customers – allowing
SMEs to get the financing they need as
quickly as possible.

A landmark year
We are marking our centenary in style with
a landmark year. We have concluded the
largest deal in our history providing £5 billion
in support for BAE Systems’ sale of Typhoon
aircraft to Qatar.
We are supporting economic growth
across the world, helping UK exporters make
a real and tangible difference to millions
of people across the world. This year, we
supported projects in Angola for the first
time, providing €450 million to help build
three new hospitals and upgrade two power
stations, improving healthcare and power
provision.
We have also bolstered support for
smaller exporters, with a new General Export

Facility and a Small Deal Initiative designed
to make trading with UK SMEs more
competitive. More than three quarters of all
the exporters we supported last year were
SMEs, and these new strings to our bow will
enable us to offer them even greater level
support.
All of our success this year has been
recognised by the cognoscenti of the
industry, with Global Trade Review,
Euromoney’s Trade Finance and Trade
Finance Global all naming us as their
ECA of the year and the British Exporters
Association awarding us a market-leading
9/10 for our product range for the fifth year
in a row.

Looking forward
We have a century’s worth of experience
supporting UK exports, with the ambition
and drive to do even more. When we
started, we had a maximum exposure of just
£26 million (just under £1 billion in today’s
money). Now, it stands at £50 billion. This
reflects the scale of our ambition for UK
exports as we enter our second century in
operation.
We have been innovators and leaders in
the world of export credits ever since our
foundation – and will continue to be so as we
enter our second century. Here’s to the next
100 years! n

The best example of the way that we work with
banks is through our partnership to deliver support
to SMEs. Through this, partner banks are able to issue
UKEF-backed support directly to their customers –
allowing SMEs to get the financing they need as quickly
as possible.
10
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By Kimberly Wiehl, Non-Executive Director of UK Export Finance and former
Secretary-General of the Berne Union

UKEF, the first official government export
credit agency was established 100 years ago
and the Berne Union, the global association
for the credit and investment insurance
industry is celebrating its 85th year in
2019 as well. Congratulations to both the
Berne Union and UKEF on their respective
milestone anniversaries!
These historic landmark events have
prompted me to give some thoughts on
the history of the export credit insurance
industry, highlighting developments in this
field, particularly in the last quarter-century.

Growing the Berne Union
The story begins in 1934, when four members
founding members, including ECGD (the
former name of UKEF), joined together to
create the Berne Union. After World War
II, nine further members joined – 8 from
Europe and the agency from Canada, the
predecessor of EDC today.
The following decades saw 42 new
members join the association with a much
broader geographic representation, including
from Asia, the Middle East and Africa, as well
as one multilateral organisation – MIGA.
New members were also actively joining
the Berne Union’s Prague Club for newly
established government agencies, initially
established in 1993 with a technical assistance
grant from EBRD. The original founding
agencies were from Eastern Europe, including
the Czech Republic, Hungary and Poland, with
further agencies joining from across the world
over the next decade.
In 2016, the Prague Club became an
integral part of the Berne Union meaning
that today, in our 85th year, there are 85
members, representing 73 countries.

The role of the export credit agency
As is often noted, there is not one single
model for an official ECA. While all have

EXPERT ANALYSIS

A year of anniversaries Berne Union and UKEF

some form of
government ownership
and/or backing –
some operate nearly
autonomously,
others are fully
integrated government
departments.
From the
perspective of a
Kimberly Wiehl
government, its ECA’s
mission is to assist in
growing national exports by supporting the
commercial and political risks that are not
covered by the private sector insurers and
financiers. While at the same time, ECAs
must adhere to the WTO rule that ECAs
break even over the long term to avoid
providing subsidies which are prohibited.
This balancing act creates a unique
challenge for ECAs. In order to complement
and not compete with the private market,
ECAs can only take on those risks the others
are unwilling to support.
While the mandate is to support their
clients in these more difficult markets,
industries and geographies, the ECAs must
be fully diligent carefully assessing each risk
and managing the overall portfolio which is
typically highly concentrated and unevenly
distributed. They must also swiftly identify
and remediate problem cases, resolve claims
and be prepared to collect on recoveries.

ECAs in difficult times
Over the past 25 years, there have been
numerous major political and economic
crises with significant impact on world trade
which have presented challenges for risk
capacity for global trade. Several of the more
significant events were the Mexican peso
devaluation, the Asian currency collapse,
the Argentina debt crisis and various bank
collapses and rescues.
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ECAs have often been tapped to step into
the breach during these moments. In each
instance, the industry came together via
the Berne Union to have open and intensive
discussions on the consequences of the
event on trade and the global economy.
During the meetings and in special sessions,
members were able to: review the issues in
depth, exchange meaningful information and
develop plans for any collective response
and/or advocacy initiatives.
The two that are most vivid in my
recollection were the terrorist attacks on
September 11 2001 and the global financial
crisis of 2008/09.
With the shock of the collapse of the Twin
Towers of the World Trade Center in New
York felt around the world, there were similar
alarm bells ringing for the export credit and
investment insurers.
Financing for larger projects dried up and
bank appetite for risks in emerging markets
was nearly zero. Previously active capital
markets financing options were no longer
available and reinsurance costs for exposures
for certain countries such as Pakistan
rose significantly. There was a temporary
reduction in reinsurance capacity due to
increased catastrophe losses from these
events.
The export credit insurers responded
flexibly. In some cases, for the bigger ticket
deals, it was a question of wait-and-see,
and in other cases ECAs extended trade
insurance for war and other emergency
situations.
The impact of the 2008/9 global financial
crisis on the credit and investment industry
was swift and severe. Berne Union members
paid $2.4 billion in short term business claims
in 2009, more than twice as much in 2008
and two and a half times more than in 2007.
Claims in 2009 for the medium/long term
business rose over three times at $3 billion
than in the previous year.
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Despite managing record levels of claims,
BU members continued to support business
in difficult economic conditions as banks
and other financial institutions had severely
limited risk appetites.
At the same time, there was a huge
increase in demand demonstrated by the rise
in total exposure from $1.36 trillion in 2009
to $1.43 trillion in 2010. Members reported
that the global economy was operating at
two speeds, with fast growth in Asia and
Latin America versus slower recovery in the
US and Europe.
These statistics show that the BU
members not only stepped up to the plate
with sustained support, but new programs
were instituted or re-instituted to cover short
term risks that were previously deemed
marketable, exposure limits were increased
and more direct lending capacity was
developed to address the liquidity gap.
It was a very intensive time for the
industry, yet it not only weathered the storm,
but it also succeeded in its mandate to be
available to customers when the commercial
market was not.

Interesting times
Despite the impact of these economic
and political crises, the overall trend for
business growth in insured business has
been overwhelmingly positive. The Berne
Union data demonstrates that overall growth
in business volumes has continued to
accelerate – due both to heightened volumes
per member and the expansion in the
number of members reporting data.
In 1999, Malcolm Stephens, former CEO of
UKEF and former President and SecretaryGeneral of the Berne Union stated: “Clearly,
these will remain interesting times for export
credit agencies, their governments and their
customers.”
Today, 20 years later in 2019, I could not
agree more. n

Despite the impact of these economic and political
crises, the overall trend for business growth in insured
business has been overwhelmingly positive. The
Berne Union data demonstrates that overall growth in
business volumes has continued to accelerate – due
both to heightened volumes per member and the
expansion in the number of members reporting data.
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ICIEC – 25 Years
of Partnership for
Development
By Oussama Abdul Rahman Kaissi, Chief Executive Officer, ICIEC

This year, the Islamic Corporation for the
Insurance of Investment and Export Credit
(ICIEC) celebrates its 25th anniversary.
Reflecting on the past quarter-century, ICIEC
has witnessed its market, its solutions, its
partners, and the world of Export Credit
Agencies (ECAs) themselves change
dramatically. What is now becoming a part of
the lens in which ECAs see the world, is the
extent to which ECAs can help achieve the
UN’s Sustainable Development Goals (SDGs).
As a multilateral ECA and a member
of the Islamic Development Bank (IsDB)
Group, development impact has always
been a part of our core mandate and in
our DNA. We have served as a bridge
for trade and investment, supporting our
Member Countries on both sides of trade
and investment transactions and bringing
together exporters and importers, foreign
investors and projects through our insurance
solutions. As such, it comes naturally to
us to see the work of ECAs through this
development impact perspective.
Since 2017, we have published our Annual
Development Effectiveness Report (ADER)

which highlights how
our activities and
insurance solutions
have contributed to
development within
Member Countries.
In contrast to other
ECAs who have
historically measured
“national content” or
Oussama Abdul
“national interest” in
Rahman Kaissi
terms of jobs created
in their own exporting
nation, we have sought to apply a broader
perspective and look at national interest from
both ends of the transaction.

The role of ECAs in catalyzing
private sector funds to fulfill
financing gaps in SDGs
ECAs today are playing an increasingly
crucial role as contributors to the SDGs.
The huge financing gaps for successfully
achieving the SDGs requires ECAs to
become more active in galvanizing support
in funding projects that contribute to

As a multilateral ECA and a member of the Islamic
Development Bank (IsDB) Group, development impact
has always been a part of our core mandate and in
our DNA. We have served as a bridge for trade and
investment, supporting our Member Countries on both
sides of trade and investment transactions and bringing
together exporters and importers, foreign investors and
projects through our insurance solutions.
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sustainability across a wide range of sectors
by covering commercial and political risks
of transactions. With increasing pressure on
ECAs to focus on their impact, a number of
ECAs are adding SDGs to their mandates
and strategies.

ICIEC’s contribution to the SDGs
ICIEC plays a key role in contributing to six
of the SDGs, mainly in the agriculture sector,
healthcare sector and sustainable energy
sector, through employment and economic
growth, investment in infrastructure
and lastly, by building partnerships for
sustainable development.
SDG 2: Zero Hunger
Since inception, ICIEC has supported USD
1.3 billion in trade and investment in the
agricultural sector by providing insurance
options to both exporters and buyers.
We provide comprehensive protection to
exporters of agricultural machinery globally
to facilitate their expansion into risky OIC
markets. We also provide insurance options
to banks in Member Countries that lend
to importers of agricultural equipment to
increase their access to finance and promote
their own agricultural activity. In this way,
ICIEC is promoting sustainable agriculture
that enhances food security by bridging
the gap between small-scale farmers and
exporters of agricultural machinery catering
to risky markets, through its commercial and
political insurance solutions.
SDG 3: Good Health and Well-being
ICIEC has been instrumental in supporting
the healthcare industry with investments of
up to USD 512.8 million in the construction
of hospitals and the expansion of medical
facilities. This support extends to exporters
wishing to expand their markets globally.
The coverage of political and commercial
risks allows trade and investment to flourish
among OIC countries and beyond.
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The huge financing gaps
for successfully achieving
the SDGs requires ECAs
to become more active
in galvanizing support
in funding projects
that contribute to
sustainability across a
wide range of sectors
by covering commercial
and political risks of
transactions.
SDG 7: Affordable and Clean Energy
Access to affordable, reliable and sustainable
energy is an essential ingredient for
economic growth and development. ICIEC
has made significant contributions of up
to USD 15.5 billion in power generating
projects. We have introduced numerous
renewable energy technologies in Member
Countries, including the construction and
implementation of large-scale solar energy
and wind farm projects.
SDG 8: Decent Work and Economic Growth
Inclusive economic growth is fundamental in
spurring sustainable development through
increased labor productivity and reduced
unemployment. Trade and investment are
directly correlated to economic growth by
boosting business capacities and adding
value to goods and services. Having several
least developed countries (LDC) within our
membership, ICIEC focuses on improving
their economic and social standing through
increasing impactful investments. ICIEC has
insured over USD 6.5 billion for imports,
exports outward and inward investment in
LDCs and USD 2.5 billion in labour-intensive

Inclusive economic growth is fundamental in spurring
sustainable development through increased labor
productivity and reduced unemployment. Trade and
investment are directly correlated to economic growth
by boosting business capacities and adding value to
goods and services.
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SDG 9: Industry, Innovation and Infrastructure
Building resilient infrastructure is core to
every sustainable development goal.
As such, infrastructure has been one of the
key focus sectors in ICIEC’s strategy. We
are uniquely positioned to cover political
and commercial risk associated with largescale infrastructure projects. Our products
financing capacities, particularly for SMEs
by protecting banks’ balance sheets
encouraging them to extend their services
to SME exporters. Industrialization, trade
and innovation are mutually reinforcing.
Therefore, we aim to strengthen the valuechain integration of local producers but
also promote access and expansion in to
new markets. ICIEC has supported USD 3.7
billion in trade and investment related to
infrastructure.
SDG 17: Partnerships for the goals
The SDGs cannot be achieved without a
globally connected force of cooperation
between different levels of government,
multilateral institutions, civil society
organizations and the private sector. The
collaboration can be effective in streamlining
functions, leveraging synergies and
mobilizing resources to contribute to the
achievement of the SDGs. ICIEC continues
to unlock and catalyse financial resources
that would not have otherwise been
flowing into and across OIC countries. As
a multilateral organization of 46 countries,
we encourage the participation of banks,
investors, corporates and national ECAs in
export transactions and investments in risky
markets, by helping navigate uncertainty
and enhancing competitiveness by offering
extended credit periods for capital goods.

SDGs as a guiding principle for
ICIEC’s strategy
Our monitoring and evaluation policy
framework shapes our activities in prioritizing

development impact in Member Countries.
We can now measure and highlight the
social, economic and environmental
impacts that our products and services
have had on the development of Member
Countries’ export sector and its effects on
human development, including access to
employment, enhanced infrastructure and
basic social services. In this way, the SDGs
have become the keystone for our continued
development journey, shaping ICIEC’s
strategy and helping to define the outcomes
we seek to achieve going forward.
Our pursuit of the SDGs is threefold.
Firstly, it aligns our strategy with that of the
IsDB Group. Secondly, it boosts our mandate
in supporting the sustainable economic
development of our Member Countries
through risk mitigation solutions and thereby
further advances each Member Countries’
agenda with a view to the SDGs. Thirdly, we
act as a catalyst in mobilizing private sector
funds towards the achievement of the SDGs.
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industries among all its Member Countries.

Towards a new approach to
SDG financing
Due to the nature of their role in taking
on foreign risks in cross-border trade and
investment, ECAs are invited to consider the
opportunities in assessing the development
impact of their transactions. Sustainable
development is a high national and global
priority and ECAs should endeavor to
actively contribute to the achievement
of the SDGs by insuring exports and
investments in projects that would not have
occurred otherwise due to high market
risks, particularly in developing countries.
To successfully integrate SDG related
objectives within the ECAs’ mandate,
careful consideration and compliance with
the reporting of social and environmental
standards is required. ECAs can effectively
fill the gaps in SDG financing by improving
synergies and driving greater focus on
mitigating risks in trade and investment,
particularly in developing countries. n

Sustainable development is a high national and
global priority and ECAs should endeavor to actively
contribute to the achievement of the SDGs by insuring
exports and investments in projects that would not
have occurred otherwise due to high market risks,
particularly in developing countries.
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Shipping related
exports from Norway –
an update from GIEK
By Solveig Frøland, Director, Shipping, Yards and Offshore Projects
Anders Gerlach Nielsen, Senior Vice President – Head of Team Shipping,
Cruise & Maritime Equipment
Cathrine Toset, Senior Legal Adviser / Head of Team Shipping and Offshore

Introduction:
Norway has a proud maritime history. For
more than 150 years, its maritime sector has
contributed to world trade, economic growth
and maritime innovation. The maritime
cluster ranging from shipyards, equipment
producers and marine service companies
to financial institutions and ship-owners are
significant links in the value chain.
The guarantee portfolio of the Norwegian
Export Credit Agency (GIEK) reflects the
nature of Norway’s exports. The bulk of
exposure remains directed to the offshore
industry. However, transition to new markets
is supported by way of granting guarantee
cover to well reputed ship-owning companies
holding leading positions in niches such as
hybrid ferries, expedition cruises and wellboats for sea-farming.
Sophisticated shipbuilding is capital
intensive and well suited for cross-border
transactions. The sector is strategically
important to shipbuilding countries and
historically cared for by official credit
support schemes. Hence, buyers have
reason to expect attractive financing to
tag along with newbuilding orders. Export
Credit Agency (“ECA”) finance is a powerful
tool in a competitive business climate and
represents significant sourcing of capital to
global shipping.

GIEK – recent developments
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The Norwegian official support scheme
offers credit risk cover by GIEK and funding
provided by Export Credit Norway or by
Norwegian and foreign commercial banks.
Following challenging years in the offshore

Solveig Froland

Anders Gerlach Nielsen

sector and being in
the midst of heavy
restructuring stories,
it is encouraging to
see the Norwegian
shipyards taking
a confident and
improved position in
markets such as arctic
cruise ships, ‘green’
ferries and advanced
fishing boats.
Norwegian yards are
successfully creating
new grounds for
future growth. A green
shift in the shipping
industry is also making
room for new suppliers
to join the game, such
as manufacturers of
batteries for electric
propulsion and
scrubber technology
applicable for reducing
sulphur oxides
emissions.

Export Credit
Agencies as a
source of finance
for shipping.
GIEK’s buyer credit
guarantee is a key
factor to shipbuilding in Norway but also
to the sale of Norwegian equipment placed
on foreign-built vessels. Ship finance is a
specialised financial category in which a

Cathrine Toset
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Syndicated Marine Finance Loan Volume

Source: Marine Money International January 2018 and GIEK

The position of GIEK
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limited group of commercial banks with
lending particularly expensive for banks.
global customer strategy offer long term and
Ship-owners have become increasingly
reasonably priced lending. Loan facilities are
interested in ECA structures and the ECAs
asset backed, secured with ship mortgages
are presently providing a stable supplemental
and a parent guarantee. However, financing
source of finance to the shipping industry.
of new ships has changed in the past ten
According to KPMG, ECA finance accounted
to fifteen years and ECA finance is now an
for approximately 10 percent of the shipping
ten tosource
fifteen
years to
and
ECA
is now
an essential
of finance to global ship
essential
of finance
global
shipfinance and
offshore-related
debtsource
finance before
finance.
finance.
the financial crises; while the share rose to
Loan volume for syndicated marine
more than 33 percent in 2015 amounting to
lending was estimated by Dealogic to be
around $15 billion of annual new business.
about $60 billion in 2018, a significant
There is every reason to expect ECA finance
Loan from
volume
for
syndicated
marine lending
estimated
byof Dealogic
decrease
similar
volume
of more than
to remain was
an attractive
source
capital. The to be about $60
$100
billion
in
2007.
A
number
of
the
ship
same
is
the
case
for
other
alternative
sources
billion in 2018, a significant decrease from similar volume of more than
$100 billion in 2007.
finance
banks
that
historically
dominated
of
finance
such
as
the
Chinese
leasing
A number of the ship finance banks that historically dominated the market, particularly the
the market, particularly the European
a sector of improved significance to
European banks, have gradually exitedmarket,
shipping
by selling portfolios or allowing existing
banks, have gradually exited shipping
global shipping.
loans
to
amortise
without
taking
on
new
business.
Although the reduced ambitions were
by selling portfolios or allowing existing
triggered
by without
the financial
losses
made by these banks in the shipping
The position
of GIEK
loans
to amortise
taking oncrisis
new and substantial
industry,
otherthe
factors
have
affected theBased
desire
the banks
to portfolio
shrink their
onof
existing
maritime
and shipping portfolios.
business.
Although
reduced
ambitions
support
to
the
shipping
industry
for
more
were
triggered
by
the
financial
crisis
and
These factors include the increasing regulation faced by the European banks and particularly
than two
decades, GIEK
substantial
made
by these banks
in adequacy
becauselosses
of the
increased
capital
requirements
ofranks
the among
Baselthe
III and Basel IV. The
major ECAs in ship finance. In the segment
the shipping industry, other factors have
banks that remain active in the shipping
market are generally selectively lending only to
of merchant vessels and offshore, ECAs in
affected the desire of the banks to shrink
existing
customers
and large
shipping conglomerates.
the ‘top three’ shipbuilding countries (Korea,
their
shipping
portfolios. These
factors
China and Japan) play a major, global role. The
include the increasing regulation faced
is the case
for cruise
and ferries
where ship-owners have
byFollowing
the Europeanthe
banks
and
particularly
substantial reduction insame
financing
from
traditional
banks,
four European countries dominate the market.
because of the increased capital adequacy
increasingly turned to alternative financing sources. This is particularly the case for small to
Norwegian offshore technology enjoys a
requirements of the Basel III and Basel IV.
medium-sized ship-owners, as well as leading
high-volume
segments like offshore and cruise where
position in the world market and GIEK
The banks that remain active in the shipping
capital
make lending
lending
particularly
expensive
for banks.
Ship-owners
have become
supplement
this high-volume
segment
with
market
are restrictions
generally selectively
only
interested
ECA structures
and
the ECAs
presently
financial
capacity.
Despiteare
reduced
demand providing a stable
to increasingly
existing customers
and largein
shipping
for new credit
to offshore
vessels, GIEK
conglomerates.
supplemental source of finance to the shipping
industry.
According
to still
KPMG, ECA finance
has
a
significant
portfolio
and
ranks
at
par
Following
the
substantial
reduction
in
accounted for approximately 10 percent of the shipping and offshore-related
debt finance
with the largest offshore banks in terms of
financing from traditional banks, ship-owners
before the financial crises; while the share
rose to more than 33 percent in 2015 amounting to
exposure. Today, GIEK manage a maritime
have increasingly turned to alternative
aroundsources.
$15 billion
of annualthe
new
business.
There
is every reason
towhich
expect ECA finance to
portfolio
of approximately
$9 billion,
financing
This is particularly
case
attractiveship-owners,
source of as
capital. according
The same
is theMoney
case infor
other
alternative sources of
to Marine
size
compares
forremain
small to an
medium-sized
to
top
15
of
the
largest
commercial
ship
well
as
high-volume
segments
like
offshore
finance such as the Chinese leasing market, a sector of improved significance to global
finance banks set out below (right)
and
cruise where capital restrictions make
shipping.

Shipping vs. Offshore Syndicated Loan Volume
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manage a maritime portfolio of $9.4 billion, which according to Marine Money in size
compares to top 15 of the largest commercial ship finance banks set out below (right)

Berne Union Newsletter, September 2019

Major ECAs in ship finance

2018 Marine Finance Loan Portfolio

Source: Marine Money International April/May 2019 and GIEK

Guidelines for GIEK ship finance

many ways, this type of structure can be
characterised as a ‘standard’ club deal with
the ECA adding additional capacity in the
For buyers’ credit financing of new ships,
For buyers’ credit
financing
of
new
ships,
the
guidelines
for GIEK
follow the general
commercial
transaction.
the guidelines for GIEK follow the general
An
alternative
model
is financing of ‘parts
of OECD
termsthe following:
understanding of understanding
OECD (SSU).
Main (SSU).
termsMain
include
of
ships’
which
means
that
volume eligible
include the following:
for
GIEK
cover
is
calculated
from contract
l Debt financing of up to 80 percent of the
• Debt financing of
up
to
80
percent
of
the
sales
contract
value;
value
of
Norwegian
equipment
delivered to
sales contract value;
• GIEK can guarantee
up
to
90
percent
of
the
total
credit
facility
(100
percent
in
case
of pure
a
foreign
yard.
Instead
of
guaranteeing
for
l GIEK can guarantee up to 90 percent of
political risk); the total credit facility (100 percent in case a certain percentage of the vessel contract
in the classic
model, GIEKgoods,
guarantee for
of pure
political
risk);
• At least 30 percent
of the
GIEK
guaranteed volume mustasconsist
of Norwegian
up
to
80%
of
the
Norwegian
exports.
To
l Acreation;
t least 30 percent of the GIEK
services or value
facilitate
the
process
and
in
order
to
increase
guaranteed volume must consist of
• Up to 12 years tenor and linear repayment with quarterlythe
orloan
semi-annual
payments.
amount and thereby the Norwegian
Norwegian goods, services or value
export, GIEK has accepted financing of
creation;
parts
of shipsto
in the
a series
of new
buildings in
Final terms reflect
specific
credit
risk
and
market
conditions
relevant
case.
In assessing
l Up to 12 years tenor and linear repayment
exchange
for
security
in
one
or
two
all the
quarterly orcollateral,
semi-annual contract
payments. robustness, earnings potential andof the
credit risk, GIEK with
emphasises
vessels.
experience of the operator. The «classical» model for financing of a vessel built at a
This bundling principle improves efficiency
terms reflect specific credit risk and
Norwegian yard Final
is that
GIEK guarantees about 70 percent
of the underlying term loan
and
adds attractiveness to the GIEK
market conditions relevant to the case.
disbursed by either
Export Credit
Norway
or a commercialguarantee.
bank of which
the latter
coverstothe
The principle
also applies
other
In assessing
credit risk,
GIEK emphasises
remaining risk. Pari
passu
term
implies
GIEK
to
require
the
same
security
and
covenants
as
forms
of
transactions.
In
the
retrofit
segment,
collateral, contract robustness, earnings
in relation tobank
installation
of scrubbers
potential
the experience
of the operator. the i.e.
the commercial bank
in and
a transaction.
Consequently,
commercial
shares,
on equalon
a
whole
fleet,
GIEK
may
provide
guarantees
The
model
financing of
and pro rata basis,
all«classical»
proceeds
fromforsecurities
ina case of default under a loan. The pricing
of
for
corporate
facilities
to
investment
grade
vessel built at a Norwegian yard is that
the guarantee will be likewise with GIEK sharing risk premium and fees equally with the
debtors or GIEK may step into existing asset
GIEK guarantees about 70 percent of the
banks. The lowerunderlying
coverage
compared
to
other
ECAs
is
a
test tofacilities
confirm
marketable
terms
backed
being
granted a pro
rata
term loan disbursed by either
which commercial
banks
can
endorse.
In
many
ways,
this
type
of
structure
can
be
share
of
the
existing
ship
mortgage
value.
Export Credit Norway or a commercial bank
Another
angle
is
the
concept
of
of which the latter covers the remaining
guaranteeing for credit lines. Through a 3
risk. Pari passu term implies GIEK to
framework facility, we accept drawdown of a
require the same security and covenants
credit line over a certain period for purchases
as the commercial bank in a transaction.
and services from several exporters. GIEK
Consequently, the commercial bank shares,
recently issued a new framework guarantee
on equal and pro rata basis, all proceeds
to Petrobras and we see the interest of this
from securities in case of default under a
structure elsewhere in the market too.
loan. The pricing of the guarantee will be
Risk sharing with commercial banks at
likewise with GIEK sharing risk premium
this
level has served GIEK well through the
and fees equally with the banks. The
downturn
of the cyclical offshore market.
lower coverage compared to other ECAs
It
has
secured
a common understanding of
is a test to confirm marketable terms
risk
and
equality
of GIEK’s position among
which commercial banks can endorse. In

Guidelines forsupport
GIEK ship finance support
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Process
As part of our internal due diligence and
work process, GIEK will review the loan
documents and provide our comments into
the bank syndicate. In shipping and offshore
transactions, LMA standards usually apply.
Often, GIEK’s transactions are subject to
Norwegian jurisdiction. However, it is also
common to see UK law or New York law.
Lately GIEK has recently participated in
several French tax-lease transactions and
been approached with suggestions of
Spanish tax lease.
Due diligence of sustainability and social
issues in relation to yards has great focus.
We have a good process for evaluating
conditions for labour, health and safety
at several European and Asian yards. In
agreement with the ship-owner, the yards
commit to the evaluation and to satisfactory
follow up any resulting action plan. The
procedure is in practice a condition for
the GIEK guarantee and is subject to
documentation in the loan agreement or by a
separate side letter from the yard to the ship
owner.
The past years GIEK has gained solid
experience from work outs in the offshore
sector. We have been part of steering
committees in restructurings through US
Chapter 11 and in Brazilian debt settlements.
Having the Norwegian government in the
back and thus allowing GIEK to keep a long
term view of a transactions in distress, has
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Demand for supplemental
financial capacity to the
shipping industry has
opened up opportunities
for GIEK to support
maritime export from
Norway. The field of ECA
finance remain active and
GIEK have every ambition
in respect of maintaining
a significant role as future
provider of credit to the
shipping industry.
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creditor peers. The high degree of risk
sharing with the commercial banks can also
be regarded an alternative to reinsurance in
the private market.

been useful in the process of reducing credit
losses and in seeking sustainable solutions
for the good of all parties.

Concluding remarks
ECA finance to new vessels is available from
most shipbuilding countries and Norway
is no exception. However, the Norwegian
official support scheme assumes a higher
than usual level of risk and revenue sharing
with commercial banks.
Demand for supplemental financial
capacity to the shipping industry has
opened up opportunities for GIEK to support
maritime export from Norway. The field of
ECA finance remain active and GIEK have
every ambition in respect of maintaining a
significant role as future provider of credit to
the shipping industry. n
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The Swiss chemical and
pharmaceutical industry
as a leading exporter
By Heribert Knittlmayer, Chief Insurance Officer, and
Andreas Oel, Assistant Vice President, Large Enterprises & Reinsurance, SERV

The chemical and pharmaceutical industry is Switzerland’s most
important export sec-tor and has achieved consistent growth in recent
decades. Nonetheless, it is a sector that is not immune to challenges
and structural change.

The first chemical and pharmaceutical
factories emerged in the 19th century, tracing
their origins to the production of dyes for the
textile industry. The industry later went on to
concentrate on high value-added products,
such as serums, vaccines and drugs.
Following a crisis and profound restructuring
in the 1990s, the pharmaceutical sector
expanded strongly from 2000 onwards, with
exports alone rising from CHF 8 billion in
1990 to CHF 85 billion in 2016.
The chemical and pharmaceutical industry
is now Switzerland’s leading exporter, selling
products worth about CHF 104 billion abroad
in 2018, some 45% of Switzerland’s total
exports.

The operators
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The industry is dominated by a handful
of major chemical and pharmaceutical
enterprises, although almost half its
workforce is employed by small and
medium-sized companies. In total, the
sector comprises about a thousand active
companies. The chemical and pharmaceutical
industry currently employs some 77,000
people in Switzerland and more than
338,000 abroad.
The business association scienceindustries
is an important operator in this sector.
Founded in 1882 under the name
‘Schweizerische Gesellschaft für Chemische
Industrie’ as an economic interest
group for the chemical-pharmaceutical
industry, the association’s membership
now includes around 250 well-known
companies in Switzerland from the chemical,

pharmaceutical,
life sciences and
other science-based
industries.
Its members
generate about 98%
of their turnover
from exports, and
– with a share of
45% – the sector
Heribert Knittlmayer
therefore makes a very
important contribution
to Switzerland’s
total exports. The
association’s member
companies have deep
roots in Switzerland,
demonstrated by the
fact that more than
20% of their global
costs are incurred
Andreas Oel
in Switzerland and
almost a third of global research investment
is made in the country.

Export promotion
scienceindustries operates a global insurance
agency on behalf of its members, providing
them with administratively simple and
inexpensive cover for their exports. These
export risks are in turn covered by Swiss
Export Risk Insurance (SERV) in the form
of global insurance, which bundles several
companies’ exports to different countries in a
single insurance policy.
SERV insures the exports of Swiss
companies against economic and political
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From the perspective of
export credit insurance,
localisation and
networking will result in
‘export’ becoming less
important, with attention
shifting to vendor finance.
In addition to hedging
bad debt risk, providers
of life science services will
also have to consider how
customers can finance
these services

degree of value added in Switzerland.
As a public organisation of the federal
government, SERV operates on a subsidiarity
basis, i.e. its insurance policies are offered
in addition to those available from private
credit insurers. This means that it covers
mainly exports to countries with political and
economic challenges.

The sector is undergoing a structural
transformation
The successful growth achieved thus far,
and the healthy positioning of the Swiss
chemical and pharmaceutical industry
cannot obscure the fact that the industry
is one of many undergoing major structural
change. A gradual privatisation of buyers in
the purchasing countries has been observed
in recent years. In the past, it tended to be a
Ministry of Finance or central bank that acted
as the buyer or guarantor, but now that role
is generally played by a private company, a
development that has increased SERV’s audit
costs. It also gives exporters new challenges,
as they must ask for current annual figures
and a special questionnaire from their
customers to enable SERV to perform
checks on private debtors.

Exporters’ distribution structures are
also becoming increasingly complex,
often involving local subsidiaries or central
purchasing companies, and there are no
longer any direct traditional export contracts
between the exporter and the foreign
buyer. SERV adapts its insurance coverage
constantly in line with these new business
structures in order to continue to meet
industry requirements.
According to a study conducted by
the consulting firm PwC Strategy&, the
challenges include increased pressure
on margins due to the continuing
commoditisation of product ranges and
increasing volatility on the commodity
markets. The competitive pressure has also
been increased by new competitors in Asian
countries, and bioengineering start-ups
have accelerated the pace of technological
change.
The answer to these challenges might
lie in completely rethinking the industry’s
traditional business models. The focus
to date has been on the innovation of
new products and processes and raising
productivity, but in future the actual
customer benefit will play an increasingly
important role. Chemical and pharmaceutical
suppliers see themselves now less as
manufacturers of products and more as
service providers for people, with ‘life
science’ the keyword. Value chains are now
being reconsidered. The aim is to bring both
research and development and production
and marketing closer to the customer. The
ability to capture, save and evaluate a broad
range of customer information will also
become an increasingly important success
factor.
From the perspective of export credit
insurance, localisation and networking will
result in ‘export’ becoming less important,
with attention shifting to vendor finance. In
addition to hedging bad debt risk, providers
of life science services will also have to
consider how customers can finance these
services if they are to ensure a demand for
them. The more added value created by
customers, including those in countries with
higher political risks, the more the question
arises of how companies can protect
their assets from expropriation or other
political upheavals; for instance, by means
of investment risk guarantees. Such issues
are nothing new for ECAs, but what is new
is that this topic is becoming an issue in life
science services. n
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risks, and sets no minimum company
or order volume size for its insurance
cover. However, the exporter must be
headquartered in Switzerland and the export
transaction must include an appropriate
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